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YOUARE THE RUNNER.The cor-

for some tax returns? Or do you want
the options to run all the functions
of your department? TheFAST-TAX
in -house system is a full complement
to finish ahead.
So you decide to run in- house. And of hardware, software, and laser
what do you think of first? Software. printing that embodies 20 years of
But the question goes beyond software industry- leading technology. It is the
diskettes. The question is howeasily only system with such a pedigree.
do you want to run? "Automated" or And the only one that does it all.
not, will you really be out in front,
TheCORPORATE SERIES Software
or will you bestruggling tokeep up? features an integral Guidance System
porate tax runner. An independent.
Your wants are simple: You want

that makes running with FAST -TAX
second nature for anyone. You can
use it to explore any level of your
corporate data base. And you don't
have to learn the FAST -TAX system.
All you need to know is "tax."
As you weigh your alternatives,
don't worry about expecting too
much from computer software. The
1120 is a long race. Be sure that
you expect enough.

Look at it this way.What do you
want to run? Your P.C.? Or do you want
to run the whole 1120? Will you settle
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Get the whole corporate
tax story: Ask for your
1986 Runner's Guides
to full sen4ce, in-bouse, and
integrated tax processing.
Call 1 -800- FAST -TAX.
Circle number 1 on reply card.

Running ahead.
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Computer Language Research— Computerized tax processing for corporate professionals - World HQ 2395 Midway Rd . Carrollton. Tx 75006 • In Texas. call (214) 250 -8800
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accounremps.

For your free booklet contact one of
100 Accountemps offices on three continents, or write:
Accountemps, Administrative Services Dept.,
522 Fifth Avenue, New York, NY 10036

World's largest temporary service
specializing in accounting, bookkeeping, and data processing.
C l r c i e n um be r 4 on rep ly c ard,
0 1986 Roben Hatr International Inc Offices Independently owned and operated
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of the panel thus far.

The Appearance of Conflict When CPAs Are Consulting

28

By Ettore Barbatelli, Sr.
More CPA firms are now in the management consulting business, but the view expressed
here is that these activities suggest impropriety, make the appearance of conflict obvious,
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Companies should review their deferred salary plans before tax reform proposals become
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The new company needed an effective set of planning and control systems in less than
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Atari took a bath when its market forecasts proved inaccurate and the forecasters got yet
another black eye. How can corporate planners achieve more certainty in their forecasts?
Lybrand Bronze Medal, 1985 -86.

NAA

The Nashville Conference

56

By Robert F. Randall
The problem with FASB, Dean Burton tells NAA members at Annual Conference, is not
with the input but with the output.
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He was the founding partner of a major public accounting firm, but he made enormous
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The Rap Session in Chicago
In July I started on my commitment to visit
as many chapters and councils as possible, which is part of my Number 2 objective for the year. We made a swing starting in Owensboro, Ky., through Indiana
and on to Chicago for our rap session with
officers and directors from the large chapters. From Chicago we went back through
Indiana, visiting several chapters along
the way. Then to the Ohio Council meeting in Columbus, Ohio. The final leg ended in Columbus, Ind., with a chapter visit
and the Lincoln Trail Council meeting.
We (Paul Jaynes or Walt Kasunic from the NAA staff were with
Carol and 1) had excellent acceptance wherever we went, and I was
particularly encouraged by the optimism that we could in fact obtain
our 5% membership growth for the 1986 -87 year. Keep in mind we
were traveling the "rust belt" which is still economically depressed
with unemployment rates higher than the national average in most
areas.
I must be perfectly honest though and tell you that we visited a
few chapters that were in serious trouble and on the edge of existence. However, even at these chapters they were optimistic for this
year. The reason those chapters are in trouble is that they do not
have adequate depth of leadership in many locations. Again this is
part of my Number 2 objective —to improve leadership at the chapter level.
We had a good "rap session" in Chicago that lasted the full day.
Many good ideas were brought forth and will be followed up either
by the Chapter Operations Committee —as Chairman Jack Woolf
was in attendance —or by staff. It was disappointing to me that we
did not have a larger attendance from those who could have benefitted the most — officers of the larger chapters.
I am very encouraged by the program to visit the chapters and I
am convinced it will benefit NAA this year and in the future.
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over 50 hours of audio cassettes,
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• Flexible — allows you to select
the time and place where you study
Study at home or in your car
commuting to and from work.
• Comprehensive — covers
I topics needed to pass the
examination.
• Current — contains discussion
of most recent examination
quesNnns and accounting
pronouncements.
• High Quality — recorded by
professional reader on excellent
quality cassettes.
To use CMA Review Tapes you
will need Volume 6 of CMA
Review barks and the volumes of
CMA Review Indicated on the
tinier form below rhar cotresrmnd n.
the tapes ordered.
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Opinion
Robert L. Shultis, Executive Director

Good Move!
At its meeting in June in Nashville, the Executive Committee unanimously resolved to support the Citizens Against Government Waste
(CAGW) program. It has joined the Association
arm of the CAGW called Associations United to
Cut Federal Spending. The programs deserve
NAA's support. They deserve the support of
each NAA member and each citizen.
Why? Taxes and tax reform are big news at
this writing, but the real problem is what is happening to our tax dollar. Want to know where
some of our hard - earned dollars are going?
• W ell, the Environmental Protection Agency
spent over $1 million to preserve a sewer in
Trenton, N.J., as an historical monument!
• Ventura, California? You got $384,948 to
conduct a door -to -door survey counting
dogs, cats, and horses living there! I don't
know what the animal population in Ventura
is but I'll bet the cost is at least five dollars
per animal.
• Down at the House of Representatives in
Washington, we find $106,000 a year being
spent for elevator operators. Of course, the
elevators are automatic!
• Congress, again, $211,500 for wall calendars. Each Senate office gets more than
1,000 hanging calendars and each House office gets 500.
• How about that new rail system in Miami,
Florida? Federal subsidies have fostered so
much unnecessary investment that it would
have been cheaper to buy each current rider
a new car every five years for 50 years.
• Then the National Institutes of Health had to
study the food - foraging habits of the Ache
people in eastern Paraguay... and we all
know who they are. Cost $163,254.
Drops in the bucket? Of course they are, but
they are symptomatic and illustrative of the real
problem— SPENDING. That is where the Citizens Against Government Waste comes in. A
few months ago I received a letter from Peter
Grace who chaired the Grace Commission (see
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MANAGEMENT ACCOUNTING, June 1984) and is
now co- chairman, with columnist Jack Anderson, of the Citizens Against Government
Waste. His letter invited NAA to join a program
sponsored by the CAGW, Associations United
to Cut Federal Spending ( AUCFS).
Let me quote from Mr. Grace's letter: "This
coalition serves to assist in our educational efforts by advising their individual association
members about the recommendations of the
Grace Commission, and the importance of supporting legislation designed to translate those
recommendations into law. Participation in
AUCFS is entirely voluntary, and there are no
dues payments required —only a commitment
to work together in solving the problems of
waste and inefficiency in government."
This is the group which NAA's Executive
Committee enthusiastically voted to support
and which it urges each member to support. If
laying out your tax dollar for specifications for a
'.rodent elimination device" (that's a mousetrap) which ran to 102,000 words (388 single spaced pages) bothers you as much as it does
me, here are a few things you can do:
1. Write to the Citizens Against Government
Waste at 1511 K Street, N.W., Suite 540,
Washington, D.C. 20005 or use the toll -free
number 1 -800- USA -DEBT, and ask for information as to how you can help.
2. Write your U.S. representative and senators
to join the Grace Caucus. (The Grace Caucus consists of about 140 members of Congress who are committed, on our behalf, to
bat tle against wast efu l govern men t
spending.)
3. Invite a CAGW speaker to one of your chapter meetings. Write to CAGW, Attn: Terry
Ware. Briefly describe your organization, requested times, dates, locations, and a daytime phone numb er where you can be
reached.
4. Write your Congressional representative to
support the line item veto concept. Without
this — without giving the President, whoever
he may be, the authority to strike ridiculous
spending proposals from the budget we will
continue to have elevator operators for self service elevators, we'll continue to grant
money ($97,000) to study "social and behavioral relationships encountered in a Peruvian brothel," and we'll continue to find
food stamp administrative expenses growing five times as fast as benefit payments.
Where does the fault for all of this lie? Who is
ultimately the one responsible? Not the Presi$# 71
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ou may get a convincing song and dance, but

customersacompletecustomer list, That's because
hundreds of FORTUNE 1000 companies havereaped
exceptional results from our financial software
and squirming.
systems. Alcoa, Gerber, Pillsbury Sherwin - Williams,
Why don't they want you to see a complete list? Merrill Lynch, Bankers' Trust, Bristol -Myers, Federal
Simple. They know that their size and name famil- Express, Litton, Lloyd's Bank, The NewYork Times
iarity do not guarantee happpiness. Many "single
Company, Owens -Corning, Royal Business
source" or "all- things- to-all-people" vendors have, Machines, Warner - Lambert and hundreds more
at best, uneven quality across a multi - application
have opted for Data Design over other major venproduct line. They know that their customer list
dors. Write for our complete customer list and ask
may contain a good number of less- than-happy
anyoneon it about our fast, trouble -free implemenclients. It's difficult for these vendors to commit
tation; system flexibility and ease of use; in -depth
the human and monetary resources necessary to
training and responsive, knowledgeable support;
produce the type of superior product available from management levelpeople in customer service
a firm that specializes in a single application area.
positions, and more.
Afirmlike Data Design.
You'll find that people who want financial softData Design develops mainframe financial
ware relief choose Data Design, Since1973,nationapplications software. Period. We understand all
ally recognized independent software surveys have
our users' requirements and are therefore able to
confirmed Data Design's unsurpassed record of user
provide the necessary support: over 40 percent of
satisfaction —year after year. That's why we'll give
our support and installation staff are CPAs or have you a complete customer list —andtheywon't.
MBA's.
So, if you're in the process of looking at mainData Design doesn't balk at giving prospective
frame financial software for your company, put

Yunderneath it's a different story. Behind those pat
answers that software vendor is actually sweating

Data Design on your list. Then tell the other vendors
on it you re also looking at Data Design. And watch
what happens.
Financial software by Data Design.
Simply the best.

GENERALLEDGER
ACCOUNTSPAYABLE
PURCHASEORDERCONTROL
FIXEDASSETS
CAPITALPROJECTMANAGEMENT
Learn more about the best financial software
available, call Betty Fulton toll-free at 800-556-5511.
Circle number 6 on reply card.
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einfinanciasgfluwre.Bydesign.
1279 Oakmead Parkway,Sunnyvale,CA 94086

Small
Business
Kathy Williams, Editor

Owners Describe Ideal Accountants
The most important characteristic small business owners want their accountants to have is
the ability to complete a task on time, a recent
survey by Safeguard Business Systems, Inc.,
and the University of Texas at Austin revealed.
Ninety -nine percent of the owners stated that
quality is their number 1 priority. The next two
most important qualities were that the accountant be a CPA and be able to handle the owners' personal accounting needs as well as
those of the firm. The two characteristics considered least important were that the accountant be a member of a large public accounting
firm or a personal friend of the owner. The survey is the fifth in a series of interviews with
small business owners nationwide to determine
their views, needs, and priorities.
The survey also traced the changing priorities of small business owners since the surveys
began in 1982. The biggest problem cited by
the group was cash flow, followed by low demand for products and services. Three years
ago, inflation and interest rates were more worrisome. This year more owners than ever before cited "no problems." They also said lack
of management expertise was the major cause
of small business failures, rather than economic issues. These days, the most important national economic problems cited by the owners
are national debt and unemployment.
For a free copy of the survey, "A Summary of
Small Business Opinions and Uses of Accountants," contact Safeguard Business Systems,
Inc., 455 Maryland Drive, Dept. 5, P.O. Box
7501, Fort Washington, Pa. 19034.

Where to Find Services and Information
Individuals who want to start their own business or who counsel small businesses often
need a quick reference guide to a variety of information. The Small Business Index: Volume
2, published by Scarecrow Press, Inc., offers
material on how to start your own business, fi-

nancing the business, women in business, and
the like. It lists periodicals, books, audiotapes,
associations, directories, and publishers. Arranged in alphabetical order by subject, the index includes general information, such as proposal writing or steps to take to incorporate, as
well as specialized information, such as street
vending and license plate frames. Each entry
contains enough information to identify the item
in a library or to be able to order it. The book is
$22.50 plus postage and handling. New Jersey
and Connecticut residents must pay sales tax.
For further details or ordering information, contact Scarecrow Press, Inc., 52 Liberty St., P.O.
Box 656, Metuchen, N.J. 08840, (201) 5488600.

Do You Want to Be an Advisor?
Arthur Lipper III, editor -in -chief and publisher of
Venture magazine, is considering an information exchange between people interested in
serving as advisors to or on boards of directors
of entrepreneurially managed companies and
those seeking the experience of others in building a business. If either of these topics is of interest to you for further exploration, write him
with your ideas or needs. Venture's address is
521 Fifth Ave., New York, N.Y. 10175 -0028.

Do You Have a Cash Management
Procedures Manual?
Once you try to fill in for an absent employee or
give your auditor a piece of documentation, you
appreciate the value of having a written cash
management procedure for daily operations.
Yet, when the Corporate Controller's Report
surveyed various companies recently, asking
about their cash management procedures, fewer than 10% had written procedures, and these
varied from individual to individual. Most were
passed down from supervisor to jobholder, and
"in too many cases, notes on bits of paper or
on index cards serve as the 'backup' of the procedures handed down verbally... " CCR describes seven steps to creating a manual, as
well as reason s for h aving one, tells who
should review it, how to update it, and other information. For details on how to receive a copy
of the article, "Preparing a Cash Management
Procedures Manual," write Corporate Controller's Report, Warren, Gorham & Lamont, Inc.,
1633 Broadway, New York, N.Y. 10019.

Employee Benefit Plans
The Alexander Hamilton Institute has published
$# 73
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Standards set so high, they soar.
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.
Our Professional Calculators
are sleek, trim —with weighted
and contoured keys for hours of
comfortable operation.
C
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

goal of making your office work better, and your
office a better place to work.
Call 1- 800 - 323 -1000 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 quality is the constant /actor.
CP12180
7 ' Other CP mppeis include
CP 1208D. CP 12081
CP1018D CP1008D.CPI008

c a -HO-He
ELECTRONIC CALCULATORS

Canon U.S.A., Inc., One Canon Plaza. lake Success, NY 11042
owes C,w USA Im

Circle number 18 on reply card.
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Taxes
Pamela L. Morgan and
William B. Pollard, Contributing Editors

IRS Crackdown on Abusive Tax Shelters
The growth of tax shelters began with sheltering provisions of the Internal Revenue Code
(IRC). These provisions, however, have been
interpreted and used as a basis for tax avoidance and deferral, rather than as investment
incentives.
The IRC does not define an abusive tax shelter. However, if a shelter is in fact considered in
the IRC, it is by definition nonabusive. The Internal Revenue Manual, however, does define
both abusive and nonabusive tax shelters:
• Nonabusive Tax Shelters involve transactions with legitimate economic reality, where
the economic benefits outweigh the tax
benefits. Such shelters seek to defer or minimize taxes.
• Abusive Tax Shelters involve transactions
with little or no economic reality, inflated appraisals, unrealistic allocations, etc., where
the claimed benefits are disproportionate to
the economic benefits. Such shelters typically seek to evade taxes.
Abusive tax shelters usually contain two features. First, tax write -offs are possible due to
losses on investments. These losses can be
more than 100 cents on the dollar. Second, a
return is made on the investment which is treated as a capital gain instead of ordinary income.
Usually, too many investors concentrate on the
first feature, forget the second feature, and
make investment losses their primary goal.'
One of the more flagrant tax shelter schemes
to obtain losses involves over - inflated asset
valuation. This occurs at both the promoter and
the investor level. The promoter overvalues the
asset, which allows the investor a large enough
deduction or investment tax credit to defer
some (or all) of the current year's tax liability
and the possibility of even obtaining a quick refund of prior years' taxes. Accordingly, the government is actually funding the amount required to invest in the scheme.
10

Other shelters involve a situation similar to
the operation set up by two tax shelter promoters from Beverly Hills. These promoters purchased taped interviews of such celebrities as
Henry Kissinger and Bob Hope for an average
cost of $5,000 each. They then sold them at an
inflated price of $150,000, with some marketed
through $10,000 partnership interests that
promised a 10% investment tax credit on each
tape as well as other deductions. Total tax
write -offs from the operation are estimated at
$5.7 million. The Justice Department has asked
a federal judge to permanently enjoin the couple from promoting or selling such shelters.2
Another type of abusive shelter involves promoters who provide appraisals of artwork that
are four or five times the actual fair market value. The art is donated to a museum and the investor obtains a deduction which, in the first
year, more than returns the price of the art.3
Another example involves a promoter who
claims, at one time, to have been in the business of trading government securities. The promoter offered limited partners a write -off of four
dollars for each dollar invested. Two years ago,
one of the promoter's clients was being audited
by the IRS. When asked to furnish documentation of a trade that had resulted in a loss, the
promoter presented the client with scraps of
paper that had notes on them that did not represent the formal trading tickets that are the industry standard. As a result, the Justice Department is investigating tax fraud allegations
against the promoter. The government has accused the promoter of creating hundreds of millions of dollars of paper tax losses based on
government securities trading that did not take
place. According to the assistant U.S. attorney,
the promoter pleaded guilty to tax violations.
One government official says that this case
could rank as one of the largest tax fraud cases
in U.S. history."
In 1973, the IRS began a tax shelter program
focusing on four areas --oil and gas, real estate, movies, and farming. Approximately 400
shelters were being examined at that time. By
1980, there were over 174,000 shelter returns
under examination involving more than 19 different types of shelters, as well as 1900 cases
under litigation. Presently, there are approximately 400,000 shelter returns under examination. Using new powers granted by Congress,
the IRS has begun to crack down on abusive
shelters. In 1983, agents assessed $1.8 billion
in additional taxes after auditing 96,000 tax returns claiming shelter deductions. The IRS estimates that it could net as much as $7 billion
upon the completion of an additional 350,000
$# 72
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RACE, the loser works
IjustNEVERY
as hard as the winner. But the

FAST -TAX mainframe system to give
you access to an unlimited database.
CORPORATESERIESSalesTax
winner feels better,
The demands of sales and use tax
Administrator software is built
compliance can be– taxing. Many com- around comprehensive tax and dispanies pay more in these taxes than
count rate tables, applying in -house
they do in income tax. What's worse, automation to rate keeping, data
collection, computations, and the
most companies pay too much.
Here's where the FAST-TAXSystem
generation of tax forms. And because
can help you finish way out in front.
TheFAST-TAXin-house system
combines a microprocessor, tax proIIUUIIIIIIIIIUI
cessing software, and a laser printer
into a single desktop workstation.
It is a flexible productivity tool
that can link easily into the

compliancestatutesaresochangeable,
your rates, regulations, and forms are
automatically updated — electronically.
Income tax preparers in hundreds
of corporations have been running
ahead with FAST-TAX since 1968.
Their reasons fit the sales tax scene
like a snug runner's shoe: Why waste
valuable professional time crunching
numbers when you could be focussing
on the strategic part of compliance?
You could be spending your
energies better. You could be
running ahead. WithFAST-TAX.

Running ahead.

G(;UP

Get the wbole corporate
tax in -bouse story:
Ask for your
1986 Runner's Guide
to in -bouse and
integrated tax
processing.
Can 1 -800 FAST -TAX.
Asir for Pete Roberts
Ext: 8421
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Computer Language Research— Computenzed lax processing for corporate professionals - World HQ: 2395 Midway Rd.. Carrollton, TX 75006 - In Texas, call (214) 250.8M

Management
Accounting
Practices
Louis Bisgay, Editor

rangement, and joint consent for essential
decisions. Investments in associates and in
those joint ventures in which the investor has
significant influence would be accounted for in
consolidated financial statements under the equity method, except that those investors that
conduct a significant proportion of their activities through joint ventures or whose joint venture activities are an extension of their other activities m ay u s e, ins tead, prop ort ion at e
consolidation.
The IASC is based at 41 Kingsway, London
WC213 6YU. NAA members may obtain a copy
of IASC E28 by writing to Ms. Harriet Wink at
the NAA office in Montvale.

NAA Issues SMA 4E
Shortly after issuing "The Common Body of
Knowledge for Management Accountants"
(MAP, Aug. '86), NAA has released Statement
on Management Accounting No. 4E, "Definition
and Measurement of Direct Material Cost." The
text of the Statement and a form for ordering
the SMA booklet appear elsewhere in this
issue.

Fraud Commission Submits
Interim Report
James Treadway, Jr., chairman of the National
Commission on Fraudulent Financial Reporting,
has reported on the Commission's progress after six months of activity (see page 24). The
Commission is focusing its attention on both
the corporate governance area — management,
the audit committee, and the corporate environment —and the independent public accountant, along with the public accounting profession's system of regulation and enforcement. A
number of research projects were completed
and analyzed by summer's end. The Commission plans to hold meetings in September and
October for the purpose of considering its
staff's tentative conclusions. An exposure draft
of the report should be available about March
1987 and the final report is likely to be issued
sometime between June -Sept. 1987.

IASC Proposes Accounting
for Associates and Joint Ventures
The International Accounting Standards Committee has issued Exposure Draft E 28, "Accounting for Investments in Associates and
Joint Ventures," which solicits comments until
December 31, 1986.
The ED cites three characteristics that distinguish joint ventures from associates— participation by two or more investors, a contractual ar12

Auditing and Education
Addressed by IFAC
International Auditing Guideline No. 23, "Going
Concern," provides guidance to auditors when
the going concern assumption, used as a basis
for preparing financial statements, is in question. Copies may be obtained from the AICPA
order department at $2.50 each ($2.00 for
AICPA members); write to AICPA, 1211 Avenue
of the Americas, New York, N.Y. 10036 -8775.
The International Federation of Accountants
(IFAC) also issued other auditing documents.
Exposure draft No. 25, "Materiality and Audit
Risk," relates the concepts of materiality and
audit risk to the planning and execution of an
aud i t . E D 2 6 , " A ud i t o f Accounting Estimates,"
provides guidance on obtaining reasonable assurance as to the appropriateness of accounting estimates contained in financial information.
Both proposed Statements may be obtained
without charge from the AICPA.

Stock Compensation Update
The FASB continues to reassess its tentative
conclusions on accounting for stock compensation plans. In the process, the Board has
come to the following new conclusions on the
measurement method and date:
• The measurement method for compensation
cost is the fair value of the options with a rebuttable presumption that fair value is not
less than the minimum value.
• The final measurement date is the later of
the vesting date or the first date on which
certain measurement factors, including number of shares and purchase price, are known.
• The provision in some plans requiring exercise on or shortly after termination is not sufficiently material to delay final measurement
of compensation cost beyond the date described above.
MANAGEMENT ACCOUNTING/ SEPTEMBER 1986

If you've always found foreign affairs less than intriguing, get ready. Now there's an international payment system
that gives you what you've always wanted— ' orld control.
Because its part paper, there's an auclit trail for quick
traceability and a tangible record of every payment made.
Because it's electronically supported,,, transactions,
status inquiries and stop payments can occur atjthe speed of light.
do things
The system is WorldLinl<. And it lets
you never imagined possible.
You can issue checks in the world's major trading
currencies without leaving your office. You card easily pay
overseas vendors in their own currencies and re.
our FX
exposure. You can even use the WorldLink PC. software to
significantly reduce transaction errors and check issuance time.
And that's just part of the story=
If all this makes you wonder f
how
you ever lived without the WorldLink
system,
stop wondering. Call Gerald Gualano at
Citicorp
Services Inc., at 1(312) 380 -5215.
Tell him you want the world on a string.
you

I

Howi
controlthe

e n - - p

A better way to move money around the world.CITICORP WORLDLING
Citicorp Services 1nC. ICSI l pruvides remittance and other services to and on behalf of Citicorp entities. C 1986 CSI. All rights reserved. WorldLink is a service mark of Citicorp.
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Data Sheet
Robert F. Randall, Editor

NAA Joins Coalition to Cut
Federal Spending
The National Association of Accountants has
joined a coalition to cut federal spending called
Associations United to Cut Federal Spending
( AUCFS). (See Opinion, p. 6.) The purpose of
the ad hoc coalition is to educate association
members on the subject of government waste
and to promote cost - saving legislative initiatives that directly affect their respective memberships. AUCFS is associated with Citizens
Against Government Waste, a nonprofit, bipartisan org anizat ion whose form ation was
spurred by the findings of the President's Private Sector Survey on Cost Control, the Grace
Commission. For information about the problem, members can contact the CAGW's toll free number, 1- 800 - USA -DEBT.

Tax Reform Will Raise Profits
Tax reform will raise corporate profits and lower
cash flow: that's the surprising results of a little
mathematical exercise carried out by Bear,
Stearns & Co., Inc. In its July 7th newsletter,
the investment research firm reported that it
applied provisions of the Senate tax reform bill
to the 30 companies in the Dow Jones average. Results: reported earnings increase by
8% as cash tax payments increase by 6 %. The
reason, according to newsletter editor Lee J.
Seidler, is that lower tax rates and deferred tax
accounting will raise reported earnings.

AICPA Plans Centennial Celebration
The American Institute of CPAs is planning a
number of activities in conjunction with its
100th birthday in 1987. The Institute is sponsoring a float called "New World Discovery" in the
1987 Tournament of Roses parade, is producing a 12 -14 minute motivational film, and is organizing a student essay contest though Beta
Alpha Psi on the Centennial theme, "A Century
of Progress in Accounting." The winner will receive $2,000 for the best essay. The Institute
noted that the U.S. Postal Service has an14

nounced that it will issue a stamp next year to
honor the certified public accounting profession. The centennial celebration will culminate
next year at the AICPA's annual meeting.

Needed: Financial Dictionary
A worldwide "financial dictionary" is needed for
investors to enable them to translate financial
reports into a common language of understanding, according to Larry D. Horner, chairman and chief executive of Peat Marwick. "The
greatest stumbling block today is the lack of a
worldwide financial language," Mr. Horner told
a luncheon meeting of the British - American
Chamber of Commerce. "Something must be
done to create some degree of uniformity,
some way of making the word `earnings' mean
the same in London, New York, Tokyo, Frankfurt, Abu Dhabi or wherever." As an example,
he noted that there is no one meaning for the
concepts that "assets," "liabilities," "inventory," and "reserves" represent. "An American
investor who pays what he thinks is a reasonable price -to- earnings multiple for a foreign
stock may find out that he's paid a far higher
price when earnings are restated in accordance with U.S. accounting rules."

Business /Accounting Briefs
An AICPA committee has reported that CPA
firms have been accused of alleged audit failures in connection with the audits of 160 public
companies in the last six years, a small fraction
of 1 % of the more than 60,000 audits performed during the same period.... An increasing number of women are entering the field of
financial planning and seeking certification to
strengthen their credentials, according to the
College for Financial Planning, Denver, Colo.
This year it is awarding the CFP designation to
782 women, the largest group of women to
complete the professional education program
since the college's founding in 1973.... Companies are getting serious about corporate ethics, General Dynamics Data Systems Division
sent letters to all its vendors requesting that
they notify the division "in the event any Data
System Division employee ever attempts to solicit 'kickbacks' or gratuities or other favors in
exchange for doing business. "... There is no
company -wide consensus on just how to deal
with drug abuse among corporate employees
says the Confefence Board as it issued Corporate Strategies for Controlling Substance
Abuse. The report is based on a series of seminars conducted by the Board whose address is
845 Third Ave., New York, N.Y. 10022.
0
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In addition to 535,000 ... 5 very good
reasons to choose our credit line.
The convenience of a revolvin9
credit line. Once your credit
line is approved, you
have unlimited access
to any amount of cash
up to your designated
credit limit. It only takes
a phone call to activate
your�credit�—o�check�is�then
mailed immediately.

R A
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All transactions handled by
mail. There are never any
personal meetings required
or complicated procedures.
The few simple steps
necessory are made by
you in the privacy of
your home or office.
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No fees. No prepayment pe n'
alties. Nothing. There's no cho rge
to establish or maintain your credit
line, no loan processing fees, and
no prepayment penalties. Once you
activate your credit, you pay interest only for the amount and time you
use the money.
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Satisfaction guaranteed. If you activate
your credit line and are not completely satisfied, simply return the money within 30 days
and there is absolutely no cost to you.

As a member of the National Association of Accountants, you now have
access to an unsecured line of credit up
to $35,000.
Designed specifically for executive
clientele, this special program can provide you with major funds for major
expenditures. With all transactions handled by moil and no collateral required,
the program is remarkably convenient.
What's more, the interest rote floats
at 4.9% over prime rate. It can be as
low os 16% and never higher than 21% .
Given current market conditions, this

program could represent one of your
least expensive sources of financing.
This unique credit line is administered
by Security Pacific Executive/ Professional
Services�in�Auroro,Colorodo�—a�national
leader in providing mail loans , with a

you

�
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�

fetucn

Your signature is the
only collateral required. There's
no need to tie up any of your
valuable assets.

history dating back to 1905. In California,
the program is handled by The Banker's
Investment Company. Both are subsidiaries of Security Pacific Corporation, the
notion's seventh largest bank- holding
company with assets over $50 billion.
To cover the administrative costs of
arranging the national program, the
Association receives a small fee. The
offer should not be construed as an
endorsement by the Association of the
lender, or any other products or services
included in the Group Discount program.
You'll find it easy to apply for your
line of credit. Just fill out the coupon
and mail it today. By return mail you'll
receive a one -page application. It's that
simple. For further information call toll free 1.800.525 -1132. Colorado residents
call collect 341.6581.

