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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.
And before they ever deliver the
first in a long life of totals, we make sure that
in design, q
uality and p erformance, the m e e t

o ur

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.
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They're the better answer for years to come.
Because first, they have to answer to us.
Where quality is the constant /actor.
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Canon U.S.A., Inc., One Canon Plaza. Lake Success. NY 11042

Circle number 13 on reply card.
Enjoy easy extended payments with the Canon Credit Card Ask for details at participating Canon dealers and retailers.
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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,
Circle number 3 on reply card.
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IFAC's Traveling Salesmen

"1

By Su san Jayson
Two former CPA partners and a former NAA president explain why worldwide harmonizatio n o f acco unting stand ards is important for the profession and international business.

IASC Chairman Kirkpatrick on International Standards

27

By John N. Slipkowsky
The Internation al Accou nting Standards Com mittee (IASC) has published 26 standards,
but o nly a few Am erican com panies pay any attention to them . The IASC chairman discu sses the organ izatio n 's progress and prospects.

Change the Environment or Change the System

33

By Wagdy Abdallah
Co mp arin g the perfo rmance of a subsidiary manager in Mexico to that of a m anager in
Th ailand on th e b asis of a U.S. evaluation system gives you apples and oranges for results. To make valid co mparisons, you must take into account environmental factors like
local po litics and the economy, as well as return on investm ent.

How U.S. and European Accounting Practices Differ

38

By Roger K. Doost and Karen M. Ligon
If yo ur co mpan y does bu siness abroad, understanding the accounting practices of foreign
co un tries can be an imp ortant asset.

Finance

An Unusual Financing Source: Will It Spur New Disclosure Rules?

42

By Jonathan B. Schiff
By selling a portion of their interest in high - performing businesses, large and small holding
compan ies can benefit from reduced risk and increased value of their shares without sacrificing ultimate control of the subsidiary. This practice, known as "carving out" subsidiaries,
has attracted th e attention of the SEC and is part of the FASB project on consolidations.

ProdUCtiVity

Two Sides of Gain Sharing

4i

By Zane Goggin
A medium -sized man ufacturing company increased employee productivity and company
profitability when it in stituted a com panywide gain- sharing plan that involved input from
every emp loy ee.

Coca -Cola Writes an Accounting Procedures Manual

52

By Andrew L. Nodar
To make sure the variety of financial data received from its multinational accounting offices
was rep orted and co n solidated in a standard way by all countries, The Coco -Cola Co.
develop ed an acco un ting procedures manual for the entire corporation.

Taxes

How the New Tax Law Affects Business

54

By Ro bert W. McGee
Here are the h ighligh ts of the latest tax reform legislation. Many are calling the act historic
b ecau se it rep resen t s a retur n to the b elief tha t the tax code shou ld be used to raise
revenue —no t to en cou rage or discourage certain types of economic activity.
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PERSPECTIVES

Recruiting `Captains of the Profession'
We need to increase the membership and
participation of "captains of the profession" in NAA. By "captains of the profession" I mean those management accountants who have advanced to the top rungs
of the ladder — controllers, treasurers, financial vice presidents, CFOs. NAA has
all the tools in place to attract such topnotch financial people; however, I question if we are getting our fair share.
Many men and women do join and
maintain their membership as they move
up the ladder of success. Sometimes they
join because they become aware of NAA through the various programs we have at the chapter, regional council, or national level.
But a large percentage of potential members are not aware of the
many fine things that NAA is doing. They need to be made aware of
our programs which translate to opportunities for them.
This is where the chapters must come in to play. The selling job
to attract the financial leaders must come from the chapters. The
way to accomplish this is for the chapter hierarchy to personally
contact these individuals to explain what NAA is and what we stand
for.
If we attract more of the "captains of the profession" into NAA
we will automatically increase the participation of all of the other
financial personnel within the organization. Not only will participation increase within the individual company but if we can get these
top -notch individuals involved, it will spread to other companies and
they, too, will get involved.
I always say: NAA tends to undersell its potential at all levels —
chapter, regional, and national. We do have the leading management accounting organization in the world. Let's go out and sell it!
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the benefits are fairly obvious to those who will
look. What about membership in the International Federation of Accountants (IFAC) or the
International Accounting Standards Committee
(IASC)? Where does NAA fit in, or should it?
These are times when I wish each of our
Robert L. Shultis, Executive Director
members had the opportunity to talk with some
of their fellows from other parts of the world —
from Bangladesh, from Nigeria, from Brazil,
wherever. They'd see one thing that isn't obvious to many of us when we're battling our day by -day problems, whether they are related to
NAA or to our job. That is that NAA is recogInternational Alphabet Soup
nized around the world as one of the leaders,
The conversation these last few weeks around professionally, in the field of management acthe NAA office in Montvale must have been counting. With that leadership, or any leaderreminiscent of the days of the New Deal. Grey- ship role, comes responsibility. A leader who
beards will remember the proliferation of gov- does not accept his or her responsibility soon
ernment agencies popping up like toadstools becomes a leader no more.
on a damp morning. Each of them had its own
Organizations, and individuals, throughout
set of initials which to most people meant little the world look to NAA for leadership in manor nothing.
agement accounting. NAA currently occupies
The international accounting scene these the chair of the Financial and Management Acdays bears close resemblance to this. Among counting Committee of IFAC and has represenothers, we have IFAC, IASC, CAPA, ICMA tatives on the IASC as well. Both of these
(U.K.), and SMAC, The NAA is a member of, groups are striving toward greater harmonizasupports or works with, all of these —and oth- tion of accounting activities and accounting
ers as well —so it is particularly appropriate that standards.
this Issue Of MANAGEMENT ACCOUNTING concenMany of us, especially those on the East
trates heavily on the world of accounting, espe- Coast and in the Mid West, are prone to forget
cially management accounting. Also, represen- that the United States is, geographically, a Patatives from several of these groups have cific basin country as well. We share common
visited Montvale recently.
interests with those other countries which ring
Nevertheless, there is a legitimate concern the Pacific Ocean_ Because of this, we are
among some of NAA's members as to what the members of the Council of Asian and Pacific
Association's role should be in the international Accountants, (CAPA) and participate in their
arena. Do we belong in it at all? Of what benefit programs as well. Our chairman will represent
is such participation to our members? Legiti- NAA at the multi- nation conference being held
mate questions, of course. Perhaps one man's in Australia later this year.
opinion (mine) can shed some light on them.
Finally, we should remember the 20 or so afLet's start with one that's close to home — filiate organizations NAA enjoys throughout the
SMAC —the Society of Management Accoun- world. Word has just reached us that our Tokyo
tants of Canada. For many years, NAA has had chapter plans an active role at the World Aca close association with its sister organization counting Congress to be held in Tokyo in Octoto the North, especially through cooperative re- ber 1987. All the NAA affiliates may well form
search efforts that resulted in several jointly the nucleus for a worldwide management acpublished studies. These are excellent exam- counting organization sometime in the not too
ples of how cooperative efforts can broaden distant future.
the impact and spread the cost of such work.
All of these are a long -term propositions
In October, we'll have another example. The which will require continued support from NAA
latest in our highly successful series of annual and other bodies for years to come. As of now,
Controllers' Conferences will be held in Toron- the concept of management accounting, as a
to, jointly with SMAC. Each organization is specialized field of endeavor, is almost unsharing the responsibility for speakers, adminis- known in many parts of the world. If we believe
tration, revenue and costs, to the benefit of that management accounting has contributed
both of them. It appears to be another out- and will continue to contribute to the economic
standing conference, which will advance the well -being of society, it seems to me NAA's restate of controllership in both countries.
sponsibility, as a leader, is clear. We must conThat's pretty close to home, of course, and tinue to participate, to contribute, to lead.
0

Opinion

6

MANAGEMENTACCOUNTING /OCTOBER1986

9•_171 -

k

ou may get a convincing song and dance, but
underneath it's a different story. Behind those pat
answers that software vendor is actually sweating
and squirming.
Why don't they want you to see a complete list?
Simple. They know that their size and name familiarity do not guarantee happiness. Many"single
source" or " all-things-to-all people" vendors have,
at best, uneven quality across a multi-application
product line. They know that their customer list
may contain a good number of less- than-happy
clients. It's difficult for these vendors to commit
the human and monetary resources necessary to
produce the type of superior product available from
a firm that specializes in a single application area.
Afirmlike Data Design,
DataDesign develops mainframe financial
applications software. Period. We understand all
our users' requirements and are therefore able to
provide the necessary support: over 40 percent of
our support and installation staff are CPA's or have
MBA's.
Data Design doesn't balk at giving prospective

