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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 for a line of credit up to
$25,000... on your signature alone. No
collateral is necessary. No endorsers.
No co-signers. And, most importantly,
no hassles.
• Credit lines available from $5,000
to $25,000. Major funds for your major
needs. While current earnings or credit
cards can take care of most smaller
needs, today's busy executive requires
larger amounts of cash from time
to time.
• All transactions handled by mail.
This unique feature makes borrowing
unusually convenient and guarantees
privacy. There are no personal meetings and no complicated procedures. The few necessary steps are
made by you in the privacy of your
home or office.
• Your 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.

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.

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
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14201 East 4th Avenue
Aurora, Colorado 80011
1.800.525 -1132
Colorado residents call collect:
341 -6581
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-------- - - - - -Security Pacific Executive/
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PO Box 33008. Aurora. CO 80011
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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 Marketing Sennces
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Catching China Fever: a Management Accountant's Perspective 19
By Ray Vander Weele
In the People's Republic of China, Western business principles such as profit, RO,I, and
budgeting have been virtually unknown until recently. Now with government reforms taking
shape, Chinese business people are eagerly learning new methods from visitors the government has invited to share their knowledge. One NAA member who recently spent several weeks teaching management accounting to upper- and middle- management personnel from industry and government recounts his adventures.

Measuring the Multinational's Performance

26

By Wagdy M. Abdallah and Donald E. Keller
Traditional management accounting practices are neither effective nor objective when it
comes to measuring the performance of a foreign subsidiary. What is needed is a model
that will identify, assess, and incorporate a country's social, economic, and political conditions into a currently used performance evaluation system.
Certificate of Merit, 1984 -85.

International Transfer Pricing

31

By Michael P. Casey
There are no easy answers to the question of what to charge for products transferred
between a corporation and its international subsidiaries. But, as with any corporate strategy, the overall competitive and financial position of the firm must be the management
accountant's first concern when determining transfer prices.

Creative
Accounting

How We Match Costs and Revenues in a Service Business

36

By Daniel J. Wentz
It takes creative accounting to match costs and revenues when you don't have any inventory to carry on the books. Such is the case with this company which supplies a valuable
service to clients but found it difficult to match the cost of supplying that service and the
revenue from it to any standard period.

MIS

Using the Relational Database

43

By James F. Smith and Amer Mufti
Relational databases add great flexibility to a system's potential to generate useful data.
but a DBMS requires a greater memory capacity. Described here are the basic characteristics of a relational type database and the advantages and disadvantages of such systems.
Certificate of Merit, 1984 -85.

Benefits

FAS 81: Disclosing Postretirement Benefits

51

By Linda L. Jardine and Randall W . Luecke
A company's financial well -being could be affected by the costly medical benefits it offers
retirees. But here's some healthy advice: Consider funding future liabilities on a current
basis and lower costs through health maintenance programs.
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Cost

Measuring Costs with Machine Hours

57

By Gregory Hakala
Your factory may be state -of- the -art but what about your accounting systems? Don't ignore
the p ossibility that a change from direct labor to machine hour reporting could improve
your ability to measure worker and machine performance in your factory of the future.

MAP

Definition and Measurement of Direct Labor Cost

67

By Staff
Th ird Statem ent on Managem ent Accounting in the Practices and Techniques category
details and refines the definition of direct labor and its m easurement.

NAA
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Targets, Tactics, Logistics
The virtue of an intuitive and subjective approach to operations is
undeniable. Nevertheless, there is also much to be said in favor of a
disciplined and programmed technique for problem solving. Problem resolution, whether at the level of corporate planning strategy
or in the more fundamental aspects of departmental progress, can
be assisted by an awareness of the patterns which exist in a well planned program.
One view of a structural pattern can be isolated by the use of
terms derived from military science. Consider the following:
Targets —The focus of battle can be identified in sweeping terms or
in more specific language. In one degree or another, the area of
combat must be resolved. As the target narrows, the breadth and
number of alternatives decrease and programs can begin to isolate
steps toward resolution and ultimately get to the process of measuring achievements. Targets establish the "what" which is being
attempted.
Tactics —The strategy by which one works toward achievements is
a vastly different thing than identifying the goals and targets. Tactics
seek to set the paths and attitudes that are to be followed in the
effort. This is the area in which the generalship of a leader supports
the wishes of a political enthusiast. Tactics identify the "way" in
which the attempt is to be made.
Logistics —Noble goals and sound strategic concepts will prove
sterile unless they are effectively related to an awareness of and
the marshalling of the resources in money, manpower, and materials that support accomplishment and overcome specific difficulties.
In this area, the colonels are buttressing the success of the general's tactical program. Logistics provides the "means" which enable
one to pursue the way to the target.
The foregoing simplistic categorization may strike you as obvious.
It is —but many actions in military history, business evolution, and
departmental development would have benefited from a consideration of the coordination of the three elements. Napoleon might not
have invaded Russia and various entrepreneurs might not have
challenged IBM if all facts had been well marshalled.
We —as management accountants — should feel particularly challenged to provide those measurements and appraisals which improve executive awareness of available resources and problems
and of the consequences of strategic operations. An objective integration of targets, tactics, and logistics can make possible the
achievement of intuitively identified programs and the broad missions of our organizations.
HERBERT C. KNORTZ
NAA President, 1985 -86
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Here are the Reasons Why Accounting Professionals
Rely on Miller's GAAP and GARS GUIDES, Year After Year
Miller's Comprehensive GAAP and GAAS
GUIDES contain all promulgated and many of the nonpromulgate(
accounting and auditing principles in use today, all in two
convenient reference books.

Accounting firms, major corporations, and
practitioners worldwide rely on the accuracy of Miller's
Comprehensive GAAP and GAAS GUIDES year after year.
v
awtlP m,nt V^'mulR 8 p „n ,rlr.

- - - Each official GAAP and GAAS pronouncement is restated in clear, concise English.

. villa

Everything is cross- referenced, with
materials on the same subject grouped together, so it's easy and
fast to reference any specific topic on accounting and auditing.

�

All pronouncements made within 45 days of the
i
December publication date are included.

1986 editions available December 1st. Please place
your order now to ensure December delivery.

r - - - - - - - - - - - - - - Mi11er's1986�GAAP�and�GARS�Guides�----------�-�-�-�-�-�
SPECIAL PRE - PUBLICATION OFFER:

Pla ce your o rd er by Dec ember 31 ,19 85 and you'll pay only 198 5 prices!
'
'

1

1
'

SAVE AN ADDIT IONAL
10% — ORD ER T HE S ET

ST ANDING ORDER PLAN
I want to receive the
GAAP Guide, softcover

sets) of the softcover 1986
GAAP and GAAS Guides.

GAAP Guide, hardcover
GAAS Guide, softcover

You pay only $47.25
(Regular price $52.50)

GAAS Guide, hardcover
on an annual basis. I can
cancel my order at any time.

1986 GAA P GUIDE
copies, softcover edition,
@ $25.00 ea (1986 price
$27.00)
copies, deluxe hardcover,
ft, $35.00 ea
1986 GAA S GUIDE
copies, softc over edition,
Cw $27.50 ea (1986 price
$29.50)
copie s, de luxe hardc ove r,
@ $40.00 ea

GAAP GUIDE
UPDATE. SERVICE
(Subscription price includes one
softcover edition of Miller's 1986
GAAP Guide.)
1 -year subs criptio n(s) (a

$110.00 ea
2 -year subscription(l) (a
$200.00 ea
UNC ONDIT IONAL MONEYBACK GUARANTEE: If not
completely satisfied, return your
books within 30 days, or cancel
your update s ubscription within
90 days, for a full refund.

TOLL-FREEORDERING800-543-1918

In CA, HI, AK Collect 619 -699 -6335
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Company
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Street
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P ho ne (
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Zip
)
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Payment enclosed
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MasterCard
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Opinion
Robert L. Shultis, Executive Director

of this include overestimates of savings in
agricultural programs, federal management and work force reforms, receipts
from offshore oil settlements, and federal
civilian and military retirement program reforms. The recorded savings in these areas fall into what I refer to as the 'we hope
this will happen' category. That is, nothing
in the budget resolution will force Congress or the agencies to actually make the
proposed savings. As a consequence,
next year's deficit will likely be larger than
currently estimated.''

The Budget According
to Alice in Wonderland

Time magazine further corroborated the
"widespread disagreement" over the size of the
Let's assume, for the moment, a hypothetical cut made in the runaway deficit. One group says
scenario with which all of us as accountants are there was a cut of $57.5 billion, another says
familiar. It's budget time at the XYZ Corporation, $55 billion and a third, which is apparently more
a major, listed corporation with multi- billion dol- realistic, said the new budget would save only
lar revenues. The divisions have submitted their $39 billion. If this isn't an Alice in Wonderland
budget proposals (for which read profit plan) for situation, with our money, I don't know what is.
the coming year, the staff planning department
There are several proposals which, if adopthas scrutinized and consolidated them, and the ed, offer ways out of the morass we are in. One
package now goes to the CEO and the Board would be the adoption of the GAO proposals for
for review, modification, and approval. Sound a unified budgetary /accounting system (See
familiar? Of course. With some variations on the Opinion, MANAGEMENT ACCOUNTING, April '85.)
theme, nearly all of us have participated in the This would allow planned and actual data to be
process at one stage or another.
reported on the same basis — something that
Only in this company, our hypothetical XYZ doesn't happen now. Adoption might help bring
Corporation, things are a little different. For one some realism to the projected savings that varithing, nobody is quite sure what the planned ous factions in the federal budgetary process
profit for the coming year is. Some folks say it is bandy about so loosely.
X millions; others say it is 2X millions; some are
A second proposal of even greater signifiin the middle; and some don't know. Then, cance that has its origins way back in the days
there's a special rule in force at the XYZ Corpo- when Ulysses S. Grant was president over a
ration —the CEO and Board can do one of two hundred years ago is the line item veto. The
things with the budget. They can approve it in its CEO of our hypothetical company didn't have
entirety or reject it in its entirety.
this power, nor, to this day, does the CEO of the
As I'm sure everyone who has read this far is United States, although nearly every president
aware, what I've been describing is, with some since Grant has asked for it. Forty -three of the
slight modification of the facts, the federal bud- state governors have the power to chop individget process. (In view of the current state of af- ual items from the budget, but the President of
fairs, my use of the term "profit plan" to de- the United States does not. As a result, it's all or
scribe the federal budget is stretching the facts, nothing on appropriations bills. Last year, PresiI will admit.)
dent Reagan approved a $458 billion appropriaOn July 23, 1 wrote to Frank L. Morsani, chair- tion bill, which, according to an article appearman of the U.S. Chamber of Commerce, con- ing in the Readers Digest, included $400,000 to
cerning his open letter about the federal budget study the 1932 -33 famine in the Ukraine and $2
problem that appeared in the July issue of its million to "reconstruct in its original form" a
publication, Business Advocate. One paragraph lighthouse in Nantucket, Massachusetts. And
of his reply of August 5 is worth quoting:
that's our money and our kids' money they are
spending for such nonsense.
"As you know, Congress has since adoptSenate bill No. S43, sponsored by Senator
ed a budget resolution that is much closer
Mattingly (R. -Ga.) and 47 others, would give the
President line item authority, without straining
to the House version than the one passed
by the Senate. It, too, includes questionthe constitutional issues and still retain for Conable savings and includes budget reducgress certain controls over the whole budgetary
tions that are not likely to occur. Examples
$#17
6
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*GLOWS is a registered trademark of
Orion Microsystems, Inc.
©1985 AT &T Information Systems.

•
•

INTRODUCINGSOFTVWIRE,HARDWAREANDASUPPORTSY 7'EM
TOGETYOURACCOUNTINGPRACTICEGLOWING.
But now a special GLOWS
Client Accounting System,
and a GLOWS PM (Practice

As a professional, you may
already know about the incredible versatility of the GLOWS*
System. You may already recognize that this software can
streamline practically every
accounting task you have —with
its near -total flexibility in formatting and menu - creation.
(The GLOWS Audit Module,
for instance, can save you
almost 40% in staff time over
manual preparation of financial
statements.)

M

W

Management) Accounting
System are available from
AT &T's Small Business Connection. And when you order
the new AT &T GLOWS, you
get something more than superior software.
You also connect with the

ideal source for AT &T's UNIXTM
System family of computers —
the computers with the future
built in. The latest of these is the
enhanced 3B2 line,which combine
high performance and remarkable multi -user capabilities.
Also, the Small Business
Connection is staffed by some
of the most knowledgeable
service specialists in the world.
They have a unique understanding of the particular
demands of your trade, and how
AT &T software and hardware
can meet those demands.

The integrated modules
for AT&TGLOWS
include: Write -Up,
Audit, Financial
eport Generator,
L Assets Reporting, After - the -Fact
Payroll Accounting
and 1099 System.

All of this means just one
thing: you will be better able to
service your clients. Because
when you buy a system from
the Small Business Connection,
AT &T assumes complete end to-end responsibility for that
system. And of course, you'll be
dealing with a single source —
the one with a proven past and
guaranteed future.
Call 1800 247 -7000, Ext.
168, when you're ready to glow
with the full- service computer
specialists at the Small Business
Connection of AT &T.

lb help you get the most out
of any AT &T system, the Small
Business Connection offers
specialized training, if desired.
They also provide a Service
Hotline for immediate assistance,

plus another service that can
actually perform software
diagnostics over the phone.
'

s

The enhanced AT &T 3132/300 and its userfriendly terminals really stack up to meet your needs.

AT&T
The right choice.

Management
Accounting
Practices
Stephen Landekich, Editor

Testimony on Pension Accounting
MAP Chairman Bernard R. Doyle presented the
MAP Committee's comments at the FASB public
hearings on August 2. The hearings held in
Stamford, Conn., concluded the third and last
set of public hearings on pension accounting.
The topic, ''Employers' Accounting for Pensions,'' excluded one area covered in the preceding sets of hearings, as the Board had established -in the meantime a separate project on
accounting for postemployment benefits other
than pensions.
A substantial question- and - answer exchange
followed Chairman Doyle's testimony. In his 35
answers, Chairman Doyle provided detail exposure of the MAP Committee's comments, clarified various underlying views, and covered
some additional issues raised by participants.

prescription of a single actuarial cost method.
• Funding and costing, although separate matters, both aim at the same ultimate objective.
It is likely that any material divergence in the
respective amounts for a reporting period
would impair the usefulness of statements.
• The proposed disclosure specifications exceed by far the relative magnitude of the pension cost and funding amounts.
• In general, consequences of some of the
more significant departures from APB 8 remain imperfectly understood. The MAP Committee urges the Board to conduct careful examinat ions of the impact on individual
companies before proceeding.

FAS No. 86 on Software to Be
Marketed Is Issued
Statement of Financial Accounting Standards
No. 86 on "Accounting for the Costs of Computer Software to Be Sold, Leased, or Otherwise
Marketed" was issued by the FASB in August
1985. The Statement specifies that costs incurred internally as research and development
in creating a computer software product be
charged to expense until technological feasibility has been established for the product. All subsequent production costs shall be capitalized.
The annual amortization cannot be lower than
the straight -line amount over the remaining estimated economic life of the product. This Statement is applicable, on a prospective basis, to
fiscal years beginning after December 15, 1985.

Software for In -House Use
MAP Committee's Concerns
• The FASB Exposure Draft takes a short -term,
mechanistic view of a long -term process. It is
the trend over time that should govern the accounting treatment of pensions rather than the
estimated year -to -year fluctuations in the various related measurements. By proposing the
"corridor" approach, the Board has given
recognition to the volatility problems. Nevertheless, the effect of market values of assets
on the annual calculations remains a significant source of year -to -year fluctuations. The
MAP Committee advocates that the use of actuarial valuation methods be permitted.
• The proposed use of current settlement rates
as the discount rates might be suitable for
contemplated plan terminations. In the continuing plan context, however, the expected
long -term investment rate of return is more
appropriate.
• The MAP Committee prefers cost /compensation methods as opposed to the proposed

The FASB considered the MAP Committee's Issue Paper, ''Accounting for Software Used Internally," at the Board's June 19 meeting. It was
decided not to add a project on this subject to
the Board's agenda at this time. As stated by
FASB Director James J. Leisenring in a letter to
MAP Chairman Doyle: "Board members were of
the opinion that accounting for the costs of software for internal use is not currently a significant
problem requiring FASB action. Studies indicate
that the majority of companies expense all costs
of software for internal use and Board members
were not persuaded that this current predominant practice is improper. Also, the forthcoming
Statement on the costs of software to be marketed should establish a high threshold for capitalization of all software costs."

FASB's Releases for Comments
Exposure Draft, ''Employers' Accounting for
$#13
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Standardssetsohigh,theysoar.
A
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goal of making your office work better, and your
office a better place to work.
Call 1- 800 - 323 -1717, ext. 303 (in Illinois,
1- 800 - 942 -8881, ext. 303) to find out more
about Canon Professional Calculators.
They're the better answer for years to come.
Because first, they have to answer to us.
Where qualityis the constant factor.
CP12180
n C mode s i ncl ude
c P t xo e /
cF t0 O 8D —1 —
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Circle number 6 on reply card.
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In the world of the professional business
calculator, the name the others are judged by is
Canon. And that's the way it's been for over
20 years —as long as we've been making
calculators.
40
Our Professional Calculators
are sleek, trim —with weighted
and contoured keys for hours of
comfortable operation.
And before they ever deliver the
first in a long life of totals, we make sure that
in design, quality and performance, they meet our

;

ELECTRONIC CALCULATORS
Canon U.S.A., Inc., One Canon Plaza. Lake Success. NY 11042

were due and would not be paid.

Taxes
Israel Blumenfrucht
and Jerold M. W eiss, Editors

Are You Liable for
Your Company's Nonpayment of Taxes?
It is common knowledge that the failure of a
business to make timely payments of withholding taxes may result in the IRS assessing interest charges as well as additional penalties
against the employer or business. However, few
are aware that the nonpayment of withholding
taxes could result in the IRS assessing a penalty
against the treasurer, controller, or any other
person deemed responsible for authorizing payment of the taxes.
Specifically, the Code provides that a 100%
penalty, in addition to any other penalties provided by the law, may be assessed against ''any
person required to collect, truthfully account for,
and pay over an y t ax imposed . . . who
willfully fails to collect su ch tax, or truthfully account for and pay over such tax, or willfully attempts in any manner to evade or defeat any
such tax or the payment thereof.'' The term
"willfully" used by the Code has been interpreted in the past by the Courts. However, two recent cases decided by two different District
Courts appear to have broadened the meaning
of the term and thereby expanded the IRS's ability to assess this penalty against individuals who
may be responsible for authorizing payment of
the withholding taxes.
The U.S. District Court for Massachusetts in
the case of IRS v. Blais (No. 79- 2413 -K) set
forth certain guidelines for determining whether
a person acted "willfully" with respect to the
nonpayment of withholding taxes. In essence
the Court stated that the requirement of willfulness is satisfied if:
... it is found either (1) that the responsible person was aware the taxes were unpaid and he possessed the power to pay
them with funds of the taxpayer entity, or
(2) that the responsible person consciously disregarded known information about
the tax obligation and thus acted in "reckless disregard" of the fact that the taxes
10

In the case at hand, John Blais was given a
power of attorney to act on behalf of his ailing
brother in all matters pertaining to the operation
of his brother's Chevrolet dealership. Blais discovered that the dealership had been mismanaged and tried to restore its financial stability
through the supervision of varioius operational
aspects of the business. During the period he
supervised the business, certain withholding
taxes were not paid. The IRS, therefore, assessed the 100% penalty against him because
he was responsible for running the business
during the period of nonpayment of the withholding taxes. Blais, however, argued that he
was unaware of the nonpayment of the taxes.
He pointed out that the controller of the dealership, who was responsible for signing all the
checks and preparing all the financial statements, never informed him of the outstanding
tax liability.
The Court contended that while the evidence
indicated that Blais did not specifically know that
withholding taxes were not paid, based on his
knowledge of the financial instability of the dealership, he "at least knew that he did not know
whether [the taxes] had been paid and that he
easily could find out by asking. This finding satisfies the state -of -mind requirement of "reckless
disregard." Although it may have been reasonable for Blais to depend generally on his controller to present liabilities to him when they became due, the Court stated this defense of
"reasonable cause" does not negate "reckless
disregard. "
The court believed that as an experienced attorney and the holder of the power of attorney
"John Blais had a duty to his principal to ask... whether adequate provisions were being
made for withholding taxes."
Thus, the Court concluded that even though
Blais was not acting for himself individually, but
rather for his brother through a power of attorney, he was nevertheless the responsible person within the meaning of the tax law who "willfu lly'' failed to ac c ou n t for an d pay the
withholding taxes.
In the second case (Freeman v. U.S., 85 -1
USTC Par. 9255), the U.S. District Court for Arizona ruled that the treasurer of a corporation
was liable for failure to pay withholding taxes
even though he was informed that he would be
fired if he paid the taxes.
In this case, Jerry Taylor was the treasurer of
Pueblo Builders and Developers, a construction
company. Taylor regularly prepared financial
statements of the company and submitted
$#71
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Running ahead.

NOMORETRADE-OFFS!
A Whole New Concept in Corporate Tax Software
UST BECAUSE you have a micro computer doesn't mean your
tax department is automated.
If you are a dedicated tinkerer, you
may be able to get conventional tax
software to do what you have in mind.
But what are you willing to trade for
the pleasure?
Automatic calculations? Unlimited
room for your data base? Continuous compliance with changing laws?
Speed? Versatility? Personal service?

None of the above
Now you can give up giving up. CLR!
FAST -TAX has developed a new
family of corporate tax micro software with a plus: No compromises.
You can have it all with CORPORATE SERIES SOFTWARE: The economy and convenience of off -line micro processing, plus the advanced
technology of the FAST -TAX system.
Plus Factor #1: A family of software . . . The CORPORATE SERIES
automates federal and state income
tax calculations ... and more- State
allocation iapportionment, and tax
planning, and sales tax, and an
electronic calendar are all part of the
family.
Plus Factor #2: Simplicity ... The
family resemblance is very easy to
live with. All screens look alike- So

does the documentation. The applications follow identical formats. An
independent national consultant
rates the simplified CORPORATE SERIES menus 'superior."
Plus Factor #3: Automatic Data
Entry . , . From your corporate mainframe, from micro spreadsheets, or
straight from the books. CORPORATE
SERIES SOFTWARE lets you enter data
— automatically — from 1120 trial
balances. So much for the source
data bottleneck!
Plus Factor #4: Instant tax code
updates ... No waiting for new diskettes. Electronic software distribution is the secret, and only FAST -TAX
can do it. Key the menu, get the online updates, proceed off -line.
Plus Factor #5: Speed . . . A c cording to an independent consul-

tant, CORPORATE SERIES SOFTWARE
"operates significantly faster than
similar products." That's because
there are no commands to peck out
on the keyboard. It's function key
driven.
Plus Factor #6: User - defined output ... You determine exactly how
your reports and schedules will look.
And you don't have to "doctor" the
software to get what you want.
Plus Factor #7: The FAST -TAX
connection ... With FAST -TAX, you
can forget pencil pushing for good.
CORPORATE SERIES SOFTWARE
packs more off -line power than any
alternative. W hat's more, you have
an on -line link to the most comprehensive corporate tax system in the
world. You get unlimited calculations. Plus unlimited storage- Plus ...
Plus Factor #8: Unlim ited personal service ... Problems? If there's
a FAST -TAX diskette in the slot, all
the help you need is only an 800
phone call away.

1 -800 FAST -TAX
The same number will put you in
touch with your FAST -TAX representative. You can have the power and
versatility of a mainframe computer
on your own desk. And you can make
your next trade up: to CORPORATE
SERIES SOFTWARE. It'll be your last.
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The "PLUS FACTOR" Software for Corporate Tax Departments
Computerized processing for corporate tax professionals.

FOSTeMiX

MPUTER LANC5UAOE RC5EORGI-1
World Headquarters:
2395 Midway Road, Carrollton, Texas 75006
1 -800 FAST-TAX In Texas: (21 4) 250 -7800

I

TO: Pete Roberts, CLR /FAST -TAX. 2395 Midway Rd., Carrollton, TX 75006

I'l trade a stamp for more information about CORPORATE SERIES SOFTWARE.
Trial Balance Interface
1120 Consolidation

I
I NCAOME
I ADDMPREASNSY
CITY
PHONE

State Processing
Tax Planning

0 Sales Tax
Automatic Tax Calendar
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each argument has led to greater research production and less student teacher interaction.
Accounting education in this country
has come full circle. It started with
strong personal contact between the
student and teacher. Heavy emphasis
was given to the practical everyday
William D. Cooper, Contributing Editor
problems associated with accounting
and little thought was given to the theoretical aspects of each situation.
An Academic Dilemma: Teaching versus Research
From this pragmatic basis, accounting
education has evolved into a more
professional and theoretically justifiable discipline. As accounting educaThere is a disturbing trend in account- than just taking additional courses in tion is refined, the push for more acaing education. The push for academic accounting or even a greater concern demic excellence may have forced
excellence has encouraged educators for teaching. A doctorate is a research accounting educators to lose sight of
to devote more time and energy to re- degree, and the individual possessing the primary reason all educators exsearch projects, leaving little time for a doctorate needs to, and in fact, must ist—to create better students.
the clas sroom and the academic present new and sometimes controTo discourage this trend, I recomneeds of students.
versial ideas to stimulate growth in the mend that accountants, both in the priThe push for academic excellence profession. While most articles pub- vate and public sector, take an active
in accounting began around the turn of lished do not fulfill this edict, it would interest in accounting education. In the
the century when accountants began be difficult to say the research pre- past, these individuals have proven to
to realize that old outdated theories sented does not contain something of be very generous in donating time
and teaching techniques were not pro- value. In any case, professors who and, above all, money to the accountducing students qualified for the pro- publish tend to be more concerned ing departments that succeed in gradfession. Through the efforts of such about the accounting environment uating students well qualified for the
accounting giants as Henry Rand Hat- which in turn helps them enliven class- profession. This support gives the acfield, William Paton, A.C. Littleton, and es with their research findings.
counting profession some degree of
others, colleges began to offer more
How much publication a school can leverage that other, less defined, disciaccounting courses and to strengthen stress without forcing the teacher to plines do not possess, such as manthe theoretic al support of the place all or almost all of his or her ef- agement or economics.
discipline.
forts in research is a major question
Too often, the accounting profesSlowly, accounting departments facing accounting education today. sion has not been willing to become
were formed and degrees offered. Schools say that the accounting edu- concerned with the internal workings
This growth in accounting was viewed cators should be good at both re- of a school or university's accounting
with some contempt by traditional, lib- search and teaching. But, like the department. This, unfortunately, is exeral arts disciplines as being nothing baseball manager who demanded a actly opposite of what should happen.
more than the teaching of advanced high average and a large number of Accounting departments and for that
bookkeeping courses. However, ad- home runs, there tends to be a wide matter business schools are,sensitive
ministrators began to see a rapid gap between actual and demanded to the demands and suggestions of
growth in class enrollment and, would performance. Those accounting edu- the business community. According to
not shut down or limit the growth of ac- cat ors who c an do both — quality a recent Wall Street Journal article,
counting departments.
teaching and quality research —tend to business schools that do not respond
In the 1950s and 1960s, with the in- be defined as superstars. But, as in to criticism from the business commucrease in students and the need for baseball, superstars are only a small nity were being dropped from the reaccount ing profess ors , several subset of the total population. There - cruiting list. The same could happen to
schools began to offer terminal de- fbre, accounting educators who make accounting departments. Moreover,
grees in accounting. The increase in promotion and tenure decisions have contributions and other monetary redoctorates has probably had a benefi- to determine which one of these two wards also can be cut back or curcial effect on the accounting profes- factors, teaching or research, are tailed if the products generated by an
sion. While it can never be proven, the more important. Increasingly, the an- accounting department do not meet
quality of teaching at most colleges is swer has been research. The reasons the needs of the employers.
more consistent and better than when given are varied (i.e., it is easy to
Maintaining a proper balance bepart -time, or mas ter CPAs were count articles, teaching is a subjective tween teaching and research will alinstructors.
evaluation, other departments in the ways be a problem for the profession.
A doctorate, however, means more schools demand publication, etc.) but
$071
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MAP
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Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefits."
Four Proposed Technical Bulletins:

Life Insurance."
85 -e "Accou nti ng for a Purchase of
Treasury Shares."

Release 33 -6594, "Request for Comments on Opinion Shopping."

MAP Meeting; Douglas Named
SEC Update

85 -b "Accounting for Operating Leases
with Scheduled Rent Increases."
85 -c "Issues Relating to Accounting
for Business Combinations."
85 -d "Accounting for Business -Owned

Release 33 -6585, "Technical Amendments to Rules and Forms."
Release 33 -6590, "Disclosure' Amendments to Regulation S -X Regarding
Repurchase and Reverse Repurchase
Transactions."
Release 33 -6592, "Proxy Rules —Comprehensive Review."

Q3 j 4 0 0 2 S 4 , . 4

• October 21 in New York City —Subco mmi t t ee on M AP S t at e men t
Promulgation.
Dr. Patricia P. Douglas, University of
Montana, who served as a national vice
president in 1984 -85, will chair the Subcommittee on Governmental Accounting Standards.

04 " , 0

a
a

Circle number 2 on reply card.
MANAGEMENT ACCOUNTING /OCTOBER 1985

13

Data Sheet
Robert F. Randall, Editor

Canada Adopts CMA Designation
The Society of Management Accountants of
Canada has replaced its former designation,
Registered Industrial Accountant (RIA), with Certified Management Accountant (CMA). The Society noted that ''This significant update more accurately des cribes ou r unique blend of
accounting and management skills and it reflects the expanding role of management accountants in bus iness, ind us try, and
government."

Earn 40% of Income from Tax Services
The average independent professional accounting firm earns 40% of its income from tax services, 38% from write -up work, 14% from accounting, and the remainder from auditing,
management advisory services or other, according to a recent survey by the National Society of Public Accountants (NSPA). The average
gross income of the independent professional
accounting firm is $124,000, and the average
net income is $50,000.

Are Your Sick Leave Policies Ailing?
The fact that many smaller and medium -sized
companies tend to take a flexible approach toward sick leave can lead to employee abuse,
excessive absenteeism, lost productivity, and
higher personnel costs, according to Hubbartt &
Associates, personnel and safety management
consultants, LaGrange, III. A 1985 survey by the
firm showed that 62% of smaller and medium sized companies have failed to define clear
company policies for the handling of individual
sick days or short -term periods of disability. Of
this group, 21 % failed to define any policy related to both sick days and disability. In the absence of defined policies, company managements generally try to administer employee
absences on a case -by -case basis, a practice
which can result in differential treatment of employees and create a potential discrimination liability. To avoid costly problems, companies
14

should formulate an uncomplicated, clearly written policy covering sick days and medical
leaves of absence, defining whether or not employees will receive pay for such absences.

Recent NAA Appointments
Donald T. Hughes, CMA, of Monsanto Co. has
been named as NAA representative on the Accounting Accreditation Committee of the American Assembly of Collegiate Schools of Business, and Calvin A. Vobroucek of Caterpillar
Tractor Co. was named a member of t he
AACSB Visitation Committee. Brenda L. Norval,
Portland Willamette Chapter, and Margaret D.
Baker, Atlanta Central Chapter, were appointed
national directors for the one -year unexpired
terms of two current directors.

SEC Seeks Accounting Fellows
The Securities & Exchange Commission is now
accepting applications for two professional accounting fellows to be selected in early 1986.
Candidates for the two -year fellow positions
should have at least six years' experience in a
public accounting firm or in an organization that
provides similar experience in financial accounting and reporting. A description of the program
and application procedures are available from
the Office of the Chief Accountant, SEC, 450
Fifth St., N.W., Washington, D.C. 20549.

Business /Accounting Briefs
G. Dewey Arnold, former southeastern regional
partner for Price Waterhouse, has been appointed executive director of the National Commission on Management Fraud.... There is growing uneasiness about the cost and rationality of
hostile takeovers among outside corporate directors, reports the Conference Board in a new
survey, "The Role of Outside Directors in Major
Acquisitions or Sales." Some directors do not
find it easy deciding what is best for the greatest
number of shareholders and are specially troubled by two -tier offers and the paying of greenmail, which gives some shareholders far better
deals than others.... KMG Main Hurdman has
expanded its telecommunication consulting services offered clients by acquiring Jerico Telecommunication Consulting, Inc. ... Edward A.
Kangas has been elected managing partner of
Touche Ross & Co., David Moxley was reelected
managing partner of Touche Ross International,
and W. Grant Gregory was reelected as chairman of Touche Ross & Co.... Deloitte Haskins &
Sells partners have elected J. Michael Cook as
El
chairman and CEO.
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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

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 6801a 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 best.

_ GENERAL LEDGER
AO LWM PAYABLE
F D = ASSETS
CAMAL PROJECT
MANAGEMENT
Please send me additional information on:
iGeneral Ledger
t IFixed Assets
Accounts Payable
C:It-apital Project Management
My need is: I l Immediate Short Term 1 1 Long Term
Clam interested in attending a free seminar,
Name
Title

A S S M U E S,
Excellence in Finarcial Software.
1279 Oakmead Parkway, Sunnyvale, CA 94086
New York Metropolitan Area (203) 661 -5668
Chicago Metropolitan Area (312) 310.0450
Circle number 9 on reply card.
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Managing Your
Career
Robert Half, Guest Editor

How Could I Have Avoided Being Fired?

After eight years as controller for a you. The ''institution" goes on. The
medium -sized high -tech company, employee is just one of many, in this
I decided that things weren't mov- case you were one -five hundredth of
ing fast enough for me there. I left the publishing company's staff.
for another controllership job with
You received six - months' pay after
a large, aggressive book publisher being fired, According to studies, it
employing 500 people. The minute takes on the average of 43 weeks at
I started my new job I knew there your salary level to find another job.
was trouble. I was the fourth con- That's 17 weeks beyond what you
troller they'd had in three years. were paid in severance.
The tw o principal stockholders
You certainly would not have been
didn't get along, and it appeared out of order to directly ask your prothat the company would be split, or spective new employer for its referbought out. Although the company ences. It could have been handled this
made a profit, it was in a constant way:
cash bind. One of its biggest customers —which accounted for 25%
"I assume that you'll be checkof its sales —was bought by a maing my references, and I want
jor competitor. My contract stated
you to do that. After all, we'll be
that if I were fired, I would receive
together for a long time. I'll prosix - months' severance pay. I electvide you with the names of as
ed to sit it out. I was fired. What
many people you need. But,
steps might I have taken to avoid
since I have a good job now, I'd
this unpleasant episode in my
appreciate your help in providing
career?
me with people with whom I can
We all accept the practice of emspeak concerning this company.
ployers checking references of people
Would you mind giving me some
they're considering hiring, but we selnames ?''
dom view it in reverse. The fact is that
you should have checked the publishYes, such an approach might make
ing company's references with the the intended new employer antagonissame dedication it undoubtedly did tic. If it does, you can assume it's not
with your references. I'm not being un- where you want to be anyway.
necessarily hard on you. Most people
If the names you've asked for are
changing jobs make their decisions provided, they're probably composed
based upon what they see and hear of employees currently working there,
about a company —or, more aptly put, That's a good place to start. You also
what they want to see and hear.
should look for a banker who is familYou, and others like you, take a far iar with the firm's financial dealings, as
greater risk in leaving a secure job well as a supplier or two.
than does the new company in hiring
Most important, however, is to take
16

a leaf from an employer's approach to
reference checking. If it's done right,
the names given should form only a
basis for developing a network of references. For you, each name could
have been used to find others who
might have shed insight into the publishing company you chose to join.
Again, I stress accepting the fact that
you have as much right —and have an
obligation to yourself and to your career—to check references, too.
Finally, apply the operative philosophy used by personnel professionals,
who view reference checking as crucially important and worth considerable time and effort. They know that if
they can't find anything bad about a
job candidate, they haven't done a
thorough enough search. The same
holds true for a company you're considering joining. Derogatory facts can
be found on all people, and all companies. It's worth knowing what those
things are so that you can make a reasoned decision, weighing the good
against the bad, the pro and the con.
Being chosen for a new and ''better" job is a heady experience, and it
usually clouds our judgment. That
leads to trouble, as it did for you. Remember, it's your career, and your life.
Be more careful in the future and perhaps your next move will prove to be
El
the right one.
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"Our company is based on one software program -1 think the person
who wrote it is coming in now"
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Letters

(;et up to speed

TO THE EDITOR

quickly on
otus 1 -2 -3.