•both�Security�Pacific�Executive�/Professional�Servtces�and�The�tfankers�Investment�Company�are�equal�opportunity�lenders Approval
of all loons, reoorcifess of omoum. is subject to their normal credit policies
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14201 East 4th Ave., Aurora, Colorado 80011
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security Pacific Executive/
1 Professional Services, Inc.
1 P.O. Box 33008, Aurora, CO 80012
1 1-800-525-1132
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Please send me o one -page application for
the NAA Credit line program.
Nome

1 Address
1 City
!
State -- -- -_
1

Telephone

_

-- _

ZIP

_
NAA

Managing Your Career
Robert Half, Contributing Editor

Should I Make It `Personal and Confidential'?
I've spent two years in an entry
level job in the internal auditing department of a cosmetics firm, and
am actively looking elsewhere. I've
run into a problem that I'd like
some advice on. I'll send letters
and resum es in response to ads
and not recei ve an sw ers from
some of them. I've placed follow up calls and have been told that my
letter was never received. Would
putting "Personal and Confidential" on each envelope help get
around this dilemma?
It's always interesting to me how
seemingly small problems loom large
when someone is seeking a job_ This
is the sort of question that gets to the
root of job hunting— caring enough
about small details that often make
the difference between success and
failure.
Being told that your letter never arrived could be a legitimate response.
Then again, it's too often used as a
way of getting off the hook. It's like
people who drag their feet sending
money, then blame the post office
when the intended recipient calls and
complains. ( "The check is in the mail,
but you know how bad the postal service is.")
My instinct is that you should not,
as a matter of routine, include "Personal and Confidential" on job -seeking letters. It's somewhat dishonest.
Those words should be reserved for
correspondence that is, in fact, personal and confidential, and which involves people who know each other
quite well.
The exception would be if you've
applied for a job that you truly feel
you're perfect for and have not received any reply. Then, go ahead and
send a copy of your original letter and
16

resume with "Personal and Confidential" on the envelope. After all, what
do you have to lose?
One of the problems is, especially
with large organizations, that the initial screening of correspondence is
handled by relatively low -level staff
members. Hundreds of responses to
an ad might be received in a single
day, and you have to depend upon
the efficiency of the mailroom, and
secretarial staff to see that your response gets to the right person.
Of course, you can attract attention
by sending it certified. I certainly
wouldn't hesitate to use this approach
(Federal Express, too), if you've found
yourself seriously in the running for a
job you want and have been asked to
provide additional materials. Again,
there's expense involved, but it might
be smart money spent if it gives you a
leg -up on your competition.
I would also urge you, and anyone
else looking for a job, to take whatever steps are necessary to inject some
organization into the search. I have
no idea how organized you are but
I've known t oo many people who

keep records of ads answered, letters
and resumes sent in responses, and
notes taken during follow -up telephone conversations on the back of
matchbook covers and envelopes. I
only mention this because if that's the
way you approach "organization," it's
possible that certain lett ers you
thought you'd mailed never left your
overcrowded briefcase. Somehow, I
don't have that impression of you.
People who focus in as you have on a
specific problem generally carry over
that attention to detail into their everyday lives.
Looking for a job is a business, your
business, and you are the product.
You're selling that product to your
customers, employers who are in the
position to hire someone like you. A
good salesman will do what is necessary to capture his market's attention,
and to sell himself and his product
more effectively and efficiently than
his competitors. A job seeker must
think the same way and should, at every turn, apply sound management
principles to the business of getting
hired.
I'm confident you'll do well in your
career, and I trust this column will give
you back a little faith in the way some
incoming mail is handled. Your letter
found its way to me without a hitch,
and I've replied as fast as I could. o
Robert Half is the author of Robert
Half on Hiring. He heads Robert Half
International, Inc., which has more
than 90 franchised offices specializing in financial and data processing
jobs.

"Anyone else's department lose money ?"
MANAGEMENT ACCOUNTING /SEPTEMBER 19136

Investment card ...

Isn't your career worth 15 a day?
Order your own Management
Accounting subscription today.
Invest in your career.
Enter my subscription now at $54 (12 issues) per year.
Bill me
Bill company
i i Payment enclosed
Name

Visa /MasterCard
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Focus:ABC audit software. Productivity

from entry to analysis ...and beyond.
.
Focus:ABC saves your practice time
and money on engagements requiring
anything from audit /compilation
workpapers through analytical review,
nancial statements, tax summaries, graphs

id more.
And that's only the beginning. Focus:ABC
- the industry's original LOTUS -based audit
)ftware gives you the flexibility to create
.e analyses you need within the control of
>cus:ABC's menus and error - trapping
ograms.
You'll like the speed. You'll like the scope.
And most of all, you'll like the price — just $495 for Audit
Version, $245 for Compilation Version.
Call or write today for a free
brochure and demo disk.
Return today for free brochure and demo disk!
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Please send me my NAME
free brochure and
FIRM
d e mo d i s k .

ADDRESS

Please contact me.

CITY
PHONE

f

STATE
ZIP
Best Time to Call
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Power Made EasyT'"
By Hemming Morse, Inc., CPAs
Return coupon to: Hemming Morse, In
CPAs — 1700 S. El Camino Real. Ste. 32l
— San Mateo, CA 94402 — 4151574 -1908

Focus.-ABC requires 'OTUS
1 -2 -3 Release 2. 0, and is
suitable for use on any IBM -PC
or 100 %; IBM- compatible
microcomputer
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Computers
and
Accounting
Alfred M. King, Editor

Manufacturing Control and
Information System
This fully integrated menu - driven manufacturing software system provides the user a flexible
tool with which to control inventory stock levels, maintain bills of materials and routings for
products, and analyze product costs using an
IBM -XT or -AT in a typical manufacturing plant.
The vendor is Thornapple Software, Inc., P.O.
Box 68, Hastings, Mich. 49058, (616) 9482602. Principal is William L. Porter, CFPIM.
Price is under $1,000.
Minimum Operating Environment:

a

• IBM -XT or compatible with 512K available
MS -DOS operating system
• 1 floppy disk drive
• 10- megabyte hard disk or larger, depending
upon user's requirements
• 132 print position printer
What We Found
After experiencing several disappointments
with software packages that promised to help
the cost accountant in a typical manufacturing
environment, it is encouraging to review a
package that is worth more than its purchase
price. When we first examined this package, we
were somewhat skeptical that anyone had really, developed a flexible manufacturing inventory
and cost control system that could be helpful to
production personnel and cost accountants at
the same time. As we worked with this system,
however, we found it to function in a manner
that one expects to experience only with very
large, expensive mainframe computer systems.
This one does the job in a simple, straightforward manner on an IBM -XT or compatible.
The system allows the user to control all necessary functions — maintenance, processing,
and printing of reports. The contents of screen
displays and printed reports are excellent.
The system is easy to install, and the manual
18

is well above average. The files come with
demonstration data so that the user can get a
feel for the system before investing a lot of time
loading real data. Modules are accessed via a
layered network of menus, and screen displays
are good. The data reside in a centralized database that provides a single source for all programs, ensuring that the data used to create reports are the same as those used to move
inventory, for example. Although the IBM -XT
worked well, an IBM -AT would provide significantly faster throughput speeds.
The system contains eight major modules:
Inventory Control, Bill of Material, Process
Routings, Product Costing, Purchasing Control,
Shop Floor Control, Order Entry, and Plant Expense Control.
Inventory Control Module. This module
tracks inventory balances through receipt, issue, and adjustment transactions. It performs
the usual tasks expected from any good inventory control system.
Process Routings Module. This portion of the
system provides the shop with information on
how to manufacture items and provides the
cost module with a basis for the application of
manufacturing costs to the product. It maintains
routing information on all parts, manufactured
or purchased.
Overhead rates (fixed and variable) may be
established by labor hour, machine hour, units
run, lot run, or by any user - defined base. An operation description, setup time, run time, fixed
overhead units, variable overhead units, and
work center identification are maintained. Only
one routing is maintained per part number.
Product Costing Module. This module is one
of the best product cost development systems
implemented for small computers. Cost types
kept in the system include frozen and current
standard, simulated, average, and last actual.
Plans for the next release (1.3) include the ability to transfer material costs using FIFO or
LIFO.
Limited space does not permit mention of all
features of this module, but most of the modern
features needed by cost accountants are present. This module is worth the price of the
package.
Purchasing Control Module. The version we
reviewed contains a limited purchasing module.
It does not produce purchase orders nor does it
place invoice data into accounts payable. It
does, however, establish the data needed by
the product costing module, above, in generating and reporting purchase price variances for
materials. Users may require a more extensive
version, so Thornapple will customize this mod " 71
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When you're ready to move
you r fi nancial syst ems in to
the high tech world of today, Litton has the ul timate
answer.
Litton supports the world's
l ead i n g f i n an ci al s o ft ware
from M an agemen t Science
America (MSA), installed on
advanced IBM mainframes. In
other words, you take the best
of the hardware and software
worlds, and app ly tremendo u s service and expertise
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fLTIM ATE
FINANCIAL SYSTEM.
Large -scale financial systems are complex and expensive, but Litton's solution fits
your budget. You avoid capital
acquisition because Litton has
the hard ware, the software,
and the human knowledge ...
and t hey run th e s ys tem for
you. You get the best system
mo ney can b uy an d all yo u
need to kn ow i s your own
financial application.
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No puzzles here. It's a perfect fit every time.
PAYROLL/PERSONNEL,
P UR C HAS IN G an d PAY AB LE S , R E C E IV AB LE S ,
GE N E R A L L E D GE R o r
FIXED ASSETS. Use any one
or integrate them all at Litton
Computer Services.

LITTONCOMPUTERSERVICES
Is

M Call us about our
_ �
product seminars
The_qaftwwecwPw,y in California.

(818) 715 -5240

Litton

Computer Services
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NAA
Research
Patrick L. Romano, Editor

Management Incentive Compensation Plans
This month NAA is publishing Management Incentive Compensation
Plans by Stephen Butler and Michael
Maher of the University of Michigan.
See advertisement in this issue on
page 55 for information about ordering this research publication. Following is a summary of the book by the
authors.
The purpose of this study is to provide
evidence about the use of management incentive compensation plans.
Our aim is to go beyond the information contained in proxy statements to
learn why companies have designed
their plans as they have. To achieve
this objective, we conducted field
studies in seven companies and performed an extensive literature review.
Based on this research, we addressed the following questions:
1. What are the components of a
company's incentive compensation plan?
2. What is the rationale for the plan?
3. How effective does top management believe the plan to be?
In addressing the first question, we
paid particular attention to the incentives used at the division level and
lower. We also paid particular attention to recen t an d / or prop osed
changes in the plans, and asked what
had brought about those changes.
By going inside companies, we
were able to ask why the plan developed as it has. Why have particular incentives used in other companies not
been used in this company? Why
have there been recent changes in
20

the plans.
The plans that we studied generally
were trying to focus attention on one
or more of the following dimensions:
1. Current and /or long -term earnings
2. Growth in earnings.
3. Current return on investment.
4. New product ideas.
5. Risk taking.
The particular dimensions varied from
comp any t o comp an y an d were
changing over time in some
companies.
The elements of the incentive plans
typically required top management to
answer the following questions:
1. Should we make current awards or
defer them?
2. Should we award cash or stock?
3. Should we grant awards based on
current performance or long -term
performance?
4. Should we grant awards based on
division (or other responsibility
center) performance or corporate
performance?
5. Should awards be based on fixed
formulas or should they be
discretionary?
Incentive compensation plans are
dynamic. Products change, corporate
strategy changes, new top management brings a new style. These and
other changes provide a continually
changing environment for incentive
plans. But continual change in incentive plans can create an environment
of instability and uncertainty that mitigates the intended effects of incen-

tive plans. Nearly all of the companies
that we studied had made recent
changes in their incentive plans in response to top management turnover
or to changes in the company's environment. One had recently installed
profit sharing in response to declining
profits. Another had redesigned the
entire incentive plan to make it more
formula -based with less discretion by
the chief executive in response to a
change in top management.
Distinct trends in management
compensation are apparent. The
fixed salary portion of the compensation package is declining while the
variable, performance -based portion
is increasing. Moreover, parent companies are more frequently paying bonuses to profitable divisions and subsidiaries even when the parent's
overall performance is poor.
Two considerations are especially
worthy of mention as new compensation plans are being implemented.
One is that new, long -term incentive
plans are often unable to produce desired results when simply saddled
onto old plans with conflicting, short term incentives. Frequently the old
plans have featu res encouraging
short -term performance (e.g., bonuses based on earnings per s hare
growth). The short -term incentives
tend to outweigh the long -term incentives, and they are realized sooner as
inc ome t o t he em ployee. Consequently, the long -term performance
incentives are neutralized.
Second, corporate culture must be
considered when adopting new compensation plans. For example, incentives for risk taking by lower management are likely to be most effective
where upper management also takes
risks.
In Chapter 2 we describe the components of incentive compensation
plans that are found in practice and
their incentive effects. The findings of
our field study of practices in seven
companies on a company-by-company basis are presented in Chapter 3.
A description of our research methods is included in Chapter 4, and
Chapter 5 contains an annotated bibliography of selected articles on incentive compensation that could provide useful insights for plans.
❑
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TOOLS OF YOUR TRADE
Professional opportunities from Wiley
THE ACCOUNTANT AS
BUSINESS ADVISOR
William K. Grollman, Editor
A comprehensive treatment of a
newly emerging role for the professional accountant. Chapters by
prominent specialists include "The
Management Accountant as Consultant and Advisor." Provides concrete guidelines for identifying
business problems and finding effective solutions.
469 pp.
$55.00

HOW TO CUT BUSINESS
TRAVEL COSTS
Denis W. Day
Most companies can save 10 to 30
percent on travel — without cutting
back on activity —and this book
shows how. "Every accountant and
financial manager who is trying to
control travel expenses should read
this book. Denis Day's approach can
save money for every company in
the country" — Alfred M. King, Managing Director. The National Association of Accountants.
207 pp.
$32.95

STARTING AND
BUILDING YOUR OWN
ACCOUNTING BUSINESS
Jack Fox
A succes s ful ac counting entrepreneur s hows how to turn your
accounting skills and experience
into a thriving accounting enterprise
— how to identify and reach the market for accounting services, develop
specific, measurable strategies for
your business, and set up an efficient office operation. "Any management acc ountant who wishes to
become his own boss should read
this book:'— Management Accounting.
257 pp.
$39.95

MANAGING
MICROCOMPUTER RISK
A Guide for the Policymaker
Gerald M. Ward and
Jonathan D. Harris
Financ ial executives and other
polic ymak ers w ill welcom e this
straightforward practical guide to
controlling and minimizing computer risk in the business environment through cost - effective and
careful planning.
192 pp.
$32.95

THE ARTHUR YOUNG GUIDE
TO FINANCING FOR GROWTH
Ten Alternatives for
Raising Capital
Robert R. Owen, Daniel R. Garner,
and Dennis S. Bunder
Objective advice and strategies on
raising capital from the professionals at Arthur Young. This practical,
easy- reference guide illuminates
the ins and outs, risks and rewards
of bank loans, venture capital, public offerings, government loans, and
other innovative sources of money.
298 pp. $14.95 paper; $29.95 cloth
THE ACCOUNTANT'S
DIARY 1987
Avery Leibowitz
Calendar /reference designed just
for accountants.
300 pp.
Oct. 1986
$24.95
INTEGRATING
ACQUIRED COMPANIES
Management Accounting and
Reporting Issues
Clark H. Johnson, Editor
181 pp.
$38.00
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Letters

SYSGEN

TO THE EDITOR
Erwin S. Koval, Editor
This department welcomes comments on any topic
of interest affecting the accounting community in
general and NAA in particular. Correspondence is
not limited to comments about material previously
published in this magazine. Letters cannot be acknowledged individually, and the Editor reserves
the right to edit for space or for other reasons. All
correspondence must be signed, but your identity
will be protected ifrequested. Address all letters to
The Editor, Management Accounting, Montvale,
NJ 07645 -1760.

Don't Kill the IRA Deduction
The Senate Tax Reform Bill eliminates
the IRA deduction for most Americans.
I think this iswrongll
Th e IR A deduction does several
things:
1. It provides an incentive to save for
retirement. Current senior citizens
do not live well on Social Security
benefits. Future seniors should have
both Social Security and IRA benefits to call upon. Retirement lifestyle
quality should improve.
2. The IRA deduction forces government to spend less. Uncle Sam is denied spending IRA taxes now.
3. The IRA deduction helps to keep interest rates low. With IRA savings
building up, the supply of money
goes up. Increased monies available
result in lower interest rates. The
greater t he su ppl y, th e l ower t he
rate. This must assist the government in paying the national debt.
Mortgage and consu mer interest
rates should also be lower due to increased IRA savings available for
borrowing.
4. Deferred IRA taxes will be paid to
the government at a time when Uncle Sam will need these taxes to meet
future Social Security benefit obligations. Monies will be flowing to
Washington to help finance Social
Security payments.
22

Unfortunately,
Most AccountM* Software Stops
GrowingLong efore You Do.
If all you're getting from your accounting software is a severe case of growing pains,
take heart SYSGEN offers a proven cure.
THE 38 /ACCOUNTANT:'It's IBM System /38 software developed with growing
companies in mind.
Our exclusive elastic data base offers virtually unlimited expandability without
assistance from the DP department.
In fact, THE 38/ACCOUNTANT gives control to the one department that needs it
most. Accounting. And for growing companies, that's an important feature in itself.
Completely unassisted, the accounting department can redefine complex coding
structures and control the data selection, data flow and spacing of reports.
To take control of your future, look into the future of accounting software.
THE38 /ACCOUNTANTfromSYSGEN.
For more information, call (919)361-1914orwriteSYSGEN,P.O. Box 13707,Research
Triangle Park, NC 27709 -3707.

THE 38/ACCOUNTANT'®
Circle number 14 on reply card.

5. There is always the possibility of a
fut ure t rade- off—the government
forgives your deferred IRA tax liability if you are willing to accept
less Social Security benefits.
What gives the government the moral
right to change the rules at will? For 36
years, the go vernment dedu cted t he
maximum from my check. I could have
done much better saving for my own retirement. Uncle Sam changed both the
Social Security and the IR A con-

tracts —just like that! No business could
get away with changing a contract at
will. It is time the government lives up
to its contracts.
Frank R. Molitor
Old Bridge, N.J.

Sta rt pla nning now to attend
An nu a l Con fe ren ce in San
Diego, June 21 -24, 1987.
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If theystartedusingour financialsoftware
inWashington,theyjustmightbeabletodo
whattheyhaven'tdonefor thepast25years.
Balancethebudget.
That'sbecausefinancialsoftwarefrom
ManagementScienceAmerica,Inc.wouldgive
themthefacts abouttheir figures.Facts detailed,
comprehensiveandcurrentenoughtobring
0 1%6 m rxyr or, Scence Meru, Irc

�

I I I I

evenafederalbudgetunder control.
Butoursoftwarecouldworkjustas well
for budgets under atrillion dollars and withouta200billiondollar deficit.How? Byoffering
thecompletefinancialsolutionforbusiness.
Infact,thankstoGeneralLedger,FixedAssets,
AccountsPayable,PurchasingandInventory(to
name�just�a�few),�we�make�� �e _ _ _

managingfinancesomethingyoucanmanage,
Allinall,that's whyover fivethousand
businesses,frommanufacturingandbankingto
healthcareandinsurancearealreadyusingour
financialsoftware.
Formoreinformation,callRobertCarpenter
at404-239-2000.He'l budgetasmuchofhis
- - _ _ = time totalk toyou as you need.

INTELLIGENCEOFAHIGHEROROER.
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The National
Commission on
Fraudulent Financial
Reporting:
An Update
Our genera l belief is that corpora te cu lture has
much to do with the quality of financial reporting

By James C. Treadway, Jr.
The fundamental charge of the National Commission on Fraudulent
Financial Reporting is to analyze the whys and wherefores of, and
propose solutions to, fraudulent financial reporting. Some doubters
have asked what realistic chance we have for making a positive contribution. After all, the AICPA, FASB, SEC, Blue Sky Commissioners, hard -nosed prosecutors, honest corporate executives, strong minded auditors, Congressional committees, and independent
directors have not, individually or in the aggregate, been able to
eliminate fraudulent financial reporting. Some might even question
whether we have any rational basis to be optimistic.
My views are tinged with caution, but I believe we have reason for
optimism. First, our commissioners are all practical people with
much experience. Their many combined years of experience and insights bring together substantial judgment, plus a combination of

complementary perspectives and disciplines. Se
ond, our Commission is approaching fraudul
financial reporting as a multidimensional pro
lem. We believe many factors contribute to it an
to provide hope for any degree of success the m
tiple causal influences must be identified and a
dressed. Third, we operate under no illusion tha
our report will, once and for all, magically banis
fraudulent financial reporting in its many form
and colorations. The problem of fraudulent finan
cial reporting does not lend itself to simple answers —the activity is as complex as human nature
itself, with all its quirks and eccentricities. Fourth,
and perhaps the converse of having no illusions of
grandeur, success does not require that we solve
all the problems. To a large extent success lies in
identifying and airing the issues —the causal influences— thereby setting the stage for further consideration of ways to deal with those influences.
With those thoughts firmly in mind— particularly that fraudulent financial reporting must be
approached as a multidimensional problem —let's
explore the Commission's approach. Early on, as
the Commission attempted to determine its approach and methodology, we found ourselves asking a number of questions. What. causes fraudulent financial reporting? What internal corporate
pressures contribute? What individual shortcomings come into play? What failings of private corporations and of corporate governance contribute?
What broader societal and economic pressures are
influential? What inadequacies of governmental
regulations have an impact?
The mere exercise of asking these questions
quickly caused the Commission to reach a conclusion that we now believe to be all- too - obvious—
that many factors, players and pressures contribute to fraudulent financial reporting —and that
the problem of fraudulent financial reporting is
far too complex to be approached piecemeal. But
if that is so, then the good news may be that many
approaches should have potential for reducing
fraudulent financial reporting. Concentration on
only one, or a few, approaches /causes /solutions
might be valuable, but "miss the big picture."
Someone has described efforts like ours as trying
to remold a big balloon that has bulged out in the
wrong places and becomes misshapen. If you push
too hard in one place, it suddenly bulges out
somewhere else. An evenhanded approach, exerting pressure at all key points, is more likely to
produce the right shape.
The Focus
So where is our Commission focusing —on what
players, what factors, what influences? First, the
Commission is focusing on management. After
all, management has both the initial and final responsibility for accurate financial statements. As
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e Commission concentrated on management's
le, many questions quickly emerged that in,Ived corporate governance issues.
The audit committee was a predictable focus,
d we have spent much time on that issue, and
11 continue to do so. Questions under consider ion include:
1. Should audit committees be mandatory for all
publicly owned corporations? Or for any group
of companies? What group?
2. Should audit committees have greater powers?
If so, what?
3. Because no source authoritatively prescribes
the powers of the audit committee, not even
the rules of the New York Stock Exchange,
should we try to develop a list of powers and
responsibiliti es? Could that list be given
"teeth "?
4. Should the role of audit committees be more
visible and better communicated to the public?
Would it be a positive development, for example, if the chairman of the audit committee included in the annual report to stockholders his
own letter describing the activities of the audit
committee?
5. Should the audit committee's interface with the
internal audit department, and its involvement
with and attent ion to internal controls, be
more publicized?
Those are but a few corporate governance issues the Commission has discussed, all relating to
the audit committee. But remember that the Commission is interested in these —and all other —topics only as they relate to or have potential for reducing fraudulent financial reporting. We are not
embarked on an effort to overhaul corporate governance generally.
The Commission also has spent much time discussing corporate structure, environment, and atmosphere. We call i t the "co rporate culture."
Again, however, our look is sharply focused —
how does the corporate culture relate to, encourage or tolerate, or discourage or prevent, fraudulent financial reporting. Our general belief is that
it has much to do with the quality of financial reporting, and we are considering the following
issues:
1. Do certain management techniques —such as
management by objective and decentralized
operations —lend themselves to abuses more
readily than others?
2. Should more formalized procedures generally
be followed by everyone involved in the financial reporting process? If so, what are they?
3. Rather than attempting to prescribe new procedures, should the Commission instead focus
MANAGEMENT ACCOUNTING /SEPTEMBER 1986

on other approaches, such as more required
di s cl o su re ab ou t in t ern al co n t ro l s and
procedures?
4. Should corporate management be required to
express an opinion on the adequacy of internal
controis —an idea once proposed by the SEC
but later abandoned?
5. Is the tone and atmosphere set at the top the
most influential factor? If the tone set at the
top is fuzzy, are all other controls and procedures predestined to be ineffective? Can our
Commission influence that tone?
6. To what extent should the Commission encourage or propose corporate codes of conduct
or ethics?
The Commission also continues to spend much
time on internal controls and the role of the internal auditor. That focus involves issues of corporate governance and of corporate structure and
function. Our Commission's level of interest in internal controls and the internal auditor is extremely high— repeat, extremely high. As one
member ofour Commission has observed: "Internal controls and the internal auditor are the first
line ofdefense to fraud." It is the general belief of
our Commission that the internal audit function is
far too hidden from public view.
Beyond management, the other most visible
player in financial reporting is the independent
public accountant —a highly predictable focus of
the Commission. When considering the independent accountant, we find no shortage of issues.
Professionalism and its possible decline is one. Beyond the general debate about "professionalism,"
the Commission has focused upon competition
and opinion shopping, the SEC's Request for
Comments on Opinion Shopping, the Auditing
Standards Board's decision to tackle the same issue, and the steady debate about auditors' ability
and obligation to detect fraud.
Is Law Enforcement Effective?
A new issue concerning the independent accountant has arrived on the scene in the form of
Congressman Wyden's bill titled "The Financial
Fraud and Detection Act of 1986" and labelled by
some the "Whistle- Blower's Bill." This bill merits
watching, for it has potential implications for all
involved in the financial reporting process. As introduced (with 16 co- sponsors), the Wyden Bill
would require auditors of publicly owned companies to report all cases of suspected illegality or
irregu l ari t y to th e S ecu ri t ies & Ex ch an ge
Commission.
Roundly criticized for impracticality and lack
of a materiality standard, Congressman Wyden
publicly stated his agreement with a materiality
requirement. Many critics challenged the change
25

The National Commission on Fraudulent Financial Reporting is an
independent private sector group created in the summer of 1985
with the support and backing of the NAA and several other accounting organizations. Currently the Association is assisting the
Commission's investigation through the sponsorship of the following research studies:
Impact of Professionalism and Codes of Conduct on Financial
Reporting
Researcher: Stephen Landekich
This project is designed to find out: (1) What ethical values and
concerns are embedded in the managerial style of U.S.companies,
(2) How is the ethical side of company endeavors expressed in
terms ofrespective policies and procedures, (3) What is being communicated to employees and others, and (4) What policy instruments are used to ensure observance of the stated policies and procedures so as to maintain the ethical climate at the desired level.
The overriding purpose of the study is to make recommendations
on how companies can create the appropriate ethical climate for
preserving the integrity of financial reporting.
The research involved reviewing corporate codes of ethics and
policy statements. A request for this information was mailed to 103
chief executives of 48 industrial and 55 nonindustrial companies
selected at random from Fortune listings of 500 industrial and 500
nonindustrial corporations. Written responses were received from
54 companies (22 industrial and 32 nonindustrial companies).
Some of the s tudy's recommend atio ns t o th e Co mmis sion
include:
• All professional membership organizations should adopt codes of
ethics for their members, volunteers, and employees. Private
standards - setting bodies should consider similar actions.
• Professional codes of ethics should stress competence and
integrity.
• Regarding competence, professional codes of ethics not only
should identify the required level of proficiency but also refer to
a body of technical standards to be observed in the respective
professional work.
• As an on- the -job ethical issue, competence is primarily the responsibility of professional associations, societies, institutes, and
other formally organized professional /educational groups.
• It is the responsibility of corporate management to protect and
promote ethical fitness of all employees by removing or restricting undue situational pressures in the on-the-job environment
which are not conducive to ethical behavior or tend to create
ethical dilemmas. The areas involving relatively high ethical risks
should be covered by special sets of ethical standards in addition
to the company -wide code ofethics.
• It is the responsibility oflegislative, regulations- issuing, and standard- setting bodies— governmental or private —to give full consideration to the ethical implications and to evaluate the degrees
ofethical risk caused by the ethical dilemmas related to application and enforcement of the proposed acts and decisions.
Expansion ofNon -audit Services and Auditor Independence
Researcher: James B. Edwards
The purpose of this study is to analyze the continuing concerns
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it would cause in the outside auditors' role, for
ing them to bypass management and go directly t
legal authorities. On that issue, Wyden then aske
several witnesses: "What if the bill were changed
to require the auditor to repo rt the suspecte
fraud to the audit committee and top manage
ment; and if they did not address the fraud an
perhaps report it within some time frame, then th
auditor would have a reporting responsibility ?"
Some witnesses indicated partial agreement with
such a requirement and approach. Others indicated that a change of this nature, coupled with a
materiality requirement, was essentially the same
as presently required of auditors.
Such st atement s and exchanges duri ng one
hearing is no basis for assuming that any form of
legislation will become law. But I suggest that this
bill cannot be lightly dismissed as absolutely lacking vitality in any form. And such an approach
has implications for all involved in the financial
reporting process— simply let your imagination
go.
In a sense, the Wyden Bill effectively links the
auditor and law enforcement. And law enforcement— wholly aside from the Wyden Bill —has
long been one of our Commission's focuses, for it
is one of the most significant factors affecting the
financial reporting process. The Commission will
continue to address the effectiveness of the regulatory and law enforcement environment in dealing
with fraudulent financial reporting. Is it good, bad
or indifferent? Is the regulatory and law enforcement environment the real issue? Is more "regulation in advance" the answer? Can law enforcement realistically do more than discipline a few
truly egregious violators?
Law enforcement considerations inevitably take
us to penalties and sanctions —a long- running,
sometimes highly emotional debate. In that vein,
the Commission has discussed issues such as:
1. Are sanctions generally adequate? Do they
deter?
2. Is the injunction a stiff sanction or a meaningless wrist slap?
3. Are more criminal prosecutions and longer
sentences for white collar crime the answer?
4. If law enforcement and regulation are to be encouraged, what about the effectiveness of self regulatory organizations in the enforcement
area? How effective are the enforcement mechanisms of private professional groups?
In our efforts to address these issues, we have
sought the views of many who have been
are
involved with law enforcement. We have heard
presentations by Clarence Sampson, the SEC's
chief accountant; Gary Lynch, the director of the
SEC's Division of Enforcement; Robert Sack, the
or

How NAAIs Helping
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aC's chief enforcement accountant; and Glenn
rry, the immediate past SEC chief enforcement
ountant. Recognizing the problems presented
the fragmentation of law enforcement efforts,
also have heard presentations by William Seidn, the chairman of the Federal Deposit Insurce Corporation, and Robert Serino, the deputy
ief counsel (operations) of the Office of the
mptroller of the Currency. We will continue to
ite others who are knowledgeable about finan1 reporting.
Assessing the adequacy of laws and regulations,
nd law and regulatory agency enforcement eforts may be the single most subjective and frusrating task we have undertaken. It is impossible
o quantify the extent of undetected fraudulent fiancial reporting. Thus, our assessment of adeuacy cannot be totally free of subjective judgments. Nonetheless, our Commission is not shying
away from critical assessments about law enforcement and is balancing the necessarily subjective
judgments with the broadest possible input.