Y

l : _ 11 1

customersa completecustomer list. That's because
hundreds of FORTUNE 1000 companies have reaped
exceptional results from our financial software
systems. Alcoa, Gerber, Pillsbury, Sherwin-Williams,
Merrill Lynch, Bankers' Trust, Bristol-Myers, Federal
Express, Litton, Lloyd's Bank, The NewYork Times
Company, Owens-Corning, Royal Business
Machines, Warner-Lambert and hundreds more
have opted for Data Design over other major vendors. Write for our complete customer list and ask
anyoneon it about our fast, trouble-free implementation; system flexibility and ease of use; in -depth
training and responsive, knowledgeable support;
management levelpeople in customer service
positions, and more.
You'll find that people who want financial software relief choose Data Design.Since 1971 nationally recognized independent software surveys have
confirmed Data Design's unsurpassed record of user
satisfaction —year after year. That's why we'll give
you a complete customer list— and they won't.
So, if you're in the process of looking at mainframe financial software for your company, put

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 4 on reply card.

% DATA
ASSOIATES
CC
Exce!!enceinf[nanclalsoJtmare.By&wWn.
1279 Oakmead Parkway, Sunnyvale, CA 94086

Management
Accounting
Practices
Louis Bisgay, Editor

Cash Flow Statement Proposal
The Financial Accounting Standards Board has
issued for public comment a proposed statement of financial accounting standards that, if
adopted, would supersede APB Opinion No.
19, "Reporting Changes in Financial Position."
The proposed statement, "Statement of Cash
Flows," would require a statement of cash
flows as part of a full set of financial statements
of business entities in place of a statement of
changes in financial position_
The proposed statement calls for classification of cash receipts and payments by operating, investing, and financing cash flows. Presentation of cash flows could be made either
by the "direct" method or by making appropriate adjustments to net income. Presentation of
information also would be required about investing and financing activities not involving
cash receipts or payments during the period.
That information could be reported either in the
statement or in a separate schedule.

Other FASB Actions
Financial reporting and changing prices —the
Board, for years, has been requiring large companies to present information about changing
prices. After a period of review, the board concluded, in 1984, that constant dollar information is less useful than current cost information.
The FASB now has tentatively approved issuance of an exposure draft that would make vol-

untary the disclosure of changing prices
information.

Accretion of nonmonetary assets—the Board
agreed to release for comment a proposed
technical bulletin that would prohibit accretion
of an acquired interest in the residual value of a
leased asset, irrespective of whether the residual is purchased or received by a lease broker
as a fee and whether the residual value is guaranteed or not guaranteed.

Whose Rules: FASB or GASB?
Conceptually it is clear that FASB is the accounting standard setter for the private sector
and the Governmental Accounting Standards
Board (GASB) sets the rules for state and local
governmental bodies. Many perceive, however,
that such a breakdown may not always promote sound financial reporting.
Take, as an illustration, hospitals and colleges. If they are privately run institutions, they
abide by FASB's generally accepted accounting principles. If, on the other hand, they are
sponsored by municipalities or states, their financial reporting is in accord with GASB's
rules. Because there is nothing inherent in the
rule - making processes that assures uniformity
in accounting standard setting by FASB and
GASB, comparing the financial results of organizations having similar characteristics but
which are in different sectors can pose real
problems.
The issue has been addressed at several
meetings of the Financial Accounting Standards Advisory Council. For example, it was
noted at the meeting on July 22 that FASB is
moving forward on accounting for contributions
revenue and depreciation accounting by not for- profit organizations. Under the current jurisdictional structure, any rules that result would
not be applicable to public educational institutions. One member of FASAC recommended
that a public institution report according to industry GAAP if the institution is part of a distinct
industry. W hen its financial operations are
merged into a governmental unit, the institution
would be subject to GASB's jurisdiction, along
with other elements within that government.
The issue is more pervasive than indicated
by the illustration. At an NAA roundtable on
September 23, representatives of various constituencies discussed the implications of inconsistent accounting standards. A later column
will report on the proceedings.

GASB Proposals
Under a statement proposed by GASB, accounting and financial reporting standards
would be established for capital improvements
and services financed by special assessments.
The special assessment fund type identified in
NCGA Statement 1, "Governmental Accounting and Financial Reporting Principles," would
be eliminated for financial reporting purposes.
The proposed Interpretation, "Advance Refundings Resulting in Defeasance of Debt,"
058
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Now for the fast time, you can link all your computer ized tasks— accounting, word processing, spreadsheets,
information management, even applications unique to your
business —in one comprehensive software system.
Budgeting, forecasting and analysis have never been
easier. Because all applications are linked, Harmonysoftware
lets you simply transfer information between modules with a
few keystrokes. And if you're an accounting firm, you can use
Client Accounting to analyze your client's business.
And Harmony is truly easy to install, learn and use.
For example, each module uses common commands. So learn
one, and you've learned them all.
It's work processing —the first software line to organize
WpenSystemsl986

9

all your office tasks with a single system. And Harmonysoft ware runs on most popular single and multiuser computers.
So call1-800-328-2276 (in
Minnesotaor outside U.S., 1-612829 -0032) and we'll send you complete information. Or write Open
Systems, 6477 CityWest Parkway,
Eden Prairie, MN 55344.
And get the advantages of
linking your people. Without the
hard labor .

CombiningAccountingand BusinessSoftware.
Circ le num be r 1 o n re ply card .
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"The Challenges to Entrepreneurs," was sponsored by Laventhol & Horwath, 1845 Walnut
St., Philadelphia, Pa. 19103.

Computers Slash Sales Costs
Robert F. Randall, Editor

NAA Continues Dissertation Grants

More and more companies are now turning
their computer power to the tasks of spurring
corporate sales and slashing selling costs, according to the Conference Board. "While less
than 10% of all companies are estimated to
have computer -based support systems for their
sales staffs, the leaders in this field may be
gaining a significant competitive edge," reports
Louis A. Wallis, Board research associate and
author of the study. The study, "Computers and
the Sales Effort," is based on a survey of top level sales and marketing executives in 160
U.S. companies. Of 45 companies that have installed active sales support systems, 60% report "very favorable" or "favorable" responses
from their customers; one -third say new computerized systems have increased the earnings
of their sales staffs; and many say that the new
systems help in selecting more promising
leads, devising improved strategies to sell potential customers, and developing more useful
information about the special needs and requirements of prospects. The report is available from the Conference Board, 845 Third
Ave., New York, N.Y. 10022,

The National Association of Accountants is
continuing its dissertation research grant program. For the 1987 -88 school year, there will
be two $8,000 grants awarded to doctoral students doing research in the area of management accounting. Through this program, NAA
encourages research and writing that will advan ce the profess ion of man ag ement
accounting.
The deadline for grant applications for the
1987 -88 school year is March 1, 1987. Award
recipients will be announced on or about May
1, 1987. The recipients will be selected by a
committee of two professors of management
accounting, two practicing management accountants, and the director of research for
NAA.
Terms of the grants and application forms
may be obtained by contacting: National Asso- SEC Seeks Accounting Fellows
ciation of Accountants, Attention: Hadassah
Slominsky, 10 Paragon Drive, Montvale, NJ The Securities & Exchange Commission is ac07645 -1760.
cepting applications for Professional AccountThe establishment of these grants is an ac- ing Fellows to work in the chief accountant's oftivity of NAA's Committee on Academic Rela- fice. Two individuals will be selected in early
tions. Another important activity of this Commit- 1987 to two -year terms for this program which
tee is the ap pointm ent of a Management is designed to provide outstanding opportuniAccounting Coordinator at each U.S. college ties for personal development and career enand university to serve as a liaison, including hancement. The Professional Accounting Felthe distribution of management accounting ma- lows work directly with Clarence Sampson, the
terials to faculty and students.
chief accountant, and are involved in the study
and development of rule proposals under the
federal securities laws, liaison with professional
Entrepreneurs Cite 'People Problem'
accounting standard - setting bodies, and conTheir primary problems are not financing but re- sultation with registrants on accounting and relating with people— recruiting and managing porting matters. During their two -year term, the
employees and working with partners— entre- Fellows deal with a broad range of accounting,
preneurs told Laventhol & Horwath in a recent auditing, and disclosure issues. Candidates for
survey. Some 41 % of a random sample of 200 the Fellow positions should have at least six
owners — presidents and CEOs —said employ- years of experience in a public accounting firm
ees and partners were their "most serious or in an organization that provides similar expemanagement problem." Their responses in this rience in financial accounting and reporting. In
category ranged from "Finding good /profes- addition, a minimum of one year of this experisional or motivated personnel" (19 %) to prob- ence must have been at a managerial level. Aplems with unions (2 %). Only 7% referred to plicants should be thoroughly familiar with the
working capital /cash flow problems. The study, technical literature as well as current issues. 11
10
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EVERY RACE, the loserworks
IN
just as hard as the winner. But the

Get the whole corporate
tax in -house story:
Ask for your
1986 Runner's Guide

to in -house and
integrated tax
processing.