The Finest Accounting Magazine
I have just completed reading the July
is s u e of M AN AG EM EN T AC C O UN T ING ,

and I wish to compliment its staff and
the management of NAA on this product. This is an outstanding issue. There

Call now for
a free trial.

i s no d o u b t t ha t MANAGEMENT AC C O UN T IN G i s no w t he f ine s t a c c o unt i ng

subject magazine produced.
All of the articles were excellent. I
wish to especially compliment you on
the article by Robert W. McGee on the
software hearings. I hope that the magazine will continue to cover future hearings in a like manner since such reporting fills a present void. You might also
wish to cover o ther act ivities of the
FASB , s uch as t he meet in gs of th e
Emerging Issues Task Force and the
Advisory Council.
Please keep up the good work.
Willis A. Smith
Ridgewood, N.J.

Arthur Young's effective interaction of video, diskette
and reference guide brings you up to speed quickly.

Opinion
6 "
process . At present , the bill has not
passed either House, but active support
from budgetary experts, such as I think
NAA members and all management accountants are, might help move things
along the way. A lot of letters wouldn't
hurt! As Senator Ted Kennedy, hardly
the most conservative of legislators, has
said : " The budget process is a shambles,
the deficit is out of control, and Congress is the problem."
The Grace Commission estimated
that by the year 2000, the annual federal deficit will approach $2 trillion, with
the interest on the debt alone only accounting to $1.5 trillion. Those are pretty scary numbers and it seems to me we
should supply our "CEO" down there
in Washington , who ever h e may be,
with some up -to -date tools with which
to do something about it. Accountants,
in matters such as this, carry a lot of
weight. As individual accountants and
members of society , we carry a big
chunk of the responsibility, too.

Macros & Advanced Functions.
Dramatically increase your productivity on Lotus by learning how
to use macros and other advanced
functions. Video course shows you
how to use the shortcuts built into
Lotus and supplies you with hundreds ready to go.
Also available : self -tea ching
video training for Sym phony
and dBASE II1.

If you've always intended to become
fully functional on Lotus 1 -2 -3 as soon
as yo'u have the time, act now.
Arthur Young, one of the world's
major accounting firms, has developed
special video -based training courses
ready to put to use immediately.
Now you or your staff can learn
quickly and easily at the time and speed
best suited to busy schedules.
The courses include a set of video
cassettes, a reference guide and student
diskette, each of which has been
designed for clarity and simplicity.
This new video -based training makes
learning far easier and more effective
than merely using a book or diskette
alone.
Comprehensive and thorough, the
Arthur Young courses cover all the
basics, including information on hardware. If you already have some
spreadsheet experience, you can learn
advanced features you haven't had time
to pursue.
The Lotus courses also include a
macro guide and macro library diskette
with 350 pre - programmed and debugged macros, any of which are
ready for you to load into your Lotus
worksheets and use immediately.
You'll quickly learn to take full advantage of this built -in Lotus function
that allows you to reduce numerous
keystrokes to just two, saving lots of
time and aggravation.
But most important right now is the

te ring your sprea ds hee t, the longe r
your produc tivity remains limite d.
The Arthur Young Self- Te ac hing

video courses are the way to get
yourself —and your colleagues or
staff —up to speed quickly.

No Risk, 14 -Day Free Trial.
Use the course for a full 14 days. See
how fast it gets you up to speed on your
spreadsheet and how much you gain in
productivity. If, at the end of 14 days
you're not absolutely satisfied, simply
return all course materials.
Send no money. Offer ends November
30, 1985. Take advantage of this special,
limited time offer by returning the
coupon today, or to save time, gall:

1 In-800524 -0425.
N.J. call: (201) 493 -8031.
ado Arthur Young

fac t tha t the longe r you put off ma s-
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A MEMBER OF ARTHUR YOUNG INTERNATIONAL

❑

❑ ❑Yes, 1 want Arthur Young 's Self•Teaching Video

I

For credit security only, a company purchase order
number or your charge card number is requested. Your
card will not be charged if you return the product within
14 days of receipt, or if you choose to pay by check.

Training right away. I am sending no money now.
and I understand that if 1 am not completely
satisfied. I will return all course materials within
14 days and you'll cancel my invoice. (Offer ends
November 30, 1985.) Please send me the following:

'

VISA

C1 MasterCard

O Diners

'

Computer model
VCR: VHS BETA 1 ❑ BETA II ❑ i4" U• Matic

'

Company

'

Card A
Lotus 1 -2 -3 Self- Teaching Proficiency Video
Course (includes Macros Programming Kit): $399
if you decide to purchase
• Lotus Macros and Functions for Advanced Users
Video Course (includes Macros Kit): $399 if you
decide to purchase
• Both Lotus Proficiency and Advanced Courses (a
discount of $150 when purchased together): $648
if you decide to purchase

I

•

City /state /ZIP.
Telephone (

3/ 4 "

cassette courses versions are an
additional $150,
• Conn. and New Jersey residents must pay appro•

1

Tosavetime,calll-800 -524 -0425.

priate sales taxes.

L

Exp.

Purchase Order

Symphony Video Training Course: $499 if you
decide to purchase
dBASE III Video Training Course: $199 if you
decide to purchase
'

Am. Exp.

I

Shipping and handling charge: $12.50 per order.

1A42
r

In N.J.: (201) 493.8031,
I
in Canada: (416) 864.1225 collect.
Or mail coupon to: Arthur Young,
F.O. Box 38, Oakhurst. NJ 07755,

i
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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.

.,

cons.r

Retire that cranky old General Ledger system and
promote your financial data
processing up to Consco's
systems. Better strategy for
better financial management.
For details, call us at
(201)
11
or write
toto:
to:

400 Corporate Court, SouthPlainfield, NJ 07080
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A billion -do l l a r m a r k e t a wa i t s
a d v e n t u r o u s e n t r e p r e n e u r s,
bu t b e fo r e b r e a k i n g
yo u r i ro n ri ce b owl,
ta k e c a r e —t h e r e d t a p e
and bu reaucracy are dau ntingl

Jane Huang, interpreter, (in red scarf) pauses on a busy
street in Guangzhou where Ray Vander Weele taught.

Catching China Fever: a
Management Accountant's
Perspective
By Ray Vander Weele
As m y train p u lled o u t o f Ko wlo o n in th e Cro wn
Colony o f H o n g Ko n g an d mo ved n o r th wa rd
through th e New Territo ries, I fo u n d m y self leaving one cen tury an d en terin g an oth er. I was starting 1985 with a u niqu e ad venture — lecturin g hu ndred s of Ch in ese acc o u n t an ts o n th e fin e art of
U.S. m an agem en t acco u n tin g as p art o f a ten week execu tive develop m en t pro gram for u p per and m iddle- m anagem en t p erso nn el from in d u stry
and govern m en t in th e cit y o f Gu an g zh o u (C an ton). I was to stay in Ch in a fr o m Ja n u ar y 3
through Jan u ary 26, first teach in g, th en travelin g
and m eetin g with vario u s o fficials and executives.
I had m ad e two previou s trips to Ch in a, b o th in
connectio n with co m p an ies th at wan ted to secu re
a contract th ere. I co nd ucted in -house management edu catio n pro gram s for them, an effective
part of n ego t iatio n s. Becau se th e Ch in ese lack
education alm o st as m u ch as o th er resou rces,
when a Western p ro fe ss o r c o m es to talk, th e
whole m anagem en t team wants to listen . It's as if
a cloud were lifted fro m th eir view.
Th e cu rr en t sem in ar was being spo n sored by
MANAGEMENT ACCOUNTING /OCTOBER 1985

th e Gua ngzhou Instit ute for Com m e rcial a nd Financial Executive Developm ent, a quasi- governm ental agency charged with educating m anagers.
The first of its kind, it was a joint venture with the
universities and the governm ent. Enrollm ent varied by day, from 75 to 150, and after participants
were selected by their respective com panies, they
had to be approved by the government official resp onsible for m anagem ent education.
I probably was chosen for m y previous work in
China, my experience with international business,
an d the reputation of the University of Wisconsin.
Our university has had considerable contact with
various provinces in China, and when the invitation reached the university, our dean and chancello r invited m e to participate. I accepted eagerly.
This week I would describe how we do business
in Am er ic a. A s th e tr ain r olle d no rt hw ar d, I r eflected on our profession and its progress during
th e past 50 yea rs. My tas k w as to help C hin ese
business people —who only recently had becom e
exposed to Western business principles and opera tions —com e up their learning curve as quickly as
possible. Our accounting concepts, so familiar and
taken for granted, are extrem ely difficult to grasp
'"
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high -level accountants. Major changes in government, educational, and business systems produced
a group of older, undereducated bureaucrats who
ran the country. Those leaders may now become
the new missing generation of the 1980s because
the government is looking to a new group of younger persons for leadership.
After President Richard Nixon visited China in
1972 and signed the Shanghai Communique, trade
and diplomatic relations were established with Japan, Western Europe, and the United States. In
1976, Mao died, and in 1978, when Deng Xiaoping consolidated his power, China began to introduce free market reforms. The first of such reforms was to replace Mao's rural communes with
a contract system like our residual income apGuangzhou, port city on the Pearl River in South China, proach to decentralized authority. Farmers were
was home to Ray Vander Weele during his lecture series. given quotas of what and how much to produce,
(Photo taken June 24, 1985)
but they could share any surplus. Results were
spectacular. Rural income is now twice the naby anyone who has never been exposed to the tional average, and farm output is so high that
ideas of profit, planning, or budgeting. I wasn't China has become a net exporter of food. Real
sure what to expect, but I knew I would become growth has been 8% ann ually in the past two
immersed in the excitement of this new teaching years.
Other reforms have taken place in what is now
venture.
When I returned home three weeks later, I regarded as "socialistic modernization." These
brought with me invaluable information and expe- policies have resulted in the creation of special
riences. Perhaps what I learned about China and trade zones with tax advantages, joint ventures
its way of conducting business can help others and other contract law changes, and a new patent
who want to participate in their own Ch ina law and procedures. All these reforms were initiadventure.
ated to help China gain access to foreign capital,
education, and technology. Deng Xiaoping's mesChina —Past and Present
sage is clear: "It's OK to be rich, creative, and
China, like most of us, has a dream, and its hard working. Profit is no longer a dirty word;
dream is huge, glorious. By the year 2000 it wants color is in, and gray is out."
to be the economic dynamo of the Far East, hopAlthough the top leadership is communicating
ing to quadruple its economy to $1 trillion. Its this message, problems exist with implementation
long period of economic stagnation, political up- in the provinces, the cities, and the rural towns.
heaval, and bureaucratic inertia seems to be over. But these same problems also create opportunities
While, to outside observers, China's policy on for business and economic groups.
trade and business may appear an on- again, off China is now the third largest country in size in
again affair, it is, down deep, more purposeful the world, after the Soviet Union and Canada. It
than our perceptio ns based on recent history possesses the world's ninth largest economy, but
would lead us to believe. Many political events because of its population of 1.2 billion, per capita
have shaped and complicated China's economic annual income is officially only $360. Even if Chidevelopment. During World War 1I, the country na meets its goal of a $1 trillion economy by the
was partially occupied by Japan. Then in 1949, year 2000, its per capita income still will be only
the anti - Communist group led by Chiang Kai - $800, less than one -third of Taiwan's today.
shek retreated to the island of Taiwan, and the
China estimates that more than 425,000 state People's Republic ofChina (PRC) was established owned enterprises exist, ranging in size from small
on the mainland under the leadership ofchairman knitting mills to large oil refineries, but many are
Mao Tse Tung.
inefficient and will remain so for a long time. ChiUnt il 1956, Mao co n s ol i d ated hi s po wer nese construction and trade, however, are conthroughout the country. Then that year the gov- tinuing to boom. On the whole, the Chinese are
ernment tightened its grip on bureaucracy and amazed and proud of their economic advanceproduction. Chaos followed, and Mao reaffirmed ments. Throughout the country, one sees optihis political power. The upheaval, called the Cul- mism and direction that surprise even the intellectural Revolution, purged tens of thousands of edu- tu als . Many Wes t ern bu si ness es al so are
cated individuals, including business leaders and impressed.
20
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China remains a Communist state, nevertheless,
with the state controlling the means of production, especially labor and management. The country's leaders are not rejecting Marxism and Leninism —they are merely "add ing 20th Century
inducements to Communist ideology." Capitalism, with its big corporations and labor unions, is
not likely there. What is important to recognize is
that China has accepted as policy the free - market
economy. When one - quarter of the world's population swings to a more market - oriented approach
to its country's economy, Western business people
should take note.
Economic and Technology Development Zones
To reverse the backwardness and stagnation of
industrial production and technology, China created 14 open coastal cities to provide special inducements to reform old enterprises. Open cities
are those along China's eastern shore that allow
trade and economic expansion and in which anyone may travel. They also have specific tax incentives and bureaucratic reforms in place to foster
growth.
To bring together foreign and Hong Kong capital, advanced technology, advanced management
techniques, and skilled managers and workers,
China is creating Econo mic a nd Technology Development Zones. While each zone sets its own priorities and timetables, enough similarity exists
among them to derive some general conclusions.
Massive urban renovation —such as skyscrapers,
high -rise apartment buildings, super highways,
and mass transportation —is under way in these
zones. The zones also offer investment incentives,
such as a lower income tax, varying provisions for
tax holidays, simplified entry and exit procedures,
and duty -free benefits for certain imports, making
them more attractive than other parts of China for
foreign businesses. Let me illustrate from my experiences in the Guangzhou Zone where I was
helping launch the management education part of
the zone's development.
The Guangzhou Zone (Guangdong Province),
situated in the eastern edge of the Huangpu District, at the crossing of the principal stream of the
Pearl Ri ver and the no rth main stream of the
Dongjiang River, is 35 kilometers from Guangzhou proper, It has an area of 58 square kilometers.
Highways, railways, ports, and other means of
transportation already exist inside the zone. Its
geographical position is favorable, and its communications and transportation systems are above average for a Chinese city. Some infrastructures already exist, and, when the zone is completed, a
population of 200,000 will live there.
Like other zones, Guangzhou displays a physical model of itself for all the world to see. Such
exhibitions, complete with prototype structures,
MANAGEMENT ACCOUNTING /OCTOBER 1985

New bui ldi ngs i n t h e Zh uh ai Sp ec i a l Ec o no mi c Zo ne ,
Guangdong Province, show the dramatic modernization of
China today. (March 9, 1985)

Old -style outdoor markets still abound amid China's modern
hust le and bust le.

living accommodations, the promise of advancement —and old- fashioned hype —give the Chinese
people a real sense of excitement and pride. One
can sense the eagerness in the eyes of the young
people as they observe the models, as if to say,
"Let's get on with it!"
As part of the program, I also talked with the
deputy minister (mayor) of Guangzhou, who was
21

optimistic about the modernizations. I concluded
that economic projects would be selected if they
followed these guidelines:
Emphasis will be placed on new industrial projects that will enhance the national economy.
Priority will be given to research, development,
and manufacturing in such fields as food processing, electronics, bioengineering, and new
materials. Planners hope that these new projects will gradually change the industrial structure of Guangzhou City proper and thereby
open a whole new production area to promote
the technological development of Guangzhou's
industry.

• Foods and food processing (storage, freezing,
packaging, use of indigenous foods),
• Tex til es (sh irt s, pants, ou terwear, sports
clothes),
• Electronics (computers, calculators),
• Machinery (earth- moving, tractors),
• Chemical processing,
• Pharmaceuticals (vitamins, antibiotics, hospital
supplies),
• Rubber,
• Metallurgical,
• Building materials (cement),
• Scientific materials,
• Urban construction (roads, bridges),
• Shopping center construction,

Products turned out by workers in this textile mill sell well in Hong Kong, Macao, Japan, and Western Europe.
This furniture factory turns out sophisticated mattresses —goods becoming more common every day in the
economic zones.

2. Projects will be approved if they use the existing potential and superiority of Guangzhou.
The development of the economic zone will be
considered in concert with the physical renovation of the city. Negotiators should note those
areas in discussions with city officials.
3. The city is looking for basic industries which
are now in short supply, those in urgent need
of repair, and those which will replace imported materials such as packing materials, molds,
and o t h er i n t er med i a t e man u f act u r ed
products.
4. Projects also will be approved if they renovate
existing enterprises in the zone to produce better results. The existing enterprises will have
priority in receiving foreign capital and advanced technology.
5. Basic infrastructural projects —such as communications systems, waste treatment systems,
power plants, gas plants, and transportation
services —are desirable.
In the next two years, Guangzhou alone probably will approve more than 200 projects amounting to $300 million. Top p rio ri ty industries
include:
• Light industry,
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• Tourism (hotels, games, buses),
• Agriculture and animal husbandry, and
• Telecommunications (telephones).
Government officials have identified and developed descriptions of specific projects they are
seeking. The system is not unlike the request for
proposal concept we use in the United States.
The Joint Venture Law
To stimulate trade in those industries and to encourage completion of specific projects, China implemented a long overdue Joint Venture Law in
1983. To encourage joint ventures, China provides
these guidelines:
1. Foreign equity must be at least 25 %. It is unlikely, however, that authorities would allow
more than 50 %. The Chinese probably will
contribute land and buildings, the value of
which becomes a main point in negotiations.
2. The Chinese partner must appoint the chairman of the board and one vice- chairman; the
other vice - chairman may be appointed by the
foreign partner. Beyond this restriction, procedures seem to be rather loose and open for
discussion.
3. China is just now beginning to develop conMANAGEMENT ACCOUNTING /OCTOBER 1985

tract law. Therefore, the constitution and bylaws of the joint venture need to be stipulated
for each new venture.
Tax Treatment for Joint Ventures

company.

For joint ventures approved by government authorities and for those lasting more than ten years,
the government will exempt the company from income taxes the first two years and reduce them
50% the next three years, but only if the businesses make a profit. Joint ventures in agriculture and
forestry, expected to earn less profit, may enjoy an
additional 15 -30% reduction in tax during the
ten -year period.
In addition, joint ventures approved in the open

listing the major industries and projects it is
seeking. To determine how they can contribute
to a particular project, potential investors
should examine these booklets carefully.
2. Visa and business contacts. Visas may be applied for through the Chinese embassy or the
person listed as the contact for each specific
project.
3. Negotiation and agreement. At first, a period of
courtship takes place during which the parties
exchange views on the prospects of the project,
how they might cooperate, and the conditions
of cooperation.
If the parties negotiate an agreement, they
sign a letter of intent written in both languages.
Then they conduct a feasibility study, either by
themselves or through a consulting or service
When they accept the study's results, they draft a proposal for approval by
government officials. After approval, the parties sign the agreement, prepare a final feasibility study, prepare constitutions and bylaws,
and seek approval from higher authorities.
4. Registration. Companies of equity joint venture, contractual joint venture, and exclusive
joint venture should apply to the appropriate
government bureau to get a license. Then they
may open an account with the Bank ofChina
or other approved bank.

Special Economic Zone homes have modern
conveniences such as color TV and refrigerators —rare in other parts of China.
coastal cities of China enjoy even greater preferential treatment. Most projects involving contractual joint ventures in advanced technology, energy
resources, and transportation may reduce taxes to
15 %. Import taxes may be waived on construction materials, components, parts and accessories,
and packing materials. Projects that occur in the
Economic and Technology Development Zone
also provide for low tax rates and the ability to
remit earnings out of China.
This brief description of preferential tax rates
for joint ventures should not be relied upon without extensive consultation with Chinese government officials and professionals experienced in
each development zone. Most of the larger accounting firms and some banks now have experienced staff to help. My summary only highlights
the kinds of laws that are on the book and demonstrates that the Chinese are beginning to realize
the importance of orderliness and consistency in
business relationships.
Procedures for Making Investments
Anyone who wants to do business in China
should realize he may have to wade through a sea
of red tape. Take these procedures, for example.
1. Project selection. Each city publishes booklets
MANAGEMENT ACCOUNTING /OCTOBER 1985

As you can see, it is difficult to find out who is
responsible for what. Businesses in China are not
organized the way Western companies are, so you
never really know who makes the decisions. Patience, persistence, and pursuit pay off handsomely, however, for those companies willing to pay
the price.
Accounting in China
As you might expect, Chinese accounting differs considerably from Western accounting. Systems currently in place are designed almost exclusi vely for co n t ro l pu rp os es . Li t t l e or no
management accounting for planning and decision
making, as we know it, exists.
Financial accounting systems appropriate for
an essentially cash -basis economy are in place,
however. The new Joint Venture Law does not
specify the kinds of accounting principles that will
be adopted, but Chinese managers assume that
practices will conform to generally accepted international standards. However, Chinese officials are
quick to point out that these principles "must promote modernization, equality, and mutual benefit." Only straight -line depreciation is used. No
provision is made for losses, bad debts, or obsolete
inventory.
When doing business there, be sure to specify
the kinds ofaccounting practices you want to em23

MyChina Adventure
At first I was appreh ensive about goin g to China, especially for three
weeks and not as a tourist. I had little to fear. For me, entering China was
like stepping into a Western movie about immigrants to the United States
in the early 1900s. Cities are teeming, bustling waves of humanity and bicycles. There was no litter (because there are no disposable products), little
or no crime (because everyone is poor), and no obesity (because the food is
nutritious and diets well balanced). The people seem industrious and entrepreneurial. They have no luxuries or comforts, but their family life appears
strong. There is no open expression of affection, however. Handshakes and
kissing are taboo, and I learned that this was cultural to prevent the spread
of germs.
My first experience was in Beijing (formerly Peking, the capital), a more
formal city. There everyone was dressed in gray and rode black bikes. In
Guangzhou, where I was teaching, people were starting to wear colorful
clothes and seemed to be freer in their speech, lifestyle, and dress.
To prepare, I had read as much about China's history, culture, and geography as I cou ld . I studied the cu rrent eco nom ic an d tax climate and
talked to several firms doing business there. When I began my lecture series, I discussed such management accounting concepts as measurement,
break even, standard costing, decision making, relevant costing, capital
budgeting, and ROI. Although the people received me warmly, the setting
did not. Lectures were in a large, barren room that was part of a factory,
and most of the participants wore coats and jackets during class in order to
stay warm. We made do, however, because they were eager to learn.
The Ch inese people were fantastic. They con stan tly inquired about
American companies, how we do business, and what I thought about capitalism. As I have an inquisitive mindset, I wasn't afraid to reciprocate with
probing questions about their past, present, and future. Chinese are very
optimistic and look to the future as it may affect their children. Some of
my interviews centered on the government's plans for modernization and
for coping with inflation, blackmarkets, and crowded streets.
The greatest problems I faced were language and idiomatic expressions,
and I had to use translators constantly. Luckily they were very good. I was
busy from early morn ing to late at night with small gro up discussions,
tours, dinners, and similar activities. Some of the best moments I had during the trip were in a two -hour, hastily called, Friday seminar in which I
was asked to trace the history of management and accounting in the United States. I had a half hour to prepare, and I was amazed at how much I
remembered about our system. I described strengths, weaknesses, and opportunities we face. By having a translator after every few minutes, one
gets a chance to think before he talks. It's interesting how the mind can
concentrate when th ere are n o o ther d istractio ns. Afterwards, Chinese
managers wanted to know where and how they should start in developing
similar systems.
I also thoroughly enjoyed the Chinese dinners, always graciously hosted.
Here the conversations were less formal, and the Cantonese food was superb (if you didn't ask what you were eating).
I'll never trade anything for my China experience. In fact, I have been
invited back by several companies, government agencies, and accounting
groups. I definitely will go back — perhaps once a year. We have so much to
contribute to th e Chinese and th ey to us. I sent them several boxes of
books, professional magazines, and, of course, several years of MANAGEMEN T AC COU NT IN G.

My most poignant reminder of the trip occurred one Friday evening. I
saw a line of young people standing inside, down the steps, and outside a
building. Each person h eld a card with a n umber on it. Upon inquiring
what was up, I found out quickly. These young people were waiting to get
into a library that houses some English - language books. They apparently
knew enough English to read them. Each person was allowed to spend one
hour in the library; then he or she had to leave to make room for others.
They were willing to wait in line to read our books! 1 thought about our
libraries on a Friday evening. Were they open? Would anyone care if they
were not? What were our U.S. students doing this Friday night? I'll never
forget that scene, and I'll never again take our plethora of printed matter
for granted.
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ploy as you begin your negotiations. Profit and
loss m ay be calculated very differently from what
you would expect, so b e p repa red for surprises.
For ex am ple , to be sur e you agre e on a pric e for
donated land and buildings, get it in writing or an
inflated value m ay be used. This will not only increase the C hines e part ner's inves tm ent but will
result in high depreciation charges in early years.
This m ay wipe out any reported profits so that repatriation or reinvestm ent is nigh im possible.
A Few Cautions
In scores of interviews with Chinese and Am erican m anagers, I discovered that the risks and unce r t a in t ie s invo lved in do in g business ce n te r
around the following areas:
Lack of Education. Hordes of poorly educated
Com m unist Part y offic ials a re losing powe r over
their enterprises to profit - oriented managers. In
negotiations you will notice a r elu cta nce on the
part of many m an ager s t o ta lk freely about the
past. If the new m odernization doesn't work, party lead ers m ay on ce again b e in co ntr ol. On th e
other hand, older business leaders, banished to the
co m m u n e s d ur in g t he C ult ur a l Revolution, are
staging a com eback. Young m iddle m an agers and
seasoned older ones are team ing up to form a cohesive group of leaders, yet m a nager ial t alent is
lacking.
Repatriation of Profits. U.S. companies are concerned about getting their profits out of the country. This problem is not unlike that experienced in
many other countries, of course. While joint venture laws stipulate whe n a com pa ny may withdra w p ro fit s, th e w ay it really wo rks is t ha t th e
joint venture com p any m ust bring foreign exchange into China by exporting.
Ideology. China has a history of sudden ideological swings. If social m odernization does not meet
exp ec ta tion s, t he G an g of F ou r an d ot he r Co m m unist lead ers ar e rea dy to reass ert th eir p ower.
The potential for inflation, blackm arkets, and excessive growth should be observed carefully.
Excessive Bureaucracy. Th e multilayered bureaucracy becom es evident whenever one tries to
understand the workings of a Chinese enterprise.
While Chinese leaders are seeking efficiency at the
national level, excessive bureaucracy still exists in
the government -owned enterprises. This contradiction will thwart m any econ om ic ga ins f or a
long tim e. Third World econom ic tactics, such as
special taxes and progress payments, are beginning to em erge as a norm al way of doing business.
Traffic.While a problem in most developing
nations, the traffic problem in the urban areas will
acc elera te as m ore t axis and t ruc ks co m p ete f or
lim ited street space.
Shortage of Raw Materials. A key risk factor is
the uncertainty of delivery of key m aterials to the
MANAGEMENT ACCOUNTING /OCTOBER 1985

factory. Multiple sources, lead times, and substantial inventory levels may not always help prevent
bottlenecks. When you think you've got the right
material flow, a government official suddenly,
without notice, will decide to route your materials
to another factory which has shown it can make a
better product than you can.
Inability to Conceptualize. Most Chinese managers find it difficult to plan. We American managers are trained to examine the consequences of
our actions. In strategic planning we attempt to
make the right decisions today that will affect the
future course of our business. We try to conceptualize the events that will result from certain actions. The Chinese do not.
This problem became evident when I tried to
discuss capital budgeting. While the Chinese managers could understand that money today must be
spent to start a project, they had difficulty in making the connection that a large expenditure of
money would commit the business to a certain
strategy. The time value ofmoney makes no sense
to Chinese, probably because they do not associate
opportunity cost with giving up money today.
Why would discounted present values be relevant
in choosing projects if they see no feasible, profitable al ternat ives in wh ich to invest th e cash
payback?
Lack of ROI Orientation. For years, the Chinese have been concerned just with quotas and
top -line performance measures. Only now are
they thinking about costs and profits. However,
the concepts of investment and optimizing returns
remain strange to the Chinese. Profits are measured not by how many resources are needed to
make a product but by the costs of production
only. Again, ROI determination is irrelevant in a
system where few alternatives exist for the use of
resources. Where production quotas are set, management's task in China is to produce as many
goods as possible, regardless ofinventory and asset levels.
Reward Systems. Managers of state businesses
are experimenting with cash bonuses for managers. Although this practice is common in our culture, it is difficult for Chinese workers to accept,
given their culture in which everyone historically
has been paid the same. For years, farmers were
allowed to keep part of their excess profits from
sales of produce, but they shared their bonuses
with the entire family and commune. They would
not think to keep the entire bonus. Now when bonuses are paid, ifthey are kept by the individual,
seeds of resentment are planted. When doing business in China, one must be sure to provide a reward system for all the workers, even though it is
easier to sell a project that includes cash bonuses
for only the top leaders.
Techniques. Because the Chinese want to use
MANAGEMENT ACCOUNTING /OCTOBER 1985

Ray Vander Weele (r) lectures to Chinese
students as Charles Wong interprets.
the latest in computers and technology, managers
want modern management aids quickly. I suggested that in America before a company embarks on
sophisticated strategic planning or modeling systems, it develops its basic budget system. All the
computers in the world are not going to put a
budget in place if people do not know the first
thing about budgeting. The Chinese have yet to
learn this principle.
While I was teaching in a factory one day, the
manager boasted to me through an interpreter
that he hoped to have a dozen personal computers
by next year. The classroom where I taught had
ten broken windows, and the men and women in
the seminar were huddled together trying to keep
warm. The chalk I was using and the pencils the
participants were using were always breaking.
What I said in English was, "What you really
need before you buy computers is a good piece of
chalk, some decent pencils, and someone who can
buck the bureaucracy to get the windows fixed."
(I asked my interpreter not to translate my remarks; I didn't want to deflate the manager's expectations.) I do not mean to imply that personal
computers will not help the Chinese economy.
The point I tried to make politely is that our priorities may be different from theirs. I caught myself being very chauvinistic; it's easy to do.
Entrepreneurial Spirit. While capitalism thrives
on entrepreneurship, bureaucracy does not. Managers in a regulated industry in China may want
to make changes, but that is difficult in a bureaucracy. In China, managers with new -found ambition and spirit find it difficult to operate in a
closed, bureaucratic system. Even in well -run
American businesses, it takes skill to work within
a system, to take advantage of timing, to effect
change properly, and to lead others.
Because they have not been exposed to these
ideas, Chinese managers need leadership and
management training. Management education is
an important part of negotiations between the par $#74
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Measuring the
Multinational's Performance
To get a true picture of a foreign subsidiary's performance,
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complexities facing companies doing business abroad.
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Other measures used to evaluate internal performance in MNEs are: profit, budgeted sales
How are Multinational Enterprises (MNEs) mea- compared to actual sales, cash flow potential from
suring and evaluating the operations of their for- foreign subsidiary to U.S., return on investment,
eign subsidiaries? Not very well.
budgeted ROI compared to actual ROI, and reWe recently surveyed multinational companies sidual income.'
and discovered that internal accountability meaIt is important to note that historically many
sures have not been developed to the extent re- management accounting techniques, and a subquired for the proper evaluation and control of stantial portion of traditional management acMNE managers and subsidiaries. Most multina- counting thought, were oriented toward measurtional companies use the same basic techniques to ing earnings. During recent years these traditional
evaluate "manager" performance as they use to viewpoints have been criticized because they were
evaluate "subsidiary" performance. In addition, too narrow in focus and did not reflect benefits to
the same performance evaluation techniques are all of the MNE's participants.' The feeling is that
used domestically as well as internationally with- a broader array of objectives should be considered
out regard for the social, political, and economic in the management accounting evaluation process.
complexities facing MNEs in foreign countries.
In addition, there are many other factors impactA popular and basic measure of performance is ing the usefulness of currently used techniques of
a form of return on investment (ROI). Most mul- performance evaluation. Among these factors are:
tinational companies require their foreign subsidiaries to use the same budgeting and financial
The organizational structure and environmenplanning techniques as domestic subsidiaries.
tal factors that interact in a complex network
These corporations use the profit. center or the inmight make profit measures misleading as the
vestment center concept to measure ROI as the
prime criteria for evaluation of subsidiary
primary performance measure.' In some cases,
performance.'
profit compared to budgeted profit is the principal
The use of a company -wide ROI criterion not
measure of profitability with ROI the secondary
only might neglect important aspects of subsidme_asure.2
iary operations but could also fail to consider
6t--�
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th e reaso ns fo r wh ich the sub sidiary was
established.6
• The selection of an investment base for use of
ROI can yield results which either encourages
desirable ' or undesirable action by subsidiary
managers.
• Because MNEs conduct business in many countries, each using a different currency, management must decide the extent to which foreign
subsidiary managers are to be held responsible
for foreign exchange losses.'
Global Attitude
American multinationals usually invest in foreign subsidiaries to improve their competitive position in international business in accordance with
the company's long -range strategy, to meet tariff
and quota restrictions in selling their products,
and to secure otherwise unobtainable raw materials. Another important reason, is to take advantage of differences in taxation, financial markets,
product costs, and product selling markets. For
example, to maximize profits, an MNE should
have production operations in the least cost production countries and sell these products in the
best market countries.' To achieve this objective,
management must have an attitude of globalism
which makes it as concerned and involved with
each of its foreign operations around the world as
with U.S. operations.
However, multinational firms may have relatively little influence on and no direct control over
the environmental factors in foreign countries.
Therefore, it needs a separate set of measurements
for evaluating internal performance, a set which is
substantially different from the measurements often used by domestic companies.
Traditionally, performance evaluation systems
or internal accountability measures have been
used to compare actual performance of the subsidiary with expected performance, facilitate measurement of subsidiaries in meeting some predetermined set of criteria, assist top management in
making resource allocation decisions so that corporate resources are directed to subsidiaries where
expected returns are the highest, and motivate decision makers to achieve their goals and overall
corporate objectives.
International Accountability Measures
Here is an analysis of the internal accountability measures now used to report and record international intracompany operations.
RETURN -ON- INVESTMENT

ROI is a fraction, composed of a numerator
that represents some measure of earnings of the
foreign subsidiary and a denominator that represents a measure of the investment in the foreign
MANAGEMENT ACCOUNTING /OCTOBER 1985

subsidiary. ROI is an often used measure of the
current performance and expectations of a business entity. Edward C. Bursk of the Financial Executives Research Foundation explained the advantages of ROI:
It is a single comprehensive figure influenced by
everything that has happened which affects the
financial status of a subsidiary—and that is a
lot in the case of a foreign subsidiary.
It measures how well the subsidiary manager
uses the property of a company to generate
profits.
It is a common denominator that can be compared directly among subsidiaries, among sub-

T able 1

Evaluating Foreign Subsidiaries
and Foreign Subsidiary Managers
Financial measures

Return -on- investment
Profits
Budgeted ROI compared to
actual ROI
Budgeted profit compared to
actual profit
Other measures

Percent of the total 64 MNEs
Foreign
Foreign
subsidiary
subsidiary
manager
74%
78%

67%
66%

66%

64%

86%
36%

87%
36%

sidiaries and outside companies, or among subsidiaries and alternative investments —a very
useful tool in multinational operations.
However, there are many difficulties and limitations in using ROI as the company -wide criterion
for measuring performance in MNEs. First, "ROI
over - simplifies a very complex decision - making
process. "' ROI can give an accurate picture of
managerial performance only if top management
intends to measure the utilization of assets controlled by managers rather than the performance
of managers themselves. ROI attempts to combine
three major elements in one single measure —planning, decision making, and control. Using a single
rate of return to measure the performance of each
foreign subsidiary is too simple to be used as a
base for all trade -offs between investments and
profits in a MNE. This is similar to evaluating
how healthy a person i s simply by taking his
blood pressure. For an accurate diagnosis, many
factors should be considered including blood and
urine analysis, x -rays, weight gain or loss and other factors. Measuring MNE performance is also a
multipart evaluation.
Second, with respect to the numerator, the measurement of foreign subsidiary income for rate -of27

There is a real
need to
develop a
model for
internal
accountability
of foreign
subsidiary
managers
based on
controllable
factors only.

return calculation is often complicated by interco mp a n y t ran s act i o n s . Th e eff ect o f o n e
subsidiary on the earnings and cash flows of other
subsidiaries needs to be accounted for; however,
such assess ments are often very difficult to
complete. 10
Third, with respect to the denominator, there
are many options in selecting a satisfactory monetary basis for the value of the investment. For example, using the gross book value of the investment bas e may l ead to subopti mal decisions,
because a manager may increase ROI by scrapping perfectly useful assets that do not contribute
profits equal to the foreign subsidiary's goal. This
would be undesirable behavior if the return on the
assets (or segments) discarded was greater than
the minimum desired rate of retun required by the
parent company. In effect, such an action by the
MNE manager would reduce the amount of earnings (residual income) above the minimum rate of
return for the company.
Fourth, foreign operations are often established
for strategic economic reasons —as noted above —
rather than for profit maximization. However, top
management might forget this fact when evaluating the performance of foreign subsidiary manag-

ers. Therefore, using a company -wide performance (ROI) criterion to evaluate the profitability
of foreign subsidiaries and performance of their
managers is inadequate and misleading as well.
Fifth, the reported results of any foreign subsidiary are directly affected by many environmental
constraints: (a) social, economic, political - legal,
and educational policies and actions of host governments can drastically affect the reported results of a foreign subsidiary, and (b) foreign exchange controls can have a significant effect on
both a subsidiary's and a manager's performance.
OPERATING BUDGET COMPARISONS
Comparisons of actual results with operating
budgets have been used widely for performance
evaluation of overseas activities. Variances between budgeted and actual results can be analyzed
for the purpose of evaluating the performance of
foreign subsidiaries and their managers and, finally, corrective actions may be taken.
In MNEs, the same budgetary procedures are
often used for both domestic and foreign operations. The budget has been used for supplementary information on foreign subsidiary performance; however, MNEs still select ROI as a key

Figure 1
Comparing Financial Measures Used to Evaluate
Performance of Foreign Subsidiaries
100
ROI
90 —

Profit
Budgeted ROI

80
Budgeted pro fit
70

60

56%

50
41 %
40

35 %

36%

30
25%

25 %
21%

20-

17%
14%
11%

14%
9%

10

Very important
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Important

Less impo rtant
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Figure 2
Comparing Financial Measures Used to Evaluate
Foreign Subsidiary Managers
100
R01
90

Profit
Budgeted ROI

80

Using a
company -wide
performance
criterion such
as RO/ to
evaluate the
profitability of
foreign
subsidiaries is
inadequate and
can be
misleading.