I

Practical Guidance Needed
Thus far, I have addressed the affirmative—
what the Commission will do and be. Let's turn to
the flip side —what the Commission will not be.
The Commission is not attempting to be all things
to all men. It will not be a prosecutor of any specific corporation; an accounting standards setter;
a drafter of specific legislation or regulatory agency rules; an auditing standards setter, other than
perhaps in the most limited fashion; an investigator of all business practices that any segment of
society finds objectionable; or a panacea —the ultimate, self - contained answer to all financial reporting and disclosure evils.
I believe the Commission's work will be considered a success if:
1. The Report is viewed as a balanced identification and airing of the issues.
2. The Report provides a basis for other private,
public, and professional groups to go further in
certain areas — whether it becomes a springboard for others to pursue matters in more
depth.
3. The Commission raises levels of sensitivity and
creates a heightened awareness among all —
corporate management, the accounting profession, regulatory agencies, and the public —
about the financial reporting process and the
particularly elusive problem of fraudulent financial reporting.
Providing practical guidance will be a major element ofsuccess. For example, can the Commission identify common patterns among companies
that go astray? Can we characterize and catalogue
MANAGEMENT ACCOUNTING /SEPTEMBER 1986

about the potential conflict of interest between the audit function
and non -audit services by CPAs. It is especially concerned with the
actual and potential impact of non -audit services on the quality of
audit and the effectiveness of the audit process in determining and
detecting fraudulent financial reporting. As part of his research,
Dr. Edwards interviewed management accountants, financial analysts, the professional group vice president of the AICPA, the assistant chief accountant of the SEC, and partners of Big 8 accounting
firms.
The study also looks at the 1979 Report of the Public Oversight
Board (POB) on non -audit services and assesses the continued applicability of the POB's conclusions. The POB's report stated that
there is a potential danger to the public interest and to the profession in the unlimited expansion of management advisory services to
audit clients, and some moderating principles and procedures are
needed.
In his preliminary findings, Dr. Edwards observed that there is
sufficient concern to warrant keeping alive the issue of appearance
ofconflict in public accounting firm consulting services. The profession should be encouraged to monitor developments and to act
when necessary to keep the perception problem within reasonable
bounds. The issue, according to Dr. Edwards, was not "laid -torest" by the Cohen Commission, the POB, or any other notable
authority.
Some options suggested for the Commission's consideration include the following: improved general guidelines, prohibition of
dual services to a single client, tighter enforcement of guidelines,
increased disclosures, and establishment of a self - regulatory
organization.
Surprise Writegffs.Financial Reporting Disclosure and Analysis
Researchers: Dov Fried, Michael Schiff, and Ashwinpaul Sondhi
A primary objective of this study is to evaluate existing disclosure requirements for surprise writeoffs. According to preliminary
findings by the researchers, a review of existing accounting standards reveals a paucity of adequate guidelines for treating `surprise'
writeoffs, writedowns, asset impairments, plant closings, and facility restructurings. How these write -offs affect stock prices and a
company's financial ratios will be the focus of the report to the
Commission.
EDS. El

those patterns? Can the Commission go so far as
to suggest a model that has the maximum potential for minimizing the incidence of fraudulent financial reporting?
Time Table
Our Commission is now analyzing the various
major research projects. Those research reports
will provide significant input as the Commission
makes decisions on numerous issues at major
Commi ssion meet i n gs d u rin g t h e n ex t two
months. Our staff will then prepare an exposure
draft of our Commission's Report. After approval
by the Commission, it will be distributed for public comment on approximately March 1. We plan
a 90-day comment period, and hope to publish the
report in final form mid- summer, 1987.
E
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The
Appearance of Conflict
when CPA Firms offer
Consulting S e ry ces

If the public accounting firm
performs an investment tax
credit study, the tendency is to
Impress the client with
advantageous but perhaps
misleading interpretations of
tax law, regulations, and
revenue rulings.

By Ettore Barbatelli

0
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years suggests progress in this area i
difficult to come by.
Virtually all major public accounting
It is not the responsibility of the Sefirms are now, or are becoming, active
curities & Exchange Commission to
in providing services that may place
police and enforce the self - imposed
them in violation of the AICPA's Inrules of the accounting profession or
compatible Occupations rule that is
determine the disciplinary action sugcontained in a d ocu men t en t i tl ed
gested by any infraction of such rules.
Rules of Conduct.
I _W
However, the SEC was formed as a re._
According to Rule 504: "A member
sult of an act of Congress and because
who is engaged in the practice of pubthe SEC has placed all public accountlic accounting shall not concurrently
ing firms in a position of public trust it
engage in any business or occupation
has, in effect, made th e p ubl ic acwhich would create a conflict of intercounting firms quasi - public bodies.
est in rendering professional services."
Investors and creditors, in fact, all
We presume that "create a conflict"
users of financial statements issued by
may be extended to include "create an
corporations whose stock is publicly
appearance of conflict."
traded, rely upon the certification givSome time ago the American Instien to such statements by public actute of CPAs (AICPA) appointed a
countants. In turn, such certifications
Special Committee of Professional
issued by public accounting firms are
Conduct for Certified Public Accoun- Ettore Barbatelli, Sr. is chairman of Valuation subject to the review and approval of
Milwaukee, Wis. He is a past the SEC.
tants. As the name implies, the Special Research Corporation,
national president of NAA.
Committee was asked to consider the
Accordingly, the public looks to the
recurring question of sound practice
SEC to ensure that their interests are
ethics for the profession.
protected and to be certain that the functions the SEC has
It is interesting, and perhaps surprising, that the Special delegated to the public accounting profession are adminisCommittee has recommended that Rule 504 on incompatible tered objectively, fairly, consistently, and without conflict of
occupations be dropped entirely from the Code. the logic of- interest or the appearance of conflict of interest.
fered is "because the goal- oriented section of the new Code
Certain services provided by public accounting firms, such
covers conflicts of interest and requires members to avoid such as management advisory services, may touch the boundary of
conflicts" (italics added). The report states further that "pro- impropriety. The form of such services and the advisory manfessionalism requires much more than compliance with spe- ner in which they are applied, however, do not suggest any
cific rules. It requires a pattern of conduct — indeed, a pattern clear conflict.
of thinking —that results in the performance of all professionOther services public accounting firms now more actively
al activities with competence, objectivity, and integrity. Spe- pursue suggest impropriety, make the appearance of conflict
cific rules by themselves cannot be comprehensive and flexi- obvious, and place the subsequent certification of the finanble enough to provide members with the incentive to achieve cial statements in question. This is particularly true when the
that level of performance."
general public relies on such certification without knowing
It is apparent that the section from which the above quota- how the public accounting firm may have served its auditing
tion was taken did, indeed, "require a pattern of thinking." client on matters that dramatically affect certain information
The profession continues to pursue the concept of self- regula- in the financial statements.
tion, but the number of special committees organized over the
For example, consider the actuarial services that directly
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fluence the contribution required to maintain
he integrity of qualified pension plans. The
mount of such contributions can vary widely deending on the format of the calculations. AIhough achange in actuarial assumptions may ocur only rarely and require public disclosure, the
mpact can be significant and can come about as a
esult of client /management pressure. While there
s no implication here that the limits of such asumptions are moved outside supportability, they
ay be moved to a combination that represents
far more risk and the probability of greater subsequent contributions than would otherwise be
required.
Today, public accountants are more active in
the area of valuation and investment tax credit
studies. Both can materially affect how operating
income after depreciation and taxes is reported,
with consequent damage to the reliability of reported financial conditions.
Whenever a public accountant prepares information for the client's financial statements, it becomes difficult to support the premise of retained
objectivity and independence. Also, the clear separation of functions within the public accounting
firm does not remove the appearance of a conflict,
particularly when all parties participate in the total net revenues generated by the firm.
The conflicts relating to investment tax credit
are known. They have been discussed and treated
in public documents as well as pr ofessional
journals.
The property subject to investment tax credit,
when such property is built as a part of, and with,
the realty, is not always clear. The property uses
may be defined poorly and the lump sum cost data
available may be difficult to analyze and assign.
However, when the firm providing the investment tax credit study also certifies that the balance sheet tax allocations and reserves have been
consistently and properly provided for, the investment tax credit work —which is still subject to
careful scrutiny by the Internal Revenue Service —takes on an aura of authority that may not
be valid. Further, the same firm often is a signatory to the tax return along with the taxpayer.
When such certification is given following the auditing firm's review of such calculations made by
the client or by the client's independent consultant, the appearance of conflict is dismissed and
the position of public trust unimpeached.
Other appearances of conflict exist in services
relating to the manner in which a purchase cost is
allocated for financial reporting purposes or, more
particularly, for federal income tax purposes. In
these instances the numbers can be enormous or,
if not very large in a real sense, significant when
measured on a basis relative to the company's prior financial statements.
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When made pursuant to generally accepted accounting principles, the values established for allocation of the purchase cost has a number of imponderables where a change in emphasis or an
adjustment in basic thinking relative to the purpose and motivation of the acquisition can bring
about significant changes in the market value of
certain of the assets acquired. This may result in a
purchase cost allocation that may alter, to a material extent, the period over which dollar amounts
are amortized for financial reporting purposes and
for federal income tax purposes.
These allocated amounts apply not only to depreciable assets within the property, plant, and
equipment categories but to a number of intangible assets that are significant, difficult to define,
"life," and value. I refer to such assets as patents,
contracts, unpatented technology, software, and
leaseholds. Trademarks and trade names, goodwill, and going- concern value, although not amortizable for tax purposes, impact financial reporting because they absorb amounts that may belong
elsewhere and because they may be amortized for
book purposes over very long periods.
I do not intend to imply or suggest that there is
any impropriety in any of the questioned services
currently being provided by public accounting
firms. However, I do suggest that the appearance
of impropriety or the appearance of conflict is present because of the conflicting nature of the services provided and the significant fees charged for
such services.
For example, repeated news articles indicate
that public accountants often are pressured to create results that are not consistent with operating
facts. To obtain fees for performing nonauditing
services that may influence operating results is inconsistent with the independence the public accountant claims to require as a part of his or her
work.
It is important, and worth repeating, that I
don't intend to suggest that any improprieties
have or will occur but only that the existence of
such pressures and the possible appearance of
conflict does not have a place where the essential
and basic service provided has been delegated by a
governmental authority and is related to the public trust. I have no objection to the provision of
such services by public accounting firms if the
public accounting firm will not provide actuarial,
valuation, or any other services that impact financial reporting to companies that are regular clients
for their audit services.
Everyone has the right to engage in any lawful
business in keeping with the entrepreneurial concepts of free enterprise that have made our country the greatest economic force in the world.
However, it is not proper for companies in a position of public trust to engage in business that is
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anticompetitive in organizational concept and that
may place the independence of their core business
in question.

Whatever safeguards the public accountin
firms may place on these special services they ar
now beginning to provide in their search for incre
mental revenues, they do not eliminate the proba
bility of error nor do they eliminate the appear
ance of conflict. More to the point, they put th
"public watchdog" in the henhouse.
It is apparent that most management advisor
services offered by public accounting firms are ad
visory in nature, are intended to improve internal
accounting controls, and do not have a direct impact on the accounting entries made to record the
cost basis of depreciable and amortizable assets
for financial reporting and /or tax purposes. My
purpose in mentioning financial reporting and tax
is because the deferred tax entries that appear on
the balance sheet result from calculations derived
from the tax basis entries. Deferred taxes impact
the financial reporting statements, but not to the
extent as do amounts recorded in compliance with
Accounting Principles Board Opinion No. 16 relating to the allocation of purchase cost.
As I have indicated, it is not my position that
public accounting firms be prevented from performing management advisory services; rather,
that consideration be given to preventing firms
from providing such services to audit clients if a
perception of potential conflict exists.

The `Slip by' Syndrome

30

Independence Impaired
My focus always has been on valuation services.
This is the area I am most experienced in and understand the best. Also, I recognize the influence
valuation conclusions have on financial reporting
following a merger or acquisition that requires the
purchase method of accounting.
In Accounting Series Release No. 264, the SEC
stated its views on factors that determine whether
the independent accountants should be engaged to
perform non -audit services. One factor of concern
to the SEC is "the possibility of creating a situation where an auditor may be required to review
his own work." For example, when an auditing
firm provides valuations to an audit client to be
used to allocate the purchase cost for financial reporting purposes or for tax purposes, it .is "creating a situation where an auditor may be required
to review its own work." In the cases I refer to,
the word "may" must be changed to "will."
The argument that the service is being provided
by the tax department of the accounting firm and
that the audit and tax partners do not discuss the
matter is difficult to accept and appears to be contradicted by literature released by at least one
public accounting firm involved in this activity.
In addition, let's consider the following points:
The primary objections to the proxy disclosure
requirements required by ASR No. 250 came
primarily from the pu blic accoun ting firms

e

The
appearance of
impropriety is
present
because of the
conflicting
nature of the
services
provided and
the significant
fees charged
for such
services.

In 1984, Mr. James C. Treadway, Jr., former
commissioner of the SEC and chairman of the
National Commission on Fraudulent Financial
Reporting, delivered a speech at the University of
Southern California and alluded to the "slip by"
syndrome. This disorder, according to Mr. Treadway, involves the use of accounting and tax practices that are very close to, if not beyond, the line
of propriety in the hope that they will "slip by"
unnoticed by readers of financial statements of
publicly traded corporations.
As I read Mr. Treadway's speech, hi s comments seem to imply that the drive to include improper numbers in the financial statement occurs
solely because of today's high pressured corporate
environment. However, it does not suggest that
public accountants are subject to the same duress,
particularly in light of their growing predilection
for increased revenues. When the man ner in
which a purchase price is allocated can result in
significant cash flow enhancements (at least until
the IRS audit or in the hope that it will "slip by ")
and /or materially affect reported earnings, the
perceived threat to large continuing audit fees becomes a real consideration.
Also, if the public accounting firm performs an
investment tax credit study, a service I understand
is being offered by all of the Big 8 public accounting firms, the tendency is to impress the client
with advantageous interpretations of tax law, regulations, and revenue rulings. Consequently, the
firm may mislead the corporation about its ultimate tax liability and delude the reader of financial statements by understating federal and state
tax deferrals.
The recent Supreme Court decision in U.S. vs.
Arthur Young places the responsibility for "public trust" as used by the court squarely on the
public accountants. But, we must bear in mind
that this responsibility already has been delegated
to the public accounting profession by the SEC.
As the Court decision implies, "total independence from the client at all times," "complete fidelity," and "public trust," are difficult to maintain when an associate of the audit partner, sitting
across the hall in the tax department, makes or
approves the appraisal and provides the basis for
subs equ ent depreci at io n and amo rt i zat i o n
charges, investment tax credits, and resultant tax
deferrals; all of which the audit partner certifies.
The most significant words in the decision are:
"The independent auditor assumes a public responsibility transcending any employment relationship with the client."
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themselves and not from the users of financial
statements.
In virtually every instance, from the Cohen
Commission to the Public Oversight Board, the
public accounting firms are physically and financially supporting the effort to review their
activities.
As a result of a recent study, the SEC has stated
that few of the registrants reported that their
independent accountants have performed services that the Commission and others have
mentioned as being particularly sensitive. The
Commission has never categorized valuation
services as particularly sensitive, and all major
public accounting firms have begun providing
these services subsequent to the date of the survey conducted by the Commission.
0 It is generally conceded that the management
advisory services provided by public accounting
firms constitute a significant percentage of total
fees generated. That percentage is growing each
year.
• The fact that the present situation gives public
accounting firms an unfair competitive advantage should not be considered an objection to
such firms being able to provide valuation servies to non -audit clients. However, when such
services are provided to audit clients, the independence of the public accountant is impaired.
My comments are based on AICPA Rule 504
which, as I stated earlier, the Special Committee
on Standards of Professional Conduct for Certified Public Accountants has recommended be removed from the proposed new code of ethics. According to the rule, a member who is engaged in
the practice of public accounting shall not concurrently engage in any business or occupation that
would create a conflict of interest in rendering
professional services.
How many bodies will the public accounting
profession create before they "get it right ?"
It is difficult to understand how anyone reading
that rule can believe that it is appropriate for the
public accounting firm to: express an opinion of
value relating to a bundle of tangible and intangtible assets; use that information to determine the
cost basis for such assets on the financial statements of publicly traded companies on which, incidentally, all subsequent depreciation and amortization charges are based; and, then provide the
certification that indicates the financial statements
are reasonable. This occurs without any mention
in the reports, either direct or in the footnotes,
that the valuations upon which the financial re-
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ports are based were prepared by the same firm
th at certi fied to th ei r accu racy and
reasonableness.
I find this situation particularly surprising because of the fact that in the past, public accounting firms were insistent upon reviewing the work
of valuation firms to be certain that generally accepted valuation procedures were used, that the
work was done in a professional and workmanlike
manner, and the conclusions appeared to be reasonable within the facts and circumstances stated.
If public accountants believe that the same type of
review is still required, then that review is now
conducted by partners of the same firm that provided the valuation service.
There is no objection, nor has there ever been,
to the public accounting firms providing such services to non -audit clients. However, valuation services should not be thrown into the same basket as
all other management advisory services, because
valuation services directly impact the financial
statements used by investors and creditors to
make decisions. This is not to say that auditors
cannot be good appraisers. It is the appearance of
conflict or the real conflict that may develop when
there is a serious disagreement between management and the auditor that makes this condition
onerous and outside the basic patterns of conduct
suggested by SEC and AICPA rules.
Who should be concerned about public accounting firms' involvement in certain consulting
services? Users of financial statements because of
the questions raised with respect to the independence of the outside audit they receive, regulatory
agencies that have some responsibility for the information investors and creditors depend upon,
and preparers of financial statements because of
the potential criticism such action may precipitate
should all be apprehensive about this situation.
Public accountants also should be sensitive to
the suspicions they may be creating because of
their own activities and willingness to offer services for monetary gain that create an appearance
of a conflict of interest. A recent Wall Street Journal article quoted the editor of the Public Accounting Report, an Atlanta newsletter, as saying
"today almost anything that makes money goes."
I am certain that this is an opinion the profession
does not want to encourage.
Representatives from public accounting firms were
invited to prepare an article on this issue for MANAGEMENT ACCOUNTING but declined to participate. We would appreciate receiving your comments on this issue for possible publication. Eds.
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� � � I�(K)P
Alans:
Time to Act
Tax reform proposals call for severely limiting annual contributions
and make the anti - discrimination tests more difficult to pass.

By Michael J. Whiteman and
Anthony T. Krzystofik
Qualified cash or deferred salary arrangements,
under Section 40 1( K) o f t h e In tern al Reven u e
Code, are und er atta ck. To b e m o re sp ec ific, th e
President pro p o ses th at th ey b e elim in ated , wh ile
Congress and th e Sen ate p rop o se several ch an ges
to the plan.
The 4O1(K ) p lan wa s cr eate d u n d er t h e R even ue Ac t o f 197 8. Sin ce 1981, wh en th e In ter n al
Revenue Service issu ed p ro p o sed regu latio n s u n der this sectio n of the Cod e, th ese d eferred salary
ar r a nge m en t s h ave b ec o m e very p o p u la r. Although it is u n likely th at th e Presid en t's p ro p o sal
will b e passed, it is q u ite likely th at so m e mo d ifications and cu rtailm en ts of b enefits will b e mad e.
Should the se ch an g es b e m a d e it is q u ite likely
that the y m a y b e p r o sp e ctive in n a tu r e. A s a result, we recom m en d th at em p lo y ers an d em p lo y ees review th eir cu rren t d eferred salary p ro gram s
and, to the ex ten t p o ssib le, im p lem en t o r m o d ify
such plans.

I Tax Advantages
A 401( K) p lan is u sed to d efer th e t ax atio n o f
salary. An em ploy ee can elect to h ave a p o rtio n o f
his salary, that wou ld b e tax ab le to him if received
by him, put in to a tru st wh ere it will no t b e tax ed
until drawn, presu m ab ly d u rin g his retirem en t
y ears. This arran g em en t m u st b e p art o f a q u alified p rofit sh arin g o r sto ck b o n u s p lan . In ad d ition, the em p lo y ee may h ave an in d ivid u al retirem ent ac count (IRA).
The am ou n ts co n t rib u ted to th e fu n d are d eductible by th e em plo yer.' Th e availab ility o f such
a plan c an help att rac t an d k eep key em p lo y e es.
Inter est earn e d o n th e co n t rib u t io n , wh ile in th e
fund, is not p resen tly taxab le. Th erefore, the fu n d
can grow m o re rap id ly .
Lum p sum withd rawals b y th e em p loy ee at certain de signate d tim es are fa vo rab ly tax ed . Th ese
am ounts generally qu alify fo r ten -y ear fo rward
aver agin g , wh ich m ean s th at th e em p lo y ee is
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tax ed on an y lum p sum distr ibution as if it were
received over a ten -year period. Norm ally this resu lts in a substantial tax advantage.
Plan Specifics
Th e 401( K ) plan must be pa rt of a q ualified
pro fit sharing or stock bonus plan. Thus, the antidiscrim ination average tests applicable to other
q u alified pla ns will also apply to 401(x) plans.'
Ad ditio nally, 401(K ) plans are s ubject to two
ad d itional anti- discrim ination tests to ensure that
key employees are not provided advantages over

other employees. These two tests involve deferral
ratio tests that compare the amounts deferred by
the highest paid one -third of the eligible employees to the amounts deferred under the plan by the
other eligible employees.
Under the first requirement, there is no discrimination concerning the amount deferred if the
average deferral by the highest one -third is not
more than 150% times the average deferral by the Michael J. Whiteman,
is assistant
remaining two - thirds. For example, if the average LLM,
professor of Taxation
amount deferred by the lower two - thirds is five at the University of
Ma ss ac huse tts,
percent, then the average deferral by the upper Amherst.
He is a
one -third would be seven and one -half percent.
former attorney with
the Office of Chief
The second requirement for anti - discrimination Counsel
of the Internal
p ro o f for a 401(K) plan a ctually invo lves a two step com putation. First, the a verage def erral for
th e upper one -third cannot be more than three
percentage points higher than the average deferral
by th e lower two- thirds. Second, the average deferral for t he upper one -third may no t b e m or e
than two- and -a -half times the average deferral for
the lo wer two - thirds.
As an exam ple, assum e that the lower two thirds elected to defer an average of four percent
of th eir salaries. The second requirement would be
met if the upper one -third em ployees elected to
defer an average of seven percent of their salaries.
Th e te st w ou ld b e m e t because seven percent is
not more than three percentage points greater
th an four pe rcent, and s even percent is not m ore
than two- and -a -half tim es four percent. A 401(K)
p lan w ill q ualif y if it m e ets either of th ese t ests.

Revenue Service.

Anthony T. Krzystofik,
CPA, is professor of
accounting at the
University of
Massachusetts,
Amherst. He is a
member of the NAA
Education Committee
and the Springfield
Chapter, through which
this article was
submitted.
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Table 1 illustrates the anti - discrimination test re- Geed the amount required to meet the immediate
lationships that must exist between upper one - financial need created by the hardship and not
third and the lower two - thirds employees.
reasonably available from other resources of the
There are essentially two ways an employee employee." Uniform and nondiscriminatory stanmay participate in a 401(K) plan. The first is the dards must be set forth with the plan.
cash or deferred salary arrangement and the secThe interesting and innovative aspect of this
ond is the salary reduction plan.'
provision is that the fund may be "tapped" in case
Under a cash or deferred plan, the employee of financial hardship and still remain a qualified
can choose to receive amounts in cash or to have plan. The exact boundaries of the regulation reall or a part of the contribution put into the plan main to be explored. However, any funds withfund. The amount elected to be taken in the form drawn for this purpose will be taxable but not subof cash would, of course, be taxable. The amount ject to any "penalty" tax.
elected to be put into the plan would be tax -deferred. Therefore, the employee has the option, IRAs vs. 401(x) Plans
annually, to satisfy present financial needs or to
Although in some respects IRAs are similar,
provide for retirement.
the 4 0 1 (K) plan do es o ffer the fol lo wi ng
Under a salary reduction plan, the employee en- advantages.
ters into a written agreement with his employer to
take a reduced salary or to forego an increase in
Dollar Limitations. Under an IRA, an employee
wages. The employer agrees to contribute to the
can s helter up to $2 ,000 annually.' With a
fund the amount of the employee's reduction in
401(K) plan, the amount sheltered could be as
salary.
high as the lesser of $30,000 or 25% of salary.
The Code provides that in order for the plan to
Please remember that the discrimination rebe qualified, the amount may be distributable to a
quirements do apply.
participant for these reasons: retirement, death,
Loan and Hardship Provisions. Distributions
disability, separation from service, attaining age
from a 401(K) plan as a result of financial hard59 -1/2, and financial hardship. Additionally the
ship will not disqualify the plan. Further, loans
One innovative Code requires that all employee contributions and
may be made from a 401(K) plan.' A loan is not
aspect of the the earnings not be subject to forfeiture.
taxable, but it must be paid back. These proviProbably
the
most
interesting
distribution
alplan is that
sions are not available to taxpayers with an
IRA.
employees may lowed under current rules is for the reason of financial
hardship.
The
proposed
regulation
indi•
Lump
Sum Distributions. Such a distribution
withdraw funds
cates that a distribution w i l l be a hardship
from a 401(K) plan can be taxed using the ten during periods distribution if it is necessary "in light of immediyear averaging provisions. An IRA may only
of financial ate and heavy financial needs of the employee."
use the four -year income averaging provision.
hardship. The same regulation goes on to state that the
The difference in tax results can be quite subamount of the hardship distribution "cannot exstantial. Also, a person may be a member of a
401(K) plan and still have an IRA. A comparison of the tax advantages are summarized in
Table 1
Table 2.
Anti - Discrimination Tests
Tax Reform
Average % Deferral
of Lower Paid
Two -thirds Employees

Test

1.0%
2.0%
3.0%
4.0%
5.0%
6.0%
7.0%

(x
(+
(+
(+
(+
(x
(x

1.

Factor

250%)
3.0 %)
3.0%)
3.0 %)
3.0 %)
150%)
150 %)

Average % Deferral
of Upper Paid
One -third Employees
2.5%
5.0%
6.0%
7.0%
8.0%
9.0%
10.5%

Deferral of upper paid (one - third) employees is not more than actual deferral percentage of all other eligible employees (lower two- thirds) multiplied
by 150 %.

2. The excess of the actual deferral percentage for the upper paid one -third
over the lower paid two - thirds employees is not more than three per-

centage points and the actual deferral percentage for the upper one -third
is not more than the actual deferral percentage of the lower two- thirds
multiplied by 250 %.
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At the outset we noted that there is much discussion in Washington concerning 401(K) plans.
At worst, the President's proposal would eliminate the 401(K) plans for years beginning after
December 31, 1985.
Other possible but less dramatic revisions are
being considered by Congress. Some of those possible revisions include the following.
LIMIT ON ELECTIVE DEFERRAL
As previously mentioned, elective deferrals are
subject to overall annual limitations. Generally,
the amount of the elective deferral cannot exceed
the lesser of $30,000 or 25% of the employee's
nondeferred compensation.
Some of the options presently being considered
are:
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Dollar limitation

Lesser of $30,000 or
25% of salary

$2,000 annual contribution

Loan and hardship
provisions

Distributions for
hardship will not
disqualify plan

Not available

Loans may be made from
funds

Not available

Lump sum distribution

Ten -year income
averaging option

Four year income
averaging option

Spouse contribution

Not available

$250 annual contribution

I ANTI - DISCRIMINATION REQUIREMENTS
Present law provides for certain objective tests
that are used to determine if elective deferrals are
discriminating in favor of the highest paid one third of all employees. Present proposals contemplate modification of the anti- discrimination tests
by redefining the group of highly compensated
employees and by modification of the special percentage tests. These modifications would make
anti - discrimination more difficult.
Under the proposal, the following employees
would be treated as highly compensated:
1. Five percent shareholders;
2. The 10 employees owning the largest interest
in the employer who have compensation in excess of the limit on annual additions under a
defined contribution plan ($30,000 for 1986);
3. Employees earning more than $50,000;
4. The top 10% of employees according to compensation, excluding employees earning less
than $20,000, and employees who earn less
than $35,000 and who are not among the top
five percent by compensation; and
5. Family members of the top 10 employees according to compensation, if such family members participate in the 401(x) plan.
Additionally, the special anti - discrimination
test may be altered so that the average deferral
may not exceed 125% of the average deferrals of
all employees not highly compensated. If the special anti - discrimination rule is not satisifed for any
year, then the excess elective contributions by the
highly compensated employees would be treated
as nondeductible employer contributions. In such
an event, to avoid disqualification of the plan the
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excess elective deferrals would be required to be
distributed by the end of the plan year following
the plan year to which the deferral relates.
WITHDRAWAL AND OTHER RESTRICTIONS
The following are possible revisions:
• Hardship withdrawals would not be permitted;
• Withdrawals on account of plan termination
would be permitted;
• An employer would not base, either directly or
indirectly (other than through matching contributions), contributions and benefits upon an
employee's elective deferrals;
• Employees would not be required to complete
more than one year of service to be eligible to
defer; and
• 401(K) plans would not be available to employees of tax - exempt and public employers.

Tax reform
threatenting to
reduce the
availability and
advantages of
401 (K) plans.
is

The result of these three options is that 401(K)
ans would be retained, but the annual dollar
ntribution would be severely reduced.
COORDINATION WITH IRA CONTRIBUTIONS
According to existing law, the limit on an employee's elective deferral under a 401(K) plan is
not coordinated with an employee's deductible
IRA contribution. A possible revision is that an
employee's IRA deduction limit, $2,000, would be
reduced dollar for dollar by the employee's elective deferral under a 401(K) plan.

IRA

401(K)

Take Action
Most of the proposals, if passed, would have an
effective date for plan years beginning after December 31, 1985. For collectively bargained plans,
the proposals would not be effective for plan years
beginning before the expiration of the collective
bargaining agreement.
Revisions to the availability and advantages of
401(K) plans are likely, and because the effective
date of these proposals would take place in 1986,
we recommend that employers review their current deferred salary programs and take advantage
of current options while they are still available.