'

compliance statutes are so changeable,
FAST -TAX mainframe system to give
you access to an unlimited database. your rates, regulations, and forms are
automatically updated — electronically.
CORPORATESERIESSalesTax
winner feels better.
Income tax preparers in hundreds
The demands of sales and use tax Administrator software is built
of corporations have been running
compliance can be– taxing. Many com- around comprehensive tax and disahead with FAST -TAX since 1968.
count rate tables, applying in -house
panies pay more in these taxes than
Their
reasons fit the sales tax scene
they do in income tax. What's worse, automation to rate keeping, data
like
a
snug runner's shoe: Why waste
collection,
computations,
and
the
most companies pay too much.
generation of tax forms. And because valuable professional time crunching
Here's where the FAST -TAX System
numbers when you could be focussing
can help you finish way out in front.
on the strategic part of compliance?
The FAST-TAX in -housesystem
You could be spending your
combines a microprocessor, tax pro1
energies better. You could be
cessing software, and a laser printer
uu,iiiiuuuuu
running ahead. With FAST -TAX.
into a single desktop workstation.
It is a flexible productivity tool
that can link easily into the
Running ahead.

Askfor Pete Roberts
Ext: 8421
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Simply the best PC accounting soft
The new IBM Business Adviser.
As any technology grows up, there sometimes
are leaps; new ideas that surprise the expected
order with unexpected improvement.
IBM's Business Adviser is one of those leaps.
Now that Business Adviser is here, other
"integrated" accounting programs will have to start
looking for a new adjective. Business Adviser gives
integration new meaning.
Like other PC accounting software, it comes
as separate modules: General Accounting,

Accounts Payable, Accounts Receivable, Payroll,
Inventory Control, and Order Entry.
But similarity ends there because with
Business Adviser there are no boundaries between

units. Even with all its modules in place, Business
Adviser behaves as one application.
Your passage from Payroll to Accounts Receivable, for example, is intuitive. Instead of switching
from module to module, you go by menu from task
to task. You think only about the job at hand, not
which module ought to do it.
You can even leave one task unfinished, switch
to another, then return to the first one exactly where
you left off.
There's more. Any change entered anywhere
in Business Adviser automatically updates and
recalculates every related entry everywhere else.
You don't press any special buttons; it just happens.
This is real -time posting. Your account
balances and inventory files will always reflect the

ware we've ever put our initials on.
latest information.
Also, Business Adviser not only works on IBM's
Local Area Networks, it takes special advantage of
them. It allows different people at different PCs to
work in the same files at the same time. (But not just
any files. A powerful yet polite "need to know" security system is built in.)
Another nice thing, Business Adviser works
the way you do. It uses business language instead of
accounting language. Lets you customize financial
reports. Performs complex tasks with few keystrokes
instead of many.
You're not locked into pre-set billing periods.
You can print one report as you revise another, and
open new accounts while you update old ones.
You even get 90 days of free telephone help,

direct from IBM. Just remember to register when
you pick up your first module.
And these are just highlights.
To our knowledge, there's never been PC
accounting software so rich in function, or so flexible and usable.
To learn more, visit an Authorized IBM PC
Dealer. For the one nearest you, and a free brochure,
can 1-800- 4474700. In Alaska, 1-800-447-0890.
Circle number 7 on reply card.
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NAA
Research
Patrick L. Romano

Accounting for Costs as Fixed and Variable

This month NAA is publishing the research report, Accounting for Costs
as Fixed and Variable by Dr. Maryanne M. Mowen, CMA, professor of
accounting at Oklahoma State University. A summary of its contents is
presented below. To obtain a copy,
see the advertisement in this issue.
As m anagement account ing has
gained the stature of a profession,
management accountants have begun to view their jobs in a new light.
As a result, they need techniques,
new and old, that will enable them to
assume a higher level of responsibility
for corporate decision making. In particular, the division of costs into fixed
and variable components has become important. Thus, the objective
of Accounting for Costs as Fixed and
Variable is to present methods of separating and using fixed and variable
costs that a manager can use for decision making.
Factors leading to the increased interest in fixed and variable costs as
an analytical tool include the impact
of economic expansions and recessions on cost patterns, the increased
importance of service industries, the
advent of greater mechanization in
basic industries, and the introduction
of robotics. In addition, cost separation is easier because of the widespread availability of computers and
improved databases. As a result,
management has been more likely to
support efforts to develop information
on the separation and use of fixed
and variable costs for a variety of applications. These applications include
14

planning, pricing, profitability analysis,
capital asset purchases, and break even analysis.
Accounting for Costs as Fixed and
Variable is designed to be a reference
guide. Areas covered are the conceptual background of fixed and variable
costs, including methods of separating total cost into fixed and variable
components; a review of the accounting literature; a survey of firms that
use fixed and variable costs in decision making; and three case studies
on actual use,
The conceptual background section of the book reviews concepts
necessary to the analysis of fixed and
variable costs. For example, terminology and assumptions, such as the
concepts of the time horizon and relevant range, are discussed. They form
the basis for the presentation of cost
separation methods: the high -low
method, the scattergraph method, the
method of ordinary least squares, and
managerial judgment. Sample calculations for each method are based on
a single set of cost data so that differences among the methods are more
readily apparent. Advantages and disadvantages of each method also are
discussed.
For the reader's convenience, the
literature review, which focuses on
applications of fixed and variable
costs to decision making, is divided
into four subsections: some concerns
about fixed and variable cost usage;
the impact of high tech on fixed and
variable cost patterns; examples of
fixed and variable cost usage; and
two assessments of fixed and vari-

able cost separation by manufacturing firms.
To obtain current information, a
survey of companies that use fixed
and variable expense analysis was
conducted. It consisted of telephone
and face -to -face interviews with financial executives of 25 companies regarding their experiences with fixed
and variable cost separation and use.
By far the most popular method of
cost separation was managerial judgment. Uses cited most frequently included pricing, profitability analysis,
and breakeven analysis.
In reviewing the survey results, it
became apparent that fixed and variable cost use is a valuable decision making aid. However, there is no one
simple way to separate fixed from
variable c ost s or on e way to use
them. Instead, the theme that runs
through both the accounting literature
and survey results is diversity. This diversity is grounded in the individual
accountant's thorough knowledge of
th e c om pan y's c os t s t ru ct u re, a
knowledge gained from accounting
courses, reading professional journals, talking with colleagues and consultants, and observing what is going
on in the company, the industry, and
the rest of the world.
The different ways fixed and variable expense analysis can be used
are further illustrated in the three case
studies. Case Study One describes
the direct standard costing system of
a large petroleum refinery. Case
Study Two presents the way a small
greeting card manufacturer uses fixed
and variable costs to construct break even points under a number of different assumptions; Case Study Three
shows how a hospital combines the
high -low method and managerial
judgment to separate fixed and variable costs.
Accounting for costs as fixed and
variable has become increasingly important as firms cope with wide economic swings, the changing technological environm ent, shrinking profit
margins, and greater management decentralization. The descriptions of fixed
and variable cost analysis advocated
by theorists and managers should provide enough material for the interested
reader to tailor his own program.
n
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uct, do some comparison shopping before
choosing a new system, bearing in mind that
the ideal package should be powerful and easy
to use, yet inexpensive on a per -user basis, and
flexible enough to grow with your business.
Many products on the market have performance, application, or cost limitations that
make them poor long -term investments.