Budgeted prof it
70—

60
53%
50
38%

40

28 % 30% ....'....
30
22%

': 23%

20-

16

°

23%

14 % 14%

12%
10

Very important

item in the budget.
The Committee on International Accounting of
the American Accounting Assn. has indicated
that when operating results of foreign subsidiaries
are evaluated on the basis of their conformity with
budgeted results, the performance evaluation is often less than satisfactory, because the budget is
prepared for only key factors such as profit and
ROI. Other variables which are often beyond the
foreign subsidiary manager's control are not considered for exclusion. In addition, this approach
does not make the critical distinction between foreign subsidiary performance and foreign subsidiary manager performance.
Moreover, Bursk and others have indicated that
if the budget of a foreign subsidiary does not provide an accurate measure of short -term profitability, other nonfinancial techniques should be used
to evaluate performance.
OTHER PERFORMANCE EVALUATION
MEASURES
Other measures are used by MNEs for performance evaluation, such as cash flow potential
from the foreign subsidiary to the U.S., residual
income, contribution to earnings per share, return
MANAGEMENT ACCOUNTING /OCTOBER 1985

Impo rtant

Less important

on sales, return on investment (adjusted for inflation), and other ratios.
These performance evaluation measures often
fail to consider the environmental variables surrounding a company's international operations because of the difficulty of measuring and incorporat i n g th os e vari ab l es in t o t rad i t i o n al
management accounting approaches. As a result,
measuring foreign subsidiaries and their managers
on the basis of ROI or any other currently used
measure of performance tends to encourage suboptimal decisions because of a lack of goal congruence between the foreign subsidiary and the
parent company.
How Multinationals Measure Performance
We surveyed 64 multinational companies to determine the financial measures currently used to
evaluate the performance of foreign subsidiaries
and their managers, the use of different internal
performance evaluation systems for domestic operations and for foreign operations, and the relationship between the firm's environmental constraints and the firm's evaluation systems.
The international division manager was requested to indicate the measure his firm uses in
29

Table 2
Consideration of Environmental
Differences In Performance
Evaluation Systems
No. of MNEs
Not at all
To a very little extent
To a little extent
To a great extent
To a very great extent
Completely

9
15
23
16
1
0
64

%

When
measuring
performance,
the focus of
the evaluation
should be on
the factors that
the manager
can control or
influence.

internal evaluation of the performance of the foreign subsidiaries and their managers, and to rate
each measure in terms of its importance.
Table 1 shows the percentages of respondents
indicating the use of a particular evaluation measure in rating both the performance of foreign
subsidiaries and the performance of the foreign
subsidiary manager. Almost without exception,
MNEs use more than one criterion to evaluate the
results of operations for both foreign subsidiaries
and their managers. Return-on- investment, profit,
budgeted ROI compared to actual ROI, and budgeted profit compared to actual profit are the
measures used most frequently to evaluate performance. "Other measures" include: cash flow, return-on -total assets, return -on- operating assets,

14%
23%
36%
25%
2%
0%
100%

return -on -net assets, sales strategic objectives,
share of market improvement, and cash remittance versus plans.
Almost 86% of the sample group (55 firms out
of a total of 64 MNEs which answered the first
four questions on the questionnaire) use budgeted
profit compared to actual profit to evaluate the
performance of foreign subsidiaries. Figure 1 compares the four measures in terms of their importance in the evaluation of the performance of foreign subsidiaries.
With respect to foreign subsidiary "managers,"
87% of the sample uses the same criterion, budgeted profits compared to actual profits, as the
primary measure of performance with ROI (67 %)
as a secondary measure. Figure 2 provides comparisons between the ROI, profits, budgeted ROI
compared to actual ROI, and budgeted profits
compared to actual profits as a measure of foreign
subsidiary managers' performance.
In addition, it was found that 82% of the sample group use the same basic techniques to evaluate foreign subsidiary manager performance that
they use to eval u at e fo reign su b s i d i ary
performance.
Evaluating performance of MNE managers and
operating companies requires special concern and
30

analysis. The distinction that should be maintained in performance evaluation relates to who
has control over facilities, personnel, revenues,
and expenses. When measuring manager performance, the focus of the evaluation should be on
the factors that the manager can control or have
significant influence over. For example, if the
MNE manager has control over wages and employees hired, the labor cost of these employees
should be included in manager performance evaluation. But, if the manager must purchase certain
raw materials from a related company at predetermined transfer prices, any raw material price variance from budget should not be part of the manager's performance evaluation.
Measuring the performance of an MNE operating company would include all items going into
performance evaluation of the MNE manager plus
all investments, personnel, revenues and expenses
incurred "directly" for the company regardless of
source of control. Thus, such items as assets purchased to meet corporate management needs or
local ordinances would be part of the MNE investment base. Also, the cost of an operational audit performed by the corporate internal audit staff
at the request of corporate management would be
a direct expense of the MNE operating unit.
The questionnaire asked the international division manager whether the internal performance
evaluation measure for domestic operations differs
from the one used for foreign operations. As we
expected, most of the firms (81 %) reported that
they use the same performance evaluation measures domestically as they do abroad. These findings give strong support to the view that most
MNEs use the same performance evaluation systems for foreign and domestic operations.
The questionnaire also asked respondents to indicate whether or not their systems of internal
performance evaluation have been designed to reflect environmental differences that may have different impacts in different foreign countries. Table
2 indicates a percentage tabulation of responses to
that question.
Nine MNEs (14 %) reported that their systems
do not reflect any impact of environmental factors. Twenty -three MNEs (36 %) report that their
systems have been designed to reflect environmental differences to a little extent. No firm of the
sample group has designed its system to reflect environmental factors completely, and only one firm
(2 %) reported that its system reflects environmental factors to a very great extent.
Because a foreign subsidiary is not isolated
from the world around it, and because environmental constraints are inherent in multinational
operations and affect them significantly, these
constraints must be considered when the internal
J#56
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International
Transfer Pricing
To prevent double taxation and satisfy
the IRS's `arms - length' rule, multinationals should pursue
a policy of uniform prices and pricing practices.

By Michael P. Casey

losophy of objectives.

A common but complex problem facing companies with international manufacturing and marketing organizations is determining what price
one segment of an organization should charge another segment of the organization for a product
transferred between them. To clarify the mechanics and implications of international transfer pricing we present a case study of how Silicon Corporation (a fictional company) establishes prices to
be used in invoicing transactions between related
parties. Silicon manufacturers and markets electronic components and consumer products on a
worldwide basis.
Transfer pricing is applicable to all transactions
related to raw materials and components, finished
goods, capital equipment, and miscellaneous
goods and services. Transactions for U.S. manufactured products are shown in Figure 1 and Figure 2 for products manufactured overseas.
Transfer pricing is done in U.S. dollars at Silicon. But because international subsidiaries generally do business in foreign currencies, the impact
of transfer prices must be determined in both U.S.
dollars for management purposes and local currencies for local tax purposes.

CORPORATE CONSIDERATIONS
The price of goods to third party dealers and
distributors essentially imposes an upper limit on
transfer prices. This may seem to be a simple
statement, but, in fact, is a constraint that limits
the ability to shift profits from one taxing authority to another.
Generally speaking, the standard cost to manufacture a product is normally recovered in the
transfer price. Exceptions may be major new
products during the initial phase of production or
mature, low- volume, high -cost products.
Margin is looked at on a worldwide basis in Silicon and can be split between Silicon Corp., international manufacturing /distribution subsidiaries,
and marketing subsidiaries. Sufficient margin
must be allocated at the marketing level to provide incentive to promote and sell product. Last
but not least, consideration must be given to the
generation of profits for dividends and /or capital

Estab lish in g Tran sf er Pr ices
Transfe r p ricin g im p acts a b ro ad ran ge o f co rporate activities an d is a sp ecialized fu n ction requiring ex p ertise an d ju d gm en t. Th e majo r co n siderations that need to be taken into account
when establish in g tran sfer p rices are in tern al Silicon consid eratio ns, land in g cost con sideration s,
royalties, DISC b en efits, tax es, and Silico n 's p hi " A NA GEMENT ACCOUNTING /OCTOBER 1985

expansion purposes.
LANDING COST
Products m oving between related Silicon com panies in various countries are subject to national
customs duties and special taxes, plus freight and
insurance to ship the pr oduct. The product value
for cu stom s purp oses is gen erally the invoice or
transaction value subject to the "arm 's - length"
tests applicable to transfer prices.
The transaction value m ay be uplifted by local
custom s to d eterm ine cus tom s value. Uplift s are
generally negotiated during p eriodic custom audit s

a nd r e f le c t a dj us tme nt s fo r it e ms s u c h a s ro y-
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alty, trademark advertising, warranty, and so on,
incurred by the buyer but deemed to benefit the
seller.
Higher transfer prices normally result in higher
duties and special taxes. These are third party,
out -of- pocket costs which reduce margin.
ROYALTIES
Products manufactured by international manuFigure 1
Distribution of U.S. Manufactured Products
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Figure 2
Distribution of Overseas Manufactured Products
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facturing subsidiaries are manufactured under license from Silicon Corp. Licenses cover patents,
know -hows, and trademarks.
Royalty is consideration for use of this intangible property. It is a cost to the manufacturing subsidiary and must be recovered in that company's
transfer price. The amount of royalt y mus t be
"arm's - length" because related parties are involved and is based on a prior tax settlement with
the Internal Revenue Service.
DOMESTIC INTERNATIONAL SALES
CORPORATION
The purpose of a Domestic International Sales
Corporation (DISC) is to give a tax incentive to
increase U.S. exports and to provide companies
with the opportunity to generate higher markups
on U.S. intercompany sales.
To qualify for the tax benefits, 95% or more of
DISC sales must be qualified export receipts and
excess cash DISC profits from the DISC must be
reinvested into export assets. As a general rule,
50% of a DISC's earnings after base adjustment
can be tax deferred and retained by the DISC and
reinvested in its export business or invested in certain export/import bank obligations to U.S. producers for export.
TAXES
Individual Silicon companies are all subject to
taxation in their local countries. Silicon Corp.,
however, is subject to U.S. taxation on its worldwide income.
The splitting of available worldwide margin
through the mechanism of intercompany transfer
pricing can have a major impact on local taxable
income, and the need exists to generate reasonable
taxable income at each Silicon company. Most
countries have established statutory regulations to
determine if taxable income is properly stated and
have the right to reallocate income between related companies for tax purposes.
The "arm's- length" test is the generally accepted standard used by taxing authorities. "Arm's length" is defined as the price an unrelated party
would pay for the property under the same circumstances. The regulations governing transfer
pricing provide general guidance only and are
vague on many issues. Therefore, business judgment is an essential part of their application.
Internal Revenue Code Section 482 specifies the
use of market prices (if they exist) for intercorporate sales. The most comprehensive of all statutory
regulations concerning transactions between related parties, IRC section 482 is the primary statutory constraint on Silicon intercompany transfer
prices. It is applied to U.S. as well as international
transfer prices because Silicon is a U.S. corporation and is taxed on its worldwide income.
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IRC section 482 defines "arm's- length" price as
the price an unrelated party would have paid under the same circumstances for the property. Because unrelated parties normally sell products at a
profit, an "arm's- length" price normally involves
a profit to the seller.
According to Section 482 there are four methods of determining an "arm's- length" price and
they must be used in the following order:
1.
2.
3.
4.

Comparable uncontrolled price method (CUP),
Resale price method (RSP),
Cost plus method (CP), and
Reasonable profit split test (PS).

Each method relies on an appropriate "arm's length" yardsti ck —the price t o a third party
(CUP), or third party markup percent (RSP and
CP). Silicon's challenge is to determine the method that clearly corres ponds to the co mpany's
operations.
Comparable Uncontrolled Price Method (CUP).
The CUP method is based upon the price actually
paid by unrelated parties for the same or similar
products. Uncontrolled sales are defined to include sales made by the seller to an unrelated party, to the buyer by an unrelated party, or where
neither party is a member of a controlled group.
The physical property and circumstances involved in the uncontrolled and controlled sales
must be identical or so nearly identical that any
differences may be readily reflected by a reasonable number of adjustments to the uncontrolled
price.
A difficulty that arises for Silicon is that marketing subsidiaries and distributors are both at the
wholesale level of distribution internationally and
are naturally compared. The applicability of CUP
in this case is not clear -cut (See Table 1).
Silicon argues that sales to its subsidiaries are
not comparable to sales to third -party distributors
because of differences in geographical markets, organizational structures, marketing objectives,
marketing activities, and marketing costs. The issue has been raised on several U.S. tax audits and,
to date, Silicon's position has prevailed, primarily
because it could be demonstrated that even if
CUP were applicable, any price differences could
be justified by adjusting third -party distributor
prices for differences in landing costs, advertising
costs, and resale prices to dealers. Figure 4 shows
a pricing analysis that Silicon used to justify its
pricing practices for a particular integrated circuit
it manufactures. As the supplier price analysis
shows, Silicon justified a lower price to subsidiaries than was actually charged.
Resale Price Method (RSP). The resale price
method establishes the "arm's- length" price by
working back from a third -party selling price, i.e.,
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the Silicon price to dealers at the marketing subsidiary. A typical situation involves a manufacturer selling products to a related buyer who, without
further processing, resells the products in uncontrolled transactions.
The "arm's- length" price is equal to:
The applicable resale price —the price at which
property purchased in the controlled sale is resold by the buyer, or ultimately resold by some
later buyer, in an uncontrolled sale.
Adjusted by the appropriate markup percentage—equal to the percentage of gross profit
earned by the reseller or another party on the
resale of property which is both purchased and
resold in an uncontrolled transaction similar to
the controlled sale.
And property adjusted for any differences —the
functions or circumstances which have a definite and readily measurable effect on price,
such as warranty, advertising contribution, and
so on. (See Table 3.)
In practice, the applicable resale price is determined by calculating the average marketing subsidiary price to third -party dealers (net product
sales divided by unit s ales.) The approp riate

Table 1
The Comparable Uncontrolled Price Method
Silicon Corporation sells an integrated circuit to both a third
party distributor and subsidiary. In both cases, IC is incorporated
into another product, for example, a toy or calculator. Thus,
sales are made to both parties at the same level of distribution.
How then can Silicon justify a 45¢ price difference between a
sale to a subsidiary and third party?
Third party
distributor

Price F.O.B. International Distribution Center)
$ .95
.73
Standard cost
.22
Margin
30%
Markup on cost
Price F.O.B. International Distribution Center to third party distributor
Less: adjustments
1. High standard cost
2. Advertising costs
$250K: 2.5M units
Total adjustments
Price F.O.B. International Distribution Center to subsidiaries
Imputed
Actual
Exposure
Recommended price change for
subsidiaries:

Subsidiary
$ .50
.44
.06
14%

$ .45
.29
.16

$ . 95
.29
.10
.39

.56
.50
.06
.56
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markup percentage is determined by surveying
third -party distributors. Although Silicon argues
that distributors and marketing subsidiaries are
not comparable, distributors are the only available
source of third -party markups for the company's
integrated circuits.
Next, the available adjustments are identified
and quantified. Regulations permit adjustments to
be made to compensate for any differences that
may prevail between controlled and uncontrolled
resales, but provide no guidance as to the means
of measuring these differences. Factors to be considered are types of property, functions performed
by buyers - resellers, effect on price of intangible
property, geographic market in which the functions are performed, and treatment of cost elements in determining sales price.
Table 4 shows the calculation of the potential
exposure under Section 482 for a certain type of
integrated circuit in a particular year using the
Resale Price Method.
Cost Plus Method. A typical CP situation is
where a manufacturer sells products to a related
entity that performs substantial manufacturing,
assembly, or other processing of the products or
adds significant value prior to resale in uncontrolled transactions. In this case, the "arm's length" price is equal to:
• The cost of production — computed in a consisTable 2
Supplier Pricing Analysis
19 xx

s

Per unit averages

Supplier F.O.B.
Costs to land
Landed cost
Gross margin
Price to dealer
Memo: advertising
% dealer price

S (�
subs.

2.57
.39
2.96
1.06
4.02

am o unt

$

(2)
diet.

3.10
.59
3.69
1.30
4.99

6.2%

2.9%

.2E -

.14

subsidiary
over /(under)
distrib uto r

( .53)
.20
( .73)
.24
( .97)

.11

Supplier price analysis
Pric e charge d to distributo r

less adjustments:
Costs to land

3.10

.20

Advertising

( .11)

Pric e d if f erential p as se d o n to de ale r

( .97)

To tal ad justm ents

( .88)

Price whic h c o uld have b e en c harge d to s ub s id iarie s

2.22

Pric e charge d to s ub sidiarie s

2.57

Exce ss o f adjus tm e nts over supp lier pric e dif fe re ntial
No te s: (1) Exclude divis ions o f m anufac turing
subs idiaries
(2) Bas ed on to p line availab le dis tributor data

3,1

.35

tent manner in accordance with sound accounting practices for allocating or apportioning
costs which neither favors nor burdens controlled sales in comparison with uncontrolled
sales.
Add appropriate gross profit percentage —equal
to the gross profit percentage earned by the seller or another party on uncontrolled sales which
are mo st si mil ar to th e con tro lled sal es in
question.
And properly adjusted for any differences —dif ferences that have a definite and readily measurable effect on price which would warrant an
ad j u s t men t of price in u n co n t ro l l ed
transactions.
In practice, an overall percent markup goal is
established for total intercompany sales of raw
materials and components. Then percent markup
goals are established for major items, with the balance of items set at a modest percent markup. The
standard cost of the item plus the markup equals
the transfer price. Of note is that transfer prices
are not adjusted retroactively for either favorable
or unfavorable manufacturing or purchase price
variances.
An example of the CP method in use for integrated circuit components is included in Table 4.
To summarize Silicon's position on the Section
482 methods for determining an "arm's- length"
price: CUP is generally not applicable except in
the case of certain components sold to both affiliates and third parties, RSP is the primary method
used to justify finished goods transfer prices, CP is
the primary method used to justify raw materials
and compensate transfer prices, and PS is a backup method used to demonstrate indirectly that
transfer prices are "arm's- length" by showing
there is a fair and equitable split of worldwide
profits between Silicon Corp., the international
facto ries, and the int ernati on al mark et in g
subsidiaries.
When it comes t o taxes, the "C atch 22" of
transfer pricing is apparent. Tax audits by definition are performed retrospectively. Section 482
methods are applied with actual data but transfer
prices are established before the fact on the basis
of plans. This makes it impractical to change
prices frequently even though actual data may call
for that.
PRICING PHILOSOPHY
Transfer pricing in the international framework
of Silicon Corp. is complicated. A price has to be
charged for every transaction and many different
requirements must be satisfied with each pricing
decision. To prevent double taxation and meet
"arm's- length" requirements, it is essential that
the company's pricing practices are uniform.
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Silicon achieves this goal by observing these
principles:

$

Marketing subsidiary 19XX
Average gross selling price

5.88

Less distributor sample
Markup
Amount
%

-

-

(1951
1.15

Less allowable markup adjustments
(12.0)
.71

%

• It recognizes the liability to pay taxes and duties in every country where it does business and
the obligation to maintain a good- citizen fiscal
approach.
• It attempts to pay one -tax charge on a given
segment of profit and to refrain from the use of
artificial tax avoidance schemes.
• Silicon believes the primary goal of transfer
pricing is to support and develop commercial
activities.

Table 3
The Resale Price Method

Amount

.15

Warranty

• Establish uniform worldwide intercompany
transfer prices.
• Maintain consistency from year to year in overall intercompany margins.
• Allocate worldwide margins appropriately
(third - party- net - dealer price less manufacturing
cost, exclusive of intercompany profit, plus
landing costs.)
• Minimize third party landing costs (freight
duty and taxes).
• Avoid reallocations of income by local taxing
authorities.
Silicon's U.S. transfer prices on finished goods
and raw material to subsidiaries are normally set
on a preliminary basis during September of the
preceding year as the first step of the transfer
price cycle. This is necessary in order for the subsidiaries to start the arduous process of putting together manufacturing plans and their sales and
profit plans for the coming year. Based on preliminary forecasts of the standard costs, the U.S.
transfer prices are estimated using a cost -plus approach for both the finished goods and raw materials to be sold to the subsidiaries. The markup
percentages are set with the previously stated objectives in mind.
By January of the then current year when standard costs and planned sales volumes have firmed
up, adjustments are made for any substantial deviations from the forecasted data. At this point, all
U.S. transfer prices are entered in the corporate
billing file, and final notification of U.S. and subsidiary transfer prices is communicated to all Silicon subsidiaries.
It is impossible to establish fixed rules for international transfer pricing. Pricing decisions cannot
be made in the vacuum of a particular profit center without measuring offsetting costs and knowing the ultimate effect on the entire system. Transfer pricing decisions require an understanding of
the entire system and calculation of the net effects
across all international operations.
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Imputed marketing subsidiary
19XX average landed cost

3.87

Less marketing subsidiary 19XX
Average landing costs

1.03

Imputed 19XX Silicon transfer
Price F.O.B. International Distribution Center

2.84

Actual 19XX Silicon transfer
Price F.O.B. International Distribution Center

3.75

Imputed over /(under) actual transfer price

(

The objectives of this philosophy are to:

.91)

2.680

19XX forecast unit volume (000's)
Total unfavorable/ (favorable)
482 exposure ($000's)

(2,438.8 }

Memo: Total unfavorable/ (favorable) 482 exposure
($000's) assuming allowable markup adjustment
for direct expenses only.

(2,117.2)

Table 4
The Cost Plus Method
Silicon Corporation sells Component A to Silicon (Germany) and
Silicon (France) for use in the assembly of integrated circuits. No
sales of Component A are made to third parties. Standard cost
per linear meter is $ .68238. What, therefore, is the appropriate
percentage markup that should be applied to the standard costs
to arrive at an "arms- length" price?
The first step is to establish an overall percentage markup goal
for total intercompany sales of raw materials and components,
currently 25% for integrated circuits. Then percentage markup
targets are established for major items, with balance of items at
10%:
Component A
Component B
Component C
Component D
Component A:

Cost
Markup
Transfer price

40%
65%
20%
15%
$.68238
40%
$.95533
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How We Match
Costs and Revenues
in a Service Business
We sell a service— helping firms take advantage
of the Target Jobs Tax Credit —but we don't know
what our revenue will be from a sale.

By Daniel Wentz
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Many service - oriented businesses today lack useful management accounting systems. The manufacturing style of cost accounting is often not relevan t to s ervi ce i n d u s t ri es , an d fi n an ci al
accounting systems often do not convey enough
useful information on which to base management
decisions. Our company has experimented with
several management accounting systems, and ended up designing our own system which is a hybrid
of several currently in use and several that perhaps are not.
Given the peculiarity of the way we generate
our revenue, we adopted a system which defines
our accountingg period on a flexible, open-ended
basis. And in contrast to the accounting systems
used by manufacturing firms, we allocate our revenues to the costs which generated them, as opposed to allocating our costs to the revenues they
produce.
Our company is a good example of a business in
a service industry that cannot use traditional cost
accounting methods to match one period's costs
with the revenues they generate. Public /Private
Research Associates, Inc., is a small consulting

firm which helps its clients to take advantage of
the Target Jobs Tax Credit on their federal income taxes. Clients that hire new employees from
specially defined categories, such as low income
youths, ex- felons, Vietnam -era veterans, recipients
of Supplemental Security Income, and others can
take a tax credit of 50% of that employee's wages
for the first year of employment (up to a credit of
$3,000) and 25% of the employee's wages for the
second year (up to a credit of $1,500). But the
credit is difficult to take advantage of for a number of reasons. In order to qualify for the credit,
the client must mail a form to the state employment office on or before the first day of work requesting an interview for the new employee to determine eligibility.
The eligibility requirements, the paperwork,
and the critical timing involved in the process of
qualifying for the tax credit are burdensome, especially to a business with many decentralized locations, each hiring only a few new employees per
month. Our firm relieves the local personnel manager of these burdens.
All new employees telephone our office for a
prescreening interview and we determine if they
will be eligible for the program. If we think they
MANAGEMENT ACCOUNTING /OCTOBER 1985

are, we mail a request for that person to be certified to the local state employment office and set
up an appointment for the new employee to be interviewed. The state employment office decides if
the employee qualifies, and, if so, mails us the paperwork. We complete the paperwork and send
the client the documentation it will need for its
federal taxes. Our fee is then based on a percentage of the company's tax credit for that employee.
The Problem: Matching Costs & Revenues
A look at our monthly income statement prepared for financial reporting purposes will illustrate the problem we have in evaluating our operating performance (See Table 1).
Let's go over the expenses first. The TJTC Bonus Checks are checks we mail to new employees
who have completed the state employment office
interview and are qualified for the program. Employees are more willing to cooperate with us and
take the trouble to go to the state employment office if there is something in it for them, and these
bonuses, typically $10 each, encourage participation in the program.
Salaries include regular base wages and a commission paid on a per- certificate basis to the executive officers. The Salary Expense line also includes: Health Insurance, FICA, and other
employment taxes. The other expense categories
are self - explanatory. Our fixed assets are minimal,
so we will ignore depreciation expense, and to use
the "ceteris paribus" of the accounting profession,
taxes will be ignored.
Our sales are billed on a quarterly basis. Many
clients send us payroll information on computer
tapes from their regular payroll runs. As for the
remainder of our clients, we mail them a list at the
end of the quarter of all employees who have qualified for the TJTC Program. The client notes how
much each employee has earned during the quarter and mails a statement back to us. We calculate
our fees as a percentage of the tax credit the client
has accrued, which is a function of the employees'
salaries, and mail the client an invoice.
The time lag between the time we incur our expenses to certify a new employee for the TJTC
Program and the time we begin to earn revenue
attributable to that employee can be sizable. It
could be a month or a month and a half after a
new employee is hired before the final documentation qualifying that person is obtained. Because
we bill quarterly, it could be up to three months
more before we ask the client how much that employee made for the last quarter. And it could
take another month or more in turnaround time
before we receive the quarterly wage information
from the client, calculate our fee, and mail the
invoice.
Adding to and complicating this time lag is the
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nature of the product we sell. Unlike most manufacturing firms, we don't know what our revenue
will be from the sale. If we define our product as
an employee becoming fully certified for the
TJTC Program, we will be earning revenue on
that product for as long as two years, and the
amount we earn will depend on how much that
employee makes, how much overtime he or she
puts in, vacation time, sick time, absenteeism, and
turnover: So even though all of our effort relating
to an employee is spent, for example, in July, we
will be earning revenue relating to that employee
in July, August, September, December, April, and
as long as that employee works for the client, for
up to two years. There is no one point of sale. And
in looking at our monthly income statement, it is
not relevant to say that we have made $xxx that
month because none of the costs expended during
the month have generated any of the revenue that
is listed. The costs we incur in July will not show
up in Revenue until as late as December. And
similarly, the revenue we show in one period was
not generated that period, but is the cumulative
result of efforts that were expended in any number
of prior periods.
Manufacturing firms are able to accumulate
their costs in an inventory account and then recognize them as expenses only when the revenue
they generate is recognized, Factory wages incurred to produce widgets do not show up as expenses until those widgets are sold, at which time
the company transfers those costs from the inventory account to the cost -of -goods -sold account.
Unlike manufacturing firms, we have no inventory account in which we can accumulate our
costs. All of our costs must be expensed in the period in which they were incurred. Our labor costs
are salary expense, and not inventory. And all of
our revenues are recognized gross, because we

Table 1
Public /Private Research Associates, Inc.
Income Statement
For the Month Ended June 30, 1985
Sales
Sales commissions expense

78,323
3,350
74,973

Net sales
Expenses
TJTC bonus checks
Salaries
Telephone expense
Postage expense
Travel expense
Rent expense
Miscellaneous expenses
Total expenses
Net operating income

10,400
32,009
22,654
1,078
747
2,020
1,373
70,281
4,692
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We don't know
what our
revenue will be
from the sale.

have no cost -of -goods -sold account.
This situation is, in a way, similar to that encountered by companies engaging in research and
development. Under current reporting requirements, these companies must report the costs they
incur to develop a project as a current period expense and are not allowed to accumulate these
costs until future periods, when revenues resulting
from those costs are realized. R &D wages are expensed in the month paid, even though the company knows, for example, that it will be coming
out wi th a new product next month that uses
these R &D efforts. And when the product is sold
in the following months, the revenue it recognizes
on its books will not show any reduction for the
costs that were incurred to generate it. These
companies, like our company, also are faced with
the complication that costs incurred for R &D, as
the costs we incur in obtaining the TJTC documentation, will generate revenue for an unknown
number of future periods in unknown amounts.
What's a company to do?
Cost Per Employee
One way to better match a company's revenues
with the costs incurred to generate those revenues
for internal management purposes would be to
calculate what it cost us to process a new employee and keep track of the revenues we earned directly from that employee. In our quarterly billing
process, we already co mp u t e an d track the
amount of revenue we earn per new employee.
Given that our fee is a function of the tax credit
earned by the client, this is the only way we can
calculate our fee, and although it is a cumbersome
and time - consuming process, it is currently being
done for each employee we process.
Calculating the costs we have incurred to process a new employee is also a very straightfoward
approach, and has been done on a test basis for
almost a year. For example, if we know that our
costs in one month were $100,000 and we processed 667 new employees during the month, it
would be very logical and entirely accurate to say
that it cost us an average of $150 to process each
new employee. Armed with the knowledge of
what it costs us to process a new employee in that
month and in each prior month, it would be very
easy to compare the revenue earned to date attributable to an employee with the appropriate costs
for the month in which he or she was hired.
This approach has the following advantages: It
is entirely accurate, it is easy to calculate, and it is
entirely rational. Unfortunately, the disadvantages of this approach severely limit its usefulness.
Perhaps the major drawback with this approach is
that it does not convey much useful information.
At any one point in time it is possible to see if we
have yet recovered our costs to process that em-

38

ployee, but we will never know precisely how
much we made or lost on that employee until that
employee either quits, is fired, or celebrates his or
her two -year anniversary with the client.
Another major drawback to this method is that
it does not tie in very well with our company's
own financial statements. Knowing that we have
earned $60 more in revenue than what it cost us to
process employee Smith last October does not give
any indication of how well our company is performing. Given enough time and effort, it would
be possible to aggregate the revenues from all the
employees we processed last October and compare
them with the total of our October expenses. But
this would not be entirely meaningful either, in
that we have not finished earning all the revenue
we can on October's costs, and in that nobody
wants to wait months and months to see how the
company did last October.
But perhaps, more important, this method of
calculating an average cost per employee processed does not provide the basis for any action or
decision making. It focuses almost exclusively on
nondiscretionary and sunk costs. The only truly
discretionary costs in our company are the travel
expenses we incur in marketing our service to prospective clients, and the only direct variable costs
are the bonus checks we mail the new employees.
Virtually all our other costs can be described as
overhead. With this kind of a cost structure, the
thing that influences our average costs the most is
not the level of marketing we undertake but rather
the number of new employees we process, a factor
over which we have no control. Likewise, once the
cost of processing a new employee is incurred, we
have absolutely no control over how much revenue will be earned. The result is that calculating
how much we earn or lose for each employee does
not convey much information. Whatever the result, we know we can do better by bringing the
average cost down, principally by processing more
people. But we already knew that before.
Statistical Break -even Analysis
A modification that could make the average
cost per employee processed a more useful piece
of information would be to somehow match it
against an estimate of how much revenue we think
we will earn from that employee. Intuitively, we
know that we will earn more revenue from an employee who earns $10.00 an hour than one who
earns $4. 00 an ho ur, from an empl oyee who
works full -time as opposed to one who works
part-time, and from an employee who works for
the company for two years than from one who
quits after a month and a half. Unfortunately, we
have no control over these factors, but it would be
useful to know, for example, if a client had such a
low -wage scale or such a high turnover rate that
MANAGEMENT ACCOUNTING /OCTOBER 1985

we could never hope to recover all the costs we
incur to process its employees.
Given the detailed information we already request concerning the new employee's job, such as
job title, wage rate, and a quarterly history of
their earnings, it would be possible to do a statistical analysis of what a new employee is likely to
earn over the period of eligibility under the TJTC
program, which in turn determines how much we
will earn as revenue. We could then match the average cost of processing the new employee against
our expected earnings and arrive at an expected
earnings figure per employee. This would give us a
nice, neat, bottom -line summary figure to look at,
and would be useful for budgeting and planning
purposes. It would also be more meaningful than
calculating only an average cost per employee
processed because it would be possible to aggregate the data for individual employees and look at
client totals and even company -wide totals.
Such an approach would take the following
format:

dictor of future conditions. Adjustments conceivably could be built into the statistical model to
compensate for seasonal employment, part-time
versus full -time status, expected inflation, and
other factors, but such statistical methods are currently beyond our means. Moreover, the database
to work from may not be large enough to yield
reliable results. Some of our clients do not qualify
more than five to 10 people a month and without
going directly to the client for a statistical profile
of their employees, the values we calculate would
probably not be very accurate or reliable.
Another major drawback of this system is that
it does not tie in at all with our monthly financial
statements. The numbers being used in these approaches are estimates and not actual values in
the one case, and involve booking assets and deferring expenses in the other, contrary to current
accounting principles. Furthermore, both variations of this approach rely very heavily on the
computed average processing cost per employee,
which, as discussed before, is composed largely of
nondiscretionary and overhead charges, and
Employee X
Client Y
All clients
which is much more sensitive to changes in the
Expected earnings
XXX
XX XX
XX XX X
level of our activity than to the dollar amount of
Costs incurred in procosts
incurred. Sunk costs and nondiscretionary
cessing new employees
XX X
XX XX
XX X X X
Net expected earnings
XX
XXX
XX X X
expenses are not sound bases on which to take executive action or on which to evaluate operating
A modification of this system would be to deter- performance.
mine the expected period the new employee will
be generating revenue for us, and amortize the Cumulative Cash Flow
costs incurred against the actual revenues earned
Most of the problems identified with the apover this expected period. For example, if it cost proaches centering on the average- cost - per -em$100 to process a new employee and we deter- ployee- processed methods can be associated with
mined that the employee could be expected to trying to impose a manufacturing -type, accumulagenerate revenue for us for ten months, we would tion -of -costs system on a firm which cannot capibook the $100 in an asset account and amortize talize its costs. Another source of problems is the
the asset at $10 a month against the revenue the use of a rather inflexible and somewhat arbitrary
employee generates.
reporting period that in effect mismatches reveThe format might look like this:
nues and th e cost s t hat are gen erati ng tho se
Revenue (actual)
per period
Amortization of
actual costs
Net earnings per period

Employee X

Client Y

All clients

20

100

3,000

10
10

65
35

1,892
1,108

If the employee does not earn revenues for us as
long as we expected, there would be a one -time
write -off of the unamortized asset at his or her termination date. On the other hand, if the employee
generates revenue for us longer than we expected,
there would be periods in which no amortization
would be charged.
The major drawback of these systems, however,
is the inherent weakness of the statistically derived values for the expected future earnings of
the employee and the expected length of employment. For example, this method presupposes that
past employment history will be a reasonable preMANAGEMENT ACCOUNTING/OCTOBER 1985

Unlike
manufacturing
firms, we have
no inventory
account in
which we can
accumulate our
costs.

revenues.
With this in mind, I will illustrate a method
that departs somewhat from traditional accounting practice but, nevertheless, may yield rational
and meaningful results. This approach will emphasize costs per client, as opposed to the average
cost per employee, which will help avoid the problem of wanting to evaluate performance and take
action on the basis of nondiscretionary and sunk
costs. And it will also use a more flexible and
open -ended reporting period, which will help
avoid the problem of mismatching revenue and
costs. The output of this system could better be
described as a cash flow report than an income
statement, and it will be prepared more on a cumulative basis than at a single point in time. To
give a feel for how such a system might work, I
will go through an example using historical cost
data for one of our clients, innocuously renamed
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A Comp any. A Company is a large drugstore
chain with over 100 retail locations nationwide.
The first step in this cumulative cash flow approach is to determine how much we have spent
to process the new employees of that company. As
mentioned before, the majority of our costs can be
considered overhead costs and cannot be tied directly to an individual employee or client. Only
the bonus checks we mail to the client's new employees for completing the interview at the state
employment office and the commissions we pay as
part of our employees' salaries can be matched
specifically to a particular client. The other costs
of processing new employees, principally telephone, postage, clerical, and rent expenses, must
be allocated to the client in some logical manner.
If we process more employees for one client
than for another, it follows that more of our expenses should be allocated to that client than the
other. One way to allocate our costs, then, would
be based on the number of each client's employees
who become eligible for the TJTC Program in relation to the total number of employees from all
clients who have become eligible during the period. A second way to allocate our costs would be
based on the number of employees from each client who call us for the initial pre- screening interview in relation to the total number of calls we

receive from all clients during the period. We determined that most of our costs were incurred in
pre- screening all new employees, and that the additional reporting and follow -up costs incurred in
further processing the employees who do qualify
for the TJTC Program correspond roughly to the
volume of total calls received per client. Accordingly, we decided to allocate our operating costs
to each client in proportion to the number of calls
we receive from each client's new employees.
Cost Breakdown
Our costs are broken down into the Direct and
Indirect Costs for internal reporting purposes. Direct Costs include the checks we mail to the client's employees and the commissions we pay our
employee. Indirect Costs include salaries and employment- related expenses, net of employee commissions, telephone, postage, travel, rent, and other general and administrative expenses. The costs
that have been allocated to A Company based on
the proportion of calls we receive from its new
employees are listed in Table 2 for eight months,
from when they became a client of ours through
two complete billing cycles. This eight -month period will illustrate both the start -up and ongoing
operation of the Cumulative Cash Flow accounting system.