'The deduction is subject to maximum dollar limitations. Under present law, the
elective deferrals of any employee (plus employer contributions and certain other
amounts) generally cannot exceed the lesser of S30,000 or 25%
the employee's
nondeferred compensation.
'IRC Sect. 410(b)(I)(A) and 410(bXiKB). The former requires essentially that the
plan benefit at least 70% of all employees or at least 80% of all who are eligible.
The latter required that the plan coverage not discriminate in favor of employees
who are shareholders, officers or highly compensated individuals.
'Proposed Reg. 1.401(K) -1.
'This amount can be 52.250 in the case of a spousal IRA.
'T he loan generally must be limited to the lesser
850,000 or 50% of the amount
in the employee's account. The term of the loan cannot exceed five vrars unless it is
for buying a home. IRC Sect. 72(p).
or

year; or
Reduce the overall dollar limits on contributions and benefits under qualified plans to
$25,000 for deferred contribution plans and
$75,000 for deferred benefit plans.

Table 2
Comparison of Tax Advantages of 401(K) and IRAs

or

Retain the present law dollar limits on the
spousal IRA deduction;
Limit the maximum deferral to $7,000 per
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The phone call to Bob fox's office on a dreary New lersey afternoon
contained some good news... and some bad news.

IF

"Bob, we'd like you to take the
controller's job at American Transtech.

ASystemisBorne.
,

t

in

Mw 9e ml
e
control at
American Transtech
ft

t 11 U

The only problem is, you have to have your
accounting systems up and running in nine months. "

By Robert J. Fox and Thomas L. Barton

American Transtech Inc., based in Jacksonville,
Florida, was created during the divestiture of the
Bell System to handle the issuance of the stock
certificates of the seven Regional Holding Companies (RHCs) and to service the RHC shareowners.
Following the divestiture, these companies would
own the local telephone systems.
At the time of divestiture, AT &T's some 3.2
million shareowners were provided with one share
of each RHC for every 10 AT &T shares held.
Cash was given for fractional shares and in settlement of those accounts with less than 10 AT &T
shares. Shareowners holding between 10 and 500
AT &T shares were allowed to trade shares of one
RHC for those of another RHC. When this was
MANAGEMENT ACCOUNTING /SEPTEMBER 1986

do n e, each R HC had ab o u t 2.5 mil li on
shareowners.
The divestiture agreement recognized that the
issuance of the RHC shares would be a difficult
task. Because many of the shareowners would, at
least in the beginning, be common to more than
one company the agreement called for the creation of one entity to service the shareowners.
Prior to the divestiture, AT &T handled share owner services through an internal service bureau
called the stock and bond division. It was this organizati on that provided the foun dat ion for
American Transtech.
Initially, Ameri can Trans tech creat ed and
mailed the newly issued certificates according to
the shareowners' choices and the requirements of
the divestiture agreement. On an ongoing basis, it
would perform transfers of ownership, account re37

No

t

cord keeping, payment of dividends, operation of
the dividend reinvestment program, and handling
of shareowner responses and inquiries.
From Cost Center to Profit Center

Robert J. Fox is
controller of American
Transtech. He is a
member of the
Jacksonville Chapter
of NAA, through which
this article was
submitted.
Lybrand Silver Medal,
1985 -86.

< q w f t .
Thomas L. Barton,
CPA, Ph.D., is
assistant professor of
accounting and
finance at the
University of North
Florida. He is
professional
development director
of the Jacksonville
Chapter of NAA.
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ternal cl ass s ystem such as reserved parking
spaces and plush offices for executives. Bonus and
reward systems are available to all employees.
There is a heavy emphasis on open and honest
communication.
Responsibility Cen ters (RC) were created
around specific tasks, such as dividend issuance,
computer console' operations, and telephone response center. Each RC reports to a line ofservice
director, who is responsible for delivery of a final
"product" to the cli ent such as dividend payments, stock transfer services, or shareowner inquiries. These lines of service are referred to as
production lines, Production line directors report
to a line of business (LOB) head (generally a vice
president), who is responsible for a market, such
as shareowner services.
The other lines ofservice are:

In true entrepreneurial fashion, the leaders of
the stock and bond division saw that the divestiture presented an opportunity to mold a new company that could serve as a model for the other segments of the post- divestiture AT &T.
In early 1982, American Transtech was only an
idea. Facilities had to be located or constructed,
people had to be hired, systems had to be designed, and the necessary legal, financial, and procedural methods had to be implemented. The biggest challenge, though, was to alter the thinking of
the people who decided to join the American
Transtech adventure.
The old division was mired in a management
approach that focused on budgeted total costs. • Service center lines providing direct internal
Productivity and unit costs were all but ignored,
services such as computer operations and softand cost - benefit analysis was unknown. Each
ware development,
manager was responsible only for meeting or un- • Common overhead lines providing common rederrunning his own budgeted costs. If a manager
sources to the organization such as telephone
could reduce his costs, even at the expense of anservices and building space, and
other unit of the division, he was motivated by the • Corporate staff lines providing support services
system to do so, regardless of the overall effect it
to the entire organization but considered not to
had on the division. The system encouraged manadd value directly to the final product (controlagers to reduce costs, even at the expense of anlers and human resources).
other unit of the division, or what effect it had on
the division. Division executives did recognize
The company's organizational structure has a
that the shareowners were their ultimate custom- number ofadvantages over more traditional orgaers and attempted to measure and ensure quality nizations (Figure 1). Communication is easier,
of service. However, efficiency in providing that quicker, and more effective because fewer chanservice was not as important a consideration when nels exist. Pcople feel a proprietary interest in
it came to the evaluation of division management. their jobs, because they have more end -to -end reAmerican Transtech's founders fervently be- sponsibility. Decision making is forced to lower
lieved it was vital to establish an environment levels because as a matter ofphilosophy, the comwhere entrepreneurial managers would focus not pany believes that decisions should be made by
only on the quality of service but also on the prof- those with the most knowledge or who are closest
itability of that service. The cost center mentality to the problem. And each LOS director has reof the stock and bond division had to yield to a sponsibility for an entity that can be evaluated as
profit center philosophy at American Transtech. a stand -alone unit.
This philosophy was to serve as an example for
The structure was designed to handle the divesthe entire AT &T organization in order to prepare titure in an efficient manner, and to render high
it to meet the ri gors of an u n regu l at ed quality service to AT &T and RHC shareowners at
marketplace.
competitive prices. Beyond this, it was to support
The company also fostered an entreprenuerial American Transtech's aspirations to expand into
spirit. Each and every employee was encouraged related areas of information processing such as dito develop an ownership interest in the firm, and rect marketing, information distribution, financial
the total team was held responsible for its success. record keeping, and data security services.
The organizational structure was designed to
support this philosophy. It is extremely flat with A Blank Page
only three levels. Units within American TranThe first priority of the new controller was to
stech are organized as a collection of small busi- assemble a talented and experienced staff to organesses called lines of service (LOS), and many are nize and design the systems. The Bell System proevaluated as profit centers. Decisions are made vided a rich pool of talent_ In addition to controland implemented by the people who are best qual- ler Bob Fox, key members ofthe accounting team
ified to do so. There are no visible signs ofan in- were Anne Acker from Southern New England
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Telephone, and Paul Finley from Long Lines Division of AT &T.
In the spring of 1983, the task facing the accounting team was formidable. They had to devise
systems to support the structure and philosophy
of the company while continuing to meet the traditional control and information needs of the
board of directors and shareowners. But, there
was no accounting staff, no precedents, no procedures —not even a chart of accounts to guide the
creation of the management information system.
The team stared at the proverbial "blank page."
They did, however, have a number of basic objectives and constraints:
Managers wanted measures of product cost on
a "fully allocated" basis, as well as on a "controllable cost" basis.
• The methods oftransfer pricing and cost allocation had to recognize causal effects as completely as possible.
• The costs of production, whether directly incurred or allocated, had to be measured in such
a way as to encourage controllability at all
levels.
9 The system had to measure performance consistently across the lines of business and lines of
service.
• The managers had to believe in the integrity of
the system and in the system's ability to enhance their operating performance.
• The system had to distinguish between fixed
and variable costs at both the incurred level and
the allocated level.
• The system had to be flexible and adaptable to
new business units because the company expected to expand its horizons beyond those areas mandated by the divestiture agreement.
e Finally, the designers could not depend on historical costs for standards because there was no
history.

0

Actually, the management information staff did
have an advantage over many systems designers.
New systems commonly start with certain elements already in place such as organization codes
and the chart of accounts. These are not easily
changed. Because American Transtech did not
have these elements in place, they could be customized to meet the system needs.
The chart of accounts, for example, was designed to capture fixed and variable elements of
cost using subaccounts when appropriate. Once
captured, these data could be used in a number of
reports and analyses. Through effective use oforganization codes, responsibility center results
could easily be summarized to provide line of service reports. These could be "rolled up" to line of
business, vice president, and total company levels.

The system for general ledger was flexible enough
to handle organizational code changes easily without major revision to the structure. This particular feature was considered essential to a dynamic
and flexible organization.
Strategic and Tactical Systems
The strategy for implementing control systems
called for a set of systems that would serve both
strategic and tactical needs. Two strategic systems
were put into place: a five -year planning horizon,
and a business case review process for new business units.
AT &T corporate requires its companies to
adopt the five -year planning horizon. General assumptions about inflation, business activity levels,
wage rates, and other economic conditions are incorporated into this system.
At American Transtech, each new proposed
business unit is required to prepare a business case
for review by management, the American Trans tech Board and, in certain cases , th e AT &T
Board. This second strategic system is used to

There are no
visible signs of
an internal
class system
such as
reserved
parking spaces
and plush
offices for
executives.
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evaluate the feasibility of new ventures. Both systems provide a rational, organized and effective
method of collecting and analyzing long range
plans. They allow management to focus decision
making on the problems and conflicts arising from
diversification and growth.

Transtech are such that volume fluctuations in
one LOS can significantly affect the activity levels
of other LOSs. For example, the production of
quarterly dividend checks for AT &T and Regional Holding Company shareholders creates a huge
peak in the workload of the payment processing

Figure 1
Organization Chart for American Transtech, Inc.
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The tactical systems consist of a number of interrelated systems designed to help management
measure short-term progress and make decisions
on a daily or weekly basis. Several of these "systems" are nothing more than a manual set of steps
designed to capture a set of data for use in the
measurement of activity. At the other extreme,
some systems are complex mechanized programs
that perform sophisticated computations and analyses so that the outputs are readily usable by the
team members.
The six major tactical systems are the volume
model, the budgeting system, the outlook system,
the project system, the daily productivity analysis,
and the transfer pricing and cost allocation set of
systems. The systems are integrated as much as
possible, and supplement each other as shown in
Figure 2.
A closer look at the tactical systems reveals the
types of control problems faced by the company.
For example, the volume model isdesigned to help
plan for fluctuations in activity levels in separate
LOSs. The interrelationships within American
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LOS. However, the mailing LOS must handle this
volume and the telephone response center must
handle Shareowner inquiries about these payments. Ultimately, the volumes of the above units
are determined by the number of shareowner accounts on the file at the record date, and on certain pred ictabl e math emat ical relationships
amo n g t h e nu mb er of acco u nt s maintained,
checks written, checks reconciled, pieces mailed,
and inquiries about checks.
The volume model is basically a microcomputer
spreadsheet application that uses these relationships to predict work volumes for all units. It is
updated as parameters change and each LOS has
its own version that can be modified to meet its
own particular needs. Changes are monitored centrally so that consistency in assumptions among
LOSs is maintained. The output of the volume
model is also used for the budgeting and outlook
tactical systems.
The outlook system is a simple manual process
designed to supplement the budgeting process,
and is actually an extension of that process. Each
MANAGEMENT ACCOUNTING /SEPTEMBER 1986

system,

project

month, every unit reviews its actual results with The differences are surprisingly minimal in most
its commitment budget to determine if there are cases considering the inherent difficulty of comsignificant variances. An analysis of the variances puting profits on a daily basis. Any major differis performed to determine if the variances are one- ences are taken into account in computing future
time or recurring variances. Based on this analy- estimates of daily profitability.
sis, the organization prepares a revised outlook for
the remainder of the year. The individual outlooks Intracompany Transfers and Cost Allocations
are combined into a total company outlook used
The most important and most complicated of
for planning and decision making.
the tactical systems is the transfer pricing and cost
The
another tactical system, was allocation set of systems. The structure of Ameriimplemented during the first year of operation can Transtech makes it inevitable that many intrawhen it was discovered that the accounting and company transfers of services occur. The accountorganizational codes lacked the flexibility to cap- ing systems desired by management would need to
ture data related to projects that crossed organiza- include procedures for tracking the usage of intrational boundaries. For example, the company per- company services to: allow their inclusion in the
fo rmed several equity proj ects fo r cl i en t s calculation of "product cost" for each service proinvolving the purchase of odd -lot (less than 100) vided to outside clients, and create incentives for
shares from shareholders. Because the revenues the user LOSs to control their usage of intracomand expenses of this project could not be captured pany services. For instance, the computer operausing traditional accounts or organization codes tions LOS (a service center LOS) provides data
(many organizations combined their efforts to processing services to the dividend payment LOS
perform this service), a project code was added. (a production LOS). The product cost of dividend
The project code could be reported on any trans- payment, then, would include all direct inputs inaction, and reports summarizing revenues and ex- cluding the printing of shareowner checks; a compenses could be produced.
puter operations function. The director of the divOne of the greatest advantages of the project idend p aymen t s LOS wou ld al so be held
system is its tremendous flexibility. A project can accountable for his or her usage of data processing
be used to track one -time expenses, special reve- services consumed in the dividend payment
nue opportunities, cost of regulatory changes, or function.
new business opportunities not yet included in the
A team led by Paul Finley was assigned the
annual budget.
full -time responsibility of developing such a sysAnother important tactical control system at tem. This team was assisted by Ed Donahey, a
American Transtech is the daily productivity anal- service costing expert from Coopers and Lybrand.
ysis. Each LOS performs this function internally Donahey's wealth of experience in financial serusually using a manual process. The primary as- vices costing allowed the internal staff to shorten
sumption underlying the productivity analysis is the systems development time substantially.
that, in the short run, the production team has
Two additional considerations complicated the
significant control over only one element of cost — design of the transfer pricing system. First, some
labor. The team collects hours worked and units "transfers" of services were more akin to "allocaproduced on a daily basis. The hours are convert- tions" of cost than they were to actual transfers.
ed to labor costs and the other expenses are added For example, the controller's function is a staff
to determine total costs. (For this purpose all LOS and provides services directly and indirectly
costs other than direct labor are assumed fixed to the entire organization. There is no reliable way
and are computed from statistical trends.) Reve- of measuring the consumption of these services by
nue for the day is computed from the number of individual segments of the organization. Yet,
units produced, and a daily margin (revenue mi- management desired that product costs reflect an
nus expenses) is the result.
assignment of all support costs. Hence, the final
The value of this process is readily apparent in system combines elements of transfer pricing and
a tour of the company's operations. Charts and cost allocation. Secondly, the systems were ingraphs indicating the results of daily profitability tended to allow evaluation of the performance of
are prevalent. These results receive close attention individual LOS and LOS management. Because
and are analyzed at team meetings and manager certain costs charged against an LOS would be
forums. The job of tallying the results is rotated uncontrollable by the LOS, director (such as the
among team members so that each team member allocated controller's department costs), the final
understands the cost behavior of his or her group. system draws a distinction between costs that are
An estimated total profit is computed by adding considered controllable and those considered unup the daily profit results. At th e en d of t he controllable by the LOS director.
month, the estimated figure is compared to the acAs an example of an intracompany transfer
tual reported profit, and variances are analyzed. price and how it is established, consider the comMANAGEMENT ACCOUNTING /SEPTEMBER 1986
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puter services provided by the computer operations LOS to the dividend payments LOS. The
computer operations LOS is divided into some 25
cost pools corresponding to 25 different units of
measure for computer usage. Examples of these
units are CPU minutes, tapes mounted, disk storage space (in megabytes), and lines printed. Standard rates for the units of computer usage were
calculated by dividing budgeted costs within the
pool by the corresponding budgeted usage. The
system is set up to closely track the actual consumption of computer usage units by each LOS
that uses these services. The director of the divi-

Service center and common overhead LOS are
cost centers but are evaluated as quasi -profit centers. The directors of these LOS are responsible
for their incurred costs and the variances between
incurred costs and transferred -out costs (their
"revenues "). For these LOS, the variances are interpreted in much the same way as the "bottom
line" profit amount is interpreted for a production
LOS; namely, the contribution of that LOS to the
good of the company. Naturally, for this interpretation to ring true the "transferred out" amounts
must have a meaningful economic interpretation
and be subject to tight control. Management be-

The management structure is extremely flat.
It has only three levels.

Measuring Performance in an LOS
Each LOS director has responsibility for an entity that can be evaluated as a stand -alone unit.
Production LOS are established as profit centers
with the directors responsible for the revenues and
costs, both directly incurred and transferred -in, of
particular areas of service to clients. An example
is the dividend payments LOS which is responsible for issuing dividend checks and reconciling the
checks cleared. For those services, the LOS is
credited with revenues based on the units it produces. In turn, the LOS procures services from
outside 'the company and from within the company through service center, common overhead, and
staff LOS.
44

lieves that the process employed for establishing
these amounts (i.e., the multiplication of a standard rate times a measure of service consumption)
meets these criteria.
The variance between incurred and transferred out costs for service center and common overhead
LOSS can be split into spending and volume components. For example, if units of volume delivered
are greater than those budgeted, there will be a
favorable volume variance. If incurred costs exbe an unfavorable
ceed budgeted costs, there
spending variance. Because the director is evaluated on both the volume and spending components,
there is considerable incentive for the director to
structure costs so that they can be adjusted downward in response to a reduction in the demand for
his or her LOS. This is considered to be a major
advantage of this system over merely a comparison of incurred costs with budgeted costs.
From the user side, the director knows that he
or she will be charged for the services consumed
at a standard rate times actual usage. The director
is then motivated to control the number of units
consumed in order to control transferred -in costs.
There is also assurance for the user - director that
efficiencies resulting in a reduction of the usage of
the service will not be offset by a higher rate.
The costs charged to an LOS vary in terms of
degree ofcontrollability by the LOS director. Directly incurred costs are considered to be totally
controllable by the director. Transferred -in service center LOS costs can be controlled by the director for the most part since these costs are assigned to the LOS usin g a stan dard rate and
actual usage. Transferred -in common overhead
LOS costs are considered to be controllable by the
director since they are based on standard rates
will

dend payment LOS is charged for the use ofcomputer services in an amount equal to the number
of units consumed times the standard rate per
unit.
An advantage to this system is that it encourages efficiency in both the provider LOS and the
user LOS. The provider is responsible for delivering the service at a competitive rate and the user is
responsible for controlling his usage of computer
services. For the provider, variances from standard (the difference between actual costs and
transferred -out costs) are reported and carefully
analyzed. In the case of computer services at least,
the use of the standard rate can approximate a
market -based transfer price. From time to time,
the strategic planning LOS performs comparisons
of certain transfer prices with external market
prices. In at least one instance, it was determined
that a service could be obtained from outside at a
price lower than the transfer price, and a change
was made to an outside vendor.
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Figure 2
Tactical Systems Overview

and he or she can exercise some discretion in the
use of the common overhead "services." Staff
LOS costs are not considered to be controllable by
the director but are allocated to the LOS for the
purpose of arriving at full product costs.
So, the segregation of the organization into
lines of services allows the measurement of margin after each level of allocation, giving several
views of performance. For example, Figure 3 contains the income statement format for a production LOS. Revenue min us incurred expenses
yields incurred contribution margin, which is considered to be controllable by the LOS director. Incurred contributions margin minus transferred -in
common overhead and service center LOS expenses yields group product contribution margin,
which is also considered controllable by the direcMANAGEMENT ACCOUNTING /SEPTEMBER 1986

tor but to a lesser degree than the incurred contribution margin. Finally, group product contribution margin minus allocated staff expenses yields
LOS profit /loss. This latter measure is not fully
controllable by the director but includes the full
p ro d u ct co st amo u n t req u i red by to p
management.
The Results
Can an effective set of planning and control systems be installed in less than nine months by a
small staff in a new entrepreneurial organization?
The answer clearly is yes. But it requires a firm
commi tment from top management and much
personal sacrifice.
In addition to the availability of excellent resources, operational managers realized the impor45

tance of the systems. Despite their hectic schedules, they devoted a reasonable amount of time
and effort to expressing what they needed.
Everyone was commited to the integrity of the
measurements. When the inevitable performance
problems occurred, rather than blaming the measurements, management used the measurements
constructively to seek out solutions.
Today the measurements are used regularly and
effectively. The line teams suggest changes and
enhancements, where appropriate, and communicate results to every team member. Daily - results
Figure 3
Line of Service Income Statement

Revenue

Current Month

SHAREOWNER GENERATED
NON- SHAREOWNER GENERATED

CONTROLLABLE TO
A LIM IT E D DE GRE E

Incurred Expenses
Salary /FICA
Temporary wages
Travel and entertainment
Professional and consulting
Rental expenses
Supplies (non- stock)

Direct incurred expenses
are controllable

Other operating expenses
Operating margin
Non - operating rev. & exp.
Incurred contribution margin

Controllable margin

Allocated expenses
Common overhead:
Benefits
Telephone
Facilities
AOS

Use of standard rates
makes common overhead
and service center
allocations controllable

Service center expenses:
Computer mgmt.
Software development
Org. training /development
Administrative services
Group product contribution margin
Corporate staff overhead:
Executive /central staff
Human resources
Comptrollers /fin. plan.
Advertising & public relations
Marketing /strategic planning
Organizational communications

►

Controllable margin

Controllable to incurring
LOS, not directly con trollable by a recipient

discussions are the rule rather than the exception,
and monthly discussions of results are critical elements at all management meetings.
Semi - annually, all American Transtech employees attend a state of the business meeting
where the prior six - months' results are analyzed.
Each member of the total team is eligible to receive a team share award based on total company
performance. The award is across the board, and
is shared by everyone.
The systems fit the organizational structure.
Each unit is measured as a stand -alone responsibility center, able to significantly impact the company's profitability. This corresponds directly to
the management philosophy of American Trans tech. Unquestionably, the teams feel a strong
sense of responsibility for profits. They know their
efforts can make a difference. The results reported
in the management control systems drive their
behavior.
The systems are flexible and constantly evolving.
American Transtech has been able to adapt the
systems from a single market focus, shareowner
services, to serving multiple organizations selling
products to a number of interrelated markets. The
project system allows great flexibility in tracking
results in a nontraditional dimension. The mechanized systems allow prompt response to changing
information needs, especially those engendered by
the evolving organizational structure of American
Transtech.
The systems are fairly easy to use and understand. Many of the systems, such as the profitability system, are administered de- centrally. Others
fill much more complex needs and are centralized.
Where the systems are complex by necessity, the
company has undertaken intensive training so
that team members at all levels understand the
output. Financial analysts from the financial operations staff are assigned to a unit so that they can
provide expertise to that unit and understand its
unique operations. The analyst becomes the resident expert for that unit and about that unit. The
analyst can recommend strategies to unit management for using the system output such as focusing
on four or five measurements that are understandable and particularly informative.
The systems provide timely and accurate information. Daily profitability, for instance, is computed early in the morning on the following day.
Monthly results from the general ledger are available about 10 days following the end of the calendar month, while intracompany transfer and cost
allocation reports are available three or four days
later.
The Morning After

LOS Profit Iloss
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Not fully controllable

Although the control systems are effective, major problem areas do exist and some changes need
MANAGEMENT ACCOUNTING /SEPTEMBER 1986

to be made as the company continues to evolve.
For instance, the shareowner services division is
currently moving from a functional to a client -focused organization. As a functional organization,
a line of the division was responsible for a particular product for all clients. In a client- focused organization, one unit will be responsible for providing
all products to a particular client. Although the
theory is the same for both structures, the new organization requires significant changes in the mechanics of the transfer pricing and cost allocation
process. The major difference is that the system
must now assign costs from the line of service level down to another level to obtain product costs.
Other lines of business units have evolved so that
they now have needs differing from the original
shareowner service LOB. For example, data security services wants profitability measures by geographic location, and this requires allocation of
LOB overhead to geographic units.
Teams have become more sophisticated in their
use of the output of the systems. As a result, they
are requesting more accurate methods of assignment of some costs. For example, supply costs,
previously assigned on a head -count basis, will be
assigned based on actual usage.
New businesses are creating demands for
change. Direct marketing services division, for example, performs its work after regular business
hours, using the same work stations normally occupied by shareowner services division and others.
The current systems could not handle after -hours
allocations of floor space until this' ability was
added in 1986.
Another area of change concerns the service
center LOS. They are currently measured as quasi -profit centers, receiving transfer price revenue
from other internal units and incurring costs. The
LOS directors desire that their units be considered
as full profit centers, receiving a share of the revenues generated externally as part of the total service revenue. The major difficulty of this approach is determining the portion of external
revenue attributable to a particular service center,
because the external product is usually marketed
as a package. A possible solution is to use a second system of allocating revenue back to the service centers based on the market prices ofthe services they produce. For example, the computer
management area would receive revenue for each
hour ofCPU time used by the line unit, based on
the external market price of a CPU hour. That
revenue would be deducted from the production
LOS' revenue and added to computer management's revenue.
Another aspect of this problem is that some
production LOS are beginning to market their
products internally. For example, data security division stores magnetic media for other units in its
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underground vaults. These transfers would require a revenue - allocation mechanism similiar to
that discussed above for service centers. Current
plans call for the use of a revenue allocation system as a secondary measurement system to serve
both of the above needs.
Remarkably, most of the needed changes have
not altered the basic philosophy of American
Transtech's management control system. Instead,
they have been on the order of refinements or
methods changes. This attests to the soundness of
the basic principles of the original design. Management anticipates that no major philosophical
changes will be needed for the system to serve the
company well in the future.
Some problem areas seem to defy solutions. For
instance, there are codes designating fixed and
variable costs in the systems. After the transfer
pricing -cost allocation system is applied, the
fixed - variable distinction loses much ofits significance. A cost that started out as fixed in a common overhead LOS may end up as variable when
it is assigned to a production LOS.
Another problem concerns the computation of
product costs for projects that cross organizational boundaries. The transfer pricing -cost allocation
process is designed to capture product costs only
within a given LOS. Modifications to the process
to allow measurement of project product costs are
expected to be costly and cumbersome. In the interim, only significant product costs are being
charged to projects. This stop -gap measure falls
short of management's desire for "full" product
costs for projects. Considerable management attention is currently being focused on these and
other problem areas.
The Bottom Line
Bob Fox and the financial staff met their deadline. The management control systems desired by
management were designed and implemented.
They may not have been perfect from the start,
but then the American Transtech adventure was
really a learning experience for all concerned. Bob
and his staff gained a great deal of expertise in
planning and control techniques for profit- oriented service organizations.
The people who use the systems daily have a
greater knowledge of the financial aspects of their
operations than they did two years ago. Together,
the people of American Transtech will continue to
learn and continue to adapt the systems to the
changing needs of the business. But for now, the
systems have been extremely successful in serving
a new entrepreneurial organization. This success
is a direct result of the effort and devotion of a
handful of people who spent long hours to ensure
that the systems were consistent with organizational needs and values.
❑
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By Donald R. Halt
The Scene:
M.A. Nager, MBA, CMA, CPA, has just begun his
reign as president of Megaventures, Inc., and is
poised to begin the awesome task of molding its future
in his own image. He quickly determines that
Donald R. Halt, CMA,
is operations manager he must develop a new game plan and assemble a
of Powerflow Inc. He is
a member of the team that will maximize the bottom line profitwise.
Buffalo Chapter,
Megaventures, Inc., was founded 20 years ago
through which this
article was submitted. by E.N. Trepreneur on the basis of one good idea.
E.N. worked hard, learned quickly from his few
Certificate of Merit,
1985 -86 mistakes, and attained early and continued success. Over the years Megaventures branched out
into related businesses through start -ups and wise
acquisitions. The company continued to be profitable and grew to over $25 million in annual sales.
EN's instincts and good sense enabled him to attain this level with no outside equity and he retained full ownership.
EN, an avid student of the latest in management science, accepted the fact that the flat earnings of the last three years surely indicated that
outside professional management was required.
The literature assured him this was an inevitable
phase in the life cycle of a business—Megavenlures had outgrown its founder. EN decided to
capitalize on an opportunity to attain the excellence he desired for his company and unleashed
the headhunters to find a new president.
M.A. Nager's educational and employment credentials were impeccable. He had postgraduate
education, professional certification, and an uninterrupted series of promotions in firms considered
paragons of the excellence EN was seeking.
The fact that he was tall, self- confident, and obviously dressed for success was just the icing on
the cake. EN hired MA after extensive psychological testing revealed him capable of taking charge
in a hands -on manner while still being a team
player.
EN began planning for his gradual withdrawal
into well -earned retirement confident that the future of Megaventures would scale new heights of
success with M.A. Nager's obvious commitment
to the latest in management thinking.