Evaluating a Package

Alfred M. King, Editor

True Local Area Network Accounting?
Read Between the Lines
Now that feature -rich accounting packages are
no longer limited to mainframes and minis,
smaller companies are finding they can stretch
their computer dollars to buy more options and
more power than ever before. A case in point is
Local Area Network (LAN) accounting software
for microcomputers. The newest packages offer features that only Fortune 500 companies
with larger computer systems could afford just
two or three years ago. Today, three - quarters
of all LAN systems are sold to companies with
20 or fewer employees.
The demand for LAN capability is nothing
new. It has been around since automation's
earliest days, when all personnel waited their
turn for computer time and reports were days
(or weeks) old before they were processed and
routed to key managers. However, the benefits
of immediate multiple access to a central accounting database —such as instant, accurate
information; shared hardware and software
costs; and improved management controls —
have been out of reach for most small to medium -sized companies until recently. All that is
changing with the introduction of inexpensive
micro -based networks and accounting packages for multi -user environments. Imagine a
system with several operators entering orders
while the orders are being printed in the warehouse for simultaneous shipment. At the same
time, inventory receipts are being entered to
ensure stocking levels are accurate, and cash
receipts are being posted in the accounting department. This is a true Local Area Network
system.
Multi -user technology is still new, and some
companies are learning the hard way what network accounting systems can —and cannot —
do. To avoid the pitfalls of an ill- designed prod16

There are several key points to evaluate
when selecting a micro -based accounting
package. First, make sure the product you are
considering is a true multi -user system rather
than a doctored single -user product. Many
products are touted as multi -user when in reality they only support one person per module at
a time_ The test of a true multi -user accounting
system is in the code itself: because the majority of packages currently on the market were
developed for single users, many lack true file locking and record - locking controls.
Record locking allows several users to work
in the same file at the same time, but it maintains data integrity by allowing only one user at
a time to access individual records. An example
of record locking would be several operators
entering customer orders, but no two operators
could enter an order for the same customer at
the same time. File locking occurs on a higher
level, when it is crucial that only one operator
can be working in a file at one time. For example, the journal file should be locked while an
update is running to ensure the integrity of records in that file. These controls are essential for
maintaining data integrity in a multiple -user environment, and systems without them should
be eliminated from your shopping list. The most
technologically advanced products now offer
three - tiered security, locking out at the file, record, or user level.
Another weakness inherent in systems with
single -user origins is the vulnerability of the audit trail. Typical micro -based packages allow
users to override the system - generated paper
trail, therefore jeopardizing the integrity of the
accounting records and leaving the system
open to unauthorized —and undetected —
transactions.
Look for a multi -user accounting package
that will not update files until a register has
been printed and verified. This safeguard allows errors to be corrected or necessary adjustments to be made before permanent upd at es are ru n . I t als o prot ec t s again st
unauthorized additions or deletions and provides complete audit trails to help identify errors before financial reports are run.
$#58
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Managing Your Career
Robert Half, Contributing Editor

I Hate M y Boss!

1 report directly to the controller of
a m ajor food w holesaler in the
Northeast. I like my job, am good at
it, and am fairly compensated for
the long hours and frequent travel.
It all sounds good except that I detest my boss. He's the most difficult human being I think I've ever
enco unte red, and m y fee lings
about him are threatening to get in
the way of m y job and advancement. I know I can't change him.
Any suggestions for me on how to
handle my feelings?
Maybe you can change him, but
that would take too much time. Obviously, you need to come up with
some fast methods of not only getting
along better with your boss, but to rid
yourself of those negative feelings
that fester inside all of us and that
sour our daily personal and professional lives.
First, I hope you're the type of person who is tolerant of, appreciates
and even celebrates differences between people. I mention that because
there are men and women in the
workplace who judge their superiors
to be "difficult" simply because they
don't behave the way we want them
to behave, based upon our own view
of the world. Make sure you're not
one of these. If you are, you'll never
find a boss you like.
What do you mean by "difficult "?
That's a question you should ask
yourself because it will help if you can
pinpoint the things that bother you
about this individual. Does it involve
personal habits? I've known a number
of otherwise capable and efficient supervisors who never quite gain the full
respect of their subordinates because
18

conform to their approach. Someone
who's used to working for a disorganized, sloppy superior and then is
fac ed with a new boss wh o lik es
things tightly organized, including a
neat desk, ends up branding the new
boss "difficult." A former boss didn't
mind lateness; the new one likes to
start early. Verbal communication
was okay in the past; the new manager wants everything in writing. Does
that represent "b ein g d ifficu lt "?
Hardly.
You can, of course, look for a new
job, one that might possibly bring you
into contact with a superior more to
your liking. But I strongly suggest that
you make every effort to figure out
ways to become more comfortable
with your present employer before
taking such a step. Accept the fact
that your boss is different than you'd
like him to be, Look for and respect
the strengths in this person, rather
than dwelling on weakness or annoying personal and managerial style.
Learn what makes this person happy
and be willing to adjust your own personality and work habits accordingly.
You may find, as millions of others
have, that a few years down the road
you'll look back and say, "That was
the best boss I ever had."
It won't be easy, but it's certainly
worth the effort, if only to teach you
how to get along with "difficult" people. This boss you now work for won't
be the last difficult person you'll encounter in a long career. Knowing
how to prosper and grow under such
a person will be a valuable, permanent resource for you.
Robert Half is the author of Robert
Half on Hiring. He heads Robert Half
International, Inc.

of annoying, even vulgar personal
habits. If this is the case here, the
tack you must take is to constantly remind yourself that those personal
habits have little to do with the quality
of leadership being provided you and
the rest of the staff. Being able to
separate personal considerations
from professional ones is something
every successful person must learn to
do in his career.
Personal habits aside, my assumption is that you're responding negatively to the management methods
your boss uses. Because we are all
different, we inject our unique personality traits into the way we function as
manag ers. Some managers are
sweet, kind, and forever pleasant.
Others are abrasive, arrogant, and insen sit ive. W hat's im p ort an t , of
course, is whether the job gets done. I
don't mean to suggest that a tyrant
need be tolerated. Tyrannical bosses,
who manage by fear, often succeed
in the short run but seldom over a
longer haul because they lose the
one thing they need for continued
success —good people.
A crucial question to ask yourself is
whether you respect your boss professionally. Is he good at the job?
W hy has t his " d if fic u lt '' pers on
reached a position of leadership?
What positive attributes were recognized by others along the way that led
to this difficult human being's success? Most important, what can you
learn from this person once you've
managed to put aside person al
dislikes.
Often, we end up disliking bosses
just because they do things differently
"And Simpkins here is in charge of imthan we do them, and expect us to proper payments, bribes, and slush funds. "
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Ross Systems is the only financial software
vendor with a 100% commitment to Digital's
broad family of VAXTM computers. Simply put,
we know more about DECIVAX than any other
vendor. Because it's all we do.
Other suppliers may devote as little as five to
ten percent of their efforts and technological
expertise to the DECIVAX market. Therefore,
their commitment to product quality, support
and enhancements cannot match that of Ross
Systems' total commitment.
As the industry leader in VAX integrated
financial management software, we offer the
best answers for the needs of today's financial
managers. Our MAPS"' family of software products integrates financial accounting applications and decision support tools to address the
requirements of corporations in a wide variety
of industries.
Our total VAX commitment pays you as a

user big dividends. Our mainframe class systems
were developed exclusively for the VAX —you
won't be working with converted technology
developed for an IBM mainframe system. Our
VAX software is truly on -line and interactive —
not batch with an interactive front end. Our
exclusive VAX support is provided by our own
expert professionals. Our professional client
services department can offer you everything
from custom consulting to training and education, and VAX system consulting— something
other major software vendors are not able to
provide.
Our product enhancements, accommodation
of DEC technical advances and changing accounting requirements are handled immediately —
not as a third or fourth priority.
Major corporations around the world have
already selected and benefitted from Ross
Systems' MAPS family of financial software

DEC and VAX are registered trademarks of Digital Equipment Corr Ovation. MAPS is a trademark of Ross Systems, Inc.

products.
If your commitment to success is as total as
theirs, contact Ross Systems today.
• MAPSIGL— General Ledger
• MAPS/AP—Accounts Payable
• MAPSIAR —Accounts Receivable
• MAPS/FA—Fixed Assets
• MAPS/MODEL—Financial Modeling
• MAPS IMICROI.INK —Micro /Mini Link
• MAPSIDB —Data Base Management

*ez
ROSS SYSTEMS
Call (415)856 -1100 or write us at
1860 Embarcadero Rd., Palo Alto, CA 94303.
C ir c le nu mb er 8 o n r ep ly c ar d .