Table 2
Public /Private Research Associates, Inc.
Accounting�Income�Per�Client�—A�Company
July 1984 through February 1985

July '84
Allo. % 2.842

Aug '84
Allo. % =
3.606

Sept '84
Alto. % =
3.522

Oct '84
Allo. % 2.072

Nov '84
Allo . % =
3.038

Dec '84
Allo. % -2.064

Jan '85
Alto. %
2.472

Feb '85
Allo. % 2.242

Totals
July '84 Feb '85

Revenues
Grossrevenue

-

_ _
-

-

-

-

Sales commissions

Net revenue
Expenses
Direct costs
TJTC bonus checks

l

-

-

-

-

-

-

51(011I

-

-

g� l� J
)

-

722

-

-

2,$89

-

1 2 , TJ Z 5
2,

7,132.

504

10,02-1

-

10

140

-S00

120

110

130

I1 O

980

Employee commissions

-

2's

300

G %!)

27 5

350

32 5

2 -7 5

2,225

Total direct costs

-

35

4LfC

9 7,

39 S

520

45-9

39:5

3,2.05

702
215
10

.S,OG-7

Indirect costs

Salaries

570

762

78L1

427

606

537

6?8

Telephone

336

3 0 0

J91

12 S
22

15/-f

2 2 5

Postage

173
26

4+8

Travel

124

(L{2

76

10
6q

q6

Rent
Other
Total indirect costs

44
231

52
8

4 -5
7q

43
1 10

Total expenses
Net accounting income

per client
10

U

71

071

10

28

56
146
1,484

3185
G2
r I
1,612

14
33
'-17
740

qzJ

9q2_

1,51q

2,05 2

1,715

1316

2,052)

1,7(5) (1,316)

Z+O

(1,171) <), Slq%

1.-721

1q4

8

q56

1,201

)IOU

9,1?,c�

1,412

1,656

1 "+q4

fL,335

(,1+77

0, 6'S(0)

1t

9

82't

(2,3)4)
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Table 3
A Company
Cumulative Cash Flow
For the Seven Months Ended January 31,
July '84

Aug '84

Sept '84

Oct '84

1 st qtr
2nd qtr
Total net
revenue

1,155.60
1,783.00

Total expenses
Net cash flow

Nov '84

1,528.30

577.80
1,273.60

288.90
1,018.90

2,938.60

2,395.00

1,851.40

1,307.80

1,171.00

1,519.00

2,052.00 1,715.00

1,767.60

876.00

1985
Dec. '84

Jan '85

Cumulative

(200.60)

(407.20)

764.10

509.40

254.70

2,889.00
7,132.00

—

—

866.70

—

Net revenue:

764.10

509.40

254.70

10,021.00

1,316.00

1,412.00

1,656.00

10,841.00

(551.90)

(902.60) (1,401.30)

(820.00)

Summaryfigures

Cumulative net revenue
Cumulative expenses
Net cumulative cash flow

Last qtr

This qtr

Net change

2,889.00
6,457.00

10,021.00
10,841.00

7,132.00
4,384.00

(3,568.00)

(820.00)

2,748.00

The second step in the cumulative cash flow approach we are developing is to match revenue
with the costs that generate it. The revenue as actually billed to A Company also is shown in Table
2. The Sales Commissions deducted from Gross
Revenue in Table 2 are commissions we pay as a
franchise to another outside company, and are different from the commissions included in Direct
Costs, which we pay to our employees. Deducting
the total monthly expense allocated to A Company from the revenues we billed would result in the
Accounting Net Income from each month, and
will tie directly into our monthly financial statement s prepared for repo rtin g pu rpos es. This
matching of revenues and costs, which follows
current financial accounting principles, produces
tremendous swings in earnings, and does not accurately present our monthly operating performance with regard to this client. Distortions are
caused by the timing of our revenue recognition.
Because A Company had only been our client
for one month at the end of its first billing cycle in
July, we elected to include the month of July in its
billing period ending October 31, 1984. On October 31, we requested the salary information needed to compute their bill. We received the information in December, calculated our fee, and mailed
the company an invoice. Our income was recognized for accounting purposes in December, when
we mailed the invoice, but actually relates to costs
incurred in July, August, September, and October. It would be more accurate to match this revenue against costs incurred in July through October than against December's costs, and would
yield much different results. Assuming December's income was earned equally over the period,
income statements in A Company more accurately would look like this:
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Net revenue
Total expenses
Net cash flow

July '84
722
1,171
(449)

Aug '84
722
1,519
(797)

Sept '84
722
2,051
(1,330)

Oct '84
723
1,715
(992)

Cumulative
2,889
6,457
(3,568)

However, allocating the revenue evenly over the
four months would be an over - simplification in
that the employees hired in July presumably generated more revenue than the employees hired in
October. They generated four months of revenues,
while the employees hired in October generated
only one month of revenue. To correct for this, a
larger share of the billing's revenue should be allocated to July than to October. A device similar to
the sum -of -the- years' digits method used in calculating depreciation expense could be used to allocate more revenue to earlier months, and would
produce more equitable results. For example, July
would be allocated 4/4 +3+2+1 X $2,889, or
$1,155.60 in revenue. Restating the income statements using this approach would result in the
following:
July '84
Aug '64
Sept '84
Oct '84
Cumulative
1,155.60
866.70
2,889.00
577.6
288.90
(4/4 +3 +2 +1 x $2,889) (3/10 x 2,889) (2/10 x 2,889) (1/10 x 2,889)
1,519.00
2,052.00
1,715.00
6,457.00
Total expenses 1,171.00
(15.40)
(652.30) (1,474.20)
(3,568.00)
(1,426)
Net cash flow

Net revenue

Using this method of matching revenues and
expenses, we have for all practical purposes broken even on the costs we incurred in July after
only four months, while our financial statements
(see Table 2) show that we incurred a loss of over
a thousand dollars.
The same process would be undertaken with respect to the revenue recognized in February on
Table 2. The revenue recognized in February was
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How Far Back Should We Go?
In using this system of allocating current revenues back to prior costs, one has to make a major
decision on how far back the revenues should be
allocated. There comes a point when prior periods
and prior - period results are no longer relevant to
current operating decisions, and like sunk costs,
should be excluded from current analysis. Theoretically, prior -period costs will no longer be relevant and should be excluded from our analysis
when they cease to generate revenue. This adds a
couple of complications to our system, because
the costs we incur in a particular month will not
stop generating revenue for us at a single point in
time, but rather on a gradual basis. Some employ42

ees will quit or be fired before the end of the two year earning period. And employees who do remain with the client generate less revenue for us in
the second year of employment than in the first
because of the structure of the tax law. Our method of allocating revenues back to prior periods
will have to reflect this reduction in earnings.
One way to do this would be to make adjustments to the sum -of -the- periods' - digits allocation
formula to reflect these changes or to come up
with an alternative system or formula that allocates the revenues back to prior periods on some
other systematic and rational basis. Another way
to reflect the reduction in earnings that earlier periods generate would be to retain the basic sum -ofthe- periods'- digits system but limit the number of
periods to which the revenue will be allocated,
based for example on the turnover and wage rates
of the client.
While devising a more precisely accurate allocating formula may appear more exact and theoretically sou nd, the potential mi sall ocat ions
caused by keeping the basic formula and limiting
the period of allocation probably will not be large
enough to justify the extra effort for two reasons.
For one thing, the po tential misallocations
would only be between individual months and
would not affect the Cumulative Cash Flow totals. And it is the Cumulative Cash Flow totals
that are the more relevant figures for us to analyze, because our accounting period is no longer
one month but rather the sum of all individual
months still open. It is only by looking at an
tended and open -ended accounting period that we
can avoid the mismatching of revenues and costs
that occurs in using a traditional monthly accounting period.
More important, the process of allocating current revenue to prior periods on any kind of a formula approach will inherently contain some misallocations between the individual prior periods
(but not on the cumulative totals), which could
only be eliminated by specifically allocating the
revenue each employee generates to the period he
or she was hired. The interperiod misallocations
are similar to the distortions caused by applying
FIFO, LIFO, or average cost inventory methods
to a manufacturing firm's inventory and cost -ofgoods -sold accounts. Unless individual items of
inventory are specifically identified and matched
against the appropriate revenues, there will always
be some misallocation of costs between periods.
The distortions caused by the cost allocation process do not invalidate the entire inventory accounting system or render the operating results
meaningless. The same can be said for the process
of allocating our company's revenue to prior periods. It may not be exact, but it will still convey
$#63
ex-

The books are
not 'closed' for
any month as
long as the
employees
hired in that
month still earn
revenue for us.

earned during the billing quarter ending January
31, 1985. (The turnaround time on this quarter's
billing was one month shorter than in the previous
quarter.) But because the revenue earned this
quarter still relates in part to employees hired
back in July we will allocate part of the second
quarter's revenue back again to July.
The books are not "closed" for July as long as
the employees hired in July still earn revenue for
us. By keeping July's books open and adding new
months with each successive billing cycle, we are
in effect redefining our basic accounting period. It
is no longer just one month, but rather however
many months are still being allocated revenue.
And we are not just interested in the bottom line
for a month, because that month is still incomplete and generating revenue for us. Instead, we
are more interested in the aggregate results of all
the months that are still open. The total of all the
open months' res ult s i s a mo re accurate and
meaningful indication of our operating performance, because it matches revenues with all costs
that are still generating revenues. This cumulative
cash flow can be calculated each month, or each
reporting period, and the change in the cumulative figures themselves will become the indication
of our performance from one period to the next.
The Cumulative Cash Flows and the Change in
Cumulat ive Cas h Flows can be though t of as
rough equivalents to year -to -date and monthly net
income figures of a traditional financial reporting
system.
Table 3 shows how February's revenues would
be allocated and combined with previous periods'
data. The Cumulative Cash Flow column on the
far right is the sum of cash flows for all periods
still open (net income year -to- date). On the bottom half of Table 3 is the Change in Cumulative
Cash Flows from the last billing period, October,
to this billing period, January (net income for the
three months ended January 31, 1985). Except for
the one -month lag in billing, these numbers will
tie in directly with our financial reports.
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For ce rt a i n applica tions —
where timely a ccess to information is essential —the common da ta ba se ha s repla ced
traditional computer file handling systems.

Using the
Relational
Database

By James F. Smith and Amer Mufti
Database management systems (DBMS) are widely used today to store and manage diverse kinds of
business data. Because the data files in a DBMS
are substantially more centralized and integrated
than the files in a traditional system, the DBMS is
capable of readily combining and presenting data
from different files in ways that would be difficult,
or perhaps impossible, using traditional filing
systems.
For example, maintenance of personnel and
payroll records on a common DBMS allows the
user to reconcile these two separate files easily to
assure that all individuals who are on the payroll
are in fact employees. Under a traditional system,
it would be necessary to write a separate computer
program to perform that reconciliation.
To further complicate matters, under a traditional decentralized file - hand lin g system , sep arate
data files often have th eir own specific nam in g
conventio n s as well as th eir o wn specific definiMANAGEMENT ACCOUNTING/ OCTOBER 1985

V

tions for data elements contained in each file. Asa
resu lt, a reco ncilia tion or in tegr ation of t he two
files m ay be extrem ely difficult. Use of a com mon
DBMS alleviates m any of these problems inherent
in m ost traditional decentralized system s.

j

Ss in

Ob st ac le s to Use o f DBMS
Despite the considerable advantage to be derived fro m em ploying a DBM S, its us e, u ntil recently, has been greatly limited due to costs associated with large com puter m em ory requirem ents
an d in cr ea se d pr oc es sing tim e nee ded for a
DBMS. But in recent years, the technological im 43
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provement of computer hardware has reduced acquisition costs and accelerated data processing
speeds to a point where the benefits of employing
a common DBMS frequently far outweigh any related additional implementation costs. As a result,
the common database has replaced traditional
computer file - handling systems for many types of
applications, particularly where timely access to
information is essential.
Perhaps the most significant obstacles to the
widespread acceptance of the DBMS, however,
have involved software rather than hardware limitations, as exemplified by the difficulties experienced by many of us who have tried to use this
type of system. As recently as the late 1970s the
use of most database management systems required an understanding of complex, often cumbersome software architecture, and a proficiency
in computer languages.
One example of such a system is the commonly
used "network" type DBMS currently fostered by
the Conference on Data Systems Languages (CODASYL) committee, a body which sponsors the
development and use of COBOL, which is the single most widely used computer language for business- related programming. Admittedly, the use of
the network model is in certain important respects
advantageous, particularly in terms of efficiencies
in machine usage. However, for all but the simplest of applications, this model has not proven to
be readily understandable to persons without specialized training i n data processing. As a result,
this type of model seems to be best suited for applications which are by their nature recurring and
voluminous, such as payroll preparation or maintenance of accounts receivable and accounts
payable.
Correspondingly, such database systems seem
to be least suited for applications such as investment or operating analyses, which by their nature
tend to be nonrecurring and varied. Such analyses
typically require considerable flexibility in data retrieval and manipulation, and, therefore, often require significant user - machine interaction. Because this type of model generally has been found
to be unsuitable for direct use by most managers
and management accountants, its use has been
limited to relatively simple applications. More sophisticated and interesting applications often require the employment of computer specialists,
and, unfortunately, such arrangements are all too
frequently characterized by problems of communication, coordination, and timely acces s to
information.
In recent years, however, database researchers
have developed a new architecture, known as the
"relational" model which appears to be readily
understandab le even to u sers without formal
training in data processing. Our purpose here is to

introduce the reader to the relational model of a
database, to discuss its basic characteristics, its
advantages and disadvantages relative to other
models, and its particular suitability to management accounting applications. Finally, we will
present some important factors that management
accountants should consider when setting up a relational database.
The Relational DataBase
A relational database consists simply of a set of
tables containing data on any subject of interest.
The term "relational' has its theoretical foundation in the area of relational algebra. However,
understanding how to use a relational database
will in most circumstances require little if any
knowledge of relational algebra. Rather, one can
develop a thorough understanding of the concepts
and applications of the relational model simply by
focusing on the essence of that model, the data
table.
A primary reason that nonrelational type database models (e.g,, the network model) are most often not directly used by accountants is that they
require the user to employ highly detailed logical
frameworks which, although very well suited for
programming a digital computer, often prove to
be cumbersome and unwieldy for the typical human mental process. However, the relational
model is much more consistent with the human
mental process, and because most accountants are
familiar and comfortable with data presented in a
tabular format, it should be particularly well suited for most management accountants.
Figures 1 and 2 provide a comparison of an inventory record as it may typically exist in a common network -type database (Figure 1) versus a relational type database (Figure 2). In Figure 1, the
upper left -hand corner shows a list of item numbers used to identify various inventory items. For
each item the database contains supporting data
regarding the quantity on hand, minimum and
maximum quantities allowed, and the item classification (lower left corner). In addition, a list of
inventory suppliers is maintained by vendor number (upper right corner) and is supported by data
regarding vendor names, addresses, and telephone
numbers (lower right corner).
Finally, the center of the figure depicts a table
of authorized suppliers for each of the various inventory items. The arrows represent but a few of
the many relationships among the various data.
For example, the relationships represented by the
solid arrows labeled "A l " and "A2 " would be
used by the computer to obtain Quantity and
Classification data for Inventory Item # 1. Similarly, the computer would use the relationships
represented by the solid arrows labeled "A3,"
"A4," and "A5" to determine which vendors are
MANAGEMENT ACCOUNTING/ OCTOBER 1985

authorized to supply Inventory Item # 1, and the
relationships represented by the broken arrows labeled "B1," "B2," "B3," and "114" to determine
those inventory items that Vendor # 1 is authorized to supply.
Figure 2 presents the identical inventory record
in the tabular format of the relational type database. Notice how much easier it is to understand
the nature of the data being stored in the tabular
structure of the relational model. The appeal of
the simple tabular structure, however, is only one
of the advantages of the relational model. A second major advantage is the user's ease of direct
access to the database. With traditional systems,
such as the network model, data retrieval requires
a facility with computer instructions which is usually possessed only by persons trained in data processing. The software associated with a relational
database management system allows the management accountant to use the database directly with
simple, readily understandable instructions.
Suppose, for example, that we want to place an
order for inventory items within the inventory
classification "B," and toward that end we want a

printed list of the names and addresses of all vendors authorized to supply these items. To generate
such a list using either the network or the relational model requires us to integrate the separate
data files on the inventory items, vendors, and the
authorized vendor table. To perform such an integration using the network model requires considerable programming skills, including proficiency
in a computer language such as COBOL, and a
thorough knowledge of the relationships contained in the database, such as those presented in
Figure 1. For most management accountants this
process would require the assistance of a computer specialist. However, to generate this printed list
of vendors using a relational DBMS would require us to use a keyboard to issue directly to the
computer a set of simple, readily understandable
instructions such as the following:
P R INT ITE M NUM B E R F R OM INVENTORY ITEM TABLE
AND NAME AND ADDRESS FROM VENDOR TABLE
WHERE ITEM CLASSIFICATION IS B

Figure 1
Network Database Design for Inventory Record
V endo r #4
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Figure 2
Relational Database Design for Inventory Record
a. Inventory item table
Item
number

Quantity
on hand

Minimum
quantity

Maximum
quantity

Item
classification

1

310

20

500

B

2

50

10

200

B

3

200

50

400

F

b. Vendor table
Vendor
number

Name

Address

Telephone

1

Daxon

33 1st Street

351 -8080

2

Alphametics

508 Drapers Road

525 -3310

3

Green Ridge

334 Chauncey Place

978 -1005

4

Bower S upplies

1995 Main Street

555 -1000

c. Authorized vendor table
Item
number

Vendor
number

1

1

1

2

1

4

2

1

2

4

3

1

3

2

3

3

3

4

IN INVENTORY ITEM TABLE.
Having issued those simple commands, we need
only wait while the database system itself. (1) extracts from the Inventory Item Table (Figure 2a)
the item numbers for all inventory items having a
"B" classification, (2) uses those item numbers to
find in the Authorized Vendor Table (Figure 2c)
the Vendor Numbers for all vendors authorized to
supply those items, and (3) uses these vendor
numbers to retrieve from the Vendor Table (Figure 2b) all of the appropriate vendor names and
addresses. Figure 3 is an example of how this retrieved data might b e presen ted on a pri nted
report.
Still another important advantage of a relational DBMS is the ease with which it can be made to
integrate data from a large number of separate
data tables, providing great flexibility in retrieving
data. This capability permits us to create personally tailored reports easily and directly, with no
46

dependence on computer specialists. For example,
if our inventory record also had included data tables containing information regarding unit prices
for inventory items and geographical location of
vendors (See Figure 4), we could just as easily
have generated a printed list of vendors within a
particular geographical region authorized to supply items having a "B" inventory classification, or
a list of vendors within a particular geographical
region which supply inventory item 2 at a unit
price no greater than, say, $10.
It should be apparent that a relational DBMS
can provide us with direct, easy, and immediate
access to a readily understandable database, and
can allow considerable flexibility in generating reports. The essence of a well - designed relational
database is that it can provide us with the particular information that we want, when we want it.
Management Accountants and the Relational
Database
The functions of management accountants include accumulating, classifying, summarizing, interpreting, analyzing, and reporting information
to management to facilitate its planning, decision making, and control activities. A relational
DBMS should prove to be a highly valuable tool
in any of these functions. The value of any management information system rests in its ability to
assist managers to meet their varied responsibilities in an effective, efficient, and timely manner.
The information demands of managers may include cost - volume -profit analyses for new and existing products, present value analyses of capital
budgeting proposals, development of current operating budgets or a five -year plan, analyses of
cost variances using a standard cost system, and
of course numerous others. Management accountants must be able to respond quickly to these
highly varied and changing information requirements, and thus should greatly benefit from having direct and immediate access to a base of highly differentiated data. It is this ease, timeliness,
and flexibility of data retrieval and data manipulation which characterizes a well - designed relational
database.
Factors to Consider in Developing
a Relational Database
An effective relational DBMS requires that
careful consideration be given to both the acquisition of appropriate equipment and software, and
the design of the data tables. The process of selecting specific hardware and software requires an expertise beyond the capabilities of most management accountants and is probably best handled
through consultation with computer professionals. However, because management accountants
can provide valuable insights into a firm's acMANAGEMENT ACCOUNTING /OCTOBER 1985

counting processes, as well as management's decision processes and information preferences, they
can and should be directly involved in the function of designing data tables. And, because even
the most powerful software package and hardware
configuration cannot compensate for a poorly designed database, it i s cert ain ly an imp ort ant
function.
A primary goal in designing data tables is to
maximize data retrievability without resulting in
significant data redundancy. Moreover, tables
should be structured to reflect the logical relationships among data items. To help achieve these
goals in designing data tables we should follow
two simple but important guidelines:
Guideline 1: A separate data table should be used
for each conceptual relationship of
interest, i.e., no table should incorporate more than one conceptual
relationship.
In Figure 2 for example, the Inventory Item Table (2a) contains only information about inventory items —the quantity, the minimum and maximum quantities, and the classification of each
inventory item. Similarly, the Vendor Table (2b)
contains only information relating specifically to
each vendor (i.e., Name, Address and Telephone
Number), organized by vendor number. And, the
Authorized Vendor Table (2c) contains only information specifying which inventory items are
supplied by which vendors. Conversely, Figure 5
presents an example of a data table which contains information pertaining to two separate objects of interest: inventory items, and vendors. Notice that this table contains the information from
two of the data tables in Figure 2 (i.e., 2a and 2b).
A data table of this design has two major weaknesses. The first involves data redundancy. Because vendor information is presented for each inventory item, and because each ven do r may
supply hundreds or even thousands of inventory
items, the vendor information may be repeated an
inordinate number of times. This redundancy
could cause the maintenance of the files to be unnecessarily time - consuming and highly susceptible
to errors.
For example, using the well - designed data -tables in Figure 2, the addition of the name, address,
and telephone number for a new vendor could be
accomplished by simply adding a single line to the
Vendor Table (2b). But, using the Inventory Table
in Figure 5 that one line addendum would have to
be repeated for every inventory item supplied by
that vendor. This procedure would obviously be
time- consuming and could easily result in errors
and inconsistencies. Similarly, to change the address and /or telephone number of an existing venMANAGEMENT ACCOUNTING /OCTOBER 1985

Figure 3
Information from DBMS Based on a User Request
Item
number

Vendor name

Address

Daxon

33 1st Street

1

Alphametics

508 Drapers Road

1

Bower Electronics

1995 Main Street

2

Daxon

33 1st Street

2

Bower

1995 Main Street

1

Figure 4
Relational Database Design for Inventory Record
a. Unit price table
Vendor
number

Unit
price

1

1

5.35

1

2

5.12

Item
number

b.

Vendors

by

1

4

4.99

2

1

11.25

2

3

9.75

3

1

2.20

3

2

2.48

3

3

2.35

3

4

2.30

region table
Vendor
number

Geographical
region

1

A

1

C

2

A

3

8

3

C

4

A

4

B

4

C

4

D

dor would require, at most, two simple changes to
the Vendor Table in Figure 2b, but conceivably
could require hundreds or thousands of changes
to the Inventory Table in Figure 5.
The second major weakness of the design presented in Figure 5 is that the data on one of the
concepts included in the table (e.g., Vendor data)
is not maintained independently of the data on the
second concept (e.g., Inventory Item data). If, for
example, a vendor is not currently supplying any
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Figure5
Data Table Containing Two Distinct Concepts
Inv ent o r y t a ble
Item
number

Quantity
on hand

Minimum
quantity

Maximum
quantity

Item
classification

Vendor
number

Vendor
name

Vendor
address

1

Telephone

310

20

500

B

1

1

310

20

500

B

2

Daxon

33 1st Street

351 -8080

Alphametics

508 Drapers Road

525 -3310

1

310

20

500

B

4

Bower Supplies

1995 Main St.

555 -1000

2

50

10

200

B

1

Daxon

33 1st Street

351 -8080

2

50

10

200

B

4

Bower S upplies

1995 Main St.

555 -1000

3

200

50

400

F

1

Daxon

33 1st Street

351 -8080
525 -3310

3

200

50

400

F

2

Alphametics

508 Drapers Road

3

200

50

400

F

3

Green Ridge

334 Chauncey PI.

978 -1005

3

200

50

400

F

4

Bower Supplies

1995 Main St.

555 -1000

Figure 6
Two -Level Database

Ad ho c to p management reports

Flexible f ormat
Middle management
reports

inventory items to the firm, its name, address, and
telephone number will not be included in the database, even though we may wish to maintain this
vendor information for future reference. Notice,
that in the appropriately designed tables of Figure
2, the maintenance of vendor data in the Vendor
Table (2b) is independent of the inventory item
data. Thus, the fact that particular vendors are
not currently supplying any inventory items to the
firm would not result in the loss of basic information on those vendors unless the firm consciously
decided to make such a change to the Vendor
Table.
Guideline 2: Each table should be designed so
t h at every row in th e t ab l e i s
unique.

Relational
data
base

P er io d ic
up lo a d i ng
o f d at a

Fixed fo rmat

Traditional
data
base

Prod. level
repo rts

Data from
operations

This can be accomplished by assuring that at
least one column, referred to as the Key to the table, contains a different value for each row. For
example, the key to t he Inven tory Item Table
(Figure 2a) is the Item Number column. In this
instance each item number, which uniquely identifies each item of inventory, also uniquely identifies a row in the table. Thus, each row contains
information pertaining to a specific item of inventory. Similarly, the key to the Vendor Table (2b) is
the Vendor Number column. Each vendor number, which uniquely identifies a vendor, also
uniquely identifies a row in the table. Notice,
however, that on the Authorized Vendor Table
(2c) there is no single column that contains unique
row values. In this instance the two columns, taken together, constitute a key. That is, the combined values in the two columns, which uniquely
identify a relationship between inventory items
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FAS 81:
Disclosing
Postretirement Benefits
Companies are spending millions to keep retirees healthy,
but will the disclosure of a growing unfunded liability have
a sickening effect on a company's financial statements?

By Linda L. Jardine and Randall W. Luecke
The cost of postretirement health care benefits is
becoming a key issue for many of the nation's employers. The estimated unfunded liability of the
country's 500 major industrial companies alone is
a staggering $2 trillion— almost 20% more than
the current national debt. The liability ofall U.S.
companies is incalculable.' As the issue of postretirement benefits rises on the ladder of employer
concerns, it is drawing increasing attention from
those who promulgate accounting standards.
What is the current status of the issue? What
are the nature and extent of the disclosure required by FAS 81?
Retirees Favored

In 1979, Southern New England Telephone Co.
( SNETCO) paid $1.47 million to secure health insurance for 2,825 retired workers. By 1983, the
cost had risen to $6.33 million for 3,986 retirees.
Like most companies, SNETCO pays the insurance premiums out of current earnings, as opposed to currently funding an insurance program
for future payouts. B.F. Goodrich Co. reports that
a third of the $67 million it spent on medical beneMANAGEMENT ACCOUNTING /OCTOBER 1985

fits last year went to retirees.
While the unfunded liability of postretirement
health care benefits may not approach the level of
unfunded pension liability, the issue has now become a significant problem. Legislation passed
early in the Reagan administration has contributed to the dilemma. The Tax Equity and Fiscal Responsibility Act subordinated Medicare coverage
to private insurance coverage, thus shifting millions of dollars of claims from the government
sector to the private sector.
Also contributing to the problem has been the
inflation rate experienced in the health care industry. Until recently, the health care inflation rate
has consistently doubled the Consumer Price Index. While it has decreased oflate, the health care
inflation rate continues to outpace the CPI.
As the cost of retiree health care coverage increases, some employers have attempted to limit
the benefits extended to past employees. However,
the judicial system has been unsympathetic to the
plight of the employer, and has ruled in favor of
current retirees retaining the benefit program in
existence at the date of their retirement.
Congressional action regarding the recognition
ofthe unfunded liabilities is possible, perhaps like-
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ly. In the meantime, the issue has not escaped the
attention of the Financial Accounting Standards
Board (FASB).
FASB's Involvement
The FASB has been studying the issues of postemployment and postretiremen t benefits for
years. The Board issued an exposure draft of a
proposed statement of Financial Accounting Standards on July 12, 1979 titled: "Disclosure of Pension and other Post - Retirement Benefit Information." On February 19, 1981, the Board issued a
discussion memorandum titled: "Employer's Accounting for Pensions and Other Postemployment
Benefits." A second discussion memorandum similiarly titled was issued on April 19, 1983. An
exposure draft of a proposed FASB Statement, titled: "Disclosure of Postretirement Health Care
and Life Insurance Benefits Information" was issued on July 3, 1984. Finally, FAS 81 was issued
in November 1984, calling for minimal disclosure
in an employer's financial statements. It is considered to be only an interim step while the Board
continues to study this controversial issue.
Throughout the prolonged struggle to determine the most appropriate accounting for these
costs, the central issues have remained:
• The increasing materiality of nonpension postemployment benefits.
• Whether to accrue these benefits over the employee's period of service or expense the costs
on a pay -as- you -go basis (the recognition issue).
• How to determine the cost of postemployment
benefits (the measurement issue).
Disclosure Requirements
FAS 81 is to be applied only to postretirement
health care and life insurance benefits. The term
" postretirement" is less inclusive than the term
" postemployment." Post employment includes
the period of time after termination but before retirement, during which disability and other benefits may be provided. Postretirement includes only
the period after retirement.'
FAS 81 is not to be applied to:
• Death benefits that are presently accrued and
disclosed as part of pension costs,
• Benefits provided by multiemployer- sponsored
plans, and
• Government - required employer contributions
to a national health plan.
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Health care benefits are defined to include hospitalization as well as all health- related benefits
such as dental, hearing, and vision benefits. As always, the provisions of the Statement need not be
applied to immaterial items.
The following information pertaining to health

care and life insurance benefits ofretirees must be
disclosed:
• A description of the benefits provided and the
employee groups covered,
• A description of the accounting and funding
policies for those benefits,
• Th e cost of the benefits for the period based
upon the accounting policy described above,
and
• The effect of significant matters affecting the
comparability ofthe costs recognized for all periods presented.
If the costs associated with postretirement
benefits cannot readily be separated from the costs
of providing benefits for active employees, or, they
cannot reasonably be approximated, the total cost
of providing benefits to both groups is to be disclosed, as well as the number of people in both
groups.
Additional disclosure is encouraged by the
Board, but not required by the Statement. Additional disclosure could include:
• The present value of estimated future health
care and life insurance benefits for retirees,
• The amount of contributions to trusts established for the payment ofthose benefits, and the
fair market value of assets in such trusts,
• The number of covered retirees,
• The average age and number of active employees potentially eligible for coverage, and
• The average benefits per retiree for the most recent year.
As is frequently the case, the greater the disclosure the greater the burden of record keeping and
reporting. It is important to determine whether
additional detailed disclosure (in excess ofthe required disclosure) contributes significantly to the
understanding of the financial statements by the
user so as to justify the additional record - keeping
burden.
The computation of some of the disclosures encouraged by the Board can be extremely complex.
For example, the present value of estimated future
health care and life insurance benefits for both
current and future retirees is a most difficult and
speculative amount to calculate. For each active
employee, an anticipated retirement date and related mortality assumption would need to be determined. Health and life insurance rates would
have to be forecast for possibly as many as 70
years into the future. The computation of the prospective cost is not only a complex task, but involves a great deal ofestimation; yet only through
completion ofsuch an analysis can the unfunded
liability be disclosed.
MANAGEMENT ACCOUNTING /OCTOBER 1985

FAS 81 is effective for financial statements issued for periods ending after December 15, 1984.
However, if information concerning foreign benefits is not available, it need not be included in financial statements for periods ending before June
15, 1985. Thereafter, current and comparative
data for periods ending after December 15, 1984,
should include foreign benefits.
Some Examples of Disclosure
The FASB offers a number of examples to demonstrate the nature and extent of required disclosure. Based upon those examples, disclosure statements might read as illustrated below:
In addition to providing pension benefits, the company and its subsidiaries provide certain health
care and life insurance benefits for retired employees. Substantially all of the company's employees,
including employees in foreign countries, may become eligible for those benefits ifthey reach normal
retirement age while working for the company. The
cost ofretiree health care and life insurance benefits is recognized as expense as claims are paid.
These costs totaled $4,810,000 in 1984 and
$4,450, 000 in 1983.
In addition to providing pension benefits, the company and its subsidiaries provide certain health
care and life insurance benefits for retired employees. Substantially all ofthe company's employees,
including employees in foreign countries, may become eligible for those benefits ifthey reach normal
retirement age while working for the company. The
estimated cost of such benefits is accrued over the
working lives ofthose employees expected to qualify
for such benefits as a level percentage of their payroll costs. Accrued costs, funded annually, totaled
$15,230,000 in 1984 and $11,440,000 in 1983.
In addition to providing pension benefits, the company and its subsidiaries provide certain health
care and life insurance benefits for retired employees. Substantially all of the company's employees,
including employees in foreign countries, may become eligible for those benefits ifthey reach normal
retirement age while working for the company.
Those and similar benefits for active employees are
provided through an insurance company whose premiums are based on the benefits paid during the
year. The company recognizes the cost of providing
those benefits by expensing the annual insurance
premiums, which were $22,925,360 in 1984 and
$22,527,060 in 1983. The cost of providing those
benefits for 1,847 retirees and 11,680 active employees in 1984, and 1, 762 retirees and 12,418 active employees in 1983, is not separable.

pany and its subsidiaries provide certain health
care and life insurance benefits for retired persons.
Substantially all of the company's employees, including employees in foreign countries., may become eligible for those benefits ifthey reach normal
retirement age while working for the company. The
cost of retiree health care and life insurance benefits is recognized as expense as claims are paid.
Those costs totaled $4,150,000 in 1984 and
$4,011,000 in 1983.
Effective January 1, 1984, the company made certain changes in health benefits provided to active
employees, and employees retiring subsequent to
that date. The revised plan includes a $100 deductible per occurrence, and a 15% coinsurance
amount up to a maximum of $300 per family per
year. These changes affect the comparability of
benefit costs in 1983 and 1984.