Ikh

promised. MA then set out to redefine first the
business and then the management structure required to maximize its profitability.
A Strategic Planning framework cried out for
creation. Highly qualified consultants were engaged to define strategic business units and identify the stars, dogs, etc., among the products in
each area. These same consultants were retained
to develop and present management training programs to develop the talent MA required for his

Aesop
Revisited:,
A
Management Fable
of the 80s
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What M .A. Nager Did
MA had no doubt that the sudden interruption
of earnings growth proved that a clean sheet of
paper was required for the management of Mega ventures and that he had the ability to do the job.
MA had been given carte blanche to use all the
concepts he had spent a career collecting. MA and
EN first jointly developed a Mission Statement
that would serve as an overall guideline for MA's
efforts. At this point, EN quickly backed out of
the day - today running of his business as he had
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ultimate goal of a Management Council style of
team play.
MA labored long and hard to create a new corporate culture that would nourish the intrepreneurs he sought to staff the company during its rebirth. The culture was designed to constantly and
instantly spotlight and reward those capable of
making one - minute decisions to ensure instantaneous progress.
Job descriptions with appropriate preliminary
objectives were prepared so that key employees
could immediately begin managing by objectives
that would lead to rapid results. An informal organization chart was laid out with a bare minimum of line /staff implications because MA knew
he needed true matrix management to attain the
interpersonal relationship he desired. This chart
was kept in MA's desk so as not to inhibit performance by implying there were any boundaries on
individual growth.
Human resource policies were crucial to attracting the people MA needed. He envisioned a
reward system tailored to feed each employee's hierarchy of needs and appropriate to his or her level in the company and rung on the career ladder.
EN insisted on retaining ownership of Megaventures which precluded the use of an employee
stock ownership plan (ESOP), although he did admit the name of the plan had a nice ring to it.
Within this one constraint, an army of outside
lawyers and accountants were engaged to design
compensation plans. A cafeteria plan of benefits
was designed including the right blend of golden
handcuffs and parachutes to attract the level of
excellence Megaventures ' culture demanded without stifling the right- brained trend spotters that
would map the future.
MA used his network contacts fully to identify
the outside managers and potential managers who
would thrive on his Theory Y culture and move it
quickly to Theory Z where all would participate
in Megaventures' resurrection.
Current employees were suspect in MA's mind
because they obviously had made the decisions
that led to Megaventures' current problems and
because they could be expected to remain loyal to
EN's ways. MA retained what he considered the
best and least likely to fall victim to the Peter
Principle.
Marketing was next. The present mixture of
products in the company's line were mundane,
low tech, and obviously needed to be replaced
with state of the art , high tech, leading -edge, technology items with secure niches in the market`MPbcjVC4� .-� � �
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place. The trend spotters should have no trouble
spotting windows of opportunity for Megaventures to leap through. Full use would be made of
Delphi, Monte Carlo, etc., theories to involve all
parts of the team in determining the products of
the future.
In all fairness to MA, it must be admitted that,
to this point, his efforts had been objective and
high- minded, but Megaventures' products were a
particular embarrassment to him and had to be
changed. MA found it mortifying, while teeing off
at his company -paid Country Club, to know that
his fellow Captains of Industry were smirking behind his back and saying: "Hey, do you know that
t h i s gu y's co mp an y mak es _ ? " MA's attempts to call them "hygiene enhancers" or even
"commodes" had so far failed miserably. He consoled himself with the knowledge that product
changes were obviously in the best interests of the
company and relief of his discomfort would be
only a side effect.
Manufacturing was evaluated next and it was
immediately obvious that the old- fashioned approach had allowed costs to run out of control. A
Manufacturing Resource Planning (MRP II) system was purchased and installed and training efforts began.
MRP II had evolved to integrate all manufacturing resources (remember — Men, Money, Machines, Material) into a single system driven by
the sales forecast. These were fed into the computer and all of the above were calculated , quantified,
placed in the correct time relationship, and given
to the department managers involved. The results
were optimized to eliminate waste, slippage, and
overlap of any resource, thereby freeing up wasted
or idle capital.
Suppliers were involved to provide inventory
just in time to free up capital, reduce Megaventure's risk of obsolescence, and allow rapid response to the market. MA foresaw no problem in
expecting his suppliers to take on these costs and
risks for an opportunity to participate in longterm potential rewards.
E.N. Trepreneur knew instinctively that Quality had to be the responsibility of all of his employees to attain and keep the level required in his
marketplace. He had early and emphatically solicited everyone who came in contact with a product
to take initiative in maintaining or improving
quality. He encouraged full involvement in this
area and his products enjoyed a very high quality
image as a result.
MA believed this involvement would be improved if it was institutionalized through the creation of "Quality Circles." He attended the first
few training sessions to demonstrate his high level
of commitment to this concept but hardly noticed
the cynicism of those employees who were being
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"taught " to act and think as they always had.
They felt that the pride they had in what they
were doing was being replaced with another management "game."
Finance /Accounting was a relatively easy area
to update. M.A. Nager was an advocate of Contribution Accounting and he approached the accounting system with this concept foremost in his
mind. First he wrote the entire Chart of Accounts
to separate, wherever possible, fixed from variable
costs. The company was broken down into Activity Centers and Zero Base Budgets developed for
each. MA personally chose the minimum activity
level to be funded for each area to prevent any
conflict among his department managers.
Next he put all of the pieces together and developed a flexible budget for the overall company. At
this point he was able to establish the variable cost
of each product and determine its contribution
margin based on current prices.
A company -wide Return on Investment formula was installed to compare various Capital Investment opportunities. Programs for the company's mainframe computer were commissioned to
automate and integrate each of the above components into a single master system. MA's objective
was to be able to take the same sales figures used
in his MRP II calculations and automatically create a background Profit and Loss statement and
Balance Sheet.
The budgets were released, and MA was confident that everyone on his team was synchronized
to the overall profit plan he required based on the
profit /volume relationship forecast for the various
business units. Next, a corporate -wide network of
Personal Computers was linked to the mainframe
database. This assured full coordination and cooperation of all phases of the business. The latest
massively integrated software package, called
"OPIUM," was installed.
This package provided spreadsheets, word processing, database management, telecommunications, animated charts /graphs in 12 colors and all
proven mathematical techniques required to allow
all levels of management to deal precisely with the
myriad information bearing on success.
Finally, MA again called in the lawyers and accountants to review in minute detail the entire
structure he had created in order to ensure that it
was totally in compliance with all possible requirements for socio- political - religious - ethnicgenderized purity and above reproach in the true
spirit of Corporate Social Responsibility he demanded. At last, detailed policy manuals were
prepared and issued to assure consistent response
to every possible eventuality at every level of
responsibility.
At this point, MA's game plan complete and
his team trained and ready, Megaventures hit the

deck running.
What Happened?
Nothing!!
Well, at least nothing positive. Earnings continued to decline but at an increasing rate. This was
small comfort to E.N. Trepreneur who slowly begain to realize that he owned the most scientifically, expensively managed failure in modern business history. He sold his golf clubs and returned
to Megaventures to attempt yet anoth er turnaround. (Perhaps, some day, his success or failure
will provide us with another fable.)
Ah, we get to the moral of the fable!
Much has been written of late about the "Drug
Cul ture" seeping into busi ness man agement.
None of what has been written has identified the
most insidious "drug" of all —the placebo that
tools solve problems. All of the trendy concepts
and techniques that E.N. Trepreneur accepted
and that M.A. Nager injected into Megaventures
were promises of "Nirvana " —a state of freedom
from the pain and care of the outside world or the
sit - back - and - succeed theory.
At no time did MA attempt to identify the basic
problems of Megaventures and solve them. All the
while he was creating a paragon of management
excellence, his competition, his market and his environment continued to change. His competition
adapted, survived, and flourished. They, too, used
these concepts, but they used them as tools, not
ends in themselves.
None of these modern ideas are less than a century old. However, like all good ideas, they are
periodically rediscovered, dressed up in buzz
words, and paraded in front of us in books, magazines, and seminars to a point of nausea. A good
brush can't paint a masterpiece, a good typewriter
can't write a best seller, a good piano never wrote
a hit song, and a management tool never made a
successful business.
The road to success for any enterprise has two
equally lethal detours — overcomplicating simple
problems and oversimplifying complex ones. Either of these detours is the road to ruin. Unfortunately, there are no easy techniques to help us recognize these detours. They are only recognizable
to those willing to apply experienced good sense.
The point of this fable is not to rail against
modern management concepts but to describe
them as what they are — tools. Like all good tools
they only yield what the experience and skill of
their masters call forth.
The author wishes to apologize to those "Acronymaniacs" who failed to find their favorite panacea
in Megaventure's story feel free to fit them in
wherever you think they woul d have mad e a
difference.
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Avoiding the
alls
in Sales Forecasting
Armed with well- educated, well- trained intelligent people with enormous egos,
the TRW Aircraft Components Group developed
one unbelievable forecast after another.
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By J. Harold Ranck, Jr.
for

Why isit that we in industry do
not do a better job of anticipating the future? Why isit that today high -tech computer manufacturers and their suppliers are
going through one of the most
difficult times in all their history
such a short ti me after one of
their most successful periods? Why isthere a near
panic in Silicon Valley? Why is it that Apple
Computer, Atari, Texas Instruments, and many
other high -tech firms cannot believe what is happening in their business today? If, as it appears,
we are transforming into an information society,
why are the information processing equipment
manufacturers in a major slump? More important,
why was n't the sl ump projected before it
occurred?
My experience in industry as a financial analyst
with the Ford Motor Company, Volkswagen of
America, TRW, and, currently, AMP Incorporated—a leader in the high -tech arena —has left me
one primary concern. We in American manufacturing can and must do a better job of forecasting
sales. Marketing personnel are the closest to the
customer, yet their track record for anticipating
the future is often so inaccurate that frequently
the false signals from marketing contribute greatly
to t h e creat i o n of maj o r p ro b l ems in their
companies.
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in short -run and
plications should
imated. Building
on the work of others and my
own experience I will point out
the significance of sales forecasts
in high -tech applications, identify potential pitfalls, and suggest
appropriate action to avoid the
pitfalls.
Use or Abuse?
All managers use forecasts as a basis for the annual budget and for strategic planning. Frequently, managers use the budget and abuse the forecasters. This is a common syndrome. Nobody
remembers when the forecasts are accurate, but
everybody can describe in graphic detail the times
when the forecasts were in error. The inaccuracy
of forecasts provides the most common excuse for
being unable to realize management's plans.'
The kings of long ago beheaded the bearer of
undesirable forecasts or excessive forecast error.
Today we still tend to shoot, at least verbally, the
messenger with bad news. What we don't do is examine why there is bad news. Why didn't we anticipate fut ure events more accurately? Why
didn't the forecaster forecast better? I believe top
management needs to look no further than the
nearest mirror for the primary factor in major
sales forecasting inadequacies.
Human factors — including hiring, training, and
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J. Harold Ranck, Jr., is
a financial analyst with
AMP Incorporated,
Harrisburg, Pa. He is a
member of Harrisburg
Chapter, through which
this article was
submitted.
Lybrand Bronze Medal,
1985 -86.
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avoiding layoffs —are very real considerations that
can only be handled best with sound forecasting
practices. The cost of carrying inventory, optimal
purchasing decisions, and efficient production
control activities, including MRP systems, are all
a fun ction of materi als management and rely
heavily upon the forecasting ability of an organization. Maximization of return on investment, as
related to capital equipment and facilities usage
and expenditures, again is strongly influenced by
the ability of a firm to predict the future. Never
before has it been more important to meet customer needs than now, and, of course, the ability
to provide customer service also is dependent
upon the forecasting abilities.
As many industry observers have pointed out
product life cycles are getting shorter. Manufacturers face the end of a growth era much sooner
than they have in the past largely because of technological change, coupled with credit factors and
the power of mass communications and advertising. Atari ill us trates h ow a compan y can be
caught off guard in today's marketplace. No one
realized how quickly the video game fad would
fade.
Today in high -tech industries, competition is
stronger than ever before. As John Naisbitt points
out in Megatrends, we are moving from a national
economy to a world economy. It is important to
"think globally" as one analyzes both risks and
opportunities. Forecasting accuracy —being able
to do better than competitors —is certainly a viable way of seeking a competitive advantage. Internal interrelationships, interrelationships with customers, and interrelationships with suppliers are
important elements in the forecasting process. The
basic objective is to minimize uncertainty and to
be in a position to respond to opportunities in an
optimal way.
"S tay clo s e to th e cus t omer. " Th i s ad vice
comes straight out of the best seller, In Search of
Excellence. "No company, high tech or low, can
afford to ignore it." Marketing plays the key role
in developing the important interrelationships
with the customers. This activity is vital to the
forecasting of sales of both mature and new products, but particularly true with new products.
What is required is continuous close contact with
customers, careful monitoring of competition,
wise marketing and manufacturing, and impeccable timing. "Successful companies always ask
what the customer needs," says William P. Sommers, a B ooz Allen executive vice president.
"Even if they have strong technology, they do
their marketing homework."'
Potential Problems and Corrective Action
Management Role. What should management's
role be in a sales forecasting system? Without the
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correct signals and support of top management
any system is likely to be of limited value. Management's role is primarily to stabilize the forecasting process and send the basic signals as to
what is expected. It is a function of management
to analyze demand and non - recurring effects —
provide a demand filtering function. "The purpose
of the filter in a pot of coffee is to keep the grit out
of the coffee. The purpose of the filter in a forecasting system is to keep the grit, or anything that
rhymes with it, out ofthe forecast. One way to do
that is to establish a very tight demand filter. "'
Getting marketing and manufacturing to agree
on forecasts in a timely manner is probably the
Number One problem facing business today, according to James W. Muir, vice president and director of sales forecasting systems for American
Software. The way to do it is to somehow tie together all of the known information. In a sense,
unity, responsibility, and measurement can be tied
together. For example, at the Ford Motor Company, marketing has primary responsibility for sales
projections, and marketing managers' bonus compensations are directly tied to the accuracy of the
forecast. One set of numbers is used by manufacturing, marketing, production control, business
planning, and finance —but what is critical is the
fact that marketing has been assigned the responsibility to ensure the accuracy ofthe sales forecast.
My experience with four major corporations has
demonstrated that the Ford system has been the
most reliable and useful forecast system, by a wide
margin, over any other which I am familiar with
on a practical level.
Realism vs. Desired Result. Do you prepare
and present a forecast that shows management
what it wants to see or what it needs. to see? A
natural tendency exists to accentuate the positive—if everything goes right, that is the forecast.
Overly optimistic forecasts tend to result in less
questions as to methodology and detail. This kind
is what too often pleases top management —they
want to see an encouraging forecast. What is important is to analyze both risks and opportunities
realistically.
Proper signals from top management along
with clearly defined responsibilities for the forecast are indeed important. When forecasting risks
are explicitly dealt with up front, it is no longer
appropriate to blame poor planning results, if and
when they occur, on forecasting errors. At the
same time, the forecasting process will be more effective and credibility will be improved. In addition, when uncertainty is greatest, small cautious
steps often offer a risk- reducing approach.
Slumping sales and profits have hit many companies, in some cases forcing layoffs, mergers, or
bankrupticies. As noted in a recent Newsweek article, the high tech industry is simply failing to fulMANAGEMENT ACCOUNTING /SEPTEMBER 1986
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convey a spurious air of authenticity to the exercise but are based on no- less - suspect assumptions
than any more mundane approach. Distrust elegance and complexity. Prefer judgment to technique. Distrust people proclaiming, `the one right
way to plan,' or overselling any one technique or
techniques in general.
Fads vs. Basics. Formal strategic planning has
been nothing short of a gold mine for consultants,
conference planners, and MBAs, according to
Chuck Strauch, president, chief executive officer,
MSI Data Corporation. "In t h e 1970s, anyone
who failed to hire or retain all three of these and
conduct annual strategic planning sessions (normally off- site), wasn't doing his job." Strauch goes
on to point out that "by the early 1980s, most
people came to understand that they had spent a
lot of time, effort, and money on so- called strategic planning but had very little to show for it. In
fact, if you went back, which very few people did,
and looked at what you said you would do, I'm
sure you'd find that very few things went according to plan; things happened irrespective of the
plan.
As an employee of TRW in the early 1980s, I
witnessed lessons in poor management that resulted in one disaster after another. The Aircraft
Components Group got turned on to the concept
of Strategic Business Units (SBU). Larger organizations were broken into smaller, more manageable SBUs. New staff levels were created. High priced, well - educated people were hired to fill the
new staff positions. Relocation costs, office rearrangement costs, furniture costs — almost all indirect, overhead, and general and administrative
costs —shot up dramatically almost overnight.
Training costs went to extremes with "New Managerial Grid" (a cultural shock), Program Evaluation and Review Technique (PERT) seminars,
Learning Curve Analysis seminars, Profit Impact
of Marketing Strategies (PIMS) studies, Portfolio
Analysis activity, and other programs pushed by
the major consulting firms.
Armed with well- educated, well - trained, intelligent people with enormous egos, the TRW Aircraft Components Group developed one unbelievable forecast after another. "We know we're not
doing well today, but you will be amazed at how
well we will do tomorrow." Tomorrow, tomorrow,
tomorrow — everything great was going to happen
tomorrow. The plans were really only dreams. Today's problems were never solved —the grandiose
plans for the future and the commitment to "Grid
Management" allowed little time for solving today's problems today. Costs began exceeding revenues, pressures increased for positive results, managers s t art ed bl ami n g o t h er man ag ers ,
finger - pointing became a way of life, layoffs began, firings occurred, and the whole business went
"'
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fill its own glorious expectations, especially in the
ten bill ion dol lar personal co mputer market,
which grew from nothing five years ago to become
high - tech's driving force. "A number of companies that planned on huge increases... will only
get 20% increases," says Richard Carlson, a Silicon Valley economist. "The expectations were
unbelievable.

Some of those hopes sprang from overly optimistic projections by market - research firms; many
internal estimates were also too rosy. At Computervision, the leader in computer -aided design and
manu factu ri n g (C AD /C AM ) systems, sales
topped 500 million dollars in 1984 and profits
went up 35% to 48 million dollars. When sales
slowed, the company, expecting a first- quarter
loss of nearly $16 million, announced the layoff of
950 employees. It is examples like this that demonstrate the need to do a better job of anticipating
future activity. "Pie in the sky" forecasts are of no
value to anyone and are merely an exercise in futility which wastes time and money.
Statistics vs. Common Sense. "Statistical forecasting is like driving your car down the road,
windshield blacked out, only being able to see
through the rearview mirror. You can only see
where you have been, not where you are going. "'
This is particularly true in high -tech organizations
because changes occur so rapidly. Mathematical
models obviously have not been as reliable in economics and business forecasting as in physics.
William A. Dimma, president and chief executive officer, director, Royal Lepage Limited, offers
this advice: "Be skeptical, though not cynical,
about all forecasts. Distrust extrapolations intensely because they're usually based on simplistic
assumptions. Distrust econometric models which
MANAGEMENT ACCOUNTING /SEPTEMBER 1986
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into a tailspin from which it was never to recover.
Every management error that could be committed in the name of strategic planning was committed by the Aircraft Components Group of TRW.
Even after significant management turnover, the
same mistakes were made again and again because
top management failed to respond appropriately
and rationally. In fall 1985, TRW announced that
it was divesting itself of the Aircraft Components
Group, an organization which had a history of
steady contributions to corporate profits before
the new management craze.
What Chuck Strauch is saying is so many sins
have been committed in the name of strategic
planning in the past 10 to 15 years that we need to
take a hard look at what constitutes effective planning and what is j ust a was te of time and resources. Strauch points out that "it's futile to focus on a five -year period in the electronics
industry. Everyone knows each market or industry has a different product life cycle so there is
nothing magic about five years. You can't plan
around a technology or market that doesn't exist,
unless you call planning `dreaming.' It's okay to
dream, but don't confuse it with strategy. Also,
everyone knows the average job length of the general manager in America is around three years. So
to think that a general manager would ever be accountable for the five -year plan he put together is
ludicrous.
As noted by a number of observers, the enthusiasm for strategic planning has dampened. Top
management and other managers have found strategic planning more difficult to implement than
the theory would suggest. The frail assumptions
are frequently directly related to the sales projections. It is the sales forecasts that drive the planning process. Sales projections underlie decision
making at all levels.
Benito E. Flores and D. Clay Whybark in an
article titled, "Forecasting 'Laws' for Management," advise:
I. Even good forecasts reduce only a part of the
uncertainty that management faces.
2. Simple methods work just as well (or poorly)
as ones that are sophisticated. The virtues of
simplicity are clear.
3. The optimal forecasting method is the one that
works. A corollary to the corollary is, "If it
ain't busted, don't fix it."
4. The average of several simple methods often
works best. The best evidence for this is just
being developed. It drives the theoreticians
nuts.
5. Tailor the forecasting method to the problem.'
Cost vs. Benefit. The cost versus benefit concept is consistent with keeping it simple and ap54

plying common sense to the forecasting process.
The "acid test" of the value of a forecasting technique is that the benefit -to -cost ratio should be at
least one. Too often, in my experience, I have witnessed an enormous amount of time being put into
sales forecasts and the value of the effort minimal
at best. Time spent programming sophisticated
computerized forecasting techniques and time
spent solving internal "political issues" (showing
the boss what he wants to see, etc.) have drained
significant resources, and often the cost exceeds
the benefits. When a CEO announces "We want
to increase our sales and profits at a compound
rate of 15% a year," he is "chasing numbers."
What some planners have done is see only what
they look for. If they don't find what they are
looking for initially, they seek another source or
technique until they do and by this time, the cost
is likely to exceed the benefits and the accuracy is
significantly diminished. One other related point
is to not forecast what you don't need, both in
quantity and in quality of data.
High- Tech — High- Speed. What makes high tech marketing/forecasting different: the speed of
innovation, shorter product life cycles, faster decision points, market structures collapsing at one
end and exploding at the other. Marketing niches
themselves are ever shifting, widening, contracting, exploding, stabilizing, and even disappearing.
These facto rs all cont ribute to t he somewhat
unique high -tech situation and requirement of
high -speed management decision making. Plotting
a business strategy and sales forecasting in this environment is a constant, evolutionary process. It
requires knowledge of the business and your specific marketplace, intuition, and common sense
gained from experience. The expression "time is
money" is as true for decision making in high -tech
industries as it is anywhere.
Key to high -tech forecasting is management
flexibility and response time to forecast errors that
can be more important than the forecast itself. In
addition, the forecast should be far enough into
the future so that there is time to react to the forecast implications. Frequently in a high -tech situation, the way a forecasting method reacts to unexpected changes is more important than accuracy.
Data used in the forecasting method should be analyzed and filtered before use. This is especially
true in high -tech applications to avoid the "garbage in— garbage out" syndrome.
High -tech firms, including Apple Computer,
Atari, and Texas Instruments, have experienced
very rapid growth in past years. When a downturn occurred, major shifts in top management resulted, but pressure to restore growth had negative effects. To p man agemen t had difficulty
accepting a reality. At Texas Instruments, the
planning sessions simply generated false hope, not
MANAGEMENT ACCOUNTING /SEPTEMBER 1986

business plans. Again, a rational, common sense
approach is most appropriate.
Flexibility, including the ability to respond to
changing conditions in a timely manner, is vital in
high -tech forecasting. Given a co mpany with
many new products, to achieve any type of reasonable forecast it is important that you stay in
continuous close contact with customers, carefully
monitor the competition, ensure that marketing
and manufacturing work together, and achieve
impeccable timing. The key is to anticipate the
unexpected, to respond quickly to surprises, to
counter - punch, to be agile, lean, and flexible.
Anticipate, Plan, Respond
All managers rely on forecasts, as sales forecasts drive the planning process, both short -term
and long -term. Employment levels, materials
management, capital expenditures, and improved
customer service are all influenced by sales projections. Those who anticipate the future better are
likely to achieve a competitive advantage over
others. In the recent past, many firms, particularly high -tech firms, have done a poor job of forecasting sales. Some firms just didn't want to face
facts. The importance of objectivity needs to be
underscored,
It is important for top management to send
clear signals as to what is expected, assign respon-
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sibility for accuracy, serve as a filter, and stabilize
the forecasting system. Top management has the
ultimate responsibility to ensure that the sales
forecasts meet the requirements in an accurate,
cost- effective manner. The responsibility for effective internal linkages between different parts of
the total organization also rests with top management. This is indeed a critical function of management, particularly for large multinational corporations operating in a worldwide competitive
environment. At times the facts are difficult to accept in high -tech as products mature and decline
often faster than desired. Management must anticipate, plan, develop contingency plans, respond
quickly to changing conditions, and face the future from a realistic rational perspective. In the
final analysis, a forecast has value only when it
meets two primary criteria: it is available far
enough in advance to be useful, and it is accurate
enough to be reliable.
❑
'Benito E. Flores and D. Clay Whybark. "Forecasting 'Law for Management,"
Business Horizons, July- August 1985, p. 48.
Susan Fraker, " High-Speed Management for the High -Tech Age, " Fortune. March
5. 1984, p. 63.
'Joseph W. Muir, "Pragmatic Solutions to Most Common Forecasting Problems:'
The Journal of Business Forecasting Methods and SYsrems, Volume 4, Number 2,
Summer 1985, pp. 4.9.
'Eric Gelman, Michael Rogers, Sylvester Munroe, and Madlyn Resener, "Hard
Times in High Tech," Newsweek. April 22. 1985, pp 50.51
'.'Muir, P. 7.
'William A. Dimma, "Competitive Strategic Planning," Business Quarterly, Spring
1985, P. 25.
'Chuck Strauch, - Avoiding the Pitfalls in Strategic Planning," Electronic Engineering Times, April 8, 1985, pp. 56-57.
•Strauch. p. 57.
'Flores and Whybark.
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The Nashville Conference
Burton scores FASB; Nissan's Runyon describes
`participative management.'

For NAA members and their families
the "vibes" were all upbeat in Nashville,
June 22 -25, when the Association held
its first Annual Conference in Music
City, USA. A success professionally and
financially, the Conference featured
outspoken speakers from several sectors
of the economy and a tune -filled family
program that culminated in "Country
Music USA," a salute to the greatest
stars in country music.
Famed television reporter Edwin
Newman described how journalists handle —and sometimes mishandle —the
news. He point ed out that news is a
business and all the ingredients of a typical business – competition, finance, resources, management decisions, and
time pressures —come into play when
the media decide which events are news
and how to handle them.
His address at the kickoff plenary
meeting was witnessed by an overflow
crowd in the spacious Opryland Hotel,
headquarters for the Conference. After
a welcome by Mayor Richard Fulton,
Conference Operations Chairman Ed
Alexander told members that the success of the Conference would be measured "not by numbers but by each and
every one of you. It will be a success if
you can grow both personally and professionally," he noted.
At Mon day's luncheon, John C.
"Sandy" Burton, dean of the Graduate
School of Business at Columbia University, described the efforts of the Financial Account ing Standards Board as
"woefully thin." He went on to say the
FASB structure is now designed to do
nothing and blamed the "increasing impact o f co rp o rate i n t eres t s o n the
Board," referring to the "capture of the
Standards Board by preparer interests."
"The problem of the Board," he noted, "is not with the input but with the
output." The standard - making process
is not working and credibility in the financial reporting process is eroding,
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Prof. Burton, former chief accountant
of the Securities & Exchange Commission, said. The Board's "perceived failure" will make it difficult to continue
standard setting in the private sector, he
added. (See this issue for complete text
of Prof. Burton's remarks.)
`Bean Counters'
Spearhead Turnaround
Dr. Thomas F. Frist, Jr., chairman
and chief executive officer of the Hospital Corp. of America, told convention goers that 50% of what the physician
knows today will be obsolete by 1991,
and the practice of medicine will change
radically. Instead of the physician being
in charge of patient care, he or she will
play a "managerial" role.
The physician of the future will have
to be adept at using computers and willing to become a part of a health care
team that consists of paramedics and
even robots. Dr. Frist predicted that robots will be used to perform microsurgery and will do it more effectively and
efficiently than today's surgeons.
None other than the folks in Chrysler's controller's department, "the good
old bean counters," helped to spearhead

the auto company's turnaround, Chrysler Motors executive vice president
Christopher J. Steffen said in his address Tuesday.
He said that by the late '70s, Chrysler
was commonly known in Detroit as
the company that a bunch of accountants had run into the ground." In fact,
he went on, "Chrysler had incredibly
precise internal controls. Every day, it
seems, our accounting staff could tell
me, right down to the penny, how much
money we were losing!"
"But what they couldn't tell me was
why, or give me an accurate assessment
of the next period's results. Or, more
importantly, wh at t o d o t o stop the
bleeding. In fact, at our most precarious
moment, I rememb er look ing in our
cash drawer and finding out we had just
$1 million left in the till —which may
seem like a lot, but not when you consider that Chrysler's bills were running
$50 million a day!"
The co mpany began an aggressive
program of "internal fund raising" to
establish a hal f b il l io n d o ll ar cas h
"cushion." "We had to get everybody in
the company to think cash —to minimize product inventories, cut back nonproductive expenditures to bare essentials, st ay on top of bi l l in gs and
receivables, and time purchases to take
fu ll advan tage o f s up pl ier paymen t
terms."
As a result, Mr. Steffen said:
• "In 1981, our operations generated a
cash flow of about $230 million. In
1985, we had a cash flow of about $3
billion.
• "In 1980, our inventory turned over
less than six times a year. In 1985, we
turned over inventory more than 14
times.
• "F i ve years ago , you could have
bought Chrysler for $3 a share. If
you discount our recent 3 -for -2 stock
split, today yo u r $3 inves tment
would be worth over $55."
Ballow: Manage T &E and Save Money

Outgoing President Herb Knortz turns
ov er badge of office to "Woody"
Woodson, 1986 -87 NAA President.