Letters
T O T HE EDI T O R

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 if requested. Address all letters to
The Editor, Management Accounting, Montvale,
NJ 07645 -1760.

Tax Reform... Now
I am tired of hearing about the supposed need to raise taxes. At the International Conference, Gerald W. Padwe

by
Irvin N. Gleim
Dale L. Fresher

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

• Send $19.95 for Each Volume
Accounting Publications, Inc.
P.O. Box 12848
University Station
Gainesville, FL 32604
or call (904) 375 -0772
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warned [NAA] members that the next
proposed tax reform proposal would be
revenue positive. How dismayed I was
to have Mr. Padwe's apparent psychic
powers demonstrated by a proposal to
increase taxes in the pages of MANAGEMENT ACCOUNTING. I refer to the contribution of Ronald M. Mano (July
1986), who suggests a national sales tax
in addition to a modified income tax.
He asserts that such a proposal would
be more fair.
I believe he is wrong. All taxes are inherently unfair. They steal from the
people who have a legitimate right to
the fruits of their labors. This nation
must look for ways to reduce the revenue from taxes. Taxes benefit only bureaucrats, defense contractors, welfare
recipients, and other special interest
groups at the expense of productive citizens and companies. Mr. Mano's proposal does nothing to alleviate the suffering caused by today's tax structure.
We may be born free in this country
but we are most assuredly being taxed
to death! Taxes sap the lifeblood of this
great nation. I am ashamed of a system
that asks people to spend half their day
working for the government with nothing to show for it except a tax bill. The
only acceptable tax reform is that which
raises taxes for no one and lowers taxes
for at least some of the people. The time
for that tax reform is now!
Thomas S. Rose
Madera, Calif.

Sound like I have been won over?
You betcha! I am in business to serve
my clients, my profession, and my community but most of all to make money
and this making money has damn little
to do with the sex of the professional accountant working with me. However, a
woman's cliche that "the women have
made more personal sacrifices" is as
dumb a statement as some of my male
peers' comments that "women accountants do not create confidence with our
clients —they make great bookkeepers."
This kind of response is especially true
when it is a statement without supporting documentation or evidence. Sorry,
ladies, but your article lost some of its
sparkle when you used a very old and
tired sexist saying.
Francis D. Bowman, CPA
Managing Partner
Anderson, Bowman dt Cooke, CPAs
Virginia Beach, Va.
The Emperor Has No Clothes

It is common knowledge that variable
cost statements are not acceptable for
public reporting. It is one of the things
learned in college accounting courses
that are so often repeated as not to be
forgotten after graduation.
I have a simple qu est ion for any
scholar who has ever written, said, or
thought that variable cost statements
are not acceptable for public reporting:
What is your authority?
A.R.B. 43 will not do. In the early fifSpeaking of Women Accountants
ties, and prior, some accountants supported valuing inventories at direct maI read with interest the Olson and terial and di rect lab or cost onl y.
Frieze article (June 1986) on the earn- Accounting Research Bulletin No. 43,
ings of women accountants. The article issued by the Committee on Accounting
was full of interesting statistics concen- Procedures of the AICPA in 1953, adtrated on the accountant with an MBA. dressed that issue unequivocally. It
My firm has a professional staff his- states, "It should be recognized that the
tory of primarily women CPAs, not by exclusion of all overheads from invendesign —it happened that way. Our ch
tory costs does not constitute an acceptents have not commented one way or ed accounting proced ure." Variable
the other as to their preference. Because costing is not mentioned in the A.R.B.,
of our experiences, my firm is most sup- though it also was then, as it is today, a
portive of equal pay and advancement marginal accounting practice.
regardless of sex —our criteria being can
The issue of the validity of variable
the staff member do the job and is he or costing dropped quietly out of professhe ready for more responsibilities? It sional literature in the sixties without
has also been my experience that profes- ever having had its day in court. Varisional women in the public sector are able costing survives in college accountusually better educated and prepared if ing curricula because management decieverything else is equal.
sion- making depends upon its principles
MANAGEMENT ACCOUNTING /OCTOBER 1986

for quantitative analysis, but it has never become respectable. As I understand
it, the reason that it remains relegated
to internal use only is that "they" say
SO.

CALL FOR
COMPETENCE

Paul E. Piellusch
Wayne State University
Detroit, Mich.
IBM or MAC... ?
I would venture that many o f yo ur
readers have had some microcomputer
experience and might think of the Macintosh (Computers and Accounting,
April 1986) only as a "beginner's mach i ne. " As on e who has installed,
worked with, and managed microcomputer systems for over six years (and in
this infant industry am thus known as
"a veteran "), the reality is quite different from this perception.
Technically, the components of the
Macintosh are very impressive... but
evaluating machines on the basis of
technical specifications is an easy trap
to fall int o an d o ne t hat misses the
point. In a business environment, the
role of the hardware is only to provide
access and enhance the performance of
software which has been selected by
managemen t to meet prod ucti vity
needs. It is evaluation along these lines
which has been largely neglected in the
literature and yet which determines the
ultimate success or failure of microcomputer installations.
It's just common sense that any system which is new will lag behind in the
amount of available software, Fortunately, in many categories the Macintosh now has a healthy software base
and some of these offerings are startling
in user access and power.
However, quality advanced accounting programs have been slow in coming
and the IBM PC has a much larger software base to choose from. Additionally,
wh il e th ere are many programmers
available to customize programs for the
IBM PC, it is a rarity to find a Macintosh programmer.
My comments are not meant to fuel
the debate over "which is the better machine" but is instead a confirmation
that different users with different needs
may require different solutions.
Albert D. Widman
Brooklyn Heights, N. Y.
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From Sydney to Shannon, they are calling on management accountants around
the world to play an active role in the harmonization of accounting standards.
By Susan Jayson

ternational accounting standards— playing a role
similar to that of the Financial Accounting Standards Board in the U.S. —is the International Accounting Standards Committee (IASC). Its top
staff executive is IASC Secretary General David
Cairns who is based in London. John L. Kirkpatrick, KMG Thomson McLintock's Senior Partner
in Scotland, serves as chairman. Membership in
IFAC automatically includes membership in the
IASC.
Understandably, IASC has a close working relationship with IFAC. However, IASC has its
own constitution and independently issues basic
standards to be observed in presenting audited financial statements. Twenty -six standards covering
many important accounting issues have been published since the organization was founded 13 years
ago (see pages 27 -31).