Companies
should consider
restructuring
benefit plans
for active
employees and
future retirees.

The following examples illustrate disclosure of
information encouraged by the Board, but not required by the Statement:
In addition to providing pension benefits, the company and its subsidiaries provide certain health
care and life insurance benefits for retired employees. Substantially all of the company's employees,
including employees in foreign countries, may become eligible for those benefits ifthey reach normal
retirement age while working for the company. The
estimated cost of such benefits is accrued over the
working lives of those employees expected to qualify
for such benefits as a level percentage of their payroll costs. An amount equal to the present value of
expected future benefit costs is deposited in a trust
fu n d . Pa ymen t s charged to expens e were
$1,513,000 and $1,420,000 in 1984 and 1983 respectively. The trustee, on behalf ofthe company,
paid claims totaling $ 672,000 in 1984, and
$645,000 in 1983. The balance ofthe trust fund at
December 31, 1984 and 1983 was $7,258,530 and
$6,417,530 respectively.
In addition to providing pension benefits, the company and its subsidiaries provide certain health
care and life insurance benefits for retired employees. Substantially all ofthe company's employees,
including employees in foreign countries, may become eligible for those benefits ifthey reach normal
retirement age while working for the company.
Those and similar benefits for active employees are
provided through an insurance company whose premiums are based on the benefits paid during the
year. The company recognizes the cost ofproviding
those benefits by expensing the annual insurance
premiums, which were $4,810,000 in 1984. and
$4,420,000 in 1983.

In addition to providing pension benefits, the comMANAGEMENT ACCOUNTING /OCTOBER 1985
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The following table summarizes information pertaining to health care and life insurance benefits
provided to retired employees at December 31:

The judicial
system has
been
unsympathetic
to the plight of
the employer.

base to faci l i t at e en h an ced rep o rt i n g of
postretirement benefits in subsequent periods. As
always, materiality must be considered, and the
contribution to the collective understanding of the
1984
1983
financial statements must be evaluated in the conNumber
2,829
2,775
text of an undue increase in the reporting burden.
Average age
72.6
71.4
Companies also should consider restructuring
Average benefit cost
$1,614
$1,513
the benefit plans for active employees and future
retirees. Many firms are moving toward health
At December 31, 1984, the company had 11,680 benefit packages with higher deductibles and coinactive employees, whose average age was 47.9. surance, and are emphasizing wellness and other
The actuarial present value of the unfunded pro- health maintenance programs.' These initiatives
spective postretirement health care and life insur- are aimed at containing both current and longance benefits cost for both active and retired em- term costs.
ployees at December 31, 1984 was $127,613,450.
Finally, companies should consider the advisThis amount is based upon the company's current ability of funding future liabilities on a current baemployee benefit and retirement policies, employ- sis. The practice of doing so may soon be required
ee workforce, mortality rates, and assumes an an- by law, as certain pension funding is today. A
nual benefit inflation rate of 5 %.
strong case can be made that either funding or acThe disclosure of postretirement health care cruing these costs on an annual basis would more
and life insurance benefits is intended to provide closely adhere to the matching principle. Howevthe reader of financial statements greater insight er, the computation of the cost of these benefits
as to the profitability and financial well -being of and transition to their recognition over the active
the company. The information that is required to service lives of employees require significant furbe disclosed is to be viewed as a minimum, with ther study by both employers and the FASB. O
greater detail desirable. With this goal in mind,
" -Health Plans May Leave Retirees Out in the Cold," Businen Week. December 17,
companies should request their benefit adminis- 1984, p. 105.
'statement of Financial Accounting Standards No 81, "Disclosure of Posiretiretrators to provide information for disclosure pur- ment Health Care and Life Insurance Benefits," FASB. November 1984.
'See "Corporate Health Care Costs: A Strategy for Containment," Corporate Acposes, and encourage the development of a data- counting, Fall 1984. James R. Hart and Randall W. Luccke.

Using the Relational Database
50"
and vendors authorized to supply those items, also
uniquely identify each row.
The reason for this rule is quite simple. Each
row of a table contains information about a distinct item of interest to the accountant. If each
row is not unique, one or more of the distinct
items of interest have been duplicated. The human
reader faced with such duplicate entries would
probably simply ignore those entries that are duplicates. However, unless a computer has been
specifically programmed to do so it may not be
able to handle the duplicates in the same manner,
and errors may result.
As previously indicated, the relational type database may not be the best choice for certain types
of applications. The major disadvantage of using a
relational DBMS is that it may be significantly
less efficient in terms of machine time usage than
a traditional, nonrelational DBMS such as a network type model. Therefore, for high volume, recurring applications the relational database may
offer no significant advantage over traditional systems. In fact, because the format for recurring reports is typically fixed, giving little value to flexi-
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bility, and because the high data volume requires
careful consideration of cost efficiencies, a traditional DBMS (e.g., the network model) may be
more appropriate for this type of application.
It is worth noting, however, that many companies now employ a two -level database in which a
traditional model is used to produce routine, pre specified reports for use at the operating management level, and at regular intervals data from this
database is uploaded (i.e., copied) onto a relational database where it is available for higher level
managers to use on an ad hoc basis (Figure 6).
The relational database is a type of database
that we believe represents a major step forward in,
a continuing management information revolution.
The relational database can place vast data resources literally at the fingertips of accountants
and managers. Because dependence on computer
specialists is minimized, we are allowed direct and
much more timely access to valuable information.
In the business environment, having access to a
major project analysis now, rather than later, can
have serious implications for our bottom line profit and possibly our economic survival.
El

MANAGEMENT ACCOUNTING /OCTOBER 1985

Plan NOW to attend the

7thANNUALCONTROLLERS'CONFERENCE

Forging a link for,

r wt

and

Oct. 23 - 25
San Francisco, CA
Highlights:
1)' Q04

o
`?>
_

-

Y
-_

_

\

The Efficient Market and Its
Impact on Accounting
What is the Risk in Auditing EDP
Systems?
An Insider's View of Corporate Real
Estate Transactions
How to Increase Profits Through
Exports
a Cost Accounting in the Automated
Factory
Increasing Corporate Value — A
New Approach to Planning
4 Plus well -known author Mark Stevens
will discuss his new book "The
Accounting W ars':
Who Executive
should attend?
Chief
Officers, Chief Financial Officers, Controllers, Assistant Controllers, Financ ial analysts an d all Financial Man agers seeking to en h an c e their career
advancem ent.
RECOMMENDED CONTINUING PROFESSIONAL
EDUCATION CREDIT -20 HOURS
Norman E. Hadad, CMA, Director of Conferences

You will be receiving the entire program
and registration information from NAA by mail.
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at 1- 800 - 223 -4545, or 201 - 573 -6229 in New Jersey.
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Measuring the Multinational's Performance
30 "
perfo rm ance o f fo reign su bsidiary managers is bein g evalu ated .
Ob vio u sly th ere is an im p erative n eed for em pirical, rath er than descrip tive, managem ent acco u n tin g stu d ies wh ich will seek a m odel considerin g most, if no t all, en viro nm ental constraints
an d th eir im p act o n th e in tern al accountability of
fo reign su b sid iary m an agers. Only then will internal p erfo rm an ce evalu atio n m easures be objective
an d u sefu l.
Trad itio n al m an agem en t accoun ting approaches are inad eq u ate an d in app ro p riate in solving internal acco u ntability p ro blems facing m ultinational co m p an ies. As a resu lt, M N E s a r e unable to
achieve satisfactory levels of internal
accou n tab ility .
Co n trib u tin g to th e pro b lem is the fact that
th ere is little d ifferen ce in th e design of performance evalu atio n systems wh ich are used for both
fo reign and d o m estic o p eration s. Moreover, m ost
MNEs u se th e sam e p erfo rm ance evaluation techniq ues to evalu ate m an ager perform ance that they
use to evalu ate su bsidiary performance. Unless
m o r e ap p ro p r ia te mo d els are developed, which
use ap p roach es suitab le for th e nature of interna-

tional operations, internal accountability of foreign subsidiary managers will continue to be conducted via approaches which are neither adequate
nor objective, and which are not truly operational.
American MNEs n eed to d evel op a mod el
which will be useful in designing their systems of
performance evaluation instead of continuing with
inadequate and inappropriate approaches. That
model should identify, assess, and incorporate the
social, economic, political - legal, and educational
environmental factors into currently used performance evaluation systems as a basis for making
the MNE performance evaluation model objective
and operational.
J
11. Mauriel, "Evaluating and Control of Overseas Operations." Mn x m ; F x t i Y f A,
covNTwa. May 1969, p. 36.
'Edward C. Bursk and others. Financial Control of Muhinarional Operations. New
York. Financial Executive Research Foundation. 1971, p. 43.
'Helen G. Morsicato and Lee H Radebaugh. " Internal Performance Evaluation of
Multinational Enterprise Operations, - The International Journal of Accounting,
Fall 1979, p. 85.
'Gary M. Cunningham. "An Accounting Research Framework for Multinational
Enterprises," Research for Business Decisions, University Microfilm International
Research Press, 1978, p. 69.
'Tse, "Evaluating Performance in Multinationals.- p. 22.
`Robbins and Stobaugh, " The Bent Measuring Stick," p. 81
'Robbins and Stobaugh, " The Ben( Measuring Stick," p. 85.
'American Accounting Association. "Report of the Committee on International
Accounting," Supplement to the Accounting Review. 1973, p. 131.
'Harold Bierman, " ROI as a Measure of Managerial Performance." Accounting for
Managerial Decision Making. 2nd edition, Wiley /Hamilton Pub., Santa Barbara.
1978, p. 403.
°D.S Choi and Gerhard Mueller, An Introduction to Multinational Accounting.
Prentice-Hall Inc., Englewood Cliffs, N.1., 1978, p. 267.
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Measuring Costs
o6b with Machine Hours

'

Amerock was troubled by large labor variances
and unknown man-to-machine ratios—
until it made the switch
from direct labor to machine hour reporting.

By

Gregory,

a

i

Gregory Hakala is
supervisor of
Operations Accounting
at Amerock
Corporation, a division
of Anchor Hocking. He
is a member of the
Rockford (III.) Chapter,
through which he
submitted this article.

rect labor employees were op erating more than
one m a chine at a tim e. The nu m b er of m ac hin es
an ope rat or ca n r un va rie d fro m d ay to da y. Although labor standards established an optim um of
eigh t m ach ine s t o o ne ope rat or, the a ctual ratio
could range from eight /one to one /one. Machine
operators could not with any accuracy track their
time by machine because they were accounting for
their tim e on labor report ing tickets.
Ou r industrial engineers were frustrated not
knowing the true m an -to- m achine ratio, and accounting needed a better picture of the actual
costs b y m achine. The m achin es used in the finishing cost center were roto bur nish ing barrels
that tum bled loa ds o f pa rt s in or de r t o rem ove
burrs prior to plating. Th e length of t um blin g
tim e varied from part to part. Som e item s needed

As man u facturin g processes become more automated with no co nsisten t relationship between
m ach in e tim e an d lab o r tim e, managem ent acco u n tan ts are faced with th e p ro blem of accurately allo catin g o verh ead to pro d uction. At Am erock
Co rp o ratio n , we found th at the solution was to
ch an ge fro m d irect lab o r to m achine hour reportin g (MHR) in a m ac h in e in te n sive cos t center.
Usin g M H R has enab led us to capture labor
varian ces accu rately an d o u r manufacturing departm en t is now ab le to measure performance.
Defin in g n ew rep ortin g p ro ced u res and using differen t m e a su r em e n t s eased o u r tra ns ition to
MHR.
A m an u factu rer of cab in et an d decorative hardware, Am ero ck wa s in c u rrin g large lab or re portin g varian ces in a fin ish ing co st center because di-

Figu re 1
Ma c h in e Ho ur R ep or ti ng
9000 —On production —on standard

Work type -9

9100 —On production — alternate standard
9200 —On production —no standard
9300 —On production— nonstandard
9500 — Down —busy
9700 — Down — waiting

TICKETNO.

4464911

SEQ. NO.

O4l -�� � -F/ Ic775f -ol // -2- 0
DATE

ORDER NO.

ITEM NO

OPER. DESC.

OPER. NO.

o

START TIME

1

9900 —Idle

o0

STOP TIME

GROUP WORKED

SHIFT WORKED

z

J-

TYPE WORK PAY RATE OR STD.

LUNCH MIN.

OTY GOOD

JOB TITLE

TYPE WORK PAY RATE OR STD

NON STD. CODE NO OF MACH
OR JOBS

REFERENCE NO.

ACCT. NON STD. CODE NO OF MACH
OR JOBS

REFERENCE NO.

4

Joel

oa

JOB TITLE

ACCT

OTY REJECTS

72 000

:00
START TIME

3

LUNCH MIN, OTY. GOOD

'21 � 7

NON. STD. CODE

OTY REJECTS

D
STOP TIME

,

TYPE WORK PAY RAYE OR STD

DO

JOB TITLE

0 0

STOP TIME
2 .1

LUNCH MIN. OTY. GOOD

CITY REJECTS

START TIME

TYPE WORK PAY RATE OR STD.

JOB TITLE

STOP TIME

LUNCH MIN

OTY REJECTS

00
OTY. GOOD

ACCT

NON. STD. CODE

NO. OF MACH
OR JOBS

EMPLOYEE NUMBERS
01

02

03

58

/ /Z3

GROUP CHARGED

REFERENCE NO.

D D

2

MACHINE NO.

INITIALS

NO OF MACH
OR

ACCT

00
START TIME

AUTH. CLOCK NO

REFERENCE NO.

OTHER DATA

04

07

10

13

16

19

05

08

11

14

17

20

06

09

12

15

18

21

MANAGEMENT ACCOUNTING /OCTOBER 1985

only a few minutes of tumbling while others required as much as 10 hours. An operator could be
running eight machines with eight different items,
each having a different processing time.
Before developing the MHR system we considered the pros and cons. The only disadvantages
were the time it would take to develop the system
and the need for additional reporting by the machine operators. The potential benefits clearly outweighed any disadvantages. In the accounting
area we saw a major advantage in being able to
allocate overhead when one worker tends several
machines. Better cost estimating also would be
possible because overhead allocation would be
more accurate. Forecasting, computation of standards, and calculation of actual costs would be
easier, and MHR would be suited to our current
costing methods because we could eliminate the
intermediate steps ofconverting machine hours to
people standard hours. In manufacturing, machine utilization information would be more useful in understanding and controlling production
and reporting. Accurate reporting of production
and downtime would be attainable. Finally, MHR
could be used in areas where direct labor reporting was not possible.
Although we recognized that, theoretically,
overall total standard costs under machine hours

would be the same as those under a direct labor based system because the machine hour system
breaks overhead down to a finer measurement, we
would be able to more accurately cost individual
items and pinpoint any standard cost errors.
MHR allocates overhead to individual items so
that each would carry its appropriate share ofthe
expense.
Designing the System
We decided to use our direct labor reporting
document for machine hour reporting. Figure 1
shows the unique work type code and special job
titles we use to distinguish machine tickets from
direct labor tickets. The form is familiar to the
machine operators. The machine operators fill out
a machine ticket for each machine under their
control. A full shift is accounted for on each machine. The following job titles describe the various
conditions under which a machine might operate:
• Idle machines are not in operation because of
no work, operator, etc. Reporting requirement:
none.
• Assigned machines are scheduled for production
work and assigned to operators. Reporting requirement: job and operator information.
• On production means that machines are active

Table 1
Measurement S ys t em- M ach i n e Hours Reference H122 Cost Center 97 -1425
Machine 2569
Date

Item no.

10/22
10/23
10/24
10/25
10/25
10/26
10/26

F- 8427A -4 -030
F- 8427A -4 -030
C- 8082 -1 -08
C- 157 -1 -08
F -8427A -4.030
C- 862 -2 -08
C- 861.2.08
Totals

No standard processing
10/23
C- 982 -1 -031
Totals

Pieces
2,700
2,700
1,300
10,280
1,200
25,000
3,700

Applied
std.

Std.
hrs.

Act.
hrs.

.42420
.42420
4.33349
.47105
.42420
.19757
.32929

1.14
1.14
5.63
4.84
.50
4.93
1.21
19.43

7.50
4.00
7.50
5.50
2.50
6.00
1.00
34.00

1,200

Total on pro duction

19.43

36.50

1.00
1.50
.50
1.00
.50
1,50
6.00

Total of f pro duction

6.00
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15
29
75
88
20
82
122
57

Std.
cost
6.21
6.21
30.53
26.25
2.76
26.77
6.60
105.33

2.50
2.50

Time of f productio n -idle
10/22
F -8427A -4.030
10/23
F- 8427A -4 -030
10/23
C- 982 -1.031
10/24
C- 8082 -1.08
10/25
F -8427A -4.030
10/26
C- 862.2 -08
Totals

Totals for machine 2569- Effectiveness %80

Appl.
Of.%

19.43

42.50

57

Act.
cost

Cond.
var.

40.65
21.68
40.65
29.81
13.55
32.52
5.42
184.28

Effic
var.
34.44
15.47
10.12
3.56
10.79
5.75
1.18 78.95

13.55
13.55

13.55
13.55

105.33

197.83

13.55

105.33

197.83

13.55

78.95
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chine attendants. Under the new system their
costs, labor, and fringes, are part of the variable
overhead rate. To find out how this would affect
our overhead rates, we calculate rates under both
methods as shown below:
Cost Center 97 -1425 Ro to B urnish

As another step in designing the system, the
machine operators were reclassified from direct
labor to indirect and were given the title of ma-

Yearly E stimate
-

Variable expense
Direct labor do llars
Direct labo r ho urs
Machine hours

$116,526
77,220
8,580
32,200
$

•
•
•

in standard, alternate, nonstandard, or no -standard production.
Machines are reported as down for a specific
reason and are described as waiting or busy.
When a machine attendant is not performing
any function on a machine the operating condition is described as waiting. There is a loss of
machine effectiveness but no labor expense is
incurred.
A machine is busy if a machine attendant is
working on a machine, for example, preparing
it for operation. In addition to the expense incurred there is a loss of effectiveness.

Direct labo r ho ur rate
Variable expense
Direct labor expense
or

$116,52
$ 8,580
0

-

$13.58

Table 2
Machine Hour Summary Report
Current
week
overhead

Period -T -D
hours

Period -T -D
overhead

Y-T -D
hours

Y -T-D
overhead

642.84
15.05
658.90

3,484.71
82.20
3,571.18

1,238.73
-14.98
1,225.65

6,715.05
-80.52
6,642.89

46,252.93
- 11,191.16
36,323.01

250,717.91
- 60,669.57

1,111.68
- 468.84

2,011.52
- 772.79

10,903.57
- 4188.52

53,125.62 287,967.92
- 6,872.69 - 37,249.99

658.90

6,025.82
- 2,541.11
.00
3,484.71
82.20
4.27
3,571.18

1,225.65

.00
6,715.05
-80.52
8.36
6,642.89

.00
46,252.93 250,717.91
- 11,191.16 - 60,669.57
6,819.32
36,323.01 196,867.78

59.08
59.08

320.19
320.19

199.33
199.33

1,080.33
1,080.33

8,227.17
8,227.17

44,590.51
44,590.51

Actual on production

717.98

3,891.37

1,424.98

7,723.22

44,550.18

241,458.37

Time off production
• 9500 Down busy
9700 Down waiting
9900 Idle

492.81

971.81

27,544.55

Actual off production

492.81

971.81

27,547.55

Account

title

•

Week ending 12/15/84
Time on productio n
Standard pro cessing
Current standard

•

•

Efficiency variance
Actual

Current
week
hours

196,867.78

•

•

•

•

Alternate processing
Current standard
Condition variance
Efficiency variance
Actual

•

•

•

Non - standard processing
Current standard
Condition variance
Actual

Budgeted standard
Revisions to std. hours
Revisions to overhead rate
Current standard
Variances
Application of rates
Actual
No- standard processing
Condition variance
Actual

642.84
15.05

1,238.73
-14.98

•

•

•

•

•

•

•

•

•

•

•

•

Totals against standards

Total actual

B0

1,210.79

3,891.37

2,396.79

7,723.22

72,097.73

241,458.37
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Machine hour rate
Variable expense + direct labor dollars
Machine hours
or $116,526 + $77,220
$32,280

-

$600

Comparing the direct labor rate of $13.58 to the
machine hour rate of $6.00 clearly demonstrates
how using MHR allows for a more detailed distribution of costs.
In designing the output reports, our goal was to
have a format similar to our direct labor reports.
The report was to measure similar condition variances (alternate, non -std., no std.) and track performance measurements such as efficiency, effectiveness, and productivity. Also included were
measurements of any revisions made to the standards, both item machine hour changes and overhead rate revisions. In addition, we developed a
weekly detailed report by machine (Table 1), and
a summary report for the cost center (Table 2).
The summary report is the weekly accumulation of all the machines. In addition, we calculate
the revisions to standards under the totals against
standards heading. A sample calculation is shown
in Table 3.
The following calculations enable us to measure
machine and machine attendant performance:
Machine efficiency =

Table 3
Sample Revisions Calculations

Std mach. hm (based on production)
Actual hours on standard

Machine effectiveness =

Actual hours on standard
Total hours assigned
(on prod. & down)

Machine Productivity =

Std. machine hours
Tot. hrs. assigned (on prod. & down)

Operator efficiency, effectiveness, productivity =
Aggregate of the machines assigned to a particular
operator.
Other Cost Centers to Use MHR
When all the systems design work and pro-
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Assume: Fixed machine hour overhead rate - $4.97
Current machine hour o.h. rate = $4.87
Fixed std. hours = 42.00
Current std. hours = 41.87
Totals against standards
Budgeted std. = Fixed std. hours x fixed over head rate
42.00 X $4.97 = $208.74
Rev. to std. hours =
Current std. hrs. - Fixed std. hrs. X Fixed overhead rate
41.87 — 42.00 x $4.97 = ($.65)
Current std. =
Current std. hrs. X Current overhead rate
41.87 x: $4.87 = $203.90
Budgeted std. $208.74 less revisions ($.65) • ($4.19)
equals current std. $203.90.

grammi n g were co mp l et ed , we successfully
changed from direct labor to machine hour reporting. The results have been exciting for both
the accounting and manufacturing areas of operation. Using the new reporting procedures and
measurements has made it possible for accounting
to capture variances accurately and manufacturing to measure performance.
After a few months of studying the results of
the system, the Industrial Engineering department
was able to adjust the item rates considerably and
provide a better standard cost.
Our enthusiasm for MHR is definitely spreading, and we are currently considering other cost
centers as potential machine hour candidates.
And, as our plants become more automated, we
believe that eventually most of our cost centers
will be under machine hour reporting.
❑
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Small
Business
Kathy W illiams, Editor

First White House Conference
Delegates Are Elected
Several states have named delegates to the
1986 White House Conference on Small Business, and elections will continue through May,
culminating in the national conference August
17 -21, 1986, in Washington, D.C. This is only
the third conference of its kind —the other two
were held in 1938 and 1980 —where small business people can come together to discuss issues, problems, and concerns and to present
any recommendations as a unified group directly to the policymakers in Washington. This conference should increase public awareness of the
contributions of small business, identify the problems of small business, develop recommendations for government action on small business issues, and review the status of the
recommendations made at the 1980 conference.
Taxation is the main concern of most delegates at present. Other topics under discussion
and consideration are procurement, entrepreneurial training and education, payroll costs, finance, regulation and paperwork, economic
policy, and international trade. Each state conference consists of a one -day program, including an opening session, issue workshops, and
delegate elections. Delegates must be owners,
partners, or corporate officers of a small business and employ under 500 people. For information, write the White House Conference on
Small Business, 1801 K Street, N.W., Suite
1101, Washington, D.C. 20006, or call Mark
Quigley at (202) 653 -9550.

Are You Interested in Exporting?
With another record trade deficit on the horizon,
the government is encouraging companies to
participate more in exporting. It especially is
promoting export trading companies (ETCs), organizations designed to facilitate the export of
American goods and services. They can be
trade intermediaries, providing export - related
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services to producers, or they can be an organization set up by producers themselves. To obtain information about the ETCs, contact the
U.S. Department of Commerce, International
Trade Administration, Office of Export Trading
Company Affairs, Washington, D.C. 20230,
(202) 377 -5151.
Two other items also may be of interest and
assistance. The Official U.S. and International
Financing Institutions: a Guide for Exporters and
Investors answers questions on sources of financing, insurance, and procurement for U.S.
exports and investments. You may obtain it by
calling (202) 377 -3277. Also, free legal advice
for new exporters is available nationwide as the
result of a joint effort between the U.S. Department of Commerce and the Federal Bar Assn.
For information, call Linda Bell with the U.S. and
Foreign Commercial Service, (202) 377 -0727.

Calling on Your Representatives
Small business owners or managers who want
to make sure they know how to get in touch with
their Congressman can order a new booklet
published by the U.S. Chamber of Commerce. A
Guide to Communicating with Members of Congress offers guidelines on how to communicate
effectively with your senator or representative. It
also lists key federal telephone numbers and a
glossary of legislative terms. One copy is $3,
and there's a reduced rate for multiple copies.
To order the booklet and for other price information, contact Publications Fulfillment, U.S.
Chamber of Commerce, 1615 H Street, N.W.,
Washington, D.C. 20062, (301) 468 -5128. Ask
for publication number 6852.

How Well Do You Really
Manage Your Time?
Do you have control over your own time and
projects, or is someone always interrupting
you? Although some people have managed to
dictate their own productivity, most of us
haven't, a critical problem for small businesses
that depend on a high level of productivity for
success. Here are just a few tips for managing
your time: handle paper only once, either filing it
in the proper file, answering the message in it,
delegating to someone else, or throwing it away;
if you don't want to be disturbed in the middle of
an important task, have your assistant or someone else tell callers you're in a meeting or involved in a project and you'll get back to them;
shut your door or put a small sign on your desk
reading ''Person working. Please come back
later. Leave me a note.'' You'd be surprised
how well they work.
El
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How We Match
Costs and Revenues
in a Service Business
42«
meaningful information.
A similar drawback to the sum -ofthe- periods'- digits allocation method is
that it assumes that the same number of
employees are hired by the client each
month. If t wice as many emp loyees
were hired in September than in July,
September should be allocated more
revenue. The sum -of -the- periods'- digits
method does not recognize this. As with
the problems of employees quitting or
being fired within the two -year earning
period, we could either ignore the problem or modify our allocation formula.
We choose not to modify the formula
for the same reasons discussed above: it
will not affect the Cumulative Cash
Flow and the potential distortions will
be no worse than the distortions inherent in any inventory accounting system.
Also, the monthly changes in the number of employees hired are usually not
large and tend to even out over time.
For our company at least, the three or four -month billing cycle will mean

that the most recent month, or two or
three, will not be incorporated in the cumulative summaries. There will always
be those couple of month's expenses
that are just left dangling like ill -used
participles are. And management will
always be analyzing reports that are
one -, two -, or three - months old. This
drawback will be present for any system
we adopt that matches actual revenue
against the actual costs that generate
those revenues, however, and is a function of our billing cycle, and not the revenue allocation process. The allocation
of revenues to prior periods will not present the difficulties of dangling costs
and noncurrent reports for companies
billing on a monthly basis.
For our company's purposes, the Cumulative Cash Flow accounting system
is far superior to the other management
accounting systems that we have investigated. Unlike the Average Cost Per
Employee Processed or the statistical
methods discussed earlier, the Cumulative Cash Flow approach uses actual accounting numbers and not expected values or i magi n ary asset val ues . It
matches our costs with the revenues
they generate on a systematic and rational basis, and except for the one -to

three -month lag in mat ch in g co s t s
against as yet unbilled revenues, the operation results for each client will tie in
to the reports we prepare for financial
accounting purposes. And p erh ap s,
most important, the results of the Cumulative Cash Flow approach will serve
as a sound basis for management decisions. It provides a bottom -line figure
that conveys useful information, does
not focus on nondiscretionary or sunk
costs alone, and can be aggregated, disaggregated, analyzed over time, and
compared client by client. It is flexible
and can be custom - tailored to suit each
of our clients, and it provides critical insight which our financial reporting system is not capable of giving.
While many service industries will
not be faced with the revenue recognition constraints that have helped to
shape our Cumulative Cash Flow approach, the fact that many service businesses do not have an inventory account
in which to accumulate their costs will
require that they look for innovative approaches to better match revenues and
costs for their internal reporting purposes. These innovations will give the
words creative accounting new meaning
for the service industries.
11

Educators: Do You Want Free Software?
NAA is working with Bytecraft Inc., a
leading developer of accounting software, to offer educational institutions —
high schools, community colleges, and
four -year colleges —free accounting
software. This outstand ing teaching
package, built around Bytecraft's Teton
Accounting Software Series, offers students in both accounting and computer
science courses the chance to work with
state -of -the -art software.
Each participating school will receive
a full set of the software — general ledger, accounts payable, and accounts receivable —plus demo and tutorial dis-
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kettes. The software comes with a full
range of documentation, including a tutorial and demo Teton System workbook. The package provides a self -guidi n g s eri es of l ess o n s i n t ro d u ci n g
students to its use and capabilities in
seven one -hour units.
-The school receives full rights to
make as many copies as needed of all
the above items plus access to Byte craft's "courteous and knowledgeable"
customer support staff. Bytecraft also
will include press releases for local news
media to use to announce participation
in the educational program.

An additional benefit: If you or your
students should be the first to report a
program error to Bytecraft, you will be
named official members of Bytecraft's
"Bug Buster Society" (complete with
certificate and invitation to the annual
Society Convention)! This humorous
award encourages students to dig more
deeply into the programs —and learn
more about them in the process.
More information about the software
or the educational program can be obtained by writing Bytecraft, P.O. Box
1860, Casper, Wyo. 82602, or calling
Martin Kruzich at 800-346 -8925.
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In the Library
The books listed in this section may be
borrowed from the NAA library.
The Skills of Leadership
John Adair, Nichols Publishing Co., New
York, N. Y. 10024, 1984, 228 pp. —In his
latest book, John Adair condenses three
of his previous publications into one. Instead of updating Training for Leadership (1968), Training for Decisions
(1971), and Training for Communications (1973), Mr. Adair takes the most
important points from each and revises
and combines them into one book.
Leadership, decisions, and communication, according to Mr. Adair, are the
"big three," the core of the human side
of enterprise. He explores each in depth.
In Part One, he discusses leadership, the
foundation of his book. He explains his
theory of why he feels that leaders are
born and not made.
Decisions are the topic of Part Two.
The three basic themes behind this section are making decisions, solving problems, and generating new ideas. The author feels that if you can apply these
ideas, you will welcome change rather
than see it as a threat, as some managers
may do.
Part Three covers communication.
Mr. Adair suggests ways of improving
speaking, listening, and reading skills
and tells how to apply them to daily
situations.
The author says that by following the
suggestions in his book, you can improve your skills as a manager and become a better, more productive leader.
Alison Smith
Sales Forecasting: Timesaving and
Profit- Making Strategies That Work
Sales Executives Club of New York,
Scott Foresman and Co., 1900 E. Lake
Ave., Glenville, Ill, 60025, 1984, 176
pp.— Almost every accountant working
with b udgets ends up in volved with
sales forecasts. If there were one best
way to project into the future, all firms
would h ave ado pted th is meth od already. Obviously we cannot see the future, so all sales forecasting represents
judgment. There are numerous forecasting techniques firms use, ranging from
MANAGEMENT ACCOUNTING /OCTOBER 1985

exponential smoothing through sales
staff judgment down to executive judgment. All are covered here.
This practical book summarizes some
222 responses to a questionnaire developed by the Sales Executives Club of
New York. The rep ort was prepared
principally by Harry R. White, executive director. Some of the key findings
of the study include:
1. Less sophisticated methods of forecast ing are used by a majo rity of
companies, even larger ones.
2. More than half the companies surveyed had a better than 90% accuracy record in sales forecast.
3. Most forecasts are expressed as single point estimates.
4. Most sales executives are confused
by t he mo re t ech ni cal t yp es an d
terms of forecasting procedures.
One of the strengths of this book is a
series of company case studies showing
forms, approaches, and specific techniques. Another feature of the book is
an analysis of some of the commonly
used software programs, showing how
they can be applied to sales forecasting.
NAA also is researching the same
subject. When the results are released, it
will b e interestin g to compare them
with those of the Sales Executives Club.
Do accountants forecast differently or
use different procedures than gales executives do?
Alfred M. King
Almanac of Business and
Industrial Financial Ratios
Leo Troy, Ph.D., Prentice -Hall, Inc.,
Englewood Cliffs,N.J., 07632, 1985 edition, 363 pp.— Developed from Internal
Revenue Service statistics, this volume
provides a variety of operating ratios for
180 industries. Perhaps its most useful
feature is that for each business category, such as wholesalers of hardware,
plumbing, and heating equipment, the
companies are broken down by asset
size. This means, for example, that the
gross profit ratio for different sizes of
hardware wholesale firms can be determined. Contrary to what might be ex-

Miriam Redrick and Stan Stec, Editors

pected, in this industry smaller firms
have higher gross profit and net profit
ratios. Going the other way, manufacturers of nonferrous metals have higher
gross profit margins the larger the firm.
This book would be a useful reference
tool for credit managers who could test
the financial reports of prospective customers against national averages.
Please note that it is a reference work
and cannot circulate, but the NAA Library can respond to specific member
inquiries.
AMK
Using Consultants: A Consumer's
Guide for Managers
Thomas A. Easton and Ralph W. Conant, Probus Publishing Co., 118 N.
Clinton, Chicago, 111. 60606, 1985, 185
pp. —Many management accountants
over the course of their careers will be
in touch with a wide variety of consultants. This material is interesting, but
the book does not go into great depth.
One of the authors is a freelance writer,
and the other is president of a consulting firm. Had the book been written by
authors who had used consulting firms,
it might have been more valuable.
A particularly good feature is a list of
associations whose members are consultants in various fields and a detailed list
of all the members of the Association of
Management Consulting Firms. The
following quote is typical of the advice
given by the authors: "Company consultants lack one prime characteristic of
the true consultant: objectivity. Company consultants are actually sales people
in thin disguise, even when they charge
a fee for their services." (p. 118)
AMK
Handbook of Business Strategy
William D. Guth, editor, Warren, Gorham & Lamont, Inc., 210 South St.,
Boston, Mass. 02111, 1985, approx.
1,000 pp. —Any management accountant responsible for business planning
would be well advised to obtain a copy
of this handbook. The writers of the approximately 28 chapters are primarily
consultants and professors. In man y
ways this is a strength because no one
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person could bring the years of experience and background to a single book
that the numerous authors have. We
tested a particular question we had on
the use of computers in budgeting. One
chapter had an excellent discussion of
the difference between spreadsheet programs and financial modeling software
that was right on target. However, the
52 -page index did not provide as much
help as we anticipated,
Most of the chapters, where appropriate, contain good bibliographies. The
language is understandable, and charts
and graphs are used appropriately. It is
obvious that the editors and authors
have tried to make th is a p ract i cal
"hands on" volume and, in large part,
have succeeded.
AM K
Dudick on Manufacturing Cost
Controls
Thomas S. Dudick, Prentice -Hall, Inc.,
Englewood Cliffs,N.J. 07632, 1985, 323
pp.—Is there anything really new in developing cost control systems? Probably
not, yet this book probably will be highly successful. The author, a consultant
for Ernst & Whinney, is a prolific writer. He obviously has had much experience in the field, and the book reflects
his practical approach. If textbooks
used in universities were as well written
and as practical as this book, more students might be attracted to the field of
management accounting.
This textbook is for the practitioner.
For example, someone who has to install a cost accounting system, whether
manual or computerized, would want
this volume. Topics covered include actual and standard costing systems, computerization, determining overhead
rates, cost estimating, and analyzing
and reporting financial results.
AM K
The Little Kingdom: The Private Story
of Apple Computer
Michael Mortiz, William Morrow and
Co. Inc., 105 Madison Ave., New York,
N. Y. 10016, 1984, 336 pp. —What company's symbol is the silhouette of an apple with a bite gorged out of its side?
Apple Computer, Inc., that's who. Apple, a fast - growing company in a rapidly
changing industry, began in 1977 in a
garage and has flourished into a large
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corporation.
This story concentrates mainly on the
time before Apple became a publicly
held co mp an y and des cri b es its
founders and how their personalities
came to affect the company. Probing at
why, when, and how, the author studies
Apple's growth and success. At times,
the book seems like a soap opera. Too
much background information, biographical sketches, and individuals' entire life stories are included. Few readers will be interested in what someone's
fourth grade teacher said or in reading
about someone's skin turning different
colors as a result offasting, for example.
Unnecessary vulgar language is used
throughout the text.
Apple's interoffice memos have stated that Apple is more than just a company—it is an attitude, a point of view,
a process, and a manner of doing things.
"Most people don't just buy the computer. They buy the company, its size,
and the confidence it inspires." By
spending money on advertising, Apple
has demonstrated company confidence
in its products.
The adventures and experiences of
Messers. Jobs, Wozniak, and Markkula
attempting to market and sell the Apple
Computers also are presented. In the
beginning of 1977, their partnership,
part, and design of Apple 11 were valued at $5,309. One year later, Apple
was valued at $3 million, On December
12, 1980, Apple went public, raising its
valu e t o $1.788 billion. Th e s t ock
opened at $22 and closed at $29 at the
end of the first day of trading. Everyone
wanted a bite. "Owning Apple stock
was like having an American Express
card made of platinum." And so it was.
Demand for the stock was enormous.
The book outlines the development
and progress of Apple's various products such as LISA, Apple II, IIc, Ile,
II1, and the Macintosh. Conceptual
foundations, hardware, software, programs, and the actual events involved in
the designing and developing of the terminals and computers are included. Accomplishments, drawbacks, difficulties,
and failures are just a few of the many
topics discussed here. Technology is the
news in the field of computers, and Apple certainly has been at the right place
at the right time.
Kim Seroke

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:
• Direct/Indirect Labor
• Time /Attendance
• Production Counts
• Inventory Receipts and Issues
• Material Movement
The data is edited, stored, passed to your
host and is available for up -to -the minute
status inquiries. The data is processed
to reconcile labor to attendance iirne and
is prepared for your payroll, shop floor
control and inventory applications.