By having a good written travel policy and by enforcing it properly, companies can save up to 40% of their annual
travel budget, Roger Ballou, executive
vice president of Ameri can Express
Travel M an agemen t Services, told
NAAers on Tuesday. T &E costs are the
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third largest controllable expense for
companies, ranking right behind salaries and data processing costs, he noted,
and can go a long way toward helping a
company raise profits and reduce unnecessary costs without losing services.
He described eight interrelated steps
in a business travel cycle that offer opportunities for cost savings: policy making, travel arrangements, the trip itself,
expense reporting, payment for expenses, reconciliation, review and analysis of management information to determine patterns, and planning.
Padwe Offers Tax Advice
Predicting that we will have a new
tax bill for President Reagan's signature
this month, Gerald W. Padwe, national
director of tax practice for Touche Ross
& Company, described some of the important issues affecting corporate and
individual taxpayers.
Although the tax reform process has
taken two- and -a -half agonizing years,
during that time it has remained revenue neutral and this will not help our
country cope with a national debt that
exceeds $2 trillion, he cautioned. Urging attendees to "hang on to your wallets," Mr. Padwe forecast that in 1990
we are going to see a great deal of activity on the tax front as politicians try to
reduce the deficit and our national debt.
Mr. Padwe recommend ed that we
search for secondary revenue sources —
perhaps a value added or national sales
tax, and cited Senator Roth's Business
Transfer Tax as an example. He also
made it clear that changes in our tax
laws will continue and stressed that the
next tax bill will be a frank and fearless
effort to raise revenues.
How Nissan Drives U.S. Company
At Tuesday's luncheon, Marvin T.
Runyon, chief executive officer of Nissan Motor Mfg. Corp., described how
the Japanese car maker is driven. He
told NAA members and other guests
that "At Nissan we practice participative management."
Nissan's American corporation has
broken down its structure into five levels of management to ensure there is less
distance between the top and the bottom at t he company. Each employee
also is issued standard wearing apparel,
which is optional, and everyone eats in

' " '
Panelists at the program on international accounting issues were, 1. -r.: Bernard R. Doyle, William E. Langdon, Roberto Zanotta, Ron Cotton, John F.
Chironna, Jean Cohen- Scali, and V. John Delany.
the same cafeteria and shares the same
parking lot.
The company held one -on -one sessions and group discussions to arrive at
its corporate philosophy and objectives.
Other plenary session speakers included Aulana L. Peters, commissioner
of the Securities & Exchange Commission; Robert Half, president of Robert
Half International, Inc.; Ronald J. Cotton, general manager, finance, United
Permanent Building Society, Ltd., Australia; and Karen N. Horn, president of
the Federal Reserve Bank of Cleveland.
Concurrent sessions on a wide range of
topics also were held each afternoon.
Program chairman for the Nas hville
Conference was Dennis R. Beresford,
CMA, partner, national director of accounting standards, Ernst & Whinney.
Discuss International Management
Accounting
More than 90 Conference attendees
gathered on Sunday to hear a distinguished panel discuss management accounti ng in the internatio nal arena.
Chaired by Joseph Brumit, past NAA
president and current chairman of the

.1

Financial and Management Accounting
Committee (FMAC) of the International Federation of Accountants (IFAC),
the two -hour program featured an address by Dr. V. John Delany. Dr. Delany is president of the Institute of Cost
and Management Accountants in the
United Kingdom.
Mr. Brumit described IFAC's operations and its several committees. He observed that, as a profession, management account ing is not sufficiently
accepted or understood in various parts
of the world. "There is less than an appropriate recogniti on of the FMAC
within the IFAC organization, although
progress is being made," Mr. Brumit
said.
Dr. Delany pursued a similar theme.
"Although the legal mandate often given to auditing helps to enhance its perceived value, management accounting
and financial management are actually
more important, especially in developing countries," he said.
Panelists also discussed the internationalization of management accounting
standards. There was general agreement
that at t emp t in g t o es t abl i sh a n ew
worldwide organization to promote the
profession would be counter - productive.
Rath er, a mo re effecti ve app ro ach
would be for NAA and its counterparts
in other countries to work for greater
recognition of FMAC within IFAC.
Winners: Alaskan, Olean- Bradford
Area, Chico Area

Alaskan President Stephen M. Rehnberg, dressed in polar bear costume,
accepts Presidents' Award from
President Knortz.
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During the Conference, winners of
the inter- chapter competition and other
competitions were announced. Alaskan
Chapter won the, Presidents' Award for
the first time. Stephen M. Rehnberg,
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CMA, was the president. This award is
presented to the chapter that has shown
the highest consistent good performance
in the chapter competition for the last
five years.
Olean - Bradford Area with Helen M.
Neporadny as president won the Stevenson Trophy for the third time in its history. Marilyn S. Everett, president, led
the Chico Area to capture the Warner
Trophy. Rio de Janiero Chapter with
Amaury de Azevedo as president won
the Arthur B. Gunnarson Award in the
international competition.
Second place and the Remington
Rand Trophy in the Stevenson Division
went to Mt. Rainier Chapter, with William Musser as president. Northeast
Mississippi, Dwight L. Young, Jr., president, won the J. Lee Nicholson Award,
and second place, in the Warn er
Division.
Barbara A. Rosen, president of San
Antonio Chapter, led her chapter to
capture the Stuart Cameron McLeod
Society Trophy, and third place in the
Stevenson Division. The Rawn Brinkley
Award, and third place in the Warner
Division, went to Eugene - Springfield
Chapter, with Lorena R. Young as
president.
Chapters making the most improvement during the year as compared to
the three prior years were South Bay
and,Northwest Arkansas. They won the
Carter Trophy and Keller Trophy, respectively. Chapters and their presidents winning banners in the chapter
competition for 1985 -86 are listed
below.

lA

°

13. Shreveport, Jerry N. Guin
14. Delaware County Pennsylvania,
Frank C. Lordi, CMA
15. Dayton, K. W. Kessler, CMA
16. Cincinnati, William J. Wolf
17. Knoxville, Ronald A. Justus
18. Oakland -East Bay, Fred R. Chester
19. Erie, Keith C. Gourley
20. Packertand, Diane L. Ford
21. Richmond Lee, William C. Barga
22. Mobile, John R. Shields
23. Central Arkansas, John T. Pryor
24. Joplin Tri- State, Daniel R. Stengel
25. Bridgeport, Daniel L. Kovlak

l

Presenting Stevenson Trophy to Olean- Bradford Area President Helen M.
Neporadny are, 1. -r: Vice President
Thomas J. Reardon, Chairman Stan
Pylipow, and President Knortz.

Warner Trophy Banners
1. Chico Area, Marilyn S. Everett
2. Northeast Mississippi, Dwight L.
Young, Jr.
3. Eugene - Springfield, Lorena R.
Young
4. Tucson, Jane M. Cook
5. Stockton Area, Louis G. Lemos
6. Spokane Area, Edward J. Keuck
7. Boca Raton Area, Dennis M. Boll
8. Abilene Area, Randal N. Cross white
9. Indiana East, Lance E. Scholtes
10, Georgetown - Myrtle Beach, William S. Driver
11. Northeast Arkansas, John C.
Langham
12. Zane Trace Ohio, Jared J.
Markowitz
13. Florence Area, Annette J. Conner
14. Lynchburg, Joan C. Frost
15. Heart of Wisconsin, Alvin A.
Gumz

Remington Rand Trophy goes to William Musser, president of Mt. Rainier
Chapter, flanked by President Knortz
and v. p. Jerry Cabral.

Ralph Newkirk Heads
McLeod Society
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SAN ANTONIO

Barbara A. Rosen, president of San
Antonio Chapter, is delighted about
Stuart Cameron McLeod Society Trophy and third place. L. -r. Vice President Jack J. Woolf, Mr. Knortz, and
SCMS President Kirtland
Jr.
Flynn,

1. Olean- Bradford Area, Helen M.
Neporadny
2. Mt. Rainier, William Musser
3. San Antonio, Barbara A. Rosen
4, Nashville -Music City, David L.
Hettinger
5. South Bi rmin gh am, Murat N.
Tanju, CMA
6. South Bay, Carolyn L. Reis
7. Alaskan, Stephen M. Rehnberg,
CMA
8. Mid - Hudson, Suzanne M. Pierce
Krissler
9. Greater Greenville, John S. Martin
10. East Tennessee, Larry A. Munsey
11. Roanoke, Aida M. Bower
12. Lehigh Valley, Kenneth P. Sinclair

y

Stevenson Trophy Banners

Ralph W. Newkirk, Jr., South Jersey,
was elected president of t he S tu art
Cameron McLeod Society during its annual meeting in conjunction with the
NAA Annual Conference in Nashville.
Wade B. Salisbury, Los Angeles, and
Chester R. Kennedy, Pittsburgh, were
named vice presidents. Theo dore G.
(Ted) Lieb, Philadelphia, was elected
secretary of the Society and Mary Jame
Sperry, Fort Lauderdale, treasurer.
Norman E. Hadad, NAA director of
educational services, was elected assistant secretary /treasurer.
Society members elected six governors to serve a two -year term ending
June 1988. They are Gerald J. Cabral,
Stockton Area; Robert L. Cramer, MidMANAGEMENT ACCOUNTING /SEPTEMBER 1986

Florida; Anita B. Hayes, Cuyahoga
Valley; George L. Nicholas, Los Angeles; Vernon Owens, Jr., Birmingham Vu l can ; an d C h arl es E. Ph ip ps ,
Baltimore.
Current SCMS governors whose
terms of office end in June 1987 are
John S. Billings, Peninsula -Palo Alto;
Richard W. Harris, Los Angeles; Kenneth B. Kirkwood, Detroit; James W.
McLeod, Merrimack Valley; James H.
Pohl, Cuyahoga Valley; and Robert L.
Rosenblatt, Boston.
Members celebrated the election of
their new officers and the induction of
some 60 new members with a gala dinner dance. Named after the first executive secretary of the Association, the Society— founded in 1934 as the Spot
Club —is composed of past national officers and directors of NAA. SCMS is
also an acronym for Society for Continuing Membership Services.

Tri- State, Cincinnati, New Haven, Saginaw Valley, Worcester Area, Springfield, and Canton.
In the Warner Division, Membership
Achievement Awards also were presented to San Diego -East County, Lake Erie
Central, Central Texas, Massachusetts
Pioneer Valley, Wabash Valley, and
North Central Ohio.
Lybrand Award Winners

A beaming Marilyn S. Everett, president of Chico Area Chapter, accepts
Warner Trophy presented by President Knortz and Vice President Gerald J. Cabral,

Texas Chapters Lead in Recruiting
San Antonio Chapter, with Barbara
A. Rosen as president, and Texas Bay
Area, with Donald L. Hoffpauir as
president, led all oth er chapt ers in
membership acquisition when the Membership Achievement Awards were presented at the Annual Conference. San
Antonio led Stevenson Trophy Chapters with a 40% net gain in membership, and Texas Bay Area led Warner
Trophy chapters with a 57% net gain in
membership.
Runners -up in the Stevenson Division
are Alaskan, Oakland -East Bay, Mt.
Rainier, South Birmingham, Austin
Area, Shreveport, and Nashville -Music
City.
Runners -up in the Warner Division
are Kankakee Valley, Boca Raton Area,
and Tucson.
Among NAA international affiliates,
Rio de Janiero, with Amaury de Azevedo as president, won the Membership
Achievement Award for 1985 -86.
Win Retention Awards
Eight chapters in the Stevenson Division and four chapters in the Warner
Division were honored for their retention of members. Olean- Bradford Area,
Helen M. Neporadny, president, led the
big chapters with a 94% retention rate,
and South Central Tennessee, James M.
Walsh, president, led the smaller chap-

NORTHEASTMISSISSIPPI
SECOND

= PLACE
1986

Vice President James W. Truitt (l.)
and President Knortz present J. Lee
Nicholson Award to President Dwight
L. Young, Jr., of Northeast Mississippi

Rawn Brinkley Award and third place
in Warner Division go to President
Lorena R. Young of Eugene-Springfield Chapter.

ters with a 97% rate.
Other chapters presented Membership Achievement Awards for outstanding performance in 1985 -86 are Spartan bu rg Area, Yo rk , Erie, Joplin
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The author of the most outstanding
article in the 1985 -86 competition year,
E. Richard Brownlee, II, Virginia Skyline, was presented the Lybrand Gold
Medal at Tuesday's luncheon session.
Titled "Capitalizing on Excess Pension
Assets: An Alternative to Plan Termination," the article was published in the
J a n u ar y issue of MANAGEMENT
ACCOUNTING.
Robert J. Fox and Thomas L. Barton,
Jacksonville, received the Lybrand Silver Medal for their article, "A System is
Born: Management Control at American Transtech," which is published this
month.
J. Harold Ranck, Jr., Harrisburg,
won the Bronze Medal for his article,
"Avoiding the Pitfalls in Sales Forecasting in High -Tech Organizations." The
article appears in this issue.
The awards, which are presented to
authors of the top three manuscripts
submitted in th e NAA in t erch ap ter
competition, are sponsored by the partners of Coopers & Lybrand to honor
William M. Lybrand, the firm's founding partner and second NAA president.
(See story, p. 61.)
Au th o rs o f 2 2 other o utst and ing
manuscripts were awarded Certificates
of Merit. The authors, chapters, and
month of publication are:
Wagdy Abdallah, Morristown- Essex,
"Change the Environment or Change
the System." October 1986.
Abdel M. Agami, Hampton Roads,
"Decision Rules for Choosing Transfer
Prices for Foreign Sales Corporations."
May 1986.
Patricia James Bost, Albuquerque,
"Does CAS Fill a Gap in Cost Accounting?"
James F. Brown, Jr., Nebraska Corn husker, "Environmental Factors Considered in Strategic Planning Processes." February 1986.
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William L. Cats - Baril, (nonmember),
James F. Gatti, (nonmember), and D.
Jacq u e Gri nn el l , Green Mou nta in,
"Joint Product Costing in the Semiconductor Industry." February 1986.
Patricia A. Frishkoff, Eugene- Springfield, "Is Your Controllership Function
Out of Control ?" March 1986.
Zane Goggin, Chattanooga, " T wo
Sides of Gain Sharing." October 1986.
Donald R. Halt, Buffalo,"Aesop Revisited—A Management Fable of the
'80s." September 1986.
Susan Harding, (nonmember), Leon
Hanouille, (nonmember), Joseph C.
Rue, (nonmember), and Ara G. Volkan,
Syracuse, "Leveraged Buyouts: A Creative Trend in Acquisition Financing."
December 1985.
Dann F. Hovey, Diablo Valley, " A
Cash Flow Statement Suggestion for the
FASB."
Joseph T. Kastant.in, La Crosse -Winona, "Revolving Credit: Not Just for
the Fortune 500." August 1986.
David E. Keys, Fox River Valley,
"Cost Accounting for Factory Automation— Numerical Control Machines."
John F. Kokula, Central Minnesota,
"The Un wri tten Duti es of the Pl ant
Controller." May 1986.
Daniel L. Kovlak, Bridgeport, "Repurchase Agreements and How to Minimize Their Risk." May 1986.
Frederic E. Lesser, Fort Wayne,
"Will the Real Cost Please Stand Up?"
Thomas E. McKee, East Tennessee,

Carolyn L. Reis, president of South Bay,
accepts Carter Trophy presented by
President KnorlZ past
national President
Robert Chapman, and
Vice President Rex D.
Soutar.

"The Continuity Concept: An Appraisal of Tradi t i on al Vers u s Temp oral
Viewpoints." August 1986.
Fred J. Newton, Washington (D.C.),
"Restoring Public Confidence in Government Contractors." June 1986.
Arjan T. Sadhwani, M.H. Sarhan,
and Dayal Kiringoda, Akron Summit,
"Just -in -Time: An Inventory Management System for Cost Reduction." December 1985.
Fred Ames Shelton and Jack C.
Bailes, Salem Area, "How to Create an
Electronic Spreadsheet Budget." July
1986.
Kenneth P. Sinclair and James A.
Tal bot t, Jr., Lehigh Valley, "Us in g
Breakeven Analysis When Cost Behavior Is Unknown: A New Look." July
1986.
Ray Vander Weele, Madison, "Catching China Fever: A Management Accountant's Perspective." October 1985.
James Wagner, Johnstown, "Operating Rhythm." June 1986.
Lybrand Awards Committee

The Arthur B. Gunnarson Award, and
first place in the international competition, is presented to Amaury De
Azevedo, president of Rio de Janeiro
Chapter,
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Th e Lyb ran d Go l d , Silver, and
Bronze Medal winners in the 1985 -86
manuscript competition were selected
by a committee of four NAA members
who were sent cop ies of the 10 top
manuscripts, as determined by grades
assigned by impartial reviewers during
the year, to rank. The authors of the
three highest ranked manuscripts are
awarded Lybrand Medals.

Members of the 1985 -86 committee
were Verna M. Kosiba, CMA, business

KOSIBA

KRAUSE

LUTHER

MARGRIF

manager, Valley Adult Counseling Service, Milford, Mass.; Paul Krause,
CMA, professor, California State University, Chico, Calif.; D. Joseph Luther,
CMA, vice president — finance, Shaw Barton, Coshocton, Ohio; and Frederick D. Margrif, CMA, professor, Northern Michigan University, Marquette,
Mich.
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William M. Lybrand, a Cost Accounting Pioneer
By Barbara D. Merino
William M. Lybrand, a charter member
and second president of the National
Association of Cost Accountants (now
NAA), provided the leadership to make
the organization operational and to ensure that the Association's primary
function would be educational. During
his term as president, the Association
developed a strong lecture series, reflecting Lybrand's belief that the chapters would be the lifeblood of the organization, expanded the technical bulletin
service and formed a long lasting affiliation with Canadian accountants. In
many respects, it is ironic that while Lybrand's name is known to many as the
founder of a major accounting firm, his
contributions to cost accounting are not
William M. Lybrand
widely known.
William Lybrand was born in Phila- prominent public accountant, to install
delphia, Pa., on August 14, 1867, the a complete cost accounting system a few
son of George W. Lybrand and Sarah years earlier. When Lybrand was proAldred. His father, a Methodist- Episco- moted to assistant bookkeeper, he came
pal minister, was reassigned to a new un d er th e indirect tu t el age o f M r.
church every three years ; th erefore, Francis.
William and his eight brothers and sisIn 1908, Lybrand recalled his early
ters had a sporadic education in a series experience, maintaining that most comof one -room schoolhouses throughout panies still had not installed cost systhe state of Pennsylvania. Lybrand's tems that were as sophisticated as the
formal education concluded with two one Mr. Francis had developed. Cost
years of study at Philadelphia High accounting, he stated, remained at a forSchool; his informal accounting educa- mative stage; most accounts continued
tion began at the age of 16 when he ac- to be prepared on a single entry basis
cept ed a p osi tio n with Bement and and were not integrated with the comDaugherty, a machine tool company, as mercial accounts. Thus, the accounts
a clerk.
did not include all costs of production
Although Lybrand would later point an d wh en aud it ors ap peared o n th e
with pride to the fact that by becoming scene, profits shown in the "mysterian accountant he had followed family ous" books called cost accounts simply
tradition —his maternal great grandfa- disappeared.
ther, William Connolly, had been listed
Before the turn of the century, Mr.
as an accountant in a 1801 New York Lybrand had begun to promote develCity Directory —he had not mad e a opment of integrated cost systems. He
conscious decision to become an ac- spent a great deal of time trying to concountant when he accepted his first job. vince businessmen that they must develLybrand recalled that he knew "little op cost systems that accounted for "all
about an acco untant's wo rk" at the costs" even when distribution to "a partime. But, after being introduced to cost ticular piece of work may not be made
accounting, he became fascinated with on an absolutely correct basis" in order
accounting.
to run their businesses effectively. HavLybrand acknowledged that he had ing become intrigued with the potential
made a fortuitous decision when he of cost accounting, Lybrand found it
joined Bement and Daugherty. The necessary to leave Bement and Daughcompan y h ad hi red Jo hn Francis, a erty to further his technical accounting
MANAGEMENT ACCOUNTING /SEPTEMBER 1986

skills. In 1887, he joined the public accounting firm of Heins and Whelan.
Lybrand's decision proved to be a
wise career move. He now came under
the direct tutelage of John Heins, who,
although considered a stringent employer intolerant of any errors, was one of
the most prominent accountants of the
day. Lybrand described Heins as "peppery -red peppery" and recalled that
when he subjected his assistants to one
of his "caustic comments," the assistant
had two choices. He could become angry or he could wilt and Lybrand suggested that it "was far safer to wilt."
Des p i t e h i s temp er, John Heins
proved to be an excellent mentor. Not
only did his assistants learn the fundamentals of accounting and auditing, Mr.
Heins also introduced them to some of
the most prominent practitioners of the
day. Lybrand apparently made few mistakes because in four years Mr. Heins
invited him to become his junior partner. As partner, Lybrand had an active
role in the organization of the profession in Pennsylvania and gained national prominence.
His future seemed secure; but, in
1898, he allied himself with three of
Heins' assistants —T. Edward Ross,
Adam Ross, and Robert Montgomery—to form the firm of Lybrand, Ross
Brothers and Montgomery. Despite the
pressure of establishing a new practice,
Mr. Lybrand continued to be extremely
active in professional organizations.
Organizing the Profession
A charter member of both the Pennsylvania Society of CPAs and NACA,
Mr. Lybrand had a significant influence
on the types of functions that each society would sponsor. He served as treasurer (1897 -1901) and president (190204) of the Pennsylvania Society and was
the second president (1921 -22) of the
NACA. His work in the state society
first focused on securing CPA legislation. While he credited Charles Vollum
with being the society's most influential
lobbyist with Pennsylvania legislators,
Mr. Lybrand accompanied Mr. Vollum
on his trips to the legislature and deserves part of the credit for Pennsylvania practitioners' ability to secure CPA
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legisl ation qu ickl y. Un d ou b ted ly,
helped by the precedent set in New
York State, CPA legislation was secured in Pennsylvania a year after the
state society was founded. The 15 charter members then turned their attention
to establishing the profession on a
sound educational basis, and Mr. Lybrand had a critical role in implementation of this objective.
Like many of his early colleagues, he
believed that the accounting profession
must be based on a strong educational
foundation. Because universities did not
recognize accounting as a legitimate academic discipline, he had had no alternative but to enter a public accounting
firm when he decided to become an accountant. Mr. Lybrand concluded that
on-the-job training alone was not sufficient; education and research would be
central to achieving professional status.
He worked diligently to ensure that the
professional organizations he was associated with would be structured to foster these two activities. In Pennsylvania,
he supported publication of a professional accounting journal, The Public
Accountant, and served as the first secretary of the publishing company.'
Then, he turned his attention to organizing an educational program for new
entrants into the profession. During his
first year as president, the society sponsored an evening program, and he
agreed to teach practical accounting
two nights a week. His long -range objective was to gain academic recognition
for accounting; therefore, as soon as the
evening program proved viable, he and
other members of the society convinced
the Wharton School of the University of
Pennsylvania to take over the program.
Members of the society agreed to personally guarantee the university against
any loss if the program proved unprofitable; however, the guarantee was never
called.
By 1908 when he moved to his firm's
New York City office, Mr. Lybrand believed the public accounting battle had
been won and he turned his attention to
gaining similar recognition for cost accounting. He became an active lobbyist
for cost accounting within the AAPA,
but his efforts to promote cost accounting met with little success. The leadership of the national organization gave
little indication that they would do any62

thing to help advance the discipline of
cost accounting.
The reorganization of the AAPA and
emergence of a new organization, the
American Institute of Accou nt an ts
(AIA) in 1916, did not change the attitudes of the Institute's leadership with
respect to cost accounting. While Lybrand continued his efforts, many Institute members viewed cost accounting as
a mere t ech nical discipline, akin to
bookkeeping, not a professional activity.
On e o f Lyb ran d 's partners, Robert
Montgomery, reflected the dominant attitude within the Institute when he stated "I not only will say I know nothing
about cost accounting, I claim it."
Clearly Mr. Lybrand did not share
his partner's views and when the AIA
continued to be unresponsive,' he joined
with a small group of men to found an
independent organization, the National
As so ci at io n of Co s t Acco u n t an t s
(NACA) in 1919. While J. Lee Nicholson is credited with being the founder of
the NACA, Mr. Lybrand's experience
and organizational ability enabled him
to have a significant influence on the
structure of the organization and he deserves much of the credit for making the
NACA operational.
As the NACA's second president, he
recognized the need for and supported
the technical bulletin series, but he believed that the quality of the lecture series at the chapter level would determi n e t he s u cces s o r fai l ure o f t h e
organization. If the local chapters could
not develop an interesting and informative lecture series to attract members,
Mr. Lybrand felt that the NACA would
not be viable. He showed his commitment to the lecture series by agreeing to
serve as director in charge of lectures
for several years after he stepped down
as NACA president. During these early
years, he successfully cajoled and coerced many prominent accountants to
participate in chapter meetings, convincing them that their efforts were
needed at the local level if the NACA
was to be a viable organization.
Although Lybrand's primary interest
was in developing an effective lecture
series, he also sought to open up other
avenues of communication among the
Association's members. During his term
in office, he encouraged substantial expansion of the bulletin service, helped to

organize the first regional meeting in
New England, and reached an agreement with Canadian accountants to cooperate with the NACA in its research
efforts.
Although he preferred to work behind the scenes, Mr. Lybrand actively
promoted cos t accou nti ng thro ugh
speeches and by writing for business
magazines during his term as President.
His message had not changed since the
turn of the century, indicating that businessmen had yet to be convinced of the
benefits of integrated cost systems. He
continued to warn that adequate cost
accounts were not a luxury —they were
a business necessity. All costs, he argu ed , mu s t b e acco u n t ed fo r an d
charged to production; manufacturers
who failed to do so risked failure.
While important, Lybrand's lifelong
efforts to promote the development of
effective cost systems was not his major
contribution to the profession. Lybrand's leadership in providing cost accountants with an effective organizational s t ru ct u re, his influ en ce on
defining the objectives of the NACA,
and his ability to organize men in cooperative efforts to ensure that those objectives were realized, constitute his primary contributions to cost accounting.
The National Association of Accountants' commitment to education and research stand as his legacy.
When he died in 1960 at the age of
93, the outpouring of testimonials reflected the influence he had on the profession. The firm of Coopers & Lybrand
remains as a monument to Lybrand's
success in the public accounting profession, and the Lybrand Gold, Silver, and
Bronze Awards, established in 1949 by
his partners, recognize his contributions
to cost accounting,
D
'According to the Pennsylvania Spokesman [1972: 81, the small
group of practitioners could not afford the time needed to publish
the journal and after 19 issues, the publication was discontinued to
1900. However. the title did not die as Business and OJJire became
Business, Office and the Public Acrounranr in that year.
'See Previts and Merino [1979; 183N'1 for discussion of the antago,
nism that developed between the AIA leadership, especially Montgomery, and members interested to cost accounting. In 1919, after
the NACA had been formed. Montgomery reflected the disdain
that wme Institute members had for ant accounting as a discipline, slating that "I think the Institute as an Institute for prokmsianal accountants, need fear no specialized, technical organim•
tion, no matter how large and powerful it may be." AIA Minutes,
19I9, page 179.

Barbara D. Merino, Ph.D., is professor of
accounting at North Texas State University. She is a trustee ofthe Academy of
Accounting Historians.
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Accounting Education
Assessing th e Perform an ce o f
Accounting Facu lty Mem b ers
By R. E. Shirley

How can a faculty member of a college of business improve his or her
effectiveness or productivity? And,
how can the school assess the quality
of its faculty performance and adhere
to the overall objective of the AACSB
standards? The author's solution is a
matrix method that measures productivity of accounting faculty members.
No. 6082, 9 pp.
Post - Baccalaureate Education
Requirement for the
Accounting Profession
By J anice Raf fie ld and Charle s E . F ras ier

The growing body of knowledge for
th e pro fes si o n al acc o u n t a n t h as
caused much concern throughout the
accounting profession. Some believe
that the accountant may not be sufficiently prepared to meet the challenge of the future without certain additional post - baccalaureate ed ucation. To counteract this threat the
American Institute of Certified Public
Accountants has written the Model
Public Accountancy Bill. The authors
analyze the problems the Bill will face
before being passed.
No. 5278, 15 pp.

sents a method that can be instituted
without high costs, is non- confrontational and should promote cooperation. It also highlights potential loss.
No. 6165, 5 pp.
Branch Bank Staffing
By Norman R. Snyder

Labor cost can dramatically affect a
bank's earnings. Up to 50% of a
bank's non - interest related expense
is personnel expense. The author describes how b ran ch man age rs can
control personnel expenses and produce greater efficiency among staff
members.
No. 6527, 12 pp.

I,oan Review — A Man agem en t To o l
By Robert D. Norling

Due to increas ing problem s t hat
banks are experiencing, management
needs new tools to aid in monitoring
their loan portfolios. This article pre-

Goal and Resource Transfers in
the Decentralized Firm:
The Transfer Price Problem
By Elizabeth B. Kull

In any large company, transfer pricing

Performance Measurement,
Reporting, and Control
Ab so rp tio n Costing Is Inadequate
fo r In tern al Anaysis
By George L. Battista

For many years there had been a
great deal of controversy concerning
the proper treatment of fixed manufacturing overhead in inventories. Because fixed manufacturing expenses
are treated as product costs under
absorption costing, they are spread
over three different areas: (1) the
closing inventory, (2) the cost of sales
and (3) the volume variance. According to the author, nowhere are these
costs found in a form conducive to
comparison and analysis. It is for this
reason that absorption costing and
CVP analysis are incompatible, a condition that may result in misleading
communications when the two are
forced to co -exist in the same system.
No. 5500, 7 pp.
Controllers' Attitudes to
Cu rren t Co st Accounting
By Kenneth S. NTost

Banking

a survey, controllers do not regard the
FASB data as useful. However, they
believe that standard cost based information reflects t he effec ts of
changing prices to a large extent. The
omission of current cost adjustments
for property, plant and equipment,
and for depreciation expense appears
to be attributable to the fact that they
reg ard such adjust men ts as
subjective.
No. 6457, 14 pp.

Although the Financial Accounting
St an d ard s Board has man d at ed a
form of current value (cost) external
financial reporting by large public
companies, management accountants do not use the data for internal
reports. Why they don't is the focus of
this article. According to the results of
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is an integral part of performance
evaluation. There is a need to facilitate optimal decision making for resource allocations and pricing in addition to evaluating results of
operations. According to the author, a
successful transfer pricing policy will
reflect the organizational structure of
the company and its evolution. Dynamic companies need the same flexibility and creativity in transfer pricing
as in all other areas of c orporate
management. The author explores
several aspects of how to create an
effective transfer pricing scheme.
No. 5532, 12 pp.
FCC Uniform System of
Accounts Rewrite (USOAR)
By Raymond Peterson

Most people are aware of the effects
on the telephone industry resulting
from the 1984 AT &T divestiture of the
23 Bell Operating Telephone Companies. Not so well known is the work of
the FCC to overhaul the 50- year -old
Uniform System of Accounts for Telephone Companies. After seven years
of collecting input, the FCC has published its intention to issue an order revising the system of accounts for telephone companies. This article reviews
recent changes in the telecommunications industry, and the major telephone
policy changes that must be addressed
by management accountants.
No. 6267, 15 pp.
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Management Accounting for Futures
and the Materials Price Variance
By Ken M. Boze

FASB Statement 80 established financial accounting requirements for
futures contracts. This article integrates these requirements with the
control function and materials price
variance for inventory. A chocolate
manufacturer's reports and journal
entries are provided as examples.
No. 6572, 16 pp.

Finance
Balance Sheet Management:
Measure Performance in the P & L
By Clark H. Johnson

The effectiveness of balance sheet
management is to be found in the P &
L. However, the aut hor not es, it
means taking a new look at our management accounting and reporting
techniques. Some of his recommendations include measuring in the P &
L the effectiveness of balance sheet
management, monitoring product
costs continuously, discontinuing investments in marginal or loss products /business, and keeping cash
working with zero - balance accounts.
No. 5540, 10 pp.
An Update on Selecting the
Right Business Organization
By Jack R. Fay

This article identifies and gives a discussion of the advantages and disadvantages of about 20 of the major
characteristics of the four general
types of business operations. The
purpose of the article is to help accountants analyze and clients understand the many factors that should be
considered in choosing the best form
of operation for clients' needs. Both
tax and non -tax considerations are
covered.
No. 6181, 30 pp.

and rewards. The results of this study
conducted at a large western bank indicate that the organization is offering
valued rewards to its staff, but is not
providing an adequate link between
those rewards and organizational
performance.
No. 6155, 11 pp.

cesses) commodity code system.
This multi -level system provides a
common method of indexing, grouping, and subdividing data. For each
code field there is an equivalent English field representing the codes.
No. 5062, 8 pp.