Is harmonization of accounting worldwide an impossible dream?
Not if you talk to two former CPA partners
who fly all over the world every year in pursuit of
this goal. They are Robert May, president of the
International Federation of Accountants, and
Robert Sempier, IFAC executive director.
Established nine years ago "to develop and enhance a coordinated worldwide accounting profession with harmonized standards," IFAC has issued 42 international guidelines on auditing
practices, education, and ethics. But it has no
power to ensure compliance. IFAC members are
asked to work toward implementation of the
guidelines in their own countries.
Membership in IFAC is open to accounting
bodies recognized by law or general consensus
within their countries as substantial national or- Expectation Gap
ganizations of good standing with the accountanTo help them in their herculean task of harmocy profession. Ninety -seven accounting organiza- nizing accounting standards, both organizations
tions— including the NAA —from 71 countries are calling on management. accountants around
representing over 900,000 accounting profession- the world to play a more active role in the stanals belong to the IFAC.
dard- setting process both domestically and interThe organization that actually promulgates in- nationally. IFAC President May puts it bluntly:
22
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"Ifwe are to have international harmonization on
a basis that will meet user expectations and satisfy
our critics all accountants must be involved."
He noted that in many countries ofthe world the
accounting profession is beset by problems resulting
from differences between what information accountants believe financial statements can deliver and
what users expect. "In general it's unrealistic to
think that auditors are going to be able to close this
expectation gap. The only way to solve the problem
is to involve preparers of financial statements to a
greater degree," Mr. May said.
The work of t he Federat ion is conducted
through an organization structure composed of an
assembly (one representative from each member
body), a council (15 countries) and seven committees— auditing practices, education, ethics, financial and management accounting, world congress,
and planning. A public sector committee was recently established to address the harmonization of
standards in government accounting and auditing.
The U.S. representative on the IFAC Council is
Bernard Z. Lee of the AICPA. NAA Executive
Director Robert L. Shultis and AICPA President
Philip B. Chenok serve as technical advisors to
Mr. Lee. Mr. Shultis attends the Council meetings
held twice each year. "It's impressive to see representatives from all over the world get together under one roof to discuss accounting issues," he said.
These gatherings, he noted, also offer third world
nations a valuable opportunity to learn from
countries that have a century's worth of experience in finance and accounting functions.
In the past, harmonization efforts have concentrated on auditing and financial reporting standards promulgation through IFAC and IASC, respectively. However, because of the "expectation
gap" and the fact that a recent IFAC survey revealed that 58% ofall accountants in the world
are not in public practice, IFAC is now seeking to
enhance the management accountant's responsibility and authority. To accomplish this end, the
Federation is devoting increased attention to its
Financial and Management Accounting Committee (FMAC) chaired by former NAA President
Joseph L. Brumit.
This Committee's activities to date have focused on searching for ways and means to encourage and persuade management accountants to become actively involved in the affairs of their
member bodies and the profession. This is not an
easy task because IFAC and its committees, including the FMAC, work only through the member bodies themselves. They do not have direct
contact with the ultimate users of their pronouncements, statements of guidance, and the
newly authorized statements on international
management accounting practices.
Thus, the success of the committees' work deMANAGEMENT ACCOUNTING /OCTOBER 1986

pends on the willingness of member bodies to release the IFAC work products to their membership either in the form of an IFAC publication or
reprinted in their own publications. "Unfortunately, some member b odi es ju st seem to ignore
them," Mr. Brumit said. The Federation and the
FMAC have yet to establish a suitable means of
focusing on issues of primary concern to the individual accountant, especially those in industry
and government, and assuring that ultimately
these work products reach the intended users.
Of the 97 member bodies of the Federation only
six member bodies —all of which are represented
on the FMAC —have primary orientation in management accounting. "To ensure that the pronouncements of other IFAC committees reflect
the views and concerns of management accountants, our committee has been actively involved in
providing comment during the due process procedure," Mr. Brumit said.

There is a need
to raise
levels of
accountability
and accounting
in developing
countries.

Global Guidance
"In many parts of the world where management accounting concepts are not well developed,
accountants in industry and commerce are eagerly
searching for some international authority or
statement that will offer guidance and improve
the quality of their work," Mr. Brumit said. He
added that in his conversations with accountants
in other countries he has learned that although
they may have th e l atest textbooks and pronouncements issued by the various accounting organizations this information is not always acceptable to employers.
This attitude is understandable because the information in many cases has been developed in a
foreign environment and may not be considered as
applicable to their country's business situation.
Statements issued by an international body would
be useful to these accountants because they would
carry the imprimatur of an international organization, would have international stature, and thus
would be mo re accep t ab l e to fo reign

IFACandThe WorldCongress
Every five years IFAC sponsors a convention of the world's accountants. The XIII World Congress of Accountants will be held
in Tokyo, October 1987 with the Japanese Institute of CPAs serving as hosts. The theme of the Congress is "The Role of the Accountant in a Computer Environment."
Management accountants will find many technical sessions directed to their professional interests including the application of
computer technology for financial executives. Inspection tours of
the factories and research laboratories of Japan's most advanced
manufacturers also are scheduled. Registration forms and information can be obtained by contacting Ms. Marie Cardinale in NAA's
Professional Services Department, (201) 573 -6226.
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IfAC's success
depends on the
willingness of
member bodies
to release the
guidelines to
their
membership.

managements.
Recently, FMAC published its first study on
"The Control of Computer Applications." Further statements on international management accounting practices have been promised for the future. According to Mr. Brumit, these statements
will deal with basic management accounting issues. They may not provide new knowledge but
rather reflect and summarize the experience of a
great many practitioners. The committee also intends to publish management accounting practice
studies to provide "leading edge" information on
some segment of the body of management accounting knowledge. Currently all FMAC work
products must be submitted to the IFAC Council
for review and approval to publish. However,
Council is now considering a proposal to give the
FMAC authority to issue its own pronouncements
in the same fashion as the International Auditing
Practices Committee does and as it has been proposed for the new Public Sector Committee.
Mr. Brumit is counting on the fact that because
approximately 60% of IFAC's membership works
in business, industry, and government accounting,
member bodies will be seeking ways to serve this
group. Either they will have to develop their own
technical pronouncements on subjects of concern
to this sector of their membership or else use
FMAC's. "I am hoping that this will encourage
our member bodies to acknowledge and disseminate the Committee's pronouncements," he said.
Eight countries are currently represented on the
FMAC: the U.S., U.K. and Ireland, Australia,
Canada, India, Pakistan, Philippines, and South
Africa. The Committee meets twice a year for two
days. "That's another problem," muses Mr. Brumit. `By necessity, much of our work is done over
the phone or through correspondence." He is going to recommend at the next meeting —to be held
in Montreal —that the Committee extend its meetings to three days and explore the possibility of
meeting three times each year.
Mr. Brumit's work with IFAC began in 1984

For More Information About IFAC...
NAA notifies its members of IFAC and IASC pronouncements in
the Management Accounting Practices column in MANAGEMENT
ACCOUNTING. If you want to keep up -to -date on the progress of
harmonization you may want to subscribe to the IFAC Handbook.
The Handbook contains all the pronouncements of IFAC and
IASC through June 30, 1986, background information about the
Federation, and description of the composition of the IFAC committees and the Board of the IASC. The price is $75 and subscribers will receive updates of all international pronouncements issued
by these organizations, exposure drafts, definitive pronouncements,
IFAC's quarterly newsletter, and IFAC's annual report. Subscriptions can be ordered by writing to IFAC at 540 Madison Ave., New
York, N.Y. 10022.
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through NAA's nomination as U.S. representative
and chairman of the Financial and Management
Accounting Committee — "I was d raft ed b y
NAA," he smiles. A retired executive with TWA,
Mr. Brumit has spent at least half his career overseas. His fondness and understanding of foreign

Joseph Brumit
cultures make him an ideal candidate for the
IFAC position.
Among his various assignments with the airline, Mr. Brumit served as vice president for industry affairs. That position involved long hours
of meetings with various committees of the International Air Transport Association (IATA) and
the Air Transport Association of America (ATA).
"Go od train ing fo r o ur FM AC meeti ngs ," he
added.
Recently under his direction, a FMAC /NETWORK of 96 senior -level financial and management accounting executives throughout the world
was activated by the Committee. "These experts
can be called on for advice and comment on issues
of concern to the profession. As our activity increases they will become an essential part of our
promulgation process," he noted. These executives also are available to work with other IFAC
committees to further the progress of international harmonization.
Traveling Salesmen
IFAC's home base is a small Manhattan office
on the upper east side leased from the AICPA.
Metal etchings of the world decorate the walls
and are the only evidence of the global nature of
IFAC's business. The entire staff totals four: Mr.
Sempier, two secretaries, and Sharon Sabba Fier stein who is on secondment from the accounting
firm of Deloitte Haskins & Sells.
Previously, Mr. Sempier was director of the
MANAGEMENT ACCOUNTING /OCTOBER 1986

AICPA's International Practices Division. In this
position he served as technical advisor to the U.S.
representatives of the IASC and he also participated in IFAC's formation. Coincidentally, he
was active in trying to recruit people for IFAC's
top staff position when he was tapped for the job.