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

The System
DCSI supplies the complete system, takes
full responsibility and guarantees its
success. The best hardware by IBM,
INTERMEC. and PRINTRONIX can be
configured for up to 300 wanding stations.
The powerful DCSI software allows you to
define the transactions to be collected
without custom programming. Data is
passed to the host by on -line communication or batch file transfer.
DCSI will configure a system and assist
you in tailoring the software to meet your
specific needs, DCSI provides on -site
installation assistance and user training.
For more information on how you can
benefit from bar code data collection and
implement your system in weeks, call
or write:
ff "
'O
Data Collection Systems, Inc.
5500 France Rvenue South
Minneapolis, Minnesota 55435
16121922 -5954
Circle number 20 on reply card.
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Statement on Management Accounting No. 4C
Definition and Measurement of Direct Labor Cost
Third Statement on Management Accounting
in the Practices and Techniques Category

"Defin ition and r'1'leasurement of Direct Labor Cost"
is the newest Statement on Managennent Accounting
(SMA). I ts reference number, 4C identifies the
Statement as the thirst within the fourth principal
calegorp of the Fmn~rk for Management Actwunting
(PractiDgv and Techniqu&s A complete tent of the
.Statement follows this brief introduction. To order the
SAM publication, ,vein page 72

The purp ose of the Statement is to detail and refin e th e definition of d irect lab o r an d its m easu rem en t . Prio r SM As in the
Practi ces an d Tech ni qu es catego ry o f th e Fr am ew or k for
Managem en t Acco u n tin g in clu d e 4A, "Co st o f Cap ital," and
413, "Allo catio n o f Service an d Ad m in ist rative Co st s." The
Managem en t Acco u n tin g Practices (MAP) Su b co m m ittee on
Statem en t Pro m u lgatio n p lan s to issu e Statem en ts o n Measuring E n tity P erfo rm a n ce, Allo catio n o f In d irect M anufacturing Costs, Allo catio n o f th e Co st o f Cap ital, Measurement
of P rof ita b ility in Fin an c ial Service In d u s tr ies a n d Early
Warning System s.
For a m o re d e tailed su m m a ry o f MAP Co m m itte e a ctivities and p ro ced u res , see th e No vem b er 1984 issu e o f MANAGEMENT ACC OUNT ING ,

pages 67 -68, "NAA Publishes New

MAP Statement."
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Definition and Measurement of Direct Labor Cost
1. The term "direct labor cost" as used in practice, in literature, and in litigation has a wide variety of meanings. UnMANAGEMENT ACCOUNTING /OCTOBER 1985
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less the meaning intended in a given context is clear, confusion and misunderstanding are likely to result. The
purpose of this Statement is to provide a conceptual definition of direct labor costs that, in the absence of a specified alternative, should be taken as the meaning of this
term.
2. In a manufacturing company, direct labor cost is an element of inventory cost and of cost of sales. Differences in
the way companies define this term result in variations in
the amount recorded as direct labor and the amount recorded as overhead. Differences in the way labor costs
are accounted for in cost -type contracts and differences in
the way labor costs are measured for responsibility centers, for projects, for functions (such as marketing, administration), and for other purposes also lead to differences in the distinction between direct labor costs and
overhead costs and hence in differences in the amount of
total costs recorded. If users do not understand what elements are included in direct labor cost in such situations,
their interpretations of the numbers may be erroneous.
3. This Statement makes the conceptual definition more
concrete by describing how direct labor costs should be
measured. Measurement has two aspects: (a) the quantity
of labor effort that is to be included as direct labor, that
is, the types of hours or other units of time that are to be
counted, and (b) the unit price by which each of these
quantities is multiplied to arrive at a monetary cost.
Definitions
4. Direct Labor Cost. Labor quantities that can be specifical-
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5.
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8.

9.

10.

ly identified with a cost object in an economically feasible
manner, priced at the unit price of direct labor.
Cost Object. A product, contract, project, organizational
subdivision, function, or other unit for which costs are
measured or estimated.
Direct Cost. Any cost that can be specifically identified
with a cost object in an economically feasible manner.
Labor Quantity. A unit of labor time, such as a minute,
hour, week, or month.
Nonproductive Labor. Labor quantities that do not contribute directly to the production of goods or services.
Examples include coffee -break time, downtime, and personal time.
Cost Element. A subdivision of cost, such as basic compensation, employer's FICA tax, or health and life insurance costs.
Unit Price of Direct Labor. Compensation and compensation- related cost elements that can be specifically identified with the direct labor quantity in an economically feasible manner and that can be measured with reasonable
accuracy.

Measurement
11. Estimates of direct labor quantitites and unit prices may
be sufficiently accurate to be considered "specifically
identified" with a cost object. The following are examples
ofestimates that are sufficiently accurate to be considered
direct labor costs in most circumstances:
a. A manufacturing firm establishes standard labor times
for its products, but its system does not trace variances from these standards to individual products.
Nevertheless, there is a reasonable expectation that
variances are proportional to the standard quantities
and thus that the actual labor quantities are proportional to the standard quantities.
b. A manufacturing firm uses a plant -wide predetermined labor rate in its cost system. Its average direct
labor unit prices are approximately the same for all
products. Wage rate variances are written off as period
expenses and cannot be assigned to products.
c. Break time and personal time relate to all productive
time in a day. Nevertheless, break time and personal
time are assigned to standard labor time as an average percentage of productive time.
d. Health insurance premium is added to direct labor
cost as a percentage of direct labor cost or as a fixed
amount per hour of direct labor.

14. Ifthe cost object is a project, its direct labor cost normally includes all labor that can be specifically identified
with the project. For a large project, direct labor cost typically includes far more categories of direct labor because
it is relatively easy to specifically identify employees with
such a project. Examples include the time of janitors, material handlers, maintenance personnel, draftsmen, managers, and engineers. If a large project is broken down
into a series of smaller projects, products, or subassemblies, the labor categories listed in this paragraph typically
are n o t i n cl u d ed i n t he d i rect l ab o r co s t of t h es e
subdivisions.
15. Costs classified as direct labor costs must be excluded
from costs used in calculating overhead rates. For example, if one project is large enough to require the full -time
services of a janitor, but other projects share janitorial
services, the costs of the shared janitorial services should
not be included in the overhead rate applied to the first
project.
Nonproductive Labor Quantities
16. Nonproductive time may be a normal and unavoidable
part oftotal labor time. In such cases, a pro rata share of
nonproductive time should be classified as direct labor
time. For example, coffee breaks and personal time may
be established by custom, specified in labor contracts, or
legislated. An employee who works seven and one -half
hours might be given an additional one -half hour of paid
time for coffee breaks and for personal time. If so, and if
15 hours of productive time are associated directly with a
cost object, the direct labor quantity should include one
hour of nonproductive time, making a total of 16 direct
labor hours for the cost object.
17. Other categories of nonproductive labor, such as downtime, clean -up, and training, are less likely to be direct
labor quantities. The amount of downtime usually cannot
be specifically identified with a particular cost object; it
may result from a parts shortage or a broken machine.
Similarly, clean -up or training may be a fill -in for a shortage of work. In these cases, nonproductive time is not a
direct labor cost because it cannot be specifically identified with a cost object.
Unit Price of Labor: Cost Elements in Direct Labor Cost
18. The following cost elements should be included in the
unit price of direct labor because they can be specifically
identified with a quantity of labor and because they can
be measured accurately for the direct labor quantity that
is used on a cost object:

Labor Quantities
12. Ifthe cost object is a manufactured or processed product,
its direct labor cost normally includes all labor directly
associated with transforming or adding value to the product. Such labor includes fabrication, processing, process
or machine tending, assembly, packaging, and on -line inspection labor.
13. If the cost object is a service, its direct labor cost normally includes all labor that can be specifically identified
with providing the service.
68

• Basic compensation
• Individual production efficiency bonuses
• Group production efficiency bonuses
• FICA (employer's portion)
• Cost of living allowances (COLA)
19. The following cost items usually should be included in
the unit price of direct labor quantity by firms with relatively stable operations. Although the relationship beMANAGEMENT ACCOUNTING /OCTOBER 1985

tween direct labor quantities and these cost elements is
less certain than the relationship of the cost elements listed in paragraph 17, these costs are incurred because an
organization uses a quantity of labor. These elements can
be specifically identified with direct labor quantities over
a period of approximately one year or less:
• Health insurance
• Group life insurance
• Holiday pay
• Vacation pay
• Pension costs and other post- retirement benefits
• Worker's compensation insurance expense
• Unemployment compensation insurance —state and
federal
20. Premium pay for overtime, holidays, and second- or
third -shift work sometimes is considered direct labor cost
and sometimes indirect labor cost. If a premium is incurred because of a particular product or other cost object, the premium is considered a direct labor cost of the
cost object causing the premium to be paid, even if that
cost object is not produced by premium labor time. If the
premium is earned only occasionally and if it is not clear
which product caused its incurrence, the premium usually should be considered an indirect labor cost. If premiums are a significant and usual part of compensation,
they usually should be included in direct labor cost as an
average cost per hour or as an average percentage of direct labor cost.
21. The following items usually are excluded from the unit
price of direct labor because they cannot be identified
with direct labor quantities, except over the long term:
• Wage continuation plans (for example, separation
allowances)
• Contributions to Supplemental Unemployment Benefit
(SUB) plans
• Membership dues
• Safety - related items
• Company - sponsored cafeteria
• Recreational facilities
22. Some firms grant employees sick leave credit based on
time worked —one day of sick leave for each two months
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worked, for example. That credit can be accumulated,
then taken as vacation or as additional pay after a certain
length of time. In such cases, the cost should be considered part of the unit price.
23. Certain activities are related to direct labor quantities.
However, except in the case of large cost objects, these
activities relate to more than one cost object and are not a
part of direct labor cost. Examples are:
• Payroll department
• Personnel department
24. Some firms have profit - sharing plans or other bonus
plans based on income. In many such firms, the relationship between a labor quantity and the bonus is not specific enough to have the bonus qualify as a part of the unit
price of direct labor. The bonus is identified with the
firm's overall profitability rather than with the direct labor cost of individual cost objects.
25. An exception to the above profit plan principle is a bonus
plan that is limited to, for example, 15% of basic compensation and where profit is almost always greater than
needed to pay the maximum bonus. In such cases, the
bonus should be considered an element of the unit price
of labor.
Cost Systems
26. The cost accounting systems of many firms treat labor
costs as consisting only of payroll costs and define direct
labor cost as only the payroll cost associated with operations that physically transform or add value to a product.
Other labor quantities and other elements of the unit
price of labor are treated as overhead. In such systems,
direct labor cost is defined more narrowly than in this
Statement. Nevertheless, if the relevant overhead is allocated on the basis of direct labor, the resulting product
costs may be substantially the same as those resulting
from application of the concepts in this Statement. The
identification of direct payroll costs in such systems provides information that is needed for many management
accounting purposes. However, it should be recognized
that direct labor cost as measured in such systems —and
for other purposes —may be different from direct labor
cos t as meas ured acco rdi ng to the co ncepts of th is
Statement.
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Taxes
10"
them to the board of directors. These
reports disclosed that withholding taxes
had not been paid. Taylor testified that
he prepared and signed checks payable
to the IRS for these tax liabilities but
was directed by one of the vice presidents of the company not to mail the
checks. The vice president threatened to
fire Taylor if he mailed the checks,
The Court noted, however, that Taylor was a member of the board of directors and initially went along with the
board's decision to defer payment of
these obligations. He was singly empowered to sign the corporate checks and
had the effective power to pay the taxes.
The Court concluded that the fact he
was threatened with the loss of his job if
he made the payments to the IRS did
not make him "any less responsible for
the payment."
The implication of these two court
rulings is significant. Persons who are in
control of the financial affairs of a business may be individually penalized for

nonpaymen t of wit hholding taxes if
they (1) should have been aware of the
nonpayment or (2) were empowered to
make the payment but "elected" not to
do so—no matter how reasonable or
valid the reason for the nonpayment of
the tax liability.
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Accounting Education
12"
Clear, concise answers rarely will be
forthcoming. In the next 10 to 15 years,
the problem will be further aggravated
by declining enrollments that will necessitate cuts to be made in the number of
teaching faculty. If the cuts are based
solely on how much research is produced by professors, the very important
student - teacher relationship will become a thing of the past —to the detriment of the profession.
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People in the News
Promotions and New Positions
Craig A. Gainer, Baltimore, was promoted to controller of Service Center,
Inc., in Woodlawn.
Jo h n J . Wallace, Boston, is now vice
president— finance /administration,
chief financial officer, at Numerix Corp.
Dan Faltin, Central Nebraska, has been
named corporate controller for Chief
Automotive Systems, Inc.

James J. Corboy, Dallas, has been elected senior vice president — finance and
accounting for Dresser Industries, Inc.
A current member of the Execu tive
Committee, he is a past national vice
president.
Mary C. Meekins, Daytona Beach, has
opened Meekins Financial Services in
Ormon d Beach.. .. David M. Menzel
has been named vice president for finance by Scientific Systems Service.

Robert E. Terry, Charlotte Blue, has
been named partner of Tinsley, Crowell
& Terry, CPAs.
Cheryl H. Williams, Charlotte Gold,
was promoted to partnership controller
at SYNCO, Inc.
J. L. Skillington, Chattanooga, is now
controller at Danube Carpet Mills.

... is not a "round- about" trip to your
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acc ounting tas ks suc h a s addinga new
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• Free installation days
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CORBOY
Dallas

BARNES
Tulsa

Gregory D. Sarabok , Harrisburg Area,
has been named assistant controller,
Hershey Entertainment & Resort Co.

David J. Leonard, Pittsburgh, has been
named corporate treasurer for Sauereisen Cements Co.

Kimberly D. Howrey, Kansas City, was
promoted to accounting officer at Boatmen's First National Bank.

Cara Gray, Richmond Jackson, has
been elected treasurer of Personnel Associates of Richmond (PAR).

Ernie L. Kiser, Lancaster, has been appointed controller of the Fuller Co.,
Manheim, Pa.

Fernando Ibarguengoitia, San Antonio,
was promoted to partner, and Fernando
Garcia, manager, at Price Waterhouse
.... Donald H. Kirchhoff is now director, internal audit, at Datapoint Corp.

H. Andrew Connolly , Massachusetts
North Central, has b een n amed vice
president— finance of The Asher Co. of
Fitchburg.

SEND FOR
introductory
literature
SYSGEN
3 0 0 1 A c ad e m } lk.S uitc 1 2 0

Du r ha m , N C 2 77 0 7
1979 489 -2353

Robert Boos, New York, is now director
of CPE accounting at the American Institute of CPAs (AICPA).... Richard
W. Wagner, past president, was recently
promoted to senior vice president of the
United Hospital Fund of New York.
Pollianne Galmish , Ohio Mid- Eastern,
has been promoted to manager of accounting at AMKO Services in Dover.

Edward T. Brearton, Los Angeles, past
president, was promoted to vice president and treasurer of Beverly Hills Hotel Corp.

• 2 3 hr -7 d av' wk ho tline

rt t i

Paul P. Gregg, New Orleans, has been
named controller in the financial and
administrative department of C. N. G.
Producing Co.... Alfred A. Parden Jr.,
is now vice president — corporate finance at Southern Baptist Hospital.

Marie H. Gast er , Raleigh Area, has
been promot ed to cont rol ler of Day
David L. Rozelle, Kalamazoo, has been Telecommun icat ion s.. .. R ich ard C.
promoted to associate professor at Dowd has joined the tax department of
Touche Ross & Co.
Western Michigan University.

The shortest distance
to the bottomline...

N

Commercial Sector at Chase Manhattan
Corp., New York.

'

Melony S. West, Savannah, is now assistant finance di rector at Chath am
County in Georgia.
Phillip G. Pope, South Birmingham,
was recently named chief financial officer for Blue Cross and Blue Shield of
Alabama.

James M. Vumbaco, New Haven, has
been elected treasurer of the Napier Charles Hoffman, St. Louis, has joined
INDEECO (Industrial Engineering &
Company of Meriden.
Equipment Co.) as controller.
David F. Martin , New Jersey Meadowlands, is now assistant treasurer in the Michael V. Barnes, Tulsa, has been
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named director for business affairs and
treasurer of Oklahoma State University
Foundation. He is an NAA past national vice president.

In Memoriam

Lee R. Abercrombie, Jr., 55, Boise.
1959.
Wilfred T. Brandon, 81, Dallas, 1934.
William S. Ezzell, Wilmington, recently Emeritus Life Associate (ELA).
was admitted to partnership in Deloitte T. M. Cela, 50, Syracuse, 1963,
Haskins & Sells.
John F. Clarke, 92, Boston, 1936. ELA.
S t u art C amero n McLeo d Society
Earlene O. Guinn, Washington, is now (SCMS).
the accounting manager for Technical William E. Evison, 73, Boston, 1937.
and Ad min i s trati ve Service Corp. Vincent Fasolino, Massachusetts Pio(TADCORPS).
neer valley, 1984.
William F. Flynn, 50, Niagara, 1966.
Kudos
P. J. Fox, 51, Tucson, 1968.
Lewis H. Freeman, 68, New York, 1955.
Scott W. Draughton, Tulsa, has been se- James S. Gaspardo, 83, Milwaukee,
lected for Who's Who in Finance and past president, 1938. ELA. SCMS.
Industry. He is the current director of Walter E. Glebe, 66, Detroit, 1963.
community responsibility for the NAA Madeline B. Grodewall, 43, Bergen chapter.
Rockland, 1978.
Frederick F. Hollowbush, 84, New HaEmeritus Life Associates (ELAs) ven, 1928. ELA.
Elmer C. Honeywell, 86, Syracuse,
Monroe A. Bennett, New York.
1929, ELA.
James B. Branagan, Pittsburgh.
Henry M. Hull, 88, Indianapolis, 1942.
Lawrence F. Delaney, Member -at- ELA.
Large, USA, past president. Stuart Peter T. Hull, 41, Mason- Dixon, 1944.
Cameron McLeod Society (SCMS).
ELA.
Peter J. Duffy, Jr., Toledo.
Horace S. Irving, 86, Milwaukee, 1936.
Lawrence B. Edlin, Sr., Louisville, past ELA.
president.
Stanley F. Jablonski, 84, Erie, 1931.
Norman P. Foster, Minneapolis Viking. Benjamin E. Jordan, 100, San FrancisCharles S. Hill, Washington.
co, 1928. ELA.
Ruth P. Hopkins, Bangor Waterville, Herbert S. Kampmeinert, 76, St. Louis,
past president.
1938, ELA.
Merrill A. Joslin, Jr., Kansas City.
Thomas L. Keaney, 84, New York, 1938.
J. G. Kime, Pittsburgh.
ELA,
Wal t er Ko ry, Ma comb County - Paul W. Kasten, 67, Orange County,
Michigan.
1977.
Lewis W. Lees, Asheville.
Neil W. Kelly, 53, Los Angeles, 1966.
Arthur H. Lenhardt, Mid- Florida.
John Kunkel, 90, New York, 1938.
Raymond L. Maher, Cleveland.
ELA.
Harold M. Marks, Long Island- Nassau. Herbert E. Latz, 83, Member -at- Large,
Helen E. Mazalin, Canton.
USA, 1944. ELA.
Louis J. Meiers, San Diego.
Charles H. Leffingwell, 87, Providence,
Forbes M. Meston, Norwich.
1928. ELA.
John D. Pepperman, New Orleans.
Wil E. Lloyd, 71, Palm Beach Area,
Robert J. Proctor, Illinois Northeast, 1942. ELA.
past president.
Richard T. Lovett, 83, Springfield, past
Lucille M. Rapp, Quincy Area.
president, 1942. ELA. SCMS.
Lex H. Richards, North Central Indi- James P. Maness, 69, Portland Willamana, past president.
ette, 1958. ELA. SCMS.
Louis A. Rothfischer, St. Louis.
William H. Mason, 78, Akron Cascade,
K. Harold Sankman, Chicago.
1952. ELA.
Carl R. Scheibel, Milwaukee.
Edward C. Maurer, 85, New Haven,
Richard R. Singer, Lancaster.
1949. ELA.
Jacobus C. Metsch, 86, Essex County,
1923. ELA.
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Niles A. Miller, 83, Central Illinois,
1940. ELA.
Walter E. Miller, 82, Rochester, 1928.
ELA.
Maurice V. Murray, 84, Syracuse, 1945.
ELA.
Haro l d K. Pedersen, 70, S t. Louis,
1944. ELA.
Kenneth D. Ream, 74, Rockford, 1955.
ELA.
Louis E. Shapiro, 50, Washington,
1966,
M. S . Si eger, 92, Pittsburgh, 1929.
ELA.
Deforest A. Smith, 79, Erie, past president, 1941. ELA SCMS.
Harrison N. Spain, Jr., 73, Memphis,
1937.
J. E. Stewart, 63, Houston - Bluebonnet,
1962.
Joseph G. Vincent, 85, New Orleans,
1949. ELA.
William R. Wilmoth, 79, North Central
Ohio, 1956.
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Catching China Fever: a Management Accountant's Perspective
It is obvious that despite changes in economic pol25"
ties. To illustrate, when American managers meet icies, China is not as open and freewheeling as
to solve a problem, there is a good deal of give and other Far Eastern countries.
For business people willing to pay the price and
take. A group tries to seek consensus. In a meetfor
those with patience and persistence, however,
ing of Chinese managers, however, each individthe
potential is high. Also, any foreign, less develual will try to solve the problem. I tried to demonoped
culture can be romantic. It seems to heightstrate through various techniques —such as joint
problems, case studies with a leader presenting re- en a Westerner's sensitivity to the basic needs for
sults, "nominal group technique" for securing food, clothing, shelter, water, sex. People catch
good group decisions, and role playing —that the "China fever" because it brings them back to baprocess of group decision making often results in sics. We take our luxuries and comforts for grantbetter and more acceptable decisions. New -found ed, but the Chinese have nothing. Unlike many
individualism and creativity need to be focused Third World countries, however, China and its
better, especially because the Chinese feel they people are enthusiastic about us being there. One
will "lose face" if they make a wrong suggestion. always feels like a partner, never an outsider. AlU.S. trade negotiators should try to build group though the door to China is open only a crack,
consensus rather than seek individual acceptance that country is an exciting and challenging place
by only key people. The political process will to do business... especially if Deng's modernization programs work.
work when used effectively.
The Chinese have an expression: "Don't break
Lack of Legal Structure. While patent laws,
your
iron rice bowl." If a person has an iron rice
joint venture laws, and income tax laws exist,
bowl,
that person will eat for the rest of his life.
their implementation and acceptance will take a
Iron
will
outlast him, and there is always food to
generation. What's on the books does not reflect
eat,
no
matter
what happens to him. To "break
reality. There needs to be an ethic at work which
makes it culturally unacceptable to ignore and vi- your iron rice bowl" implies taking a risk. I hope
olate the laws. Be advised that enforcement of many American companies break their iron rice
bowl of comlacency and security and look at the
contract laws is only beginning.
Inflation. I tried to describe to my group the new China... just because it's there.
root causes of inflation in economies that allow
free - market forces to determine prices. Chinese
managers found this concept very difficult to unDoingBusinesswithChina
derstand. While most of us take the laws of supply
To help American companies and individand demand for granted, a whole generation of
uals, the U.S. Department of Commerce has
Chinese government officials and managers have
published a booklet called "Doing Business
not experienced even the equivalent of a course in
with China," and the National Council for
Economics 101. However, officials are noticing
United States -China Trade has published a
that retail commodity prices are climbing, materiselected companion bibliography. Some of
al shortages are occurring, bonuses are distributed
the topics covered are the People's Republic.
recklessly, and some blackmarkets are developing.
of
China economic policy, China's foreign
Travel. Business leaders and government offitrade structure, trade facilitating organizacials cannot travel as they wish. Government aptions, methods for establishing market conprovals for job changes, plane tickets, telephone
tact, U.S. regulations affecting trade with
service, and lease facilities can take months.
China, and tips on travel to and in the counCatching China Fever
try (such as visas, climate, dress, currency
regulations, social customs, language, mediWhile living and working in China, I could not
cal
facilities, and accommodations). The
help but catch the fever of wanting to do business
booklet and bibliography may be obtained
there. When I returned to the United States, howfrom the U.S. Department of Commerce,
ever, I realized that it would be terribly expensive.
International Trade Administration, WashThe bureaucratic delays, the lack of education and
ington, D.C. 20230. In addition, Big 8 accommitment to getting a job done, the lack of bacounting firms have opened offices in China
sic job freedoms, and the difficulty of communicaas well as establishing China desks at their
tions —all are antithetical to the American way of
international headquarters. For information,
doing business. Entrepreneurs wanting to do busicontact
their information services.
ness in China will face all the business risks they
normally try to avoid plus continuing uncertainty.
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New Products /Services

i

Compuscan, Inc. has upgrad ed its
AlphaWord FormsReader. The system
reads and validates information from
business forms and trans mits it to a
computer, minicomputer, or magnetic
media storage. The information may be
in t he fo rm o f s tand ard o ffi ce t yp e
styles, mark sense, and handprinted numerics. The user can set up the system
to handle such forms as time/billing,
payroll, inventory, tax assessments,
market research, and insurance applications. New forms can be added at any
time. The user creates a forms map for
the system by marking data fields to be
captured on a blank form. The system
scans this form for relevant information
and presents the data that do not match
validation criteria to the user for correction. For further information, contact
the Marketing Communications Dept.,
Fairfield, N.J., at 1 -800- 631 -0951; in
New Jersey, call (201) 575 -0500.
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Karico Systems, Inc. has introduced
ENDOW -ALL, a microcomputer accounting system designed to manage
groups of pooled endowment accounts.
Designed to aid educational institutions
in their accountability of co- mingled
funds, ENDOW -ALL can be employed
by any not - for - profit institution with
pooled investments. The system calculates unit value as well as market value
at the end of a period when the appreciated value o f the invest ment p ool is
known. Investment portfolio information is maintained, as well as transaction history files, to detail new investments, units withdrawn, and disbursements. The software also includes a
comprehensi ve group o f repo rt s for
analysis of activity and changes to endowment. Hardware installations of
ENDOW -ALL include the IBM PC
and compatibles, the Zenith Z -100 and
Z -150, and the DEC Rainbow 100. It
also operates on any other hard disk,
16 -bit microcomputer with CP /M -86 or
MS -DOS operating system compatibility. Contact Donald Erler, Louisville,
Ky., at (502) 245 -8836.
Computer Consultants & Services Center, Inc. (CCSC) has introduced Member Manager, a system which includes a
relational database called Informix.
Member Manager is of interest to those
NAA chapter leaders and officers who
need to keep efficient records of chapter
members. By maintaining their own

data on each member, chapter officers
will find it easier to produce special reports on member activity and to create
telephone call lists for meeting reminders. The system also can create a PC
diskette to help develop the chapter
membership roster. The diskette is sent
to CCSC which will return a typeset
galley ready for insertion into the roster.
For information, contact Jim Patterson,
Palo Alto, Calif., (314) 647 -8891.
Software International Corp, has introduced a new family of mainframe software products called the Masterpiece
series. The series includes: Business management applications —which contain General Ledger, Accounts Payable,
Accounts Receivable, Purchase Order,
Fixed Assets, and Manufacturing Resource Planning; MasterQuery —an inquiry and reporting system for decision making information; MasterSecurity—a
comprehensive security system that allows users to access multiple applications with a single sign -on; System
Manager —an on -line control facility
that integrates the application products
with the MasterSecurity and Master Query systems; Menu and Screen Navigation —which allows for easy navigation from screen to screen within an
application or between applications. For
further i nformati on, call 1- 800 -3434133; in Massachusetts, call 1- 800 -3220491.
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UCCEL Corp. has introduced Release
3.2 of its Tax Planning and Compliance
Manager, a mainframe software package that automates federal, state, and
local tax planning and compliance for
financial institutions and large corporations. Major features of the new release
include a 60% reduction in temporary
storage, improved index screen processing time, and a new feature that allows
users to access data from general ledger
and other accounting systems for planning purposes. The system operates in
an IMS DB/DC environment and runs
on IBM 37 0, 30xx, and 40xx mainframes. For information, contact Jan
Lea, Dallas, Tex., at (214) 353 -7154.

&

Computer Resource Center, Inc. (CRC),
in collaboration with the U.S. Dept. of
Health and Human Services, has introduced Human Services Software (HSS),
a system that provides public and private nonprofit organizations with new
accounting capabilities. Among the system's special features are its ability to
make simultaneous percentage allocations of expenses and revenue to multiple programs, revenue sources, and
funds. The software also enables human
service organizations to provide financial reports oriented to multiple, incompatible fiscal years of different funding
sources. It works on the IBM PC and
compatibles. For further information,
con tact the comp an y i n Ann Arbo r,
Mich., at 1- 800 -553 -2211; in Michigan,
call (313) 995 -8700.

Donna Marks, Editor

.........................
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NAA's Building
Fund Campaign
Below are listed those who pledged or
contributed after April 1.
Supporters
Amax Foundation, The Cotteleer Family, Piedmont- Greensboro Chapter, Potomac - Chesapeake
Council, Jack Myers, Louis J. Oliverio and Hobert Corporation, Stephen and Judy Salzman.
Donors
Michael Abernethy, Ursel K. Albers, Herbert M.
and Ellen Ausderau, Jerry and Janet Baldwin,
Floyd A. Beams, Richard L. Bennett, Mark Birnbaum, Vorris J. Blankenship, James Brown, Richard C. Buck, E.R. Buttner in name of Bell Atlantic Corp., Edward E . Callihan, Geraldine
Candide, L. D. Carpenter, Phillip R. Case, Richard F. Casey, Charlotte Blue Chapter, Marjorie
Chin, Angelo R. Ciccone, Mr. and Mrs. John
Clark, Charles D. Clayton , Douglas R. Crane,
Walter R. Dahlgren, Dwight H. Davis, Donald J.
DiClemente, William J . Doyle, Richard Early,
Fall River -New Bedford Chapter, David M. Fligel, Susan P. Folsom, Betsy H. Fonvielle, Hulene
H. Fos te r, Ha rry J . W. Fravert , Da le Fulle r,
Dua ne J . Garbers , Alexa nder Ge orges, Charles
Giesler, Grand Ra pids Cha pter, Ke nneth Green,
Mildred M. and Henry F. Gunther, Douglas C.
Ha rnar, Adam Heenan, Donald I. Henry, Robert
M. Herrera, Marion D. Hoppe, Garald R. Rottma n, Illowa Cha pte r, Indiana Dune s Cha pter,
C.W. J ewell, Jr. and Jule K. J ewe ll, Edna C .
Johnson in memory of Philip W. Johnson, Richard J ohnson, Donna M. Johnston, Joplin TriState Chapter, Bruce C. Karsk, Joyce C. Keller,
Kenneth W. Kessler, Al Kremers, J ohn F, Krueger, Robert W. Lake, Ira M . Landis, Lehigh Valley Chapter, Willis A. Leonhardi, Lindsay Manufacturing Co., Thomas C. Lockwood, Eugene C.
Lohman, Linda C. Maxwell, E.D. McAlister, W.
Kent McCa ll, Mid - America Council, Robert E.
Monta gue, Montgomery C ha pte r, Norma n P.
Morrow, George E. Nelson, Jr., Richard Ohnstad,
Leo C. Olsen, Henry F. Oltrogge, Demetrious Papageorgiou, Thomas J . Patton, Jame s L. Payne,
Platte Va lley Chapte r, Ma uric e O. Rassinier,
Che ster A. Rosenberger, Sac ra mento C hapte r,
Jame s L. Sargent, R.D. Sc hae fer in memory of
John M. Schaefer, Sr., Johathan B. Schiff in name
of Dr. Michael Schiff, Kay F. Schnepf, A. Eugene
Schroeder, Tom Seigfreid, Thoma s W. Shee han,
Stanley C. Sikucinski, William S. Sims, Michael
Smith, William K. Smutny, St. Paul Chapter, T.
Christopher Stambaugh, Sulzer Ruti Corp., Mike
Swindell, John Talbott, Jr., John Taylor, Robert
L. VanDeVoorde, Alfred J. Verrecchia, Wendell
J. Vice, Dorothy M, Watson, Pete r C. Wilson,
Winne ba goland Cha pter, Ste phe n L. Woehrle,
Gary J. Wolfe.