Planning, Budgeting,
and Forecasting

A Model for Implementation of the
Scanlon Plan at XYZ Company
By Prank V. Sincock

The history of the Scanlon Plan is surveyed and elements of the plan are
described in detail. The application of
the plan at X YZ com pan y is d iscussed following a brief historical
sketch of the company and a description of its management style. The author concludes with a step -by -step implementation program and a prediction for the plan's success or failure at
XYZ company.
No. 6266, 28 pp.

Strategic Planning for
Research Grant Projects
By David Craft and Joanne A. Collins

This article discusses how an individual would apply for a National Institute of Health (NIH) grant and describ es the st rat egic plan ning
process. The authors illustrate how
strategic planning can be used in the
grant process and offer several recommendations for its use in controlling research projects.
No. 6374, 12 pp.
Getting the Capital Project Approved

Management.Information
Systems

By John O. Turk

Correction of Material Cost
Monitors Can be a SNAP
By Herbert Carson

The purchase of materials, commodities, processes, and services to produce an end product constitutes a
major portion of a company's operating budget. Controlling these costs is
often accomplished by computerized
accounting procedures with built -in
monitors and reports. The article explains in detail the "SNAP" (Systemized Number Applications and Pro-

Many articles have covered the various techniques and methodologies of
evaluating capital investment proposals. However, little direction has been
given on how to get the project approved after all the analysis has been
completed. Time and money have
been lost because of the inability to
write a clear and concise capital investment proposal. This article explains how to write the capital investment project so that it is approved the
first time.
No. 6066, 9 pp.
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Human Resources
Does Your Organization's
Reward System Motivate?
By Duane R. Milano and W. Anthony Kulisch

This article reports on employees'
perceptions of two important motivational variables: the value of rewards
and the link between performance
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Definition and Measurement of Direct Material Cost
1. The term "direct material cost" as used in practice, in
literature, and in litigation has a wide variety of meanings. Unless the intended meaning 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 material cost' that, in the
absence of a specified alternative, should be taken as the
meaning of this term.
2. This Statement makes the conceptual definition more
concrete by describing how direct material costs should
be measured. Measurement has two aspects:
a. The quantity of material that is to be included as
direct mat eri al, that is, the inputs that are to
be counted.
b. The unit price by which each of these quantities is
multiplied to arrive at a monetary cost.
3. Many of the examples used in this Statement refer to the
direct material cost of goods produced in manufacturing
companies. The examples apply equally well to the same
or similar transactions for projects, services, and other
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cost objects. The allocation of joint product or by -product costs is not addressed in this Statement.
4. In a manufacturing company, direct material cost is an
element of inventory cost and of cost of sales. Differences
in how companies define this term result in variations in
the amount recorded as direct material cost and the
amount recorded as overhead or expense. Differences in
the way material costs are accounted for in cost -type contracts, in projects, and for other cost objects also lead to
differences in the amounts recorded as direct material
cost and the amounts recorded as overhead or expense. If
users do not understand what items are included in direct
material cost in such situations, their interpretation of the
information may be erroneous, and they may make unsound decisions.
Definitions
5. Direct Material Cost —Quantities of material that can be
specifically identified with a cost object in an economically feasible manner, priced at the unit price of direct
material.
6. Cost Object —A product, contract, project, organizational
subdivision, function, or other unit for which costs are
measured or estimated.
7. Direct Cost—A cost that can be specifically identified
with a cost object in an economically feasible manner.
8. Material Quantity---A physical amount of material, such
as a pound of copper, a 50- gallon drum of a chemical, or
a batch of 100 semiconductors.
9. Scrap — Material residue from manufacturing operations
that has some value. Examples of scrap include border
material from stamping operations, shavings, filings, borings, and turnings. Scrap may have relatively minor recovery value, as in the case of steel, or it may be of significant value, as in the case of gold.
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10. Waste—Material that is lost, evaporates, or shrinks in a
manufacturing process or is a residue that has no significant recovery value in excess of its disposal costs.
Defective Units— Production that does not meet quality
standards. Defective units may be reworked and sold, or
they may be rejected and disposed of for salvage value.
12 Material- Related Costs —Costs, other than direct material costs, that are incurred as a result of the acquisition,
inspection, storage, or movement of direct material
quantities.
13 Cost Item —A subdivision of cost, such as freight, duty,
insurance, sales tax, or outside processing costs.
14. Unit Price ofDirect Material — Invoice price and acquisition- related cost items that can be specifically identified
with direct material quantities in an economically feasible
mann er and th at can b e meas ured wit h reasonable
accuracy.
Materiality
15. If a cost item is immaterial, it should be accounted for in
a manner that is economically feasible.
Material Quantities
16. If the cost object is the production of a manufactured or
processed product, its direct material cost normally
should include quantities of material that become a physical part of the cost object and those materials that are
consumed in the manufacturing process that can be specifically identified with that cost object.
17 If the cost object is the production of a service, its direct
material cost normally should include all quantities of
material that can be specifically identified with producing
the service.
18 If the cost object is the production of a project, its direct
material cost normally should include all quantities of
material that can be specifically identified with the project. For a large project, direct material cost typically includes far more categories of direct material quantities
than in a product because it is relatively easy to identify
quantities of material specifically with a large project. Examples include fasteners, adhesives, lubricants, and other
items whose unit costs are too low to be considered direct
material costs for many manufactured products. If a
large project is broken down into a series of smaller projects, products, or subassemblies, the material categories
listed in this paragraph typically are not included in the
direct material cost of these subdivisions.
19. Costs classified as direct material costs must be excluded
from costs used in calculating overhead rates. For example, if one project is large enough to include fasteners and
lubricants in direct material quantities, but those items
are included in overhead for other projects, the cost of
fasteners and lubricants should not be included in the
overhead rate applied to the first project. It follows that
entities that define direct material costs differently for
different cost objects will have two or more overhead
rates.
20. Material quantity should include the cost of packaging
material to the extent it is included in the finished prod66

uct. Examples include bottles for liquor and perfume and
containers for cosmetics and medical products.
21 Material quantity should include packing supplies necessary to deliver goods to customers, to the extent that the
goods are packed with these supplies as part of the production process.
Material Lost in the Production Process
22. Direct material cost should include the material cost of
scrap, waste, and normally anticipated defective units
that occur in the ordinary course of the production process. The following examples depict situations in which
such costs should be classified as direct material costs:
a. A part is stamped from a roll of strip steel, or a finished unit is p rod uced by tu rnin g a castin g. The
amount of material lost in these processes through
ord i nary scrap usually can be predi ct ed with
reasonable accuracy. The cost of the predicted scrap
shoule be included in the direct material cost of the
part.
b. A quantity is lost in the production process through
evaporation, dehydration, spoilage, shrinkage, or
similar causes. The amount of material that is lost in
these processes usually can be predicted with reasonable accuracy. The cost of the predicted amount of
lost material should be included in the direct material
cost.
c. Engineering estimates are developed for the percentage of defective units expected from a given production process, and they are reasonably accurate. The
cost of material in the estimated percentage of defective units should be included in the direct material
cost of completed production.
d. In most cases, the net salvage value of estimated scrap,
waste, and defective units should reduce the direct
material cost. However, the direct material cost
should be increased if the related costs exceed the
salvage value, as in the case of certain chemical or
nuclear wastes.
23. Unanticipated quantities of scrap, waste, or defective
units should not be included in direct material cost.
These quantities should be included in manufacturing
overhead or should be expensed.
Samples, Prototypes, and Initial Production Runs
24. Routine quality assurance samples that are tested to destruction should be included in direct material cost. Non routine quality assurance samples taken due to quality
problems should not be included in direct material cost.
25. The material cost of marketing samples and prototypes
should not be included in direct material cost.
Unit Price of Direct Material
26. The unit price of direct material should include the invoice price and other costs paid to vendors to deliver the
material quantity to the production facility or to a point
of free delivery. The following costs are included in the
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unit price of direct material:
• Invoice price for direct material quantity,
• Invoice price for outside processing,
• Shipping costs (inward freight) paid or owed to outside
vendors,
• Sales tax,
• Duty, and
• Cost of delivery containers and pallets, net of return
refunds.
27. Trade discounts, refunds, and rebates should be deducted
in calculating the unit price of direct material.
28. If cash discounts offered by the vendor exceed reasonable
interest rates, the price of direct material should be reduced by the excess.
29. Demurrage charges should not be included in direct material cost.
30. Royalty payments and licenses should be included in direct material cost if they are functions of direct material
quantities used in producing the cost object.
Use of Estimates
31. Estimates of direct material quantities and unit prices
may be used if they are sufficiently accurate to be considered "specifically identified" with a cost object. The following situations are examples of estimates that are sufficiently accurate to be considered direct material costs in
most instances:
a. A man ufact uri ng firm establ is hes s tan dard material quantities for its products, but its system
does not trace variances to these products. Nevertheless, there is a reasonable expectation that variances are proportional to the standard quantities
and thus that the actual material quantities are
proportional to the standard quantities.
b. A man ufact uri ng firm uses stan dard purchase
prices for its materials. Although standard purchase
prices are not necessarily the same as actual purchase prices, the firm i s able to ass oci ate major
deviations from standard purch as e pri ces wi th
specific products or product lines.
c. Inward freight costs are added to direct material
costs b y a rat e that approximates the actual cost,
such as apercentage of price paid to the vendor or
a percentage of the weight per unit of cost.
Material-Related Costs
32. Certain costs are closely related to the quantity of material acquired or used, but they cannot be specifically identified with a cost object in an economically feasible manner. These indirect costs are material - related costs.
Material- related costs should be allocated to cost objects
on the basis of some measure of direct material quantity
or cost rather than on direct labor hours or cost. Costs
for the following functions usually are considered material- related costs:
• Purchasing,
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• Receiving,
• Receiving inspection,
• Material storage costs prior to purchased material entering production, and
• Issuing costs for material initially entering the production process.
33. Certain cost items may be closely related to material
quantities and may be allocated to cost objects based on
direct material quantities or costs. They are, however,
more closely related to the production process than to the
acquisition of material and are not typically considered
material - related costs. Furthermore, they may be applicable to different time periods than the period in which
the direct material cost was incurred. Examples of those
cost items are:
• Material storage costs subsequent to entering the production process,
• Issuing costs for material subsequent to entering the
production process,
• Production planning and control costs, and
• Internal transportation costs.
Cost Systems
34. This Statement does not discuss standard cost systems in
detail and does not address how standards should be determined. In most cases, cost analysis and control are improved if the standard material quantity includes normal
scrap and waste as defined in this Statement but excludes
all lost or defective units. Differentiating between good
units and normally anticipated lost units helps focus
management's attention on lost units. Additionally, including in direct material the standard material quantity
of both good units and normally anticipated lost units
helps focus management's attention on total material
cost.
35. The cost accounting systems of some firms, particularly
retail firms, include many material - related costs as direct
material cost. In such systems, direct material is defined
more broadly than in this Statement. Nevertheless, if the
relevant material - related costs are allocated on the basis
of direct material, the resulting product costs may be substantially the same under this Statement as un der a
broader definition of direct material cost. The broader
definition is useful for certain management accounting
purposes. However, it should be recognized that direct
material cost as measured in such systems —and for other
purposes —may be different from direct material cost as
measured according to the concepts of this Statement.
36. The cost accounting systems of many firms allocate material- related costs on some measure of direct labor, as contrasted with a measure of direct material, as recommended by this Statement. Allocation based on direct labor is,
in many cases, easier to compute. It is likely, however,
that allocation on some measure of direct material yields
a more accurate measure of both direct and total cost of a
cost object.
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SMA 2
Man agem en t Acco u n ting Ter m inology
SMA 4A
Co st o f Cap ital
SMA 4B
Allo catio n o f Se rvice a nd Adm in istrative Costs
SMA 4C
Defin itio n an d M easu rem e nt of Direct Lab or Cost
SMA 4D
Measu rin g En tity Perf orm ance

$5.00
5.00
5.00
5.00
5.00
10.00
5.00
5.00
5.00
5.00

Plea se c h e ck SMAs d e sire d an d en clo s e a ch ec k fo r th e to ta l am ou nt .
Mail to NAA, Sp ecial Ord er Dep t., Mo n tvale, NJ 07645 -1760.

Name (please print or type)
Company (if part of shipping address)
Mailing Address
City, State, Zip
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Some of the subjects to
be�covered�—
A Chief Executives View of
the Controller's Function
Joint Ventures —
Management Problems and
Opportunities

A partial list of our
speakers�—

A Al
I`1� Y

INTERNATIONAL
PERSPECTIVE

James M. Alic, Group Vice
President, RCA, New York,
New York

Rescue at Sea: Saving a

Company
Computer Crime - Should I
Be Concerned?
EDGAR - Electronic Data
Gathering, Analysis and
Retrieval System
Investing Corporate Pension
Fun ds
How Corporate Controllers
Can Avoid Legal Problems

s,
Gordon
M. CEO,
Cumming
National
PresidentE.and

R M

TO ONTO
O c t o b e r

5-10, 1986

The Four Seasons
Toronto

Controlling Travel Costs
Ethics In Accounting: The
Controller's Responsibility
Speeding Up Monthly
Closings
How to Use Credit and Collection as a Sales Tool
Current Trends in Hiring
Controllers: How to Prepare
For Your Next Job
Cost Justification of Office
Automation
Canadian and United States
Taxation Issues and Trends
Performance Evaluation of
the Controllership Function
Exploring Internal Auditing
and Comprehensive Auditing
The Disappearing Office
A Boundary Without Barriers?

Daniel C. Ferguson, Chief
Executive Officer, Newell
Company, Naples, Florida

Jointly Sponsored by The National
Association of Accountants and
The Society of Management
Accountants of Canada

OPTIONAL EVENTS FOR SPOUSES
A. Luncheon at the ROM
(Royal Ontario Museum)
B. Dinner in the Regency Room
(Four Seasons Hotel)
FOR INFORMATION & RESERVATIONS
Call the Registrar
IN THE U.S.: Call toll free
(800) 223 -4545 or in New Jersey
(201) 573 -6229
IN CANADA:
(416) 525 -4100

Sea Products, Halifax, Nova
Scotia
Stanley Byrum, Executive
Vice President, Charles P.
Young, Co., Chicago, Illinois
Wallace E. Fletcher, Sr. Vice
President, Drake Beam Morin,
Inc., Stamford, Connecticut
Jonathan Schiff , Manager,
Management Accounting
Practices, NAA, Montvale,
New Jersey
Leo Heile, Vice President and
Assistant Controller, ITT Corporation, New York, New York
Art Lyons, Vice President and
Controller, FMC Corporation,
Chicago, Illinois
Ken Diebel, Vice President
and Controller, MorvalDurofoam, Ltd., Kitchener,
Ontario
James Colford, Director of
Accounting Practices, IBM,
Tarrytown, New York
John Crispo, Professor of
Political Economy, University
of Toronto, Toronto
Win Straube, President
Pegasus International Corp.,
Pennington, New Jersey

Accounting
Education
Susan Jayson, Editor

Recruiting From Small Schools

For many years, professional and business firms have experienced problems
in recruiting superior accounting graduates from small colleges. Because of
their size, small colleges are unlikely
to graduate more than a handful of
students a firm may be interested in
hiring. Moreover, not all students will
be interested in working for companies
recruiters represent.
At B erry Colleg e, we ann ually
schedule an "Accounting Interview
Day" and invite top graduating accounting students from small colleges
to meet with recruiters. Our first interview day was held in Atlanta. The
Members in Industry, Government, &
Education Committee of the Georgia
Society of CPAs eagerly co- sponsored
the event. Thirty -seven interviewers
from 26 firms evaluated 88 students in
over 350 separate interviews! At the
second interview day more than 100
students and 50 interviewers representing 40 firms participated.
Joe Lavely is the dean of the College
of Business and Public Affairs of Governors State University.
Linda Linscott, CIA, CPA, is a senior
systems auditor with J. C. Penney, Inc.
Charles Smith, CPA, MAcc, is an assistant professor at Berry College.
Ph.D. Research Is Im portant
In the April 1986 issue of MANAGEMENT ACCOUNTING, Dr. Robert W .
McGee recommended that accounting educators and practitioners take
charge of accounting education and
focus on having students become
70

"familiar with pronouncements, regulations, and laws that affect an accounting practitioner." Second, the
profession ought to establish new
teaching standards that would designate professional certification and experience as the proper terminal qualification for accounting educators.
Another recommendation would redirect the educators' reward system by
reducing the incentives toward research and publication and increasing
rewards based on teaching excellence and work experience.
Dr. McGee draws a parallel between education in law and medicine
with that provided to accounting students. The point is made that while
law and medical students' education
emphasizes technical competence
(as measured by the Bar and Medical
Board examinations) the accounting
student's experience is diluted by
course work that does not contribute
toward this goal. Therefore, a reasonable approach might be to increase
the amount of technical training received and reduce the time spent on
the study of nonaccounting subjects
or research activities outside the
realm of generally accepted accounting practice.
The argument has hidden flaws.
Students in law or medical school
have, in most cases, already earned a
bachelor's degree in another field.
Therefore, they can devote time to
their professional studies. If accounting education followed this pattern,
students would be adequately prepared for the professional examina-

tions. Yet, as Dr. McGee points out,
this would not be economically feasible for many students. W ithout increasing the time required in preparation for a professional accounting
career, the decision must be made as
to whether more technical accounting
courses should replace business
background and general education
courses.
The answer depends upon how you
view the profession of accountancy.
Is it concerned only with learning generally accepted principles to the exclusion of research? Or is accountancy a form of social science, intent on
using the scientific method to discover the natural laws that govern or influence our ec onomic behavior?
These laws may some day govern financial accountants' selection of generally accepted principles or a managerial ac coun tant 's c hoic e wh en
solving an accounting problem.
Dr. Robert Sterling in the Journal of
Accountancy suggested that selecting
an accounting education policy that
emphasizes present practice to the
exclusion of the study of research
leads to a closed social system in
which practitioners dictate that practice be taught, students learn that
practice, and then call upon educators
to repeat the process. Outside of
those rare cases when a change in accounting rules is forced by the courts
or the legislature, how do new and
worthy ideas penetrate the system?
After all, a well -known law governing
closed systems is that left to their own
devices they tend to entropy.
Dr. Sterling suggests that accounting students be taught research results as the "desired state" and accep ted prac tic e as t h e "c u rren t
state." If we are to keep the body of
generally accepted accounting principles relevant to the real world, we
must keep the Ph.D. degree and research an important and integral part
of accounting education.
o
Norman O. Schultz, Ph.D., is associate professor of accounting and
Harold L. Geu, Ph-D., CPA, is assistant professor of accounting at Colorado State University. They are members of NAA's Colorado - Wyoming
Border Chapter, through which this
column was submitted.
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Opinion
6"
dent, not even the 4.5 million federal
employees although they could sure
help, nor the members of Congress, although they authorize the spending.
No,�the�fault�lies�with�us�—as�taxpayers
and as sometime voters. We put the
President and the Congress in there as
our representatives, yet we don't let
them know what we think nor do we
keep tabs on their actions. It's time we
did!
Let me close by giving you the latest
in fruitcakes from the Pentagon. "Military Specification MIL- F- 1499F," is an
18 -page document that calls for, among
other things, candied orange peel "thoroughly deragged and processed with
sugar and corn syrup to not less than
72% soluble solids." In all, 18 pages for
a recipe for fruitcakes! It belongs right
next to the 17 -page report on Worcestershire sauce. With specifications like
this, is it any wonder toilet seats cost
$600 each!
Doesn't it make you feel good all over
to see your money spent as wisely as
this?
❑

Computers and
Accounting
18"
ule to meet the users' needs.
Shop Floor Control Module. Again,
the version we reviewed contains a limited shop floor module. It does not determine work center capacities, provide
alternate operations and routings, nor
split jobs for an order. It cannot prioritize the most productive sequence of
shop orders through a work center nor
schedule jobs.
Customer Order Entry Module. This
is the third limited - version module we
reviewed. It does not generate customer
order acknowledgments nor any linkages to accounts receivable and billing.
Users may require a more extensive version, so Thornapple will customize this
module to user requirements.
Plant Expense Control Module. This
module puts this package on the leading
edge of modern cost accounting planning and control. Many firms may not

be ready for this module because they
have never seen anything like it really
work. Our recommendation is to try it.
A true closed -loop costing system integrates the actual expenses and plans
(budgets) into the mechanics of product
costing. Plant labor and overhead expenses are forecast for the ensuing year
and interfaced with the budgeting process. The sales forecast combined with
the product routings is used to project
the number of labor hours, machine
hours, and so on that are required to
service the forecast. The budgets then
are spread over those base units to determine the labor and overhead application rates to be used in costing out the
production activities.
The sales forecast is exploded against
the bills of material to determine the
gross requirements. The gross requirements are then exploded against the
routings for all manufactured parts and
prod ucts t o d et ermi ne t h e to tal resources required for each work center.
Work center resource requirements are
the number of units of work specified in
the routing to perform a particular operat ion. Us ers det ermin e t h os e resources when work centers are set up.
Space limitations preclude mentioning all the features of this module, but
they appear very promising. The details
contained in the reports are good and
include the usual items needed by cost
accountants.

The package contains a "help" key,
which will explain every function. It
may be used at any time the program is
up and running.
When using "Wo rd Perfect" software, a 100,000 -word dictionary is
available to you at any time. This feature gives you the option of checking
the spelling of one word, a whole page,
or even the entire document. A special
feature allows the user to compile his
own dictionary geared toward a particular business or topic. A thesaurus feature, which will allow the user access at
any time, also is available.
A switch feature can be used in a variety of ways, but mainly it allows the
user to work on two documents at the
same time. If you are working on a long
document and you need to type a short
memo, use this switch function. Merging variables also is simple. The merge
is done on the screen so that errors can
be changed before material is printed.
I recommend this word processing
software for PC users. It runs on all
IBM PC hardware.
�
Laurie J. O'Brien
Progressive Systems

When It's Important ...
Measure Up

withmictVA U 4 1 !
MICRO MAnaged Study Help

A Good Package
Th is is a good package in it s current
stage of d evelopm ent and is worth consideration . Thornapple appears to und erstan d u ser needs in this ar ea, and it
pro m ises d esirable im provements, such
as mu ltiu ser capability and extension of
several co st accounting concepts.
Ja mes B. Ed wards, CMA
Professor of Accounting
University of South Carolina

�

O

DiegrmkslaCMA,CIA,CPAElms
- 0 CPAReview • multiplech*e

Jnd ewrquestions
- -0 Pass or Refund Program...CPA Review
- 0 Pemawl Eviluata

IBMPC,AT,orc m*10e

What's Perfect?
Word Perfect Version 4.1 is available
from SS1 Software in Orem, Utah.
"Word Perfect" has many capabilities. This software package is very easy
to learn and can be used by a wide range
of people from executives to secretaries
to word processing centers. It is both
sophisticated and simple.
Circle number Q on reply card.
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Taxes
10"
returns.
Action against abusive tax shelters
was included in various legislative acts
such as the Tax Equity and Fiscal Responsibility Act of 1982 (TEF R A),
Revenue Procedure 83 -78, and the Deficit Reduction Act of 1984.
Revenue Procedure 83 -78 sets forth
the steps to be followed in identifying
and investigating abusive tax shelters as
well as the options available to the IRS.
The IRS will continue its previous practice of examining returns that claim tax
benefits from investing in abusive shelters. Now, however, in order to gain
more effective compliance and make
more efficient use of resources, action
may be taken before the return is actually filed. This will be accomplished by issuing prefiling notices to investors, by
asserting penalties under Sec, 6700 of
the Code, or by seeking injunctions under Sec. 7408. Revenue Procedure 83 -78
states that the Sec. 6700 penalty provi-

sions are specifically directed toward
promoters of abusive tax shelters and
other tax avoidance schemes and that
the penalties imposed under Sec. 6700
are in addition to all other penalties
provided by the law. It further states
that, not only is the promoter subject to
the penalties, but also "any other person
who organizes, assists in the organization of, or participates in the sale of any
interest in an entity, plan or arrangement, and who makes or furnishes a
statement with respect to any material
tax matter either that the person knows
or has reason to know is a false statement or that is a gross val uati on
overstatement."
The penalty imposed under Sec. 6700
is the greater of $1,000 or 20% of the
gross income obtai ned (or t o be obtained) from the activity. The effective
date of this penalty was July 19, 1984.
(Previously, the penalty had been the
greater of $1, 00 0 or 10% of gro ss
income.)
The IRS's power under Sec. 7408 to
seek an injunction against abusive tax
shelter promoters is a means of restrain-

ing the pro m ot er from cont inu ing to
pursue those actvities subject to penalty
under Code Sec. 6700. The p urpos e of
this injunction relief is to stop tax shelter sc hem es perhaps years before the
challenges could have been m ade under
norm al audit procedures.
In ea ch distric t, c oordinator s are assigned by the IRS to gather inform ation
on abusive shelters from federal, state,
and local information agencies, other
IRS investigations, m agazines, newspapers, and a ny other availa ble in form ation. A district com m itt ee, m ad e up of
representatives from the district counsel, crim inal investigations division, and
exam ination division, reviews the coordin ato r's inform ation. Th e com m ittee
then determines which prom otions are
subject to the prom o ter penalt y, prefiling notification, and injunction actions.
A revenue agent then determ ines if
the Sec. 6700 prom oter penalty applies,
if t h e r e a r e be n e fit s wh ic h m ay be
cla im e d b y t he invest or tha t a re not in
accordance with the laws, and if Sec.
7408 injunction relief m ay be sought. A
pr o m o t e r m ee ting is then ar r a n ge d .

FI?EEBONU
Tryin g to figure o ut what ki nd o f Hol id ay Gift to
sen d yo u r co ll eagues an d cl i en ts t hi s year?
Wh y n ot do s o met hi ng reall y d ifferen t !!!

ACCOUNTING
... ¢perfect
ho li d a y gi, f►

Th i s year gi ve t h em a s u bs cri p t i o n t o Mana gemen t Acco u n ti n g. It 's eas y, i nex p en si ve and yo u
kn o w it wi ll b e ap p reci at ed . J us t s en d u s t h e
names and address es —we'll d o the rest. * For just
$5 4 for a o ne year su b scrip t io n, yo u 'l l b e
rememb ered n o l es s t h an a d o z en t i mes .
*W e' ll als o s end this year ' s ha nd s o m e gift anno unc em ent c ard d irec t ly to
eac h rec ip ient, ins c rib ed with yo ur na me. P le as e s end gift ins truc tio ns to :
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M o n t v a l e N J 0 7 6 4 5 -17 6 0 o r c a ll ( 2 0 1 ) 5 7 3 - 6 2 6 7 .

Your gtftlsl may be tax deductible.
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This meeting gives the promoters an opportunity to present their side of the
sto ry an d to sh ow ho w the b enefi ts
claimed by their tax shelter are in compliance with the law. There are usually
no extensions or additional meetings,
except in extenuating circumstances.
The IRS will then determine (before
sending a prefiling notification) whether
there has been an overvaluation of assets, false or fraudulent statements of a
material matter, or a deviation from the
use of a proper technical position. The
district director then approves or disapproves the sending of a prefiling notification. A prefiling notification, if sent,
will inform taxpayers that their tax shelter promotion has been evaluted and the
purported benefits will not be allowable.
If the taxpayer has already filed his or
her return, an opportunity will be allowed for filing an amended return.
However, there are sanctions under Sec.
6661 that still may be imposed. After
the letters are sent, the IRS centers will
receive a list of the investors, including
the amount of potential benefits that the
investors may be c1iiming. Thus, the
taxpayers who go ahead and claim these
benefits will be audited.
Under provisions of the Deficit Reduction Act of 1984, the IRS has issued
regulations requiring most tax shelters
(in which an interest is sold after August 31, 1984) to file a registration form
with the IRS no later than the day a
shelter is first presented to potential investors. Ifthe shelter had investors prior to September 1, 1984, it will have to
be registered before any more interests
can be offered for sale.
With certain exceptions, the organizer or seller of a shelter that has been
registered is also required to maintain a
list of investors that can be inspected by
the IRS.
Sec. 155 of the Deficit Reduction Act
of 1984 contains provisions to curtail
overvaluation of donations by individuals and closely held and /or personal
service corporations (other than S corporations). The donor must now obtain
an appraisal by a qualified independent
appraiser for each item or set of similar
items donated to one or more donees if
th e clai med valu e exceed s $5,000
($10,000 for nonpubliely traded stock).
Securities that are publicly traded are
specifically exempt from this provision.

A penalty of 30% of any income tax
underpayment resulting from valuation
overstatements can be imposed if the
donor's claimed valuation is 150% or
more of the correct value and results in
an income tax underpayment of $1,000
or more. In addition, the Deficit Reduction Act of 1984 eliminated a previous
penalty exemption for property held for
more than five years. The penalty will
now apply regardless of the length of
time the property has been held.
If the appraised property is sold, exchanged, or otherwise disposed of by
the donee within two years of receipt,
an information return must be filed with
the IRS that discloses a description of
the property, the date of disposition, the
amount received, the date of contribution, and the donor's name, address,
and taxpayer identification number. A
copy of the information return must
also be sent to the donor. A $50 penalty
can be imposed under IRC. Sec 6052(a)
for each failure to file the information
retu rn eit her wit h t he IRS or to the
donor.
❑

New York, N.Y. 10019. It's called "Unexpected Pitfalls in Administering Employee Benefits."

Government Contracting
Is on the Rise
In the interest of saving costs while becoming more efficient and productive, the
federal government is contracting services
from small businesses that were previously performed by federal workers. To see if
your business qualifies for some of this
work, contact the General Services Administration in Washington, D.C., which
handles much of the buying of services
for government agencies. It can refer you
to the appropriate business service center.
The telephone number ofthe GSA Office
of Federal Supply and Services is (202)
557 -8667. In addition, the Commerce
Business Daily publishes requests for contracts of more than $10,000 and lists the
office to contact. For a free copy and subscription information, write Commerce
Business Daily, Mail Room, Commerce
Dept., Washington, D.C. 20230.
❑

Pamela L. Morgan is a tax consultant
with Ernst & Whinney in Atlanta, Ga.
William A Pollard, Ph.D., is an associate professor of accounting in the
Walker College of Business at Appalachian State University, Boone, N.C. He
is a member of the Catawba Valley
Chapter of the NAA, through which this
column was submitted.
'R. Greene, "The Dark Side of Tax Shelters;' Forbes.July 4, 1983.
p. 174.
'S. Denver, "How Americans Beat the Tax Man.- Newsweek.
April lb, 1984, p. 59.
"'Tax Shelters," The Winston-Salem Journal.January 11. 1984, p.
5.
'R. E. Taylor, "House of Cards: How the Tax Shelters, of Edward
Markowitz Were Toppled by the IRS," The Wall Street Journal.
October 29. 1984. pp. 1. 20.