David Cairns, IASC Secretary General
In October 1977, he became the Federation's executive director, "and he's been traveling ever
since," laughs Mr. May. In carrying out his duties, the executive director regularly travels to
meetings held in every part of the world —from
Argentina to Zambia. When asked where his favorite vacation spot is he quickly replies "home."
A former partner with Arthur Andersen, Mr.
May's professional involvement in international
accounting began when he audited the firm's international clients. In the early 1960s, "when accountants were first talking about an international
secretariat," he served on the AICPA International Relations Committee and subsequently was
named chairman of the Committee. He also was a
member of the Accountants International Study
Group —a forerunner of IFAC that tested the
ability of accounting organizations in the U.S.,
U.K. and Ireland, and Canada to achieve international cooperation.
When IFAC was formed in 1977 he was the
first chairman of the International Auditing Practices Committee (IAPC). Mr. May recalls that to
have had a hand in starting the process of developing international auditing guidelines was both
professionally and personally rewarding. "The opportunity to associate with top international accountants has been extremely satisfying," he said.
Following his work with the IAPC he joined the
IFAC Council and in 1985 became president.
"My sentiments parallel Bob's," Executive Director Sempier said. I might add that besides enMANAGEMENT ACCOUNTING /OCTOBER 1986

joying what I do, there is a great deal of professional pleasure in hel pi n g s ome o f t h e l es s
fortunate countries that are unable financially to
have programs for the development of accounting
and auditing guidelines and standards."
During his tenure, Mr. May has stressed the
importance of continuing the work of IFAC committees in developing international harmonized
standards. "It's important to realize that what is
being created through our committees is a body of
documents that will be useful to some member
bodies more than others. These pronouncements
can either be adopted in their entirety or adapted
to what the members' needs are," Mr. May said.
A recent IFAC survey showed that there has
been a high degree of acceptance for most of the
pronouncements. For example, International Auditing Guidelines (IAG) No. 3, "Basic Principles
Governing an Audit," and No. 13, "The Auditors
Report on Financial Statements" are key documents that have been accepted totally or to some
degree by approximately 75 % of the members responding to the survey.
In the area of ethics, the 1 l international Statements of Guidance on Ethics (SGEs) include the
basic principles that should be embodied in any
code of conduct by any member body and also
have experienced the same degree of acceptance.
"Our education guidelines— 'Prequalification
Education and Training' and 'Continuing Professional Education' set the stage for what basic accounting education should include and the maintenance of a certain level of competence in the
field. The other four IEGs are elaborations on
that theme," Mr. May said.
During the last year of his tenure, Mr. May will
focus on the need to raise levels of accountability
and accounting in developing countries. "People
in these areas must have the knowledge to be able
to account for the money and grants received
from the World Bank and other international organizations that are used in economic development projects," he explained.
Mission Impossible?
Mr. May made it clear he believes that while
the task of harmonization may be daunting, it is
not an impossible goal. "When we say that we are
all rooted in separate cultures, that our accounting practices and principles grow out of different
legal and tax systems, that we serve businesses
that are different in terms of their organization
and ownership we are only citing history—not answering why things must stay as they are. Business is universal. Finance is global. Investors pay
little attention to national boundaries and cultures
and have little reverence for the differences that
make the history and traditions of accounting.
Thus, how can we not achieve harmonization ?"
25
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IASC Chairman
Kirkpatrick
on International
Standards
Will there ever be a worldwide
language of accounting?
By John N. Slipkowsky
Formed in 1973, the International Accounting
Standards Committee has issued standards on
many important accounting issues. Currently, 93
professional accounting organizations representing 68 countries are members of the IASC. Approximately 900,000 accountants throughout the
world belong to the Committee through membership in their accounting organizations. The U.S. is
represented by the American Institute of CPAs,
the National Association of Accountants, and the
Nat i o n al As s oci ati o n o f S t at e Bo ard s of
Accountancy.
Recently I had the opportunity to discuss the
Committee's present activities and future projects
with IASC chairman John L. Kirkpatrick at his
office in Scotland. Following are the salient portions of that question -and- answer session.

dards as their own or incorporate them into their
own standards. The IASC is making steady progress. However, the old laws of various nations
and the use of taxable income in financial reporting hinders our efforts.
The second question is interesting because we
Should the Financial Accounting Stan- are seeing a great deal of enthusiasm about inter■ dards Board be the U.S. representative? national accounting standards coming from YuThe Board of IASC comprises profes- goslavia. Additionally, the Chinese are showing
sional bodies, albeit that some of these some interest. Most of these nations do not have
may, in their own countries, constitute an independent accountancy profession.
Do European and Asian universities inthe national standard - setting organization. The
clude the study of international StanFASB, however, is not a professional body and,
■ dards in their accounting curricula?
therefore, could not be the U.S. representative. Of
Although I cannot speak for universicourse, the U.S. representatives on the IASC
ties within the IASC community, I unBoard ensure that FASB standards and proposals
■ derstand that the University of Glasare recognized in our deliberations.
Arefree
the world?
international
accounting
stanthe
Are they
accepted in
the gow integrates the international accounting
Q m
dards generally accepted throughout standards into its normal accounting curriculum.
It does not offer a specific course in international
accounting as I understand is increasingly being
communist nations?
As to your first question, I would say done at several colleges in the U.S.
What can the U.S. accounting profesthat the answer is not yet generally,
sion
do to assist in the acceptance of inbut increasingly widely used. Many
■
ternational
accounting standards?
countries now use international accounting stan-
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John N. Slipkowsky,
CPA, is an associate
professor of
accounting and
finance at Merrimack
College, North
Andover, Mass. He is
a member of NAA's
Massachusetts North
Shore Chapter,
through which this
article was submitted.
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Statement of
Financial Responsibility
To Share Owners of General Eiec&ic Company

The financial information in this Report, including the
audited financial statements. has been prepared by
General Electric management. Preparation of these statements and data involves estimates and the use of judgment. Accounting principles underlying the financial
statements are generally accepted in the United States
and are consistent with standards issued by the Interna
tional Accounting Standards Committee. However. in a
important insta es, which are comme
major nations are, in fact, in conformity with international accounting standards, the fact of that
conformity is not commonly disclosed. Accordingly, some of the smaller nations are reluctant to
follow international accounting standards until
they are able to see that these are being followed
in the larger industrial nations such as the U.S.,
the United Kingdom, Japan, West Germany, and
France.
Which outside financial and political
institutions request that companies use
■ the international standards in the preparation of financial statements?
The Toronto Stock Exchange, London
Stock Exchange, Italian CONSOB,
the World Bank, the Organization for
Econ o mi c Co o p erat i o n and Devel o p men t
(OECD), the United Nations, and the International Federation of Stock Exchanges are the major institutions genuinely interested in the use of
international accounting standards,
Am

"Harmonization" may make you think of barber shop quartets, but
the word has another meaning in international accounting circles.
"Harmonization" to a growing number of preparers and users of
financial statements throughout the world means "narrowing the
gap in GAAP" between one country and another. Although specific reasons for being interested in harmonization vary widely, they
are rooted in the emergence of truly international securities markets and the related effects of global corporate operations.
Foremost among those working toward harmonization of GAAP
worldwide is the International Accounting Standards Committee.
IASC's main objectives are: formulating and publicizing standards
for preparing financial statements for public use; promoting worldwide acceptance and observance of the standards; and working generally for improvements in international accounting.
The IASC has only a small permanent staff. Using appropriate
due - process procedures, most of the committee's work is done by
the 13 individuals making up its Board and by other individuals
serving on Steering Committees. These individuals are backed up
by the technical resources of their own national accountancy bodies. The IASC also has a consultative group of members from a
number of organizations, including those representing international
stock exchanges, financial executives, financial analysts, chambers
of commerce, free trade unions, and the World Bank. A close liaison is maintained with the United Nations and the Organization for
Economic Cooperation and Development (OECD).
In the United States, the AICPA's International Technical Subcommittee serves as the "point" for IASC participation. The Committee provides technical advice to the U.S. representatives (currently Ralph Walters, formerly an FASB Board member, and John
Chironna of IBM, a former chairman of NAA's MAP Committee).
This subcommittee is particularly attentive to potential conflicts
with U.S. GAAP although thus far there have been no such conflicts identified in any final IASC standards. A representative of
NAA's Committee on Management Accounting Practices attends
Subcommittee meetings, as an observer, along with members of the
staffs of the Securities & Exchange Commission's Chief Accountant
and the FASB. The MAP Committee also comments on IASC exposure drafts and responds to various other IASC requests for
input.
To date, the IASC has approved 26 standards and has a number
of other efforts under way in the form of exposure drafts, discussion
papers, and study projects. Compliance with IASC standards is not
a matter of law or directive —it is a matter of acceptance. The accounting organizations that make up the IASC are committed to:
using their best endeavors to ensure compliance in all material respects with IASC standards; persuading governments, standards setting bodies, and securities market authorities to require use of
international accounting standards; ensuring that auditors satisfy
themselves as to compliance; and generally fostering acceptance
and observance of the standards internationally.
Acceptance of IASC standards is spreading. Since 1984, the London Stock Exchange expects all foreign listed companies to comply
with the standards. In Canada, stock exchanges, Chartered A c i