B. DePree, Samuel R. Dessalet, David W. Dietz,
Forres t W. Earl, Tom Eichte n, William Eisen ma nn, Arthur R. Eitzen, Jr., Frank J . Emry, Albe rt L. Ewing, Ba rba ra Fa lk, Al Fa lle nste in,
James P. Farley, Mrs. Hulyn R. Fa rr, Klaus U.
Fels, Bill Fetz, Kathryn D. Fehlandt, Joseph P.
Fitzgerald, Linda Flatt, Sus an A. Fle dderma n,
Harry J , Flood, Christopher M. Fra me, Lois B.
Franklin, Bernie Friedrichsen, Fra nk A. Furar,
Lawrenc e P. Gallas, James Galley, Frank Ge rsich, Bruce R. Gibbs, Charles and Maria Giegel,
Merle R. Grimm, D. A. Hackney, Scott Hamilton, Ann Ha rdin , Willia m S. Ha wkins , Dixie
Henker, Cheryl Hess, Hobart Corp. matching gift
of Charle s Giegel, Hoyt B. Howington, D. Elon
Jacob, Thomas F. Jesse, Leslie John, Edward S.
J ohns on i n me mo ry o f Ar thur T . C a me ro n,
Wayne L. J ohnson, Pa ul M. Kahrs, Ronald U.
Kaufman, John Ke ane, Kenneth E. Keiser, Michae l L. Ketne r, Ron Kla ssen, Pearl A. Klyber,
The re se Koster, David N. Kozitza, Richard C,
Kriger, Sandra Kroll, Leroy L. Kuhns, Marvin E.
La hr, T. E. La ue r, Ma rk E. Lohman, Rick L.
Loucks, Marvin J . Loutsenhizer, John P. Lovell,
Robert R. Luther, Dan Lyphout, Franklin A. Lyzenga, Jack A. Mayo, Robert S. MacIntosh, Henry O. McCarrel, La rry J . McC ue , Claudia B.
McWilliams, Charles J. Meyer, Jr., Mid -Hudson
Chapter, David O. Middleton, Thomas M. Milligan, Morristown Student Affiliate Group, J erry
M. Muff, Edwa rd T. Nakagawa, Susan L. Naley,
Jack and Pat Newton, Jack B. Nicholson, William
J. Nicholson, Walter W. Nims, Sheldon F. Nordstrom, J. M. Norris , North Pe nn C ha pter, William 011enburg, Linda M. Ols on, Che ryl Otto,
Thomas J . Pa tton, Ferris and Bette Pennington,
Arthur W. Pillma n, Jame s E. Plank, Charles J.
Probas co, Ga ry Ras mus sen, Richa rd E. Re ed,
Michae l R. Ree se, Dougla s M. Re ne w, Bre nt
Rhoads, Bruce Richtes, Dwight V. Roberts, Walte r H. Robinson, Ra lph J . Rohde, George W,
Rohe, Donald R. Ross, W. Laverne Ross, Phyllis
A. Rutkowski, Willia m D. Sage, J ay C. Sauter,
Linda Schirmer, Shirle y H. Schmidt, Brian Seguin, Robe rt H. Se mple, Willia m A. Serenius,
Ke ith L. Siebers, Le o R . Smentowski, Herbert

76

Others
Steven D, Anderson, William Backstrom, Ila M.
Badtke, Eileen R. Bauersfeld, Walter L. Bertke,
Da rle ne L. Brandl, Lisa A. Busse, T. Ste ven
Cawthorn, M. P. Clark, Ed Claseman, Richard D.
Cruickshank, Robe rt G. De nt, Ann DePoorter,
Ma ry E. Deushane, Steven L. Erdma n, Olivia
Becker in memory of John L. Favaloro, Joanne R.
Fisher, Linda P. Fleming, Mary L. Frutiger, Willia m F. Gallienne, Gene Gerber, J. Rebecca Harrison, F. B. Harrington, Linda A. Hayes, Dona von A. Heimes, Ed J. Hiatt, Julia N. Hollister,
Clifford E. Johnson, Connie R. Jones, Anne Stuart Kinnis on, Ra lph Kroenke, Edith Krue ger,
Dan Kruse, Lake West Point Chapter, Cheryl A.
Lehman. Louis and Sharon Lemos, Todd Lundergard, Joanne Maramonte, Kenne th A. Marinange li, Norette K. Marina ngeli, Je a nnie Ma rtin,
Ma tthe w A. Mintz, Ja n M. Mogge d, Ra ymond
Moreland, Wendell L. Neely, Carlton C. Niemeyer, Rachel B. Norton, John O'Connor, F. M. Osteen, E. Gerard Overman, Jr., Robert M. Phillips,
Eugene R. Piba l, Judith A. Pobanz, Barba ra J.
Polios. Douglas C. and Ma ida M. Rens on, Ra ndall Riley, Doris E. Roos, Teri Shupe, Jeffrey D.
Smith, Bradley S. Smuts, Marie Snowberger, Michael B. Summers, Kim Tack, Meredith L. Tilly,
T. E. Tominac, Bruce H. Townsley, Thomas M.
Van Gerpen, Peggy Wilczynski, Malcolm C. Willis, Arthur E. Zeller.

For your convenience the pledge card is reproduced below.
Please make checks payable to NAA Building Fund.
Mail to B uild ing F und

National Association of Acc ountants
10 Paragon Drive, P.O. Box 433
Montvale, NJ 07645

r

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - I wish to participate in NAAs Building Program.

�

Pledge the following: 0 $25 ::1 $50 '_1 $100 i7 $250 F= $500 : -' $1.000 - $
to be paid on or before the dates indicated :

Contributors
Edward S. Ageno, Gregg A. Agens, David D. Allen, William W. Allen, David C. Anderson, Eleanor Pauline Andre ss, John F. Barron, Abraham
R. Baum, James L. Bean, David B. Beatty, Georgene Besse, Gail Black, Theodore W. Blegen, T.
W. Bonnevier, Gregory Borcherding, Robert L.
Britt, Alan and Carol Brown, Jerry Busby, Joseph
M. Byers, Ned A. Byrer, Donald A. C harette,
James A. Chiafery, Clarence Clemens, Dick Collins, Dwight E. Collison, Ross Cramer, James L.
Crandall, Frank C. DeBout, Fred W. Denton, S.

Smith, lo a n E. Spires , Mr. C laire J. Sprunge r,
Herbert L. Stelzer, P. B. Sterling, Stan Sunnock,
A. L. Sweitzer, Dua ne L. Swenson, Carlos C.
Talisaysay, Rick Thode, Mary Jo Thul, Pierre L.
Titard, J. Ric hard Troester, Charles W. Tucker,
Tucson Chapter, John H. Tyle r, Debra A. Van
Devoorde, Kim L. Va n Voorhis, Bruce Venema,
Ric ha rd C. Volkmer, Ric ha rd a nd Ros e Ann
Wagner, Le on G. Walschaert, Erwin F. Wa r sinski, Ralph L. Waters, D. M. Wearn, Richard J.
Wellman, Lloyd E. Williams, Davida M. Wilson,
W. John Wilson, Mary Windhorst, Linda L. Win kels, Catherine Winterkom, Richard Wirt, Ralph
E. York, Ma xine K. Young, Penelope Yunker,
Dale and Marie Ziegler, K. M. Zuiderveen.

� �Payment�herewith

$

December 31. 1985

$

December 31. 1986

$

December 31, 1987

$

December 31. 1988

$

Donation in name of:
Contributed by:
—
Address

�

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

I

Chap
p ter:

�
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Year Ended June 30, 1985

REPORT OF THE
PRESIDENT AND
EXECUTIVE DIRECTOR

Dear NAA member:
Each year, in any organization, one
event generally sets the tone for the
whole year It m ight be a m ajor new
program, an ac quis ition, or, in NAAs
case, a new location for its headquarters. The efforts of many, many
members and staff culminated in the
November move of the New York
operations to Montvale and the May

move of the Institute of Management
Accounting (now the Institute of Certified Management Accountants) from
Ann Arbor to New Jersey.
Particularly for a volunteer membership association, such as NAA, this
represents a major commitment to the
future, both for the Association and for
the management accounting profession which it represents. It signifies a
high degree of confidence on the part
of the leadership that the Association
and the profession will continue to
grow a n d prosper. It illustrates the
forward - looking attitude a n d firm
resolution of the Association to cope
with the economic uncertainties of the
future and to continue to supply the
greatest benefits to all our members at
the lowest possible cost.
Benefits from the move are already
starting to accrue, Occupancy costs
are now essentially fixed for both the
near term a n d the long term, No
longer will the Association, a n d Its
members through their dues, be subject to periodic escalations of rent. In
addition, having all the staff operations under one roof is improving the
effic ienc y of adm inistration a n d
assisting in the all- important cross fertilization of ideas for new approaches
and new programs. To all those who
have c on tributed time, talents a n d
resources, the Association says a
sincere and heartfelt "thank -you"
A recurring theme over the past year
has been the im portance of leadership — both for the Association itself
and for the members w ho participate
in its activities. The NAA continues to be
recognized by the accounting profession and by the business and political
comm unity at large as an im portant
and influential resource which can impact and c ontribute to the w orld w e
live in, We feel we have made substantail progress toward this end during the
past year, but we recognize that much
still remains to be done. Each member
c a n b e c o m e s u ch a lead er to the
benefit of society, the Association and,
most importantly, to himself.
The continued growth of the Institute
of Certified Managem ent Accountants, formerly the IMA, testifies to the
increased recognition which this program in particular, and management
accounting in general, are receiving.
During the year, Certificate #5,000 was
awarded and the number is now far in
excess of that. Each year, as more and
m ore C MAs m o ve up in the m anagerial ranks, the CMA certificate is

being cited as the sym bol of recognized attainm ent of ap p r o pr i a t e
management accounting skills.
The membership of the NAA represents all of the many constituencies
within the accounting profession. This
is both a strength within the Association
and a challenge to serve the needs of
those with specialized interests. This
was m a d e clear by the extensive
market research project w hich the
Association undertook a year ago. As
a result, the Association this year
formed two "member interest groups"
called the "Controllers Council" and
the "Business Planning Forum" under
the overall NAA um brella. As of June
30, there had been over 3,000 signups
for the two groups. This included nearly
1,000 new NAA members, who joined
NAA to bec om e m em ber s of these
groups. The program is continuing to
grow under the guidance of a special
high level a d hoc com mittee of
volunteers.
Overall, our membership continued
to decline, representing the last effects
of the dues increase. As of June 30,
1985, total membership amounted to
86,231, compared with 91,242 a year
earlier. Now here does the need for
leadership continue to be m ore apparent than in the vital areas of
mem ber acquisition a n d retention,
Continued efforts are necessary to
make present and potential members
aw are of the benefits to be derived
from active participation in NAA, It
represents a challenge to us all.
As described in this report, the Association has had a year of which we
ca n b e proud. Financially w e are
sound, professionally w e are active,
and organizationally we are servicing
our membership. Each year builds on
its predecessors. W e feel sure future
leaders will find 1984 -85 a solid
foundation.
Respectfully submitted,

Herbert H. Seiffert
President

Robert L, Shultis
Executive Director

PROFESSIONAL
SERVICES

Research
In 1984 -85, the research department
gave priority treatm ent to projects intended to result in practice reports and
guides.
Recently introduced changes in the
structure and purpose of the expanded research activity have been fully implemented and carried out successfully. At the s am e time, other types of
research have been maintained at the
some scale with stronger and more effective results in key study areas and
programs. For example, the series of
empirical studies on business decision
processes, begun over 10 years ago,
has been completed. This series has
been co- sponsored by the Society of
Management Accountants of Canada.
During the 1984 -85 year, twelve
studies a n d five staff surveys were
published — publication dates are
shown in parentheses —or are in printing production, to be published by the
end of 1985:
1. Managing Mic roc om puters : A
Guide for Financial Policymakers
(8/84)
2. Career Opportunities in Management Accounting (10/84)
3. Microcomputer Software: W ho
Uses What? (11184)
4. How to Increase Productivity in
the United States (11/84)
5. The Acquisition Decision (12184)
6. Toward a Com m on Body of
Knowledge (1/85)
7. Inflation and Managerial Dec ision Making (1/85)
8. Microc om puter Us age by Middle Managers (4/85)
9. W arehouse Ac c ounting a n d
Control: Guidelines for Distribution and Financial Management
(4/85)
10. The Product Abandonment Decision (4/85)
11. Use of Tem porary Ac countants
(7185)
12. Presenting Accounting Information to Managem ent
13. Use of Variable Costing in Pricing
Decisions
14, CMA/CPA Status Survey
15. Sales Forecasting Systems
16. Fixed/Variable Costs: Separation
and Use
17. The Use of Performance Measures
An additional four studies were com-

pleted and approved. Final drafts of
the reports are nearing com pletion
and w ill be ready for printing in the
near future:
1. Decision Support Systems: State
of the Art
2. Use of Mathematical Models
3. Classification and Coding Techniques to Facilitate Accounting
Operations
4. M a n a g e m e n t Perfor m ance
Incentives

Managem ent Accounting Practices
(MAP) Committee.
The NAA maintains active liaison with
other organizations, in both the private
and public sectors, that are concerned
with matters of financial reporting. In
this cooperative spirit, the MAP Committee submitted numerous comments
on financial reporting issues to the FASR
the Securities and Exchange Commission (SEC), the International Accounting
Standards Committee, the International Federation of Accountants, and

As 1984 -85 was ending, six studies
and two staff surveys were in progress:
(1) Budgeting, (2) Quality Costs, (3) Inventory Management, (4) The Accounting Function, (5) Case Studies in Decision Support Systems, (6) Cost Accounting and Factory Automation, (7) Leveraged Buy -outs, and (8) Small Business
Taxes.
Looking ahead, the research program for 1985 -86 includes seven
topics approved by the 1984 -85 Commiftee. These topics include: (1) Order
Entry and Customer Service: Accounting and Control; (2) Information for
Nonroutine Decisions; (3) Cash -Flow
Reporting; (4) Accounting and Financial Controls for Small Businesses; (5)
Price -Cost Measurement; (6) Costs of
Capac ity: a n d (7) Internal Closings
and Reports.

others. (Supporting research has also
been subm itted as appropriate.) To
enhance interaction and strengthen
the relationship between the NAA and
FASB, the MAP Committee met again
with the Board and staff at FASB's headquarters in Stamford, Conn. With
respect to the SEC, the need for constant two -way comm unication was
ag a i n reinforced by frequent exchanges of views and information including a meeting in W ashington between the MAP Comm ittee and SEC
Chief Accountant Clarence Sampson
who discussed important financial
reporting issues from the Commission's
perspective. Representatives of the
MAP Committee also provided valuable input at the FASB's public hearings.
MAP Comm ittee Chairm an Bernard
Doyle and Allen Seed, III, testified for
NAA atthe FASB's public hearing in May
on accounting for software. Mr. Doyle
also testified at one of the Board's most
highly controversial hearings on accounting for pensions w hich ran five

Management Accounting
Practices
The year ended June 30, 1985, was
filled with activity on many fronts for the

days in July and August.
At year -end, the MAP Comm ittee
had publis hed a Statem ent on Management Accounting (SMA) 4A, "Cost
of C ap it al ;' a nd h a d reprinted the
Statement in Management Accounting. At its June meeting, the MAP Committee approved issuance of SMA 413,
'Allocation of Service and Administrative Costs," and SMA 4C, "Definition and
Measurem ent of Direct Labor Cost"
Both Statements are sc heduled for
publication in ManogementAccounting and printing for broader dis tribution outside the Association.
The Comm ittees Subcommittee on
MAP Statement Promulgation is also
supervising projects on 'Allocation of
Indirect Manufacturing Costs, 'Allocation of Interest Costs;' "Meas uring
Entity Performance;' 'Assignment of
Data Processing Costs," and "Determining Profitability in Financial Service
Industries"
A new MAP Committee involvement
during 1984 -85 was representation on
the Emerging Issues Task Force of the
Financial Accounting Board (FASB). At
first represented by past MAP Committee Chairman John Chironna, the NAA
'chair" is now held by MAP Committee
member Robert Weiss.
The MAP Comm ittee sponsored a
symposium last April on "Internal Uses
of Inflation- Adjusted Information" Approximately 40 participants, invited because of their expertise and interest in
the subject, came to New York City and
discussed various techniques used to
communicate relevant information.
On the controversial issue of software
costs, the MAP Committee approved
publication of an Is sues Paper, 'Accounting for Software Used Internally"
The firs t s uc h doc ument em anating
from the MAP Committee, the Issues
Paper was developed by the Committee becaus e it believed profes sional
literature did not provide sufficient
guidance on treating costs of software
used internally. Upon its completion,
the Issues Raper was submitted to the
FASB, with the MAP Committee's recommendation that the Board expand its
project on c om puter s oftware to include internally used software.
Under MAP Committee sponsorship,
the Westchester (NY) /Fairfield (CT)
Counties Ac c ounting Roundtable,
which was started last year as an experimental program , has proven its
worth. Twice during the year, financial
executives of loc al -area c ompanies
have been bro ught tog ethe r to ex-

change views on timely issues of mutual concern. MAP Chairman Bernard
Doyle has chaired the meetings.

Special Conferences
Two special conferences, the Sixth
Annual Controller's Conference and
the Sec ond International- European
Conference were held during the year.
The first two conferences were held
in September. "Selecting and Installing
Software Packages" was held on the
17th in New York City. Chaired by Allen
Seed, III, of Arthur D. Little, Inc., this
conferenc e pro vid ed ad vic e a n d
guidanc e in selecting and installing
software packages. Speakers included consultants, software vendors, and
users of softw are packages. The second conference on this same topic
was held on the 24th in Chicago. Combined, both conferences drew over
200 attendees.
The NAA's Sixth Annual Controllers'
Conference was held in W illiamsburg,
Virginia, October 17 -19. The conference theme stressed the partnership
between financial a n d hum an resources management, and the 200 attendees listened to presentations by
distinguished senior operating, financial, and data processing executives.
The NAA European Chapters spons ored the Association's Se co nd
International- European Conference in
Paris, France, April 18 -20. Many members of IFAC and NAA USA were among
the 200 attendees who participated in
the conference titled, "Financial and

Management Accounting —A New International Perspective." Among the
many speakers were senior financial
executives from N.V. Philips, Elf Aquitaine and Chrysler USA as well as prominent financial reporting leaders from
accounting bodies such as FASB Chairm an Don ald Kirk and SEC's Deputy
Chief Accountant Edmund Coulson.
The conference was unique and significant because of its selection of topics
and presentations, for the quality and
expertise of its speakers, and for the
com panies a n d organizations they
represented.

Professional Education
Program
The Professional Education Program
(PEP) continued to make gains in
1984 -85. Five carefully selected sites
were chosen for the program. Total atten da nce w as 25 % a bo ve bu dge t.
Revenues exceeded budget by 36 %.
Several new courses w ere added
during the year a n d several older
courses w ere revised and updated.
The appraisals from the programs indicated that the new courses and revised courses were well received by the
participants. For the first time, a
membership application blank was included in the professional educational
brochure. An example w as included
that showed how a person could join
the Association and take two courses
at a reduced rate, thereby receiving his
first year's membership at no cost. This
resulted in approxim ately 150 new
members joining throughout the year.

Chapter and CouncilRelated Activities
Fifteen new chapter tec hnical outlines were introduced in August 1984for
chapter use in upgrading their monthly
programs . The reception of these 15
new outlines was favorable and several requests for additional copies have
been filled. An additional 10 outlines
will be provided to chapters for 198586, bringing the total to 25. While
chapters do not have to use the outlines per se, they must choose at least
three topic s for tec hnic al meetings
covered by the outlines.
A prom otional broc hure explaining
the Ack now ledgement of Continuing
Education (ACE) program was completed. It will be distributed to chapters
during the c om ing year This s hould
clarify some of the ques tions about
how the ACE program works.

NAA Video Network
Praise for the quality and content of
the NAA Video Netw ork tapes c ontinued to run high during 1984 -85.
While the number of subscribers was
somewhat disappointing (about 135),
the number of people tak ing advantage of the program for m aintaining
their CPE credits increased substantially. A com puterized program , w hic h
enables NAA to provide a print -out of
continuing educ ation hours from this

source, has been completed. The first
statements were sent out in early
February. The current plan is to send out
statements to all users of the network on
an annual basis. However, those subscribers who need data on other than
a calendar year basis may request it
at any time. Many subscribers are using the network as an exclusive source
of getting continuing professional
educ ation credit.

Self -Study Program
During the year, two new self-study
courses were introduced: "Overhead
Cos t Accumulation, Distribution and
Allocation" a n d "W ordscope: Computer Action Learning," The latter
course introduces a new concept for
teaching written communication skills
with the assistance of a microcomputer.
In addition, two courses are in
development. Although titles have not
been selected as yet, one course will
deal w ith the topic of responsibility
ac c ounting and the second course
addresses the prevention, deterrence
an d detection of fraud. The latter
cours e w ill be developed jointly by
NAA a n d the Institute of Internal
Auditors.

Academic Relations
Program
The NAAs academic relations pro-

gram continued the momentum established in 1983 -84, the first year of the
program. The highlight of 1984 -85 was
the Management Accounting Symposium spo nso red jointly with the
Management Accounting Section of
the American Accounting Association.
The Symposium brought together accounting professors an d practicing
management accountants to discuss
practical cases presented by representatives of companies. The costs of
the program were covered by the professors' schools a n d contributions
made by seven companies. This is the
first in a series of symposia to increase
the interaction betw een ac a de m e
a n d the m anagem ent accounting
profession.
The netw ork of Managem ent Accou nti ng Coordinators b e g u n in
1983 -84 has worked well in providing
NAA a solid link w ith the academ ic
community. Through this network materials on the CMA prog ram , NAA
research studies, and other publications of interest have been distributed
to faculty and students.
Two issues of the Managem ent Accounting Campus Report, a newsletter
from NAA to the academic community,
were published. They contained articles on NAA activities, management
accountants, a n d a brief m anagement accounting case for students and
faculty to consider. The coordinator
network was used to distribute the
Campus Report.
Again this year, the academic relations department was fortunate to have
the services of a loaned executive from
the General Mills Corporation, Stan
Hunt. This continued support provided
the continuity necessary to maintain
the ac ad em ic relations program's
momentum.

Public Relations
Media, both national and international, displayed increased interest in
the activities and purpose of the NAA
this year. NAA has moved in the eyes of
the press from who NAA is to NAAs role
as a major force in management accounting, and what NAAs position is on
controversial issues.
The Second International- European
Conference, held in April, in Paris,
France, attracted the major European
media, Before the coverage of that
NAA event could clear the w ires, the
media, in full force, was back at work
in St. Louis at NAAs Annual Meeting —
drawing the attention of virtually every

PUBLICATIONS &
MEMBER SERVICES

major news report, both electronic and
print, during the conference. This included ABC, CBS, and NBC, as well as
Cable Networks, and w ire s ervic es .
Press briefings, releases, and exclusive
interviews provided information which
has be en c ar ried i n the Wall Street
Journal, UPI, AP, USA Today, New York

Times, Forbes, Business Week, Industry
Week, Automation News, ABC Television (W orld News Tonight), Money
Magazine, Inc., Journal of Accountancy, World Accounting Report, Journal of Commerce, Kiplinger Report,
Dow Jones News Services and Bureau
of National Affairs Publications.
In the near future, NAAs public relations office will launch its own news
service "NAA Syndicated News.' This
service will be direc ted to our m ore
than 350 chapters and their needs to
prod uce higher quality newsletters
and enhance local c hapters ' public
relations activities.
It is clear that NAA has established
itself as a major, recognized source for
management accountants' views and
issues by the media through their daily inquiries and requests in the office of
public relations.

effectively promotethe CMA program
and s erves as a resource to support
other board activities.
As was the case for the other NAA
departments, 1984 -85 was a year of
change. The IMA moved from its offices
in Ann Arbor, Michigan (its location
from the inception of the program) to
the NAA facilities in Montvale, New
Jersey. The office layout was specially
designed for the efficient operation of
the IMA activities and for the security
necessary for the examination development activities. In a related activity,
progress has been made in developing a new computer -based information system to process IMA activities on
the NAA computer.

Publications
NAA published seven research
books and four m onographs during
1984 -85. Management Accounting,
the flagship of the departm ent, continued to benefit from a series of critiques by members of the Committee
on Publications. Although the number
of advertisements was dow n compare d to la st year, ad revenues increased as a result of rate changes.
Sales of the Management Accounting
subscriber list were up 37% and the
department also saw increased incom e as the result of advertising
arrangements w ith two financial services firms.

Y

INSTITUTE OF
CERTIFIED
MANAGEMENT
ACCOUNTANTS
The mos t s ignificant event during
1984 -85, other than the move to Montvale, was the NAAs Board of Directors'
resolution to adopt the recommendation of the IMAs Board of Regents to
change the nam e of the IMA to the
INSTITUTE OF CERTIFIED MANAGEMENT
ACCOUNTANTS. This new name reflects
more accurately what the IMA represents and it should clarify the relationship between the CMA and the NAA
unit that administers it.
The CMA Program continues its
growth. During this past year over 6,000
participants registered for the CMA examination. The number of CMAs now
exceeds 5,500, with over 780 new Certificates issued in 1984 -85. There are
more than 13,000 participants in the
program now.
As part of an effort to get more CMAs
involved, a Regents Assistance Committee was appointed. This Committee
of CMAs is assisting the Regents to more

Kurt A. Fuchs (seated right) received Certificate in Management Accounting No.
5,000. Joining him at the presentation ceremony are (back row, I -r), John R. laird,
corporate controller of American Express Co.; John E. White, vice president- financial
management development, American Express; Herbert H. Seiffert,1984 -85 NAA president and assistant treasurer at Johnson& Johnson. Seated to the left is Clark Johnson,
chairman of the ICMAs Board of Regents and vice president and general controller
at Johnson & Johnson.
Ac tive promotion of the CMA program has continued. Advertisements
featuri ng corp orate a nd publ ic accounting officials have appeared in
accounting magazines. Many requests
for information have resulted from the
ads. Among the results of the promotion has been a n increase in the
number of com panies offering inhouse CMA review courses. A video
tape of the CMA program was part of
the NAA Video Network; this provided
good exposure of the program to corporate ac counting and finance personnel. The academic relations program of NAA has been helpful in this
area by m ailing, on a regular basis,
CMA materials to students and faculty.

In addition to publishing the monthly

Association Leader, last fall w e published the first issue of a new publication — ManogementAccounting Campus Report—directed to ac counting
educators and students. This newsletter, sponsored by the Comm ittee on
Academ ic Relations, will b e issued
each spring and fall. It is already proving to be an effective public relations
and marketing tool in retaining current
student members and in recruiting new
ones.

Member Services
At year end 86,231 individuals were
being served as members of the Association. There were neophytes (Student

Members) and seniors (Retired Members a n d Emeritus Life Associates),
Regular, As sociate and International
Members —six kinds in all, each being
served in a particular w ay.
332 domes tic and 18 international
chapters served them on the front line,
backed up by 25 regional councils, 12
vice presidents, 130 national directors,
and a specially trained staff.
Reviewing the Franchises —
Chapter Charters
The Central Nebraska (Kearney),
Cope nha gen (Denmark), an d West
Alabama (Tuscaloosa) Chapters were
chartered. The Essex County Chapter
was m e rg ed with the Morristown
Chapter and the Upper Finger Lakes
Chapter with the Roc hester Chapter.
Peoria's nam e w as c hanged to the
Central Illinois Chapter. Three chapter
charters were recalled due to the lack
of leadership.
Developing Local Services —
Chapter Operations
Influenced by Executive Committee
observations, significant steps were
taken to develop leaders hip at loc al
and national levels.
To communicate effective methods,
the Manual on Chapter Operations
was revised and a new National Directors" Handbook was created.
Position descriptions for National
Vice Presidents and National Directors
were developed and adopted.
Chapter Leadership W orkshops will
replace Chapter Managem ent Seminars next year, following tests in three
geog rap hic ar eas in 1984 -85. National Vice Presidents will conduc t
training sessions for Assigned National
Directors, who will in turn head uptraining sessions for chapters.
New leadership program s were
created for c hap ters and councils.
"Rap Sessions" for incoming and outgoing NAA Committee members will be
held in conjunction with annual c onferences, commencing in June 1986.
In addition to all this emphasis on
leadership plans w ere developed to
strengthen and im prove support for
chapters with serious problems.
Insuring the Future —
Student Affiliates
The Association closed the year with
6,249 student members. They represent
the future of the profession and of the
Association.
Encouraging their entry, relating to
them , and helping them grow in the

profession and the Association is an enjoyable, satisfying, and pragmatic opportunity for all members and chapters. The number of chapters chartering and s ponsoring student affiliate
groups continues to grow, and reports
from chapters who plan to do so point
to an increasing recognition of this
growing edge in the accounting world.
Student mem bers were offered a
special registration package this year
and were in evidence at the St. Louis International Conference,
The Com mittee on Chapter Operations plans to develop ways to encourage student member participation in
specific projects; the Comm ittee on
Ac adem ic Relations appointed College Coordinators in each of the major colleges, a n d plans to issue a
public ation for accounting and busines s students; and the Mem bership
Committee is studying ways to increase, serve and retain students. Student Affiliate Groups have been the
best method found to date.
Enlarging the Base — Membership
Like all individual- m embership
associations, NAA is finding that
methods of maintaining and increasing the base must be given high priority. The Comm ittee on Marketing and
Membership and Board of Directors
knew full well a three -year trend was
continuing. At year end, 5.3% of the
members hip had been lost, despite
concentrated efforts to prevent it. The
offensive, on the acquisition side, had

been three -fold:
1) A Member Benefits Guide w as
devel oped;
2) 50,000 CFOs were invited to join
NAA by President Seiffert. (Coincidentally, in connection w ith
the 1985 Inter nati onal Conference, the Membership and Executive Com mittees met a contingent of St. Louis area CFOs.)
3) The President's Leadership and
Outstanding Member Award program s w ere im p roved a nd expanded. They w ere acted upon
by c h a p t e r m em bers, a n d
awards were captured by 1,031 of
them. More than 13,000 applications a n d reinstatements were
received.
The offensive took on retention as
well. As the result of an extensive study
during the year, the Association has put
into place for 1985 -86 a program of
m onetary incentives to chapters.
Monthly per- capita payments to chapters w i ll be b ase d o n a gra dua ted
scale of individual m em bership longevity. This will act as an incentive for
chapters to attack the challenge of
keeping members.
Responding to Local Needs —
Community Responsibility
NAAs recognition of its unique opportunity to assist in the development and
well -being of the communities where
its m em bers live and work becam e
clearer than ever this year. Members

are becoming more and more aware
that the economic status of their environment affects their income and
way of life. Based on the principle that
'as the tide goes up, so do the boats';
chapters were encouraged to periodically review needs in their own communities and to determine selected
projects they are uniquely capable to
provide. 106 chapters reported on
various levels of accomplishment in this
regard in 1984 -85, and a plan was approved wherein all chapters will send
status reports next year.
The Blue Grass Area and New York
Chapters, challenged by two very
diverse environments, were judged by
their peers to have exceeded all others
in their choice of projects and their
commitment to complete them effectively. They each received an S. Alden
Pendleton Award from the Association.
The judging was not easy. Alaskan,
Bakersfield Area, Buffalo, Butler Area,
Birmingham - Vulcan, St. Louis, San Francisco, and Syracuse also had excellent
reports of outstanding activities and
were awarded Distinguished Service
Award Certificates.
Chapters applying for the
"Pendleton" award could also enter a
student applicant for the Stuart
Cameron McLeod Society Scholarships. The awards ($1,250 each) went
to Kimberly Ann Newton, entered by the
Blue Grass Area Chapter and Thomas
F. Roach, recommended by the
Rochester Chapter.
The Committee on Community Responsibility continued its review of the
suggestions, ratings of past experiences, the literature, and avenues for
training and recognition which the
Association provides to encourage
and assist its members and chapters to
develop their response-abilities .
Broadening World Participation —
International Operations
The Committee on International
Operations, chartered in 1984, held
meetings this year in connection with
the Association's board sessions.
Plans are developing to expand NAA
activities in Brazil (seven chapters) and
neighboring countries, under the
leadership of NAA members in those
areas. Work on new chapters is also
under way in Vienna, Austria, and Oslo,
Norway.
NAAS representative on IFAC, Joe
Brumit, and Adolph Enthoven attended the "Asian and Pacific Conference
on Education'; sponsored bytheAsian

Development Bank, the World Bank
and IFAC. It dealt with the need for'bccountability" of funds provided to
needy nations for worthy projects.
Improving Regional Support —
Regional Councils
The Committee on Regional Councils
is fully operational as an integral part
of the association structure. Liaison has
been established with the Committee
on Chapter Operations to provide
orderly transition of program
development.
An advisory document, Guidelines
for Regional Councils, was issued in
keeping with their role of assisting and
augmenting chapter activities. Councils are generally placing more emphasis on professional development
programs for members in their regions.
In 1984 -85 this included utilization of
the NAA Video Network and 36 professional development seminars conducted by 24 Councils, plus the educational program of the April international regional conference, which was
planned by the European Regional

Council,
The Association will present Council
Awards of Excellence beginning in
1985 -86.
Plans are being developed to form
a South American Regional Council.

Building Fund
The purpose of the NAA Building
Fund is to offset capital costs of the new
building. Solicitation programs have involved the National Board of Directors,
chapters and councils, past national
officers, and the McLeod Society.
This year, chapters were requested to
solicit funds from the general membership. Richard Harris, chairman, was assisted by six regional chairmen and 31
vice chairmen and division chairmen.
General Chairman Warren Byrne reported at the dedication ceremony
that more than S619,000 had been
pledged or contributed, 52% of this
came from members and staff, 23%
from companies, 7% from chapters,
3% from councils, and 15% from gifts
in kind.

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

COMBINED BALANCE SHEET
June 30, 1985 and 1984
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.
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S 1,615
3,950

1984

501
6,465
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LIABILITIES and FUND BALANCE
Accounts payable and accrued expenses
.....
Bonds payable (note 6)
....................
Deferred revenues
Membership dues
... ... ... ... ... .. .....
Building fund contributions
..........
Research contributions (note..1).
....
.. . .
Other
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
....
Total liabilities
.
.
.
.
.
.
.
.
.
....
Fund balance

(1,181)
$

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

501
6,465
1,015
188
$10,981

-

.

.

.

.

ASSETS
Cash (note 1)
. . . . . . .at. .cost
. . . . (note
. . 2). . . . . . . . . . .
Marketable securities
. . . . . .. . .
Receivables net of allowance for doubtful
accounts ($28 and 26)
. . and
. . . .software
. . . . . . . .(note
. . . . .3).
Plant, property, equipment
Due from (to) funds
Other assets ......... .... . . . . . . . . . . . . . . . . . . .

1985
Memorial
Reserve
Education
Fund
Fund

-

Current
Operating
Fund
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COMBINED STATEMENT OF REVENUES AND EXPENSES AND CHANGES IN FUND BALANCE
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REVENUESOVEREXPENSES
EXCESS (DEFICIENCY)
FUND BALANCE, BEGINNING OF YEAR
CAPITAL ADDITION
Building fund contributions (net out of pocket
exp en s es of $ 5 0 ) . . . . . . . . . . . . . . . . . . . . . . . . .
TRANSFERS
CMA special promotion program
National office relocation
Balance authorized expenditures for new office
facility
Reimbursement of funds advanced
FUND BALANCE, END OF YEAR
See notes to combined financial statements
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CMA special promotion program
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EXPENSES
Payments to chapters
. . . program
............ ..........
Professional educational
Technical information and library . . . . . . . . . . . . . . .
.... .....
Technical publications
Member interest groups
A n n u al con feren ce . . . . . . . . . . . . . . . . . . . . . . . . . . . .
International conference
CMA program
Research fund expenditures
Management accounting practices
Academic relations
Marketing and membership
Chapter operations
Public relations and promotion
Accounting, information services, and general office
Occupancy costs . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Administration
Meetings planning
.
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REVENUES
Membership dues
....
...
. . . . .program
.....
Professional education
......
......
Advertising and sales of publications
....
......
Member interest groups
....
.......
Annual conference
............................
International conference
.........
....
Institute of Management Accounting
Research fund contributions applied . . . . . . . . . . . . .
.........
Academic relations symposia
.... ....
.
.
.
.
.
.
.
Interest and dividends on investments
.
.
.
...
Gain on security sales
..... .... .... .... ....
Registration fees for membership
Miscellaneous. . . . . . . . . . . . .. .. .. .. . . . . .. .. .. .. . .. .. .. ..

-

Current
Operating
Fund

1985
Memorial
Reserve Education
Fund
Fund

4,634

NATIONAL ASSOCIATION OF ACCOUNTANTS
and
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COMBINED STATEMENT OF CHANGES IN FINANCIAL POSITION
Years Ended June 30, 1985 and 1984
(In Thousands)
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371
(733)
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1,049

—

226
(371)
733
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420

—

(44)
(834)
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—

44
834

3
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28,678
107
2,986
172

—

—

4,847

345
50
28,158
371
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—

—
—
—
—
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24,709
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1,406

—

—
—

—

345
50
23,311
371

928
4,000

—
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—

—

28,803

—

—

—

4,847

—

—

—

935
327
19,862
84
1,406

827
117
5
3
24,658

(6)

—

—

—

75
227

613
197
(269)

—

936
6,457

$

343
(595)

13
184
28,758
63

—

—

5,410

(930)
22,346

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

Funds applied
Decrease in deferred revenues
Membership dues
.........................
Building fund contributions
. . . and
. . . . software
...........
Purchase of furniture, equipment
....
Building .. .
Other
. . . of
. . marketable
. . . . . . . . . securities
......................
Purchases
.............
Increase in receivables
. . . . . . . . .costs
..............
Increase in land and construction
..........
Increase in other assets
. . . . . . . and
. . . . accrued
............
Decrease in accounts payable
expenses ..
. . . . . payable
..........................
Decrease in bonds
...................
Total funds applied
.
.
.
..................
Capital additions - building fund contributions (net) .
Transfers
CMA special promotion program
..............
National office relocation
. . . . . . . . . for
. . .new
. . . .office
.....
Balance of authorized expenditures
facility
. . . . . . .of. .funds
. . . . .advanced
.....................
Reimbursement
..... , .. , . , .
Total transfers
.
.
.
.
.
.
.
.
.
.
.
.
.
........... .
Net increase (decrease) in cash
. ., .,,.,,. ., ,,. .,
Cash balan ce. b eg inn in g of year,,.,,. ., ,,
Cash balance, end of year
. . . . statements
.................
See notes to combined financial

—

13
184
23,348
63

6

37

—

.......