Small
Business
8 "
a pamphlet on a new problem for employers regarding employee benefit plans:
the fact that many courts are saying that
benefit plans come under the Employee
Income Security Act, which mandates a
specific set of requirements to be followed. To get a copy of this pamphlet,
send a self - addressed, stamped envelope
to the Institute, Dept. I, 1633 Broadway,
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by
Irvin N. Gleim
Dale L. Flasher

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

• Send $19.95 for Each Volume
Accounting Publications, Inc.
P.O. Box 12848
Univerdty Station
Gainesville, FL 32604
or call (904) 375 -0772
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(they're persistent, aggressive, and their managers who "are looking for ideas
contacts are numerous), stockbrokers, that they can add to their experience
individual portfolio managers, other and convert to visions, thoughts, feelLBO individuals, Standard and Poor's ings and actions." Thirty -four short
guide to publicly held firms, and by chapters depict the author's search for
reading. Companies selling off a divi- staff leadership in a conversational and
sion just may have others to sell. Start- informal manner. Mr. Bellman searches
ing with a partner also is advised.
out "the ques t" — what makes staff
The author stresses the need to evalu- managers effective —and exposes the
ate all LBO deals —it's a way to learn managers to his experiences with the
and gain experience. Once you've found hope they'll help.
your deal, the "keys to success in this
The author describes thoughts and
area are three elements: your ability to behaviors staff managers should ponder
analyze, your ability to negotiate, and regarding the type of staff leaders they
your credibility." Also included are want to be. Mr. Bellman asks them to
steps to take after you've found your consider alternatives to the way they
ideal LB O arran gement . Financing manage and lead. He points out that in
sources, legal problems, and tax ac- order to be a successful, fulfilled managcounting considerations also are dis- er, one must be optimistic. A staff mancussed. For anyone interested in becom- ager mu st feel th at p ro gres s can be
ing involved with LBOs, this book is made, that it is worth it, that is has valhighly recommended.
ue, and that hope exists. A detailed and
Kim Serocke
informative list of 20 ways to demonstrate leadership is included.
The Quest for Staff Leadership
Areas discussed include finding new
Geoffrey M. Bellman, Scott Foresman meaning in an old job, being a staff
and Co., Glenview, Ill., 1986, 343 pp.— man ager, leading with confidence,
This book is written primarily for staff working with management, serving cus-

tomers, supervising staff professionals,
and managing your career.
KS
Data Communications:
a Manager's View
John Seaman, ed., Hayden Book Co., 10
Mulholland Drive, Hasbrouck Heights,
N.J. 07604, 1985, 406pp.—This book is
a series of 40 selected articles, many
which appeared in the magazine Computer Decisions. The s tren gt h of t he
book is that the material is extremely
readable, with little jargon. References
and quotes are from practitioners and
organizations that, for the most part,
are household names in business. Topics
covered include electronic mail, executive work stations, distributed data processing, networking, and cost - cutting
measures. My major complaint about
this book is that it has no index. The
value of this material, however, outweighs the potential difficulty in finding
a specific topic. I reco mmen d it for
readers interested in marketing the new
technology at a business level.
AM K

Donate your surplus
inventory and I will give your
company an above cost
ft
tax deduction!
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Do non - productive , exce ss inventories have you saying
uncle? Slow moving inventories ; c lutter up the financ ial
sta te ment a s we ll as the wa re hous e. The gove rnme nt ha s
es ta blished se ction 170(e)(3) of the Inte rnal Re ve nue C ode
to e ncoura ge bus ine s se s to dona te e xc e ss ma terials that ca n
be use d by sc hools and other selec ted non -profit groups.
Donors may take a ta x de duction up to 100% a bove the
ma teria l c os t.
All mate rials donate d to NAEIR a re distributed FREE to
its more than 6,000 qualifie d members , inc luding s c hools ,
unive rs ities , hospita ls , da y ca re c enters, and othe r nonprofit organiza tions. With one s hipping point a nd ove r
nine ye ars of expe rie nce, NAEIR gre atly simplifie s s uch
dona tions . Elimina te e xc e ss inventorie s. He lp e duc ationa l
and other non - profit organizations. Enjoy a signific ant
ta x be ne fit.
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Call or write KAEIR's Director of Donations for
complete information.
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National Association for the Exchange of Industrial Resources
N Circle number 16 on reply card.

A Non - Profit Organization
P.O. Box 8076. 560 McClure St., Galesburg, IL 61402, 309- 343 -0704

People in the News
Promotions and New Positions
Patrick J. Marlow, Boise, was appointed manager, financial reporting, at Ore Ida Foods, Inc.
John Bodnar, Canton, is now controller
at Retrotex, Canton.
Laree Hartman, Chico Area, has accepted a position at Chico Medical Group
as controller.
Charles Landes, Cincinnati, is now
partner with Spaeth & Batterberry.
. . . James F. Whalen has been appointed corporate controller for Cincinnati
Microwave, Inc.
Dennis R. Denton, Evansville, was promoted to controller at Faultless Caster
Corp.
Richard Blair, Illinois Northeast, has
joined Acme Window Coverings in
Bellwood as vice president — finance.
. . . Kenneth A. Rosin was elected vice
president /controller of Rauland -Borg
Corp., Chicago
F. Steven Bush, Kansas City, was promoted to assistant controller, forecasts
and reports, for Panhandle Eastern Pipe
Li ne Co . .. . Carl E. Cage was named
executive director of corporate finance
for Farmland Industries, In c . . . . Sid
Hoffman has opened his own consulting
business, Sid Hoffman Management.
. . . Frank Janner, chapter past president, is now senior vice president and
chief financial officer for Menorah.
. . . Stephanie A. Vanhooser is now director of medical records at Children's
Mercy Hospital.

rector of entrepreneurial services for
Arthur Young's Michigan offices.
William H. Kane, Ohio Western Reserve, has joined Sandcap Industries, Alliance, as controller.
Carl L. Dittman, Olean- Bradford Area,
was promoted to manager, information
services, at Dresser Manufacturing
Division.
Salvatore T. DiMascio, Princeton, was
elected a p art ner of Tho mas Gro up,
Inc., Dallas, Tex.
Michael A. Troup, Sr., Quincy Area,
has been named assistant controller of
Quintron Corp.
David T. Della Penta, Rochester, was
promoted to vice president—manufacturing, and vice president — finance at
Nalge Co., Division of Sybron Corp.
Susan Tucker, Sacramento, has been
promoted to controller of the Seven -Up
Bottling Co., Sacramento, Calif.
William F. McBrearty, Jr., San Antonio, was named treasurer of the National Association of Credit Management of
Texas In c. . . . Barbara Zehr has been
promoted to assistant vice president, ac-

counting manager, Republic Bank.
Bruce Batts, South Central Indiana, is
now controller SEDC at Cummins Engi n e.. . . John Hurless was named control ler at Holset Engineeri ng Co.
. . . Martha Heidkamp was named vice
president— administration at American
Center for International Leadership.
. . . David Lacey was promoted to controller at Arvin El ect ron i cs . .. . Michael Jack has been named assistant
co rp o rat e co n t ro l l er at C u mmi n s
Engine.
Joan Roethler, Wichita, is now division
controller at General Purpose Systems
Division Office of NCR Corp., Dayton,
Ohio.

Emeritus Life Associates (ELAs)
Cezar Asciutti, Sao Paulo, past
president.
Robert L. Bankes, Reading.
Leo F. Bartlett, Delaware.
John H. Behdjou, Los Angeles, past
president.
Donald M. Bonforte, Westchester.
Thomas B. Carroll, Washington.
Ambrose J . Claus, Boston, past national
director, 1978 -80, past president. Stuart
Cameron McLeod Society (SCMS).
Philip J . Culcasi, Greater Youngstown

Louise Geiger, Minnesota Viking, is
now controller of Midwest Region at
Apogee Enterprises.
Don Gruneisen, Northern New York,
was promoted to vice president and
treasurer of finance for the Nicholville
Telephone Co.
Eric T. von Schmid, Oakland, is now di76

"Of course, that's using 1893 as a base year... "
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Area, past president. SCMS.
Charles T. Doss, Detroit.
Wesley B. Edgar, Columbia.
Clyde W. Fussell, Ft. Lauderdale.
Robert A. Gockel, Ann Arbor.
Leonard P. Goodin, Waterbury.
Arthur J. Gregory, Delaware.
Thomas M. Grote, New Orleans.
Peter T. Gudekunst, Portland.
Rudolf J . Hofmann, New York.
Osburne Holt, Birmingham - Vulcan.
Andrew J. Huber, Morris - Essex.
Lester E. Hyde, Grand Rapids.
Henry T. Jon es, Jr., Northeast
Mississippi.
Louis C. Jurgensen, Tampa Bay, past
national director, 1975 -77, past president. SCMS.
Richard B. Keigley, New York
M. J. MacIver, Member -at- Large,
Scotland.
Harry R. Maly, Cincinnati.
Robert J. McKee, Mohawk Valley.
H. Jack Miller, Bergen- Rockland.
Paul F. Nedderman, Cincinnati.
Byron M. Nellis, Rochester.
Robert F. Parsley, San Diego.
James H. Rossell, Pittsburgh.
John J. Schroeder, St. Louis.
Wilson Seney, New York.
Wayne D. Seymour, Canton.
Curry J. Smith,, Richmond -Lee.
Edward F. Stapleton, South Bay.
Robert J. Stevens, Olean- Bradford
Area.
Louis H. Strebel, Western Wayne.
C. Robert Sturgis, San Diego.
Garnett J. Thomas, Jackson.
Jerry L. Wheeler, Ft. Lauderdale.
F. L. Patrick, Portland.

Robert D. Smith, 59, Salem Area, past
president, 1966.
Clyde Spaw, 62, Louisville, 1969.
C.E. Stagger, 53, Shreveport, 1962.
Oliver W. Steinfort, 62, MontgomeryPrince Georges, 1953.
Edward A. Swift, 59, Westchester, 1955.
Robert A. Trauschke, 79, Springfield.
ELA.
Hugh T. Walsh, 77, Rochester, past
president, 1941. ELA. SCMS.
J.R. Ware, Jr., 60, Lynchburg, 1960.
Robert J. Weafer, 69, Boston, past president, 1951. NAA vice president, 197071. ELA. SCMS past president.
Arthur R. Wiley, 89, Springfield, 1932.
ELA.
Dennis R. Wood, 55, Dallas, past president, 1956.
James W. Wylie, 68, Cleveland, past
president, 1966.
James B. Yancey, 55, Savannah, 1976.
Marcus D. Yerian, 58, Dayton, 1976.
John A. Young, Jr., 53, Fresno Area,
1979.
Virgil Zimmerman, 78, North Central
Ohio, 1954.

In Memoriam
Sun I. Chao, 41, Member -at- Large,
Hong Kong, 1984.
John P. Lauer, 58, Niagara, 1958.
Edith M. Lane, 85, Ohio- Western Reserve. Emeritus Life Associate (ELA).
Frank S. Larson, 79, New York, 1949.
ELA.
Victo r F. Liesener, 66, Milwaukee,
1954. ELA.
Lowell A. Miller, 79, Waterloo -Cedar
Falls, 1949. ELA.
Thomas M. Sevasko, 44, St. Louis,
1972.
Paul A. Shields, 66, Harrisburg, 1954.
Sohan L. Sidher, Oakland East Bay,
1985.
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WANTED
W A N T E D : Ad ve r t i s e r s
w h o wa n t to r e a c h t h o u s an d s of M A N A G E M E N T
A C C O U N T I N G deci s i o n
m a k e r s f o r only $2.00 a
wo rd . W h e t h e r
you are buyin g, sel l i n g bo o k i n g, o r h i r in g, you will b e mo r e e ffe cti ve in t h e MANAGE M E NT
AC C O U N T I N G C l a s s i f i e d
page. C o n t act Do r y n e Ge r stein (201) 573 -6275.

ACCOUNTANTS:

Opportunityis Knocking .. .
It'sYourTurntoAnswer!
Would you like the opportunity to buy an accounting franchise
with the practice having at least $33,000 in annual fees?
Comprehensive has a new program

...
Benefits include:
• A carefully structured investment package geared to time your financial obligations
with anticipated revenues.
• Deferred Marketing Service Fee payable only after you have secured your base
group of accounts.
• A national support team as well as complete training sessions and professional
ongoing consultation.
Comprehensive is the nation's largest accounting, tax and business consultation
service of its kind. Some 400 Franchises are currently meeting the needs of more than
20,000 medium and small size businesses across the country.
Call now to learn how the new Comprehensive program can help you be in business for
yourself, but not by yourself. You owe it to yourself.

What's Your Answer?
Call S.J. Harper toll free at 1- 800 - 323 -9000: in Illinois call collect 312 - 898 -6868

COMPREHENSIVE
ac counting c or por a ti on
2111 Comprehensive Drive, Aurora, IL 60505

MA9
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New Products /Services

Hewlett- Packard's ColorPro plotter.

Elizabeth Warren, Editor

Rena Systems, Inc, has released the
RE NA DA 313 Direct Address /Bar
Code Printer, a computer peripheral capable of printing directly onto envelopes, cards, letterheads and forms at a
rate of 7,000 mail pieces per hour. The
DA 313 can handle mailing pieces as
small as 3 1/4" X 3 7/8" or as large as
9 1/2" X 13 1/2" printing up to eight
lines, including postal bar code, simultaneously. It has a rated speed of 480
characters per second and prints up to
42 characters per line. The printer is
available with eight different character
sets, including the IBM PC. Because the
DA 313 links to a personal computer, it
can operate as an integrated system, or
it can be connected to a larger EDP system, allowing access to large address
files. An optional conveyer stacker permits non -stop processing of large mailings. For further information, contact
the company in King of Prussia, Pa., at
(215) 265 -8420.

Hewlett- Packard Co. has introduced
the HP ColorPro plotter, an eight -pen
PC business plotter which provides
high - quality graphics for reports and
overhead slide presentations. The ColorPro plotter, combined with a personal computer and graphics software, produces mult icol or p ie, bar an d line
graphs and text charts on 8 1/2" X 11"
(A4/A -size) paper and overhead- trans- PENTABS has introduced an interacparency film and paper. Its high resolu- tive, modular micro software package,
tion of .001 inch allows plotting solid The Retirement Plan System,that hanareas of color and continuous straight dles proposal and administrative tasks
lines. Pen selection is made from an for defined benefit and defined contrieight -pen carousel via front -panel con- bution pension and retirement plans.
trols or program commands. When re- The Retirement Plan System's defined
turned to the carousel, pens are capped contribution module determines eligibilautomatically so they will continue to ity, and offers flexible contribution and
prod uce co lorful and clearly lined allocation formulas. The module maingraphics with fresh ink. A graphics -en- tains vested percentages, determines top
hancement cartridge is available for heavy status, and performs TE FRA
adding more advanced capabilities to minimum allocations. It also projects
the plotter. The ColorPro plotter's full retirement benefits and Social Security
range of supplies includes fiber -tip pens PIAs and handles multiple insurance
in two widths and 10 colors for paper and annuity products, including Uni(seven colors for transparancies), A4/ versal Life. The defined benefit module
A -size regular and glossy paper, and determines eligibility, calculates benefast -dry transparency film. The Color - fits, and offers an extensive selection of
Pro is compatible with most popular funding and actuarial methods. Compapersonal computers including Hewlett - rability studies can be generated quickly
Packard, IBM, App le, and Compaq. and easily. The system can process indiSoftware packages already supporting vidual participants as well as handle
the plotter include Lotus 1 -2 -3 and contributory plans. A number of tables
Symphony, Decision Resources' Chart - are provided, including mortality, select
Master, and SignMasters and HP's own turnover, salary, ordinary and graded
Graphics Gallery and Textcharts. For annuities. Reports generated by the
further information, write to Inquiries modules include plan specifications,
Manager, HP Co., 1820 Embarcadero census data, summary of accounts, insurance and annuities, contribution
Road, Palo Alto, Calif. 94303.
78

analysis, age and service analysis, tax
analysis, and summary of distribution.
The defined benefit module reports also
offer fund activity, supplemental bases,
emerging liabilities, internal actuarial
data, ancillary costs, and acturial certification. All current federal regulations
are built into the system and are updated automatically as legislation changes.
Full system training and a continuing
telephone hotline are included in the
price of the system. For further information, contact the company in Santa
Barbara, Calif., at (805) 963 -8881.
TCS Software has introduced Professional Practice Management (PPM), a
complete PC software system designed
for accountants and other professionals
who market their time and services.
PPM features time and billing, labor
cost tracking, budgeting, accounts receivable, payroll and productivity analysis capabilities. The p rogram tracks
100 percent of chargeabl e and non chargeable time and expenses, includes
integrated payroll for one -step entry of
transactions, and provides flexibility in
billing methods and invoice layouts. It
also tracks labor costs to specific departments, activities or service codes,
and prints management reports showing
employee productivity, performance
against budgets, and company profitability. Professional Practice Management runs on IBM PCs and close compatibles with 256K RAM and a hard
disk. For further information write to
TCS Software, 6100 Hillcroft, Suite
600, Houston, Tex. 77081, or call the
company's toll -free sales number 800231 -6454; in Texas call 800- 392 -6342.
Systems Plus, Inc. has released Double
Entry, a full - featured, completely integrated, eight - module software package
designed to provide 100% of the accounting functions for all types of businesses. Double Entry uses windowing
technology, extensively, allowing the
user to quickly review and update accounting data and information in any
module directly on the computer monitor. The software package also features
built -in text editing capabilities, com-
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tape cartridges, microfilm, microfiche,
optical /compact discs, photographic
film media and videotapes. The external
dimensions of the MVP -101 (height -14
5/8 ", width -15 5/8 ", depth -15 ") make
it compact enough for use at individual
computer work stations. For further information, write to Mediavault, Inc., 1
Madison Street, East Rutherford, N.J.
07073, or call Jennifer Glass, at (617)
542 -5883.

New Publications
4-5-6 WORLD has released its first
complete 1986 catalog of software enhancements, add -ons and utilities for
Lotus 1 -2 -3, Symphony, and Jazz users.
The catalog is organized into 35 business application "chap ters " ranging
from accounting to word processing and
from real estate to programming utilities. For a free copy, write to Catalog, 45-6 WORLD, P.O. Box 22657, Santa
Barbara, Calif. 93121 or call the company at (805) 564 - 2424.... Computer
Training Services announces publication of the "Guide to Small Business
Bookkeeping Software Priced Under
$1,000." The 173 -page guide analyzes
and compares 10 leading bookkeeping
packages and offers positive and negative aspects of each system. A bonus review of MacIntosh -based accounting
with the Plains & Simple program is included. Contact the company in Rockville, Md., at (301) 468 -4800.
Advertisers' Index
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plete and fully documented audit trail, control over the amount of space befull utilization of function keys, and a tween letters and words; and rotation
sophisticated use of color. The system's provides users with easy manipulation
menu - driven modules operate together of objects and symbols. The TTS /Trior independently and include general Master also has freeform drawing capaledger, accounts receivable, accounts bilities and a TEXTURE program for
payable, inventory, and payroll; sales converting colored graphics into black/
analysis, order entry, and purchasing white texture patterns with film output
modules will be available by year -end. suitable for publication. Tri- Master sysDouble Entry runs on the IBM PC /XT tem components include a film recordor AT o r IBM compat ibl e with PC- er, full color monitor, stand -alone miniDOS or MS -DOS operating system and co mp u t er, black /white C R T with
hard disk and 256K of internal RAM ASCII keyboard for text input, and an
memory and a printer capable of print- electronic drawing tablet. System oping 132 columns. For further informa- tions include bulk load, pin registered
tion, call the company in Mountain camera, 4 X 5 and 8 X 10 sheet film
View, Calif., at (415) 969-7047.
adapters, laser printer, and a videotrace
scanning system. For additional inforBell & Howell Company has introduced mation, contact the company at 1401 E.
POWER+ PC -Based Data Collection 79th St., Minneapolis, Minn. 55420, or
System, a bar code collection system de- call (612) 854 -1220.
signed to work with PCs on the shop
floor to help manufacturers improve inventory and warehouse management
and monitor personnel and shop floor
activity. POWE R + functions on an
IBM PC -XT or PC -AT with 640K
RAM and a minimum 650K disk storage space on drive C. The POWER+
software provided with the IBM hardware enables the user to format a transaction and prompt for each piece of
data to be captured, edit user selected
data fields, generate on demand reports,
and define security restrictions to any
part of the system. With the addition of
a dot matrix prin ter, P OWER+ can
generate 39 b ar codes fo r emplo yee
badges, work orders or other projects.
For further information, contact Christine Hoover, Bell & Howell Information Mediavault's MVP -101 media safe.
Services Div., 2231 W. Howard St., Evanston, I11. 60202, or call (312) 5704600.
Mediavault, Inc. has intro duced the
MVP -101, a lightweight, fire resistant
Management Graphics, Inc. has intro- media safe designed for diskette and
duced TTS /Tri- Master, a complete, in- photographic film storage in small to
house slide - making system for creating mid -sized businesses. The MVP -101
high - quality presentation graphics. The weights less than 70 lbs. and is the only
Tri- Master produces up to 60 slides an media safe shippable by UPS. It is conhour and allows users to paint or pre- structed of light guage steel, stamped
view images while exposing film. The and joined to a heat - resistant, resin system has an 86 megabyte storage disk based polymer internal container. A
and comes with a wide selection of soft- hermetically sealed door provides the
ware including curve smoothing, kern- contents further protection against fire,
ing, and rotation; curve smoothing al- smoke, excessive heat, and humidity.
lows users to create natural, smooth The MVP -101 holds up to 115 loose 5
looking artwork, logos, and illustration 1/4" diskettes or 135 loose 3 1/2" disgraphics; the kerning feature gives users kettes. It also protects data and micro
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Classified
POSITION WANTED
C ONT ROLLER /FINANC IAL ANALYST :
MBA accounting. Nine ye ars progress ive accounting. . . fina ncia l analys is expe rience, include financial sta tement preparation, budgeting, inventory control, capital project analyses,
computerized accounting system impleme ntations, PC experience. (314) 741.4206. Box 107.

P lIkIf

:' i IIK !

FOR SALE
SOFTWARE FOR SEI/ TRUST PAK SYSTEM, Hardware: Data General CS /10 -C1,
CPU with 64OKB Memory, 25 MB Disk, 1.2
MB Floppy Disk, 2 CRT's 180 CPS Matrix
Printer. Price Negotiable: Call Bonny Thompson (319) 328 -3103. Box 202,

PROFESSIONAL
OPPORTUNITIES
ACQUISITIONS SOUGHT. Inves tors seek $1
million—$10 million dollar manufacturing companies; pre fe ra bly in C ons ume r / Indus tria l
Hardware Industries. End product should lend
itself to Hardware/ Industrial distribution. Eastern U.S. location preferred. Principals or their
repre se ntatives a re urge d to c onta ct: Mr. G.
Travers, Senior Vice President, D.S.K. Associa tes, C P A , P.O. Box 318, Ea s ton, Ma s s .
02344. Finders Fees or Referrals Compensated.

CONTINUING EDUCATION
COURSES

9 1 16

NA,

WANTED: Accounting/ Financial Professionals; Staff Accountants, Financial Analysts, Cost
Accountants, Controllers, Auditors. We a re a
full- service professional employment agency
specializing in financial professionals. Send resume to: T. J . HAYES ASSOC IATES, INC .
P.O. Box 2725, Fall River, Mass. 02722 or call
Donna at (617) 679 -0202.

The job you can get is only as good as the resume
you've got (the difference between being hot or not).
There's a good chance we can package you better,
present you best.
The difference between a job and a career could
begin here.
In Accounting, Banking or Data Processing (our
people are professionals from the field in which we place
you, well known and knowledgeable).
ROM ACT meet with success.

ROMAC.
ROMAC & ASSOCIATES
Personnel Consultants

Albany. Atlanta, Bala Cynwyd PA, Baltimore, Bloomington MN, Boston, Buffalo, Charlotte,
Chicago, Cleveland, Columbus, Dallas, Dayton, Denver, Fort Lauderdale, Hartford, Houston,
Jacksonville, Memphis, Milford CT, Milwaukee, Minneapolis, Orlando. Paramus NJ, Philadelphia,
Phoenix, Portland ME. Portsmouth NH, Providence, Raleigh/Durham, Richmond, Rochester,
St. Louis, Tampa, Washington D.C., Wellesley Hills MA, Wilmington DE. Winston -Salem

Circle number 19 on reply card.

HELP WANTED
DISTRIBUT ORS-SALES REPS, CMAs wanted. New, vastly superior ONE-WRITE system.
One -half billion dollar ma rket. C.B.S. "Peg
Board Plus." A new concept —for better, easier,
more ve rs a tile tha n all pre s ent c ompetition.
Also , C. B.S, Acc ounting Systems — "NEW
PROCESS ACCOUNT ING." Complete Double Entry. Accrual Basis system—uses only 4
forms. Earn $100,000 /yr.— Part-time. Each the
C.B.S. accounting course. Ac counting I a nd II
in a 5 session 10 lesson course. $ back guarantee.
For more information contact, Columbia Business Systems, Inc., 21 George St., Lowell, Mass.
01852, or call, (617) 453 -0154.
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APPROVED CONTINUING EDUCATION
for CPAs, CMAs, NAA. Openbook "Quarterly
CPE exams" on Management Accounting, Journal of Accountancy, Practical Accountant or
Taxation for Accountants. Free information.
1500 -MA Independence, Greensboro, N.C.
27408. (800) 544-1574, Extension 650. Satisfaction guaranteed.

WANTED

1r

NEW PRODUCTS

ACCOUNTING EDITOR: Warre n, Gorham &
La mont , a pres tigious profess ional reference
publisher seeks an accounting editor, preferably
with a CPA, to edit/ write for several accounting
periodicals. Candidate s hould poss ess s trong
technical knowledge and editorial skills. We offer competitive salary and excellent c ompany
paid benefits. Please send resume to: Leslie M.
Bouc hard, Manager— Recruitment, Wa rre n,
Gorha m & La mont Inc ., 1 Pe nn Pla za , Ne w
York, N.Y. 10119. Only candidates under consideration will be contacted.

C.B.S. PRE - PRINTED Work Papers eliminates
month -end write -up, T rial Balance, Financial
Statements, saves hours. New pre-printed color coded General Ledge r. Name, numbe r of a ccount, position on balanc e sheet, and inc ome
statement plus description of accounts function.
Send for information, call Columbia Business
Systems, Inc. , 21 Ge orge St. , Lowe ll, Ma ss .
01852, or call (617) 453 -0154.
Rates: $2.00 per word, 15 word minimum. Abbreviations.
ZIP codes, and phone numbers count as one word each.
All c lassi f i ed ad ver ti si ng must be prepaid. Non commissionable.
Pa ant: Payment in U.S. funds must accompany each
o r d e r . M a i l c o p y t o D o r y n e G e r s t e i n , MA NA G EM ENT
Ac.
COUNTING, 10 Paragon Drive, Montvale, NJ 07645.1760.
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industry, we promise that if you're not completely
satisfied with anyOpen Systemssoftware, II replace it with one bettermatched to your business.
Will you need our guarantee? Not likely.
A remarkable 89% of ourcustomers report complete satisfaction with our software.In fact, they
report no individual area of dissatisfaction.
So we stand by number one.
And there's more of us standing behind it
than behind any other accounting software in
the country.
So we suggest you get off the pencil and get
on the phone, and see what number one can do.
Just call or write Open Systems, 6477 City
West Parkway, Minneapolis, MN55344,
1- 800 - 328 -2276. In MN 1- 612 - 829 -0032.
After all, we guarantee you can't go wrong
with number one. Which is a lot
more than anyone can say for old
number two.

&

OPEN
SYSTEMSAccouwm

c I986 Open SystemsIn(

more than any company in America.
We offerthe securityof backingfrom UCCEL
corporation.INith annual revenues exceeding
$200 million, UCCEL is one of the world'slargest
software companies.
We also offer you more to choose from.
A selection so broad that you can find the system
that meets your distinctive needs.
And then we offer a unique promise. We
promise you can't go wrong.
In a warranty without precedent in our

we

Manybusinesses, fearful of computerizing
their accounting, still use pencils to keep their
books.
But what those businessesreallyshould fear
are pencils.
Pencils, for example, can't track receivables
on a dailybasis-a feature that can payfor accounting software just in receivables collected alone.
And with accounting software like Open
Systems, you can receive immediate financial
and business operations advice that alerts you to
problem areas. Oureasy-to-use
Open forBusiness"package isso
full- featured it'll do just that; obviously, a pencil won't.
In addition, only integrated
business and accounting software like our Harmony "lets you
combine information from
accounting and businessoperations with word processing, spreadsheetsand
data bases. Actually, pencils aren't the onlythings
that can't do all that; most, quote, "integrated"
software packages can't do all that, either.
Obviously, a pencil can generate only limited information. But OSAS'"'gives you unlimited
choices. You can customize the system to
provide the exact, comprehensive accounting
and business operations information your management needs.
In fact, all three Open Systems solutions
provide the management information you need,
when you need it, in the form you want it.
So don't settle for any old number two
solution.
Insist, instead, on number one.
Open Systemsoffersyou the comfort of our
10 yearsof experience installing over
370,000 accounting and business
packagesin American businesses-

•
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MINESSSOFTWARE

1 -800- 328-2276 A UCCEL COMPANY
Circle number 17 on reply card,

On hiring: "No one can be right all of the time, but it helps to be right most of the time"
Robert Halfon Hiring by Robert Half (Crown)

Don't
settle for
secondbest.
Using a specialist will increase your success in hiring
accounting, financial and edp personnel —and using
Robert Half, the most experienced personnel specialist,
will increase your chance of success even more. Here's
why:

• You'll be getting highly personalized service from
professionals who understand your financial and
edp needs.
• You won't waste time with unqualified candidates.
(We'd prefer not to fill the job, rather than refer
someone who doesn't fit.)
• You'll have the advantage of the resources of the largest
organization in the financial and data processing
personnel field, with offices on three continents.
• You pay nothing unless we fill the job. And, we back
each and every placement with a liberal guarantee.
Next time you're looking for an accountant, financial
or edp professional, call your nearest Robert Half office.
You'll be glad you did.

ROBERT
©

accounting, financial and edp
personnel specialists.
O

®19135 Robert Half International Inc. All offices independently owned and operated.
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