Total funds provided from (used by)
operations
.............. ..........
Increase in deferred. .revenues
Membership dues
. . . . . . . . . . . . . . . . . . . . . ...
Building fund contributions
..................
Research contributions
.. . . .. . . . . .. . . .. . . .. . .
O t h er . . . . .
Proceeds from sale of marketable securities
......
Decrease in other assets
. . . . . .and
. . . accrued
.............
Increase in accounts payable
expenses
. . . .sale
. . . .of. .bonds
....... ...............
Proceeds from
. . .advances
.............. .
(Increase) decrease in interfund
.......
Total funds provided

$

Combined

—

S

—

S (675)

—

Funds provided
From operations
Excess (deficiency) of revenues over expenses . .
Add (deduct) items not requiring
(providing) funds
Depreciation and amortization
.............
(Gain) on sale of marketable securities

Combined

—

Current
Operating
Fund

1984

-

1985
Memorial
Reserve Education
Fund
Fund

1
S 1

1,016
454
S 1,470

(969)
1,422
S 453

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

NOTES TO COMBINED FINANCIAL STATEMENTS
June 30, 1985

Memo rial E ducatio n Fund
The Memorial Educatio n Fund has been established fo r the purpo se o f suppo rting and f urthering the educatio nal go als o f the
Association. Co ntributions fo r such purposes, and interest earned
on the Fund's investments, are recorded in the Fund. The Board of
Direc to rs has app ro ve d a po li cy that o nce the Fund rea ched
$100,000 the earnings on the fund investments may be expended.
The Fund is administered by a committee of trustees whose actions
are subject to the appro val o f the Executive Co mmittee.
No funds were expended during the year ended June 30, 1985.
At June 30, 1985, $57,292 was available for f uture expenditures.
Research Fund
The Research Fund, which is administered by the Committee on
Research, has been established for the purpose of providing funds
for the expansion of the research activities of the Association. The
policy of the Association is that funds contributed fo r research be
included in the Current Operating Fund and that expenditures f or
research will come first from the amount of the Association's annual
budget f or this purpose. Any excess expenditures will be charged
to contributed f unds and remaining co ntributed funds will be de-

Cost
$2,392
3,544
—
$5,936

Market
S2,425
4,284
—
$6,709

Cost
$5,878
3,370
141
$9,389

Market
S5,867
3,520
141
$9,528

The trustees of the Memorial Education Fund authorized the commingling of the investments of the Fund with those of the Reserve Fund
beginning in July 1984. The investments of the Fund (cost S164,000;
market $198,000) are Included in the investment po rtfo lio o f the
Reserve Fund. During the year, these investments earned $29,000
in interest and net capital gains.
Note 3 — Plant, property, equipment and so f tware
As of June 30, 1985 and 1984, plant, property, equipment and software consisted o f the fo llowing:
(In Thousands)
1985
1984
S
—

998
3,768
2,345

—

Land . . . . . . . . . . . . . . . . . . . . . .
Building . . . . . . . . . . . . . . . . . . .
Furniture and E quipment . . . . . . . .
Leaseho ld improvements . .
Software . . . . . . . . . . . . . . . . . . . . . .

$

1,318
200
370
1,888

605
7,716

Less accumulated depreciatio n
and a m o rt i z a t i o n . . . . . .. . . . . . .

1,108
780
3,360

1,251
6,465

Land and constructio n co sts.
6,465

$

Reserve Fund
In June 1982 the Board of Directors approved future expenditures
from the Reserve Fund for two purposes:
1, For the acquisition of land and the constructio n of a building
in Bergen County, Northern New Jersey and f or such moving
and related costs as may be required in an amount no t to exceed $2,000,000. As of June 30, 1985, $2,000,000 had been
transferred. The additional funds to complete the project were
obtained thro ugh the issuance o f $4,000,000 o f Industrial
Development Bonds by the New Jersey Economic Development
Authority (See Note 6), building fund contributions received and
other funds of the Association.
2. For the implementation of a comprehensive marketing and promotional effort for the Certif icate in M anagement Accounting
P ro gram in the amo unt of $300,000. A s o f June 30, 1985,
$248,180 had been expended.
The cash is held by a bro ker and earns interest at a rate which
approximates the weekly 90-day U.S. Treasury Bill rate.

Fund
Current Operating
Reserve
Memo rial E ducatio n

—

Certain expenses fro m 1984 were reclassif ied fo r comparative
purposes.

No te 2 — M arketable securities
Following is a summary of marketable securities by fund as of June
30, 1985 and 1984.
(In Thousands)
1985
1984

—

Reclassification

Current Operating Fund
Revenue recognition
Membership dues are recorded as revenue duri ng the applicable
membership perio d and no po rtio n o f such dues is allo cated to
subscription revenues in the combined financial statements. Registration and examination fees are recorded as revenue when the related
pro gram o r examination takes place. A dvertising revenues are
recorded as revenue when the applicable publications are issued.
Plant, property, equipm ent an d software
Plant, property, equipment and so ftware are recorded at cost.
Plant and equipment are depreciated on the straight -line method
over their estimated useful lives. Software is amortized on the straight line metho d over a period of f ive years.

ferred and committed to f uture research expenditures. Funds contributed fo r research with a specific dedicatio n or restriction to a
specific research subject or pro ject will be co nsidered restricted
funds and accounted f or as such.
The fo llo wing is a summary o f transactions aff ecting def erred
research co ntributions for the 1985 fiscal year:
(In Thousands)
Balance July 1, 1984 ... . . . . . . . . . . . .
. . . $ 31
C o nt r i b ut i o ns r e c e i v e d . . . . . . . . . . . . . . . .
13
44
Res ear ch Fund co ntr ibutio ns ap pli ed .. ... .. . .
—
B alance J une 30, 1985 .... .. , . ,
$ 44

$

Note 1 — Summary of significant accounting policies
The co mbined financial statements include the f unds and accounts of the National Association of Accountants (Association) and
the National Association of Accountants Foundation, Inc., (Foundation) (S ee notes 6 and 7), a related entity. The combined financial
statements do no t include the f unds and acco unts o f chapters,
regional councils, and the Stuart Cameron McLeod So ciety.
During the current year, the Association had formed, or was in the
process of forming three new corporate entities that would assume
control of the operations of the Association and also provide for the
inco rpo ration of the Association. These entities had no activities
during the year ended June 30, 1985.

4,140

Note 4 — Pension plan
The A sso ciation has a no ncontributo ry pensio n plan covering
substantially all employees. The Association's policy is to fund pension expenses as accrued. Total pension expense was approximately
$92,000 and S238,000 for the years ended June 30, 1985 and 1984,
respectively. The decrease in pension expense in 1985 relates principally to changes in the actuarial assumptions concerning the annual rate of return on plan investments and the assumed annual rate
of increase in the FICA wage base. The actuarial funding method
used is the Frozen Entry Age Actuarial Cost Method. Actuarial gains
totaling approximately $72,000 are being amortized over a 10 -year
period f rom July 1, 1976; the balance at June 30, 1985 amounted
to approximately S7,20p.
Accumulated plan benefits, as defined by the Financial Accounting Standards Board, are retirement plan benefits earned to date
by plan participants. Such benef its, calculated as of the most recent valuation date (July 1, 1984), along with net assets available
for benefits, measured on a market value basis, follow. For 1985 the
calculations are prepared using an assumed rate of return o f 8' /z
percent on plan investments and an assumed annual rate o f increase in the FICA wage base of 5 percent. In the prior year, these
assumptio ns were 6 1/ 2 percent and 6 percent respectively.

Actuarial present value o f accumulated plan benefits
(In Thousands)

/c

S 998
3,768
937

Expensed

659

-

... .. .. ..

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

.

.

.

Sources of Financing
(In Thousands)
New Jersey Eco nomic Development
Authority Bonds
Building Fund contributions
.. .. . ..(net
. .. .of..out
. .. . .. .. .. .. .. .
of pocket expenses of $50)
Reserve Fund authorization .. .. . .. .. . ... ... ..
Current Operating Fund
.. . . . .. . . . . .. . . . .. . . . .
.. . . . .. . . . .. . . . . ... ... ..
Total

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

227
118
1,004
$6,707

4,000

371
2,000
336
$6,707

.. . .. .B..o .nds
.. . are
. special
The $4,000,000 of Industrial Develo pment
obligatio ns of the New Jersey Economic Develo pment A utho rity
guaranteed by the Association and require interest payments semiannually on January 1 and July 1 of each year beginning January
1. 1984 at the rate set f orth in the maturity schedule as follows:
.

LIABILITIES and FUND BALANCE
A cco unts payab le and accrued
expenses
.. . . .. . . .. . . .. . . .
Bo nds payable
Deferred revenues.. .. . .. .. . .. .
Membership dues
.. .. .. .. ..
Research contributions
Other
.....
. . . .. . . . .. . . . .. . . .
Total..
liabilities
. .. . .. . .. .
Fund balance (def ..
icit)

.....

167
2,392

Foundation

S 253

Current
Operating
Fund

S

420
2,392

-

$

501
-

501

1,783
339
85
$5,267

4,682
676
103
$5,714

6,465
1,015
188
$ 10,981

1,432

S 183
3,950

1,615
3,950

3,607
44
302
5,385
(118)
$5,267

4,133
1,581
$5,714

3,607
44
302
9.518
1,463
$10,981

The Fund balance as of June 30, 1985, consists of the following
co mpo nents:
Association

$

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

Total

ASSETS
Cash
.. . . .securities
. . .. . . . . .at..co
. . st. . ....
Marketable
Receivables net of allo wance for
do ubtf ul accounts
.. .. . ..and
.. .
Plant, pro perty, equipment
so f tware net of accumulated
depreciatio n and amortizatio n
Due from (to) funds
.. .. . .. . .. .
Other assets

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

5,703
Moving and related Costs
(1984 -85 S607; 1983 -84 $52)
Rent
919 Third Avenue
.. .. . .. . .. . .....
November 1, 1984 to April 30, 1985
Consulting expenses
.. . .. . .. . .. .
(1981 -1982) . . . . . . . .

Association

$

(In Thousands)
Capitalized
Land
.. . .. . ...... ......... ..
Building
. . .. .. .. .. ...
. .... ... .. . ...
. .....
. . .. ..
. . .. ..
. . .. ..
Furniture and equipment . . . . . . . . . . . . . . . . . . . . . .

(In Thousands)

-

Note 6 - New office facility
In July, 1983, the Fo undation acquired land in M o ntvale, New
Jersey, for the purpose of constructing an off ice facility which has
been leased to the Association f or its National Headquarters as
discussed in Note 5. A summary of the cost and sources of financing is as follows:
Summary of Cost

Note 7 - National Association of Accountants Foundation, Inc.
Included in the Current Operating Fund is the f inancial data o f
the Association and the Foundation. The respective balance sheets
as of June 30, 1985 are as follows:

-

Note 5 - Commitments
A reimbursement agreement dated July 1, 1983 between the
Association and Manufacturers Hanover Trust Company regarding
the issuance of an irrevocable letter of credit by the bank to facilitate
the sale of New Jersey Economic Development Authority Bonds contains a provision that the Association agrees to pay 114% per annum
on the outstanding balance of the letter of credit. For the year ended
June 30, 1985 the total co mmissions amounted to $52,975.
The Association entered into a lease agreement dated July 1, 1983
which provides that the Association will lease from the Foundation,
the land and building located in Montvale, New Jersey, for a period
of twenty -five years fo r appro ximately $422,000 per year which
represents the interest and principal payments o n the outstanding
bonds of the New Jersey Economic Development Authority. In addition, the Association is required to pay all real estate taxes on the
property.

-

......... , .. $3,479

Under a deferred compensatio n plan f or certain emplo yees o f
the Associatio n a pro vision of $20,000 is being accrued annually
to provide an amount, at age 65, equal to the present value of anticipated payments to these individuals. As of June 30, 1985, $100,000
has been accrued and no payments have been made.

$

Net assets available for benefits

$1,972
131
$2,103

-

Vested ..
Nonvested . . . . . . . . . . . . . . . . . . . . . . . . . . .
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

MATURITY SCHEDULE
$715,000 Serial Bonds
Due
Interest
Due
Interest
July 1
Amount
Rate
July 1
Amount
Rate
1984
$50,000
5.00 %( W id)
1989
$70,000
7.50 9
1985
55,000
6.00
1990
80,000
7.75
1986
60,000
6.50
1991
80,000
8.00
1987
65,000
7.00
1992
90,000
8.25
1988
65,000
7.25
1993
100,000
8,50
The remaining 9.5/8 percent term bo nds to taling $3,285,000 will
be retired annually by redemption from July 1, 1994 to July 1, 2008
by lot or other method as determined by the trustee.
In connection with the construction of the office facility, the Foundation has capitalized interest co sts in accordance with the applicable Statements of the Financial Accounting Standards Board.
During the construction period which ended on October 31, 1984,
interest costs of $483,529 were incurred, of which $337,529 were offset
by interest income earned on investments acquired with the proceeds of the above tax-exempt bonds. The remaining $146,000 was
capitalized.

Fund balance (def icit) f ro m
operatio ns bef ore special
deductio ns .. . .. . . .. . . .. . .
Capital transfers
from
Reserve Fund (net)
.. ..(deficit)
.. .. ..
To tal Fund balance

$ (118)
-

S (118)

Foundation

S

96
1,485

S1,581

Current
Oper ating
Fund

$

(22)

1,485
S 1,463

Note 8 - Subsequent Event
The Association has received co rrespo ndence from the building
co ntracto r requesting additional co mpensation in the amo unt o f
5205,992 in connection with the co nstructio n o f the headquarters
building in Montvale, New Jersey. As of August 23, 1985, no legal
action has been taken and the Association does not anticipate that
this claim will result in any payment by the Associatio n.

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

ACCOUNTANTS' REPORT

PA N NE L L
KERR
FORSTER
Certified P ublic A cco untants
420 Lexington Avenue
New York, NY 10170

The Board of Directors
National Association of Accountants
We have examined the combined balance sheet of the
National Association of Accountants and National Association of Accountants Foundation, Inc. at June 30, 1985 and
June 30, 1984 and the related combined statements of
revenues and expenses and changes in fund balance and
changes in financial position for the years then ended (the
financial statements for 1984 are presented herein in
summarized form). Our examinations were made in accordance with generally accepted auditing standards and, accordingly, included such tests of the accounting records and
such other auditing procedures as we considered necessary
in the circumstances.
In our opinion, the 1985 combined financial statements

referred to above present fairly the financial position of the
National Association of Accountants and National Association of Accountants Foundation, Inc. at June 30, 1985, and
the results of their operations and the changes in their financial position for the year then ended, in conformity with
generally accepted accounting principles applied on a
basis consistent with that of the preceding year.

- /<,--, A 4 Z : ,- _
August 14, 1985, except as to Note 8 which date is August
23, 1985

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

SUPPLEMENTARY INFORMATION (UNAUDITED)

HISTORICAL COST FINANCIAL DATA
FASB Statement No. 33, Financial Reporting and Changing Prices, requires that certain large publicly held companies present information about the effects of changing
prices and encourages other organizations to experiment
with such information. The accompanying five -year summary
contains selected data for the Association for the fiscal years
ended June 30,1981-1985 on the basis of historical cost and
historical cost adjusted for general inflation.
The historical cost financial data adjusted for general inflation is the result of restating all historical revenues, expenses and fund balances in terms of dollars of average
1984 general purchasing power as reflected by the Consumer Price Index. Restatement of the prior year's reported
results in terms of a constant measuring unit, today's dollars,
makes all years comparable. When adjusted for the effect

of general inflation, the five -year presentation more clearly
portrays the trends in revenues, expenses and fund balances.
No adjustment was made for depreciable assets as they are
not a material factor. The average Consumer Price Index for
the calendar year was used in lieu of recalculating an
average as of June 30 for each respective year.
Over the last five years, on a historical cost basis, revenues
have increased by 50.5 percent and expenses (excluding
relocation expenses and CMA special promotion program
expenses) by 37.2 percent. When adjusted for the effects of
inflation, revenues have increased 20.6 percent and expenses 10.1 percent. During this some five -year period,
membership has decreased by 109 percent. At the same
time, growth in revenue - producing activities has generated
funds that were used to provide services to members.

Historical Cost Financial Data as Reported
In the Financial Statements

1985
7,016
605
1,405
874
395
638
10,933
10,730

S

203

Fiscal Years Ended June 30
1984
1983
1982
S 6,243
S 5,429
S 5,136
706
904
1,054
1,250
907
949
883
810
632
408
340
392
501
621
886
9,991
9,011
9,049
9,605
9,261
9,249

1981
S 4,403
1,020
637
527
242
438
7,267
7,819

S

386

$

(250)

S (200)

S (552)

(396)
4,044
143
57

S (210)
4,148
136
61

S 1,463
3,412
167
64

S 1,035
3,461
138
62

S (472)
4,348
145
60

$10,933
10,730

S10,361
9,961

S 9,603
9,870

S10,247
10,473

S 9,062
9,750

S

S

400

S (267)

(226)

S (688)

1,073
3,589
143
297
85,036
99

S (503)
4,634
155
289
89,265
93

(448)
4,579
162
272
90,434
100

S (262)
5,172
170
247
90,202
99

$

REVENUES'
Member Dues
Education . . .. .. .. .. .. .. .. .. .. .. .. ................. .. .. .. .. .. .. .. .. .. ..
Publications and advertising
.................
Institute of Management Accounting
...........
Annual conference
.........................
Other
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. .,.,.,
Total. revenues
Total expenses (excluding special deductions)'
Excess (deficiency) of revenues over expenses
before special deductions'
........... . . . ... .
FUND BALANCES
Current Operating Fund
...... . . . .... . . . . . . . .
Reserve Fund
. . . . . .Fund
. . . . . .. ... ....
. . . .. .....
. . ... ... . .. .. .... ..
Memorial Education
Percent of member dues revenues to total revenues

$

(In Thousands Of Dollars)

S 1,463
3,412
167
308
80,342
95

$

203

$

Total revenues'
. . . . . . . . . special
. . . . . . .deductions)'
.............
Total expenses (excluding
Excess (deficiency) of revenues over expenses .. .
before s pec ial d ed u c t ion s ' . . .. . . .. . . .. . . . . .
FUND BALANCES
Current Operating Fund
.....................
Reserve Fund
. . . . . .Fund
........................
Memorial Education
...(1967
. .... =. 100)
.... . .... .
Average Consumer Price Index
......
Number of dues paying members at year end
....
Number of employees at year end
. . . . . . . . . . ...
'Current Operating Fund

$

Historical Cost Financial Data Adjusted for
General Inflation (in Average 1984 Dollars)

EXECUTIVE
COMMITTEE

FINANCIAL
REVIEW

Current Operating Fund
For the year ended June 30, 1985
revenues exc eed ed expenses (excluding relocation and CNIA special
promotion expenses) by $203,252
com pared to a prior year exc es s of
S387,058.
Mem bers hip dues revenues increased by $773,027. This increase
reflects the second -year effect of the
dues increase on September 1, 1983
offset by a dec rease in m embers in
good financial standing of 5.3% for the
year. Payments to chapters increased
by $13,205.
Revenues from the profes sional
education program dec reas ed by
$101,113 as a result of fewer programs,
reduced attendance and tem porary
cessation of the self -study programs. As
most of the related expenses are fixed,
the total dec reas e in expenses was
only $12,583,
Annual Conference revenues decreased by $13,316 as a result of reduced attendance at the program. Expenses dec reas ed by $51,361 because of reduc ed m eal and other atconferenc e expenses. The International Conference held in Faris in April
generated revenues of $44,005 and incurred expenses of $91,391. The principal cause for the deficit was that attendance at the conference was significantly under plan.
The Member Interest Group program
b e g a n s ervi c ing subs c ribers on
January 1, 1985 and reflects revenues
of S82,044 and expenses of $398,241
for the fiscal year. The balance sheet
reflects deferred revenues of $115,421
related to this new program representing future services to subscribers.
Revenues from advertising and the
sale of pu bl ic a ti on s in c r ea s e d
S154,897 from the prior year. Expenses
for the program increased by S128,941.
The Academic Relations s ymposia
generated contributions and fees of
S23,084. Expenses for the Academic
Relations Program totaled $107,951
which is an increase of $74,517 from the
prior year.
Accounting, Information Services,
a n d General Office expenses increased by $99,682 principally as a
result of deprec iation expense of
$61,799 on furniture and equipment
acquired as a res ult of the m ove to
Montvale, N.J. and food service costs
for the employee dining room of
$49,890.
The increase in occupancy costs of

$262,348 reflects the increase in the
num ber of square feet occupied. On
the basis of cost per square foot, these
expenses are significantly lower than
comparable space rental expenses in
New York City.
In order to elim inate the operating
deficit in the Current Operating Fund,
a policy was approved stating that effec tive J uly 1, 1984, actual expenditures are not to exceed 98% of actual
revenues excluding expenses w hich
are offset by transfers from the Reserve
Fund. Revenues for the year totaled
$10,933,418. Operating expenses for
the yea r e nded Ju ne 30, 1985 (excluding National office relocation expenses of $834,338 and CMA special
prom o tion pr o g r a m expenses of
$43,754), totaled $10,730,166 which exceeds 98% of revenues by $15,416.
Net Building Fund contributions of
S371,500 are reflected as a capital addition to the Fund. An equivalent
amount was transferred to the Reserve
Fund as a reimbursement of funds advanced for the acquisition of land and
the construction of t he building in
Montvale, New Jersey.

Reserve Fund
For the current year gains on Security sales totaled $572,220 as compared
to a gain of $268,906 in the prior year.
Registration fees received from new
members totaled $110,898 compared
to S113,350 in the prior year reflecting
a decrease in new mem ber applications. During the year, authorized
transfers to the Current Operating Fund
of $834,338 for National office relocation expenses, $225,893 representing
the bal an ce of authorized expenditures for the new office facility and
$43,754 for the CMA special promotion
program w ere m ade. An amount of
$371,500 was transferred from the Current Operating Fund representing a
reimburs em ent of funds advanced.

Memorial Education Fund
Contributions for the year amounted
to $275 compared to S835 during the
prior year. As a result of commingling
the investments of the Fund with those
of the Reserve Fund, interest and dividends totaling $6,476 and a gain on
security sales of $22,618 were reflected
for the year compared to interest on
investments in the prior year of S12,133.
No transfers were made from the Fund
during the year.
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EDWARD D. HERRING, CMA, Mobile
RICHARD J. HOBDAY, Omaha
PHILLIP R. INMAN, South Birmingham
PAUL E. IZZO, Akron Cascade
BRUCE C. KARSK, Platte Valley
RICHARD M. KAUFMAN, El Paso
EARL K. LITTRELL, CMA, Salem Area
D. JOSEPH LUTHER, CMA, Canton
MARTIN S. McDERMUT, Los Angeles
NORMAN R. MEONSKE, Cuyahoga Valley
LEONARD F. MURPHY, Nebraska
Cornhusker
ROBERT E. O'BRIEN, JR., Racine - Kenosha
GROVER L. PORTER, Northeast Mississippi
THOMAS J. REARDON, CMA, Westchester
BRADLEY M. ROOF, CMA, Virginia Skyline
THOMAS A. RUBIN, CMA, Washington
G. ALAN SAMS, Columbus
DANIEL SCHLECHTER, Norwich
JOHN G. SCHMID, JR.. Bridgeport
JAMES H. SELLERS, Tyler Area
CARL S. SMITH, CMA, Hartford
MARTIN S. SMITH, JR.. Akron Cascade
ROBERT E. STOCKMEYER, Evansville
MILYN J. VOLLMER, Racine - Kenosha
WILLIAM M. WATTS, JR., Florence Area
NORMAN HADAD, CMA, Staff Secretary

COMMITTEE ON
FINANCE

MOHAMED HEGAZY, Cairo Egypt
CHARLES B. HOLLAND, Sao Paulo
HISAO KOGA, Tokyo
STEVEN E. KRAFT, Swiss
ANTHONY M. LEACH, Netherlands
THEODORE G. LIE& Philadelphia
ANTONIO C. LOPES, Rio De Janeiro
SILVIO MARRERO, Atlanta Central
RICHARD D. PETERS, St. Paul
GERARD PETIT, France
HOWARD L. SIERS, Delaware
ROBERT J. SNYDER, Dusseldorf
LORNE D. WALKER, Boston
JAMES D. COLLIER, Staff Secretary

ROBERTE.PATERSON,New York,
Chairman
HAROLD E. ARNETT, CMA, Ann Arbor
HERBERTM. AUSDERAU, Niagara
PENNY A. FLUGGER, New York
JAMES G. HUMMEL, Evansville
WILLIAM J. MAUS, Erie
BILL G. McCLAIN, Central Texas
WILLIAM C. MERRICK, Atlanta Central
EARL R. MILNER, Milwaukee
EDWARD M. PALUGA, Chicago
CLAIR M. RAUBENSTINE, North Penn
STEPHEN P SALZMAN, Long Island-Suffolk
ROBERT L. SINAGRA, Norwich
ARNOLD G. SWENSON, Rockford
JOHN W, TOWNS, JR., Butler Area
GUY B. WILSON, Orange County
GLEN E. WOODSON, Caton
A. KENNETH BENSON, CMA, Staff
Secretary

COMMITTEE ON
INTERNATIONAL OPERATIONS

JEAN COHEN- SCALI, France, Chairman
JAMES J. CORBOY, Dallas
RAMON J. DE REYNA, New York
LUIS C. DIAZ, Philippines
ADOLF J ENTHOVEN, Dallas
HERNANDO L. FORTINI, Buenos Aires

COMMITTEE ON
MARKETING AND MEMBERSHIP

THOMAS M. O'TOOLE, Macomb County Michigan, Chairman
ROBERT M. ADAMOV, Akron Cascade
DONALD C. APPLE, Kansas City
R. DOUGLAS COWAN, Cuyahoga Valley
ROBERT R. DENSMORE, Macomb County Michigan
RICHARD A. DURO, Canton
JOHN R. DRISCOLL, San Diego
WILLIAM F. EPPS, Fayetteville Area
DWIGHT B. FERGUSON, JR., Atlanta North
FLORENCE J. FERGUSON, Hampton Roads
RICHARD A. FLADING, North San Diego
County
EDWARD J. FLYNN, Princeton
DONALD P GAGNON, New Hampshire
BART P. HARTMAN, Baton Rouge
WILLIAM A. HAWKINS, Nashville Capitol City
BEN O. HOWELL, JR., Augusta
FLOYD W. HURLBUT, Acadiana
KARL E. IDEMAN, Hartford
LOIS A. KAUFMAN, Miami
DONALD E. KELLER, Piedmont Winston Salem
RAYMOND J. KING, Erie
CHRISTINE A. LAUBER, Michiana
REBECCA L. LONG, Wichita

EDWARD H. McCRACKEN, Delaware
STEPHEN C. MOORE, North Alabama
PATRICIA U. NEWTON, Oakland -East Bay
JAMES F. ROBBINS, Massachusetts
North Shore
JOHN H. SALTER, Mid - Florida
DONALD G. SCHERRER, Scottsdale Area
RUTH E. SCHERRER, Scottsdale Area
WILLIAM J. SHANNON, Rockford
PATRICIA B. UNDERWOOD, Daytona Beach
Area
JAMES D. WILSON, Muscle Shoals
LLOYD F. WYSOCKI, CMA, Minneapolis
Northstar
WALTER M. KASUNIC, Staff Secretary

COMMITTEE ON
PLANNING

PAULA G. KEEN, Nashville- Capitol City,
Chairman
DONALD H. BARRY, Bridgeport
R LEE GRUMMET, Durham Area
GARY M. CUNNINGHAM, Roanoke
GEORGE D. JEDDELOH, St. Paul
CHESTER S. KULESZA, JR_ CMA, Raleigh
Area
THEODORE G. LIEB, Philadelphia
FRANK M. MASTROMANO, Morristown
WILLIAM R. MERCER, Diablo Valley
GEORGE L. NICHOLAS, Los Angeles
BETTY J. OLDHAM, Cincinnati
VERNON OWENS, JR., Birmingham - Vulcan
CHARLES E. PHIPPS, Baltimore
CALVIN A. VOBROUCEK, Peoria
WILLIAM WARSHAUER, JR., Washington
ROBERT L. SHULTIS, Staff Secretary

COMMITTEE ON
PUBLIC RELATIONS

COMMITTEE ON
PUBLICATIONS

GARY A. LUOMA, CMA, A tlanta North,
Chairman

EARNEST A. HUBAND, Richmond Lee,
Chairman

MARY J. BERGIN, LaCrosse- Winona Area
ALFONSO BLANCO; Washington
PAUL J. BLANKMAN, Philadelphia
RONALD R. BOTTIN, LaCrosse- Winona Area
E.E. ENGLE, Calumet
ALAN F. FLETCHER, Cedar Rapids
PRISCILLA G. FLORINDI, Morristown
SERAFINO M. FORZANO, Scottsdale Area
WILLIAM M. HAWKINS, Washington
STEPHEN G. KASUN, Altoona Area
CLARA V. KING, Permian Basin
HOWARD M. LOONAN, Raritan Valley
ROBERTS, McCOY, JR., Denver
DAVID W. METTE, Boston
MARILYN K. MLNARIK, Tulsa
GAIL L. NASH, Phoenix
MARIE C. QUINN, San Jose
WRIGHTLY T. REED, Northern Virginia
JAMES E. RIPLEY, Dayton
GEORGE L. SACHS. JR., St. Louis
THOMAS U. SCHMIDT, Acadiana
GARY F. SHILLINGFORD, Philadelphia
J.L. SKILLINGTON, Chattanooga
REX D. SOUTAR, Los Angeles
LAWRENCE C. SUNDRY, Central Minnesota
JACK I. TOMPKINS. Houston -Lone Star
DOLORES E. WINKLER, Milwaukee
MARY E. WRANISCHAR, Houston -Lone Star
ROBERT F. NOLAN, Staff Secretary

WILLIAM F, BENTZ, Oklahoma City
JAMES H. BOYLAN, JR., Richmond Lee
HOMER H. BURKETT, Northeast Mississippi
FREDERICK M. COLE, Jacksonville
MARTIN M. DE VENUTA, Diablo Valley
GEORGE C. FOWLER, CMA, Hartford
PETER E. HANLON, CMA, Bridgeport
E. LELAND HAYWOOD Charlotte Blue
JESSE W. HUGHES, Virginia Peninsula
LAWRENCE S. LOVVORN, Nashville Music City
LAWRENCE J. PRESKE, Evansville
GAROLD L. RUTHERFORD, Pittsburgh
MANUEL A. TIPGOS, Blue Grass Area
BOB M. WHITE, Chicago
ERWIN S. KOVAL, Staff Secretary

COMMITTEE ON
REGIONAL COUNCILS

JOHN S. BILLINGS, Peninsula -Palo Alto
Chairman
DEAN W. ARNOLD, Pikes Peak
MICHAEL V. BARNES, Tulsa
ARTHUR L. BENEDICT, Muskegon
CHERYL S. BILLINGS, Peninsula-Palo-Alto
B.W. BRYANT, Chattanooga
DAVID L. CHAMBERLAIN, New Jersey
M eado wlands
EDWARD R. DEPPMAN, Miami
RANDALL A. EDWARDS, Chattahoochee
Valley
MARVIN H. GELB, Rochester
ROBERT J. HARTMAN, Sioux City
LLOYD C. HILLARD, JR_ Blue Grass Area

GARALD R. HOTTMAN, South Central
Minnesota
WILLIAM D. JOHNSTON, III, Butler Area
IRA M. LANDIS, West Los Angeles
RAYMOND P. MANNION, New York
BILL G. McCLAIN, Central Texas
JAMES W. McLEOD, Merrimack Valley
CARL V. MENCONI, CMA, Fox River Valley
NATHAN J. NADDEO, Washington
BRENDA L. NORVAL, Portland Williamette
CLAIR M. RAUBENSTINE, North Penn
JACK D. REICH, CMA, Virginia Skyline
JEAN COHEN- SCALI, France
THOMAS A. TILLMAN, Charlotte Blue
KEITH W. VEALE, Cincinnati
JAMES D. COLLIER, Staff Secretary

COMMITTEE ON
RESEARCH

DONALD W. BAKER, CMA, West Georgia.
Chairman
GEORGE BANNON, Lehigh Valley
ROY E. BERG, Westchester
JAMES P COLFORD Westchester
WILLARD COX, North Dallas
JAMES L. CRANDALL, Chicago
DENNIS C. DALY, CMA, LaCrosse Winona Area
MARGARET DUFFY, New York
CURTIS H. EASTER, JR., CMA, Columbia
CHARLES L. GRANT, Connecticut Gateway
RONALD W. HALL, Greater Topeka Area
GLENDON R. HILDEBRAND, Chicago
JAMES O. INGLE, Atlanta North
RONALD L. LEACH, Cleveland
LARRY E. NEWMAN, Birmingham - Vulcan
LEROY H. ROGERO, JR,, Dayton
ARJAN T. SADHWANI, Akron Summit
ALAN C. SCANNELL, Dubuque Tri -State
MILDRED B. STEPHENS, Trenton
ROBERT B SWEENEY, Member -At -Large
DAVID W. VOGEL, Delaware
THOMAS H. WILLIAMS, Member -At -Large
ROBERT YOUNG, Member -At -Large
STEPHEN LANDEKICH, Staff Secretary

OTHER
COMMITTEES

COMMITTEE ON
MANAGEMENT
ACCOUNTING PRACTICES

BOARD OF REGENTS of the
INSTITUTE OF CERTIFIED
MANAGEMENT ACCOUNTANTS

NOMINATING COMMITTEE

BERNARD R. DOYLE, Member -At- Large,
Chairman

CLARK H. JOHNSON, CMA, ('86),
New Brunswick, Chairman

HERBERTH.SEIFFERT, Raritan Valley,
Chairman

RAYMOND H. ALLEMAN, New York
HENRY R. ANDERSON, CMA, Mid - Florida
ROBERT N. ANTHONY, Massachusetts
Route 128
WILLIAM J. IHLANFELDT, Member -At -Large
EUGENE H. IRMINGER, Chicago
JAMES J. LATCHFORD, Member -At -Large
BRYAN H. MITCHELL, Chicago
ALLEN H. SEED, III, Boston
NORMAN N. STRAUSS, New York
ROBERT G, WEISS, Chicago
ARTHUR R. WYATT, Member -At -Large
LOUIS BISGAY, Staff Secretary

THOMAS E. MARTIN, CMA, ('85),
Phoenix
L. GAYLE RAYBURN, CMA, ('87),
Memphis
THOMAS A. RUBIN, CMA, ('85),
Washington, D.C.
ROBERT F. STONER, CMA, ('87), Troy
SCOTT G. THOMPSON, CMA, ('86), Atlanta
RICHARD B. TROXEL, CMA, ('86), Chicago
MILTON F. USRY, ('87), Stillwater
ROBERTS. WEATHERLY, JR., CMA, ('85),
Birmingham
JAMES BULLOCH, CMA, Staff Secretary

EDWARD BAKER, Massachusetts Route 128
RICHARD P BANIS, New Jersey
Meadowlands
DENNIS R. BERESFORD, CMA, Cleveland
East
JOHN F. CHIRONNA, Westchester
PATRICIA P DOUGLAS, Western Montana
JAMES DON EDWARDS, Atlanta Central
JERRY L. FORD, CMA, Minneapolis Viking
RICHARD GREENE, Central Pennsylvania
LOUIS J. OLIVERIO, Dayton
JOHN B. POLLARA, CMA, Greater
San Gabriel Valley
MICHAEL P RISDON, Memphis
CHARLES T. SMITH, JR., Detroit
LOUIS VLASHO, CMA, Dayton
J. DONALD WARREN, JR., Houston Bluebonnet

ANNUAL INTERNATIONAL
CONFERENCE
(June 22 -25, 1986,
NASHVILLE,TENNESSEE)

K. EDWARD ALEXANDER,
Nashville - Capitol City,
Chairman, Operations
DENNIS R. BERESFORD, CMA,
Cleveland East, Chairman, Program

TO REPORT IN 1986

ace 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 transturm before his eyes. Accounting
procedures were streamlined. Producri , increased. And the books began
to balance. His CPA recommended
two more software solutions:
Inventory and Payroll.
Ama -ing. He was out of the red and in
the black. It seemed the more Open
Nr
Systems solutions he added the more
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
t
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.

P"

Open Systems gets you in the
black and keeps you there.
TM

OPEN SYSTEMS

Business and Accounting Software
1 -800- 328 -2276
6477 City West Parkway, Minneapolis, MN 55344
A UCCEL Company
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"It's easy to make good decisions when there are no bad options."
Robert Half on Hiring by Robert Half (Crown)

and

How to be
uccessful
more s
in yourf inancial
edp hiring.
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.

FTI]RCMMT
0 Lf

accounting, financial and edp
personnel specialists.

O
O 1985 kabert Half Intemational Inc. All offices independentlyowned and operas11.

Circle number 12 on reply card.