Q

By Bernard R. Doyle and Sidney D. Spencer

m

The U.S. accounting profession, in
common with other member coun■ tries, is committed to using its best endeavors to promote compliance with international
accounting standards and the disclosure of the
fact of such compliance. Therefore, I believe the
U.S. accounting profession should use its "best endeavors" to set an example for the rest of the free
world. I recently became aware of the exemplary
efforts of the General Electric Company. In a
Statement of Financial Responsibility, the company indicates usage of accounting principles that
are consistent with the standards issued by the
IASC, I hope that more American companies will
follow the leadership of General Electric Co.
What obstacles does the IASC face in
gaining acceptance of its international
standards?
I would like to say the major obstacles
are existing national laws and the tax
issue. Many companies continue to use
tax reporting techniques in their financial statements that tend to under report their net income.
While the accounting standards of many of the

InternationalAccountingStandards
WhyTheyMeritSupport

MANAGEMENT ACCOUNTING /OCTOBER 1986

How many international stand ard s
■ have been published to date?
Twenty -six standards have been issued, quite an accomplishment for an
organization founded in 1973 to formulate, publish, and promote international accounting standards for the public's interest.
Which international accounting standards have been considered the most
■ effective?
I would say that the third standard on
consolidated financial statements has
been one of our most successful standards. It provides very important guidance in the
preparation of consolidated statements at a time
when some companies were not providing a complete financial position. It greatly influenced the
7th Directive of the EEC, which becomes mandatory on January 1, 1990, and developments in other regions, notably Japan. Also IAS No. 1, "Disclosure of Accounting Policies," and 1AS No. 2,
"Valuation and Presentation of Inventories," in
the context ofthe historical cost system have been
very successful.

An

AN

Which international accounting scan■ Bards have not gained acceptance?
None of the standards issued to date
has been a failure. There has been
some controversy surrounding IAS
No. 14 "Reporting Financial Information by Segment." Some companies are concerned with the
competitive disclosure required in segment reporting and are reluctant to provide this information.
IAS No. 15, "Information Reflecting the Effects
of Changing Prices," also has been criticized as
being too general and not specific enough.

As

Qu

Q

What other worldwide organizations
■ are involved in standard setting?
There is no other worldwide organization involved in standard setting.

Will the absence of a worldwide accounting language threaten the growing
internationalization of trade, investment, and the securities market?
Yes. In order t o s trength en world
trade and finance and provide compa■ rability and reliability of published financial statements there must be a worldwide language of accounting. We need reliable yardsticks
to conduct studies of financial performance.
Some critics of the IASC s ay that
change will come from the companies
■ themselves rather than through the efforts of the IASC, especially as they seek to raise
fu n d s i n the U.S. Do you agree with this
assessment?

countants, and industry associations are combining efforts to gain
recognition for the standards. Certain large European and Japanese
companies have made dramatic strides toward harmonization, e.g.,
by issuing consolidated financial statements, in the last five years.
The World Bank finds the standards helpful in preparing financial
statements for financing projects.
In the U.S., the AICPA is promoting wider overt. acknowledgement of IASC efforts. General Electric Company has specifically
noted in its Statement of Financial Responsibility in annual reports,
commencing with 1984, that "Accounting principles underlying the
financial statements are generally accepted in the United States and
are consistent with standards issued by the International Accounting Standards Committee." GE's reasons for including this statement in its annual report are that management believes supporting
and improving international accounting standards can be an adjunct to promoting international business growth, and that IASC
standards issued so far pose no problems of conflict with U.S.
GAAP. Other U.S. companies with international interests could
undoubtedly make the same statement —after familiarization with
the Standards, of course. Copies of the IASC Standards are available from the AICPA and those interested can be placed on the
AICPA's mailing list for free distribution of exposure drafts.
Bernard R. Doyle is a member and former chairman ofNAA's Management Accounting Practices Committee. He is Manager of Corporate Accounting Services at General Electric Company.
Sidney D. Spencer is Consultant— External Financial Reporting at
.General Electric Company.

CurrentPositionof
IASCProjects
Issued
Objectives and Procedures
Jan. 1985
Preface to Statements of International
Accounting Standards
Jan. 1983
International Accounting Standards issued
IAS 1 Disclosure of Accounting Policies
Jan. 1975
IAS 2 Valuation and Presentation of Inventories in the Context of the Historical
Cost System
Oct. 1975
IAS 3 Consolidated Financial Statements
June 1976
IAS 4 Depreciation Accounting
Oct. 1976
IAS 5 Information to be Disclosed in
Financial Statements
Oct. 1976
IAS 6 (Superseded by IAS 15)
IAS 7 Statement of Changes in Financial
Position
Oct. 1977
IAS 8 Unusual and Prior Period Items and
Changes in Accounting Policies
Feb. 1978
IAS 9 Accounting for Research and
Development Activities
July 1978

0

IASCSubjectsContinued
IAS 10 Contingencies and Events
Occurring After the Balance Sheet
Date
Oct. 1978
IAS 11 Accounting for Construction
Contracts
March 1979
IAS 12 Accounting for Taxes on Income
July 1979
IAS 13 Presentation of Current Assets
and Current Liabilities
Nov. 1979
IAS 14 Reporting Financial Information
by Segment
August 1981
IAS 15 Information Reflecting the Effects
of Changing Prices
Nov. 1981
IAS 16 Accounting for Property, Plant
and Equipment
March 1982
IAS 17 Accounting for Leases
Sept. 1982
IAS 18 Revenue Recognition
Dec. 1982
IAS 19 Accounting for Retirement Benefits
in the Financial Statements
of Employers
Jan. 1983
IAS 20 Accounting for Government
Grants and Disclosure of Government
Assistance
April 1983
IAS 21 Accounting for the Effects of
Changes in Foreign Exchange Rates July 1983
IAS 22 Accounting for Business
Combinations
Nov. 1983
IAS 23 Capitalization of Borrowing Costs
March 1984
IAS 24 Related Party Disclosures
July 1984
IAS 25 Accounting for Investments
March 1986
IAS 26 Accounting and Reporting by
Retirement Benefit Plans
Jan. 1987
Exposure
Drafts
E28

Comments due by
Accounting for Investments in
Associates and Joint Ventures
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Donald J. Kirk, chairman of the Fi■ nancial Accounting Standards Board,
recently said: "Harmonization even within the U.S.
is difficult, so I have to be a pessimist about the
international aspects. " Do you agree with Mr.
Kirk's comments?
I am not as much of a pessimist as Mr.
Kirk_ I would say that harmonization
means compatibility today. Tomorrow
it means comparability. The day after tomorrow,
conformity.
What role should the large international CPA firms play in the development
■ of international standards?
I feel more could be done. I would like
to see a higher profile given to the in■ ternational standards by these firms in
their training sessions and in their reporting to the
public. My firm, KMG Thomson McLintock, has
incorporated the international accounting standards throughout the firm's quality control and
training programs.

As

Dec. 31, 1986

International users will have a significant influence in securing conformity
of accounting practices. Clearly, a
company seeking a listing on the New York Stock
Exchange doesn't need to follow international accounting standards as such. However, it must be
fully aware of standards issued by the FASB and
regulations of the Securities & Exchange Commission. In so complying with FASB standards, the
financial reporting by such a company also would
be in compliance with international accounting
standards.
The United Nations would seem to be
the ideal organization to help the IASC
■ in its efforts. In fact, how much assis-

An

tance has the United Nations provided?
The United Nations has been very
supportive in our work. They are on
record as not being a standard - setting
body. They have, however, been involved in certain areas such as transfer pricing and segmented
reporting. I believe that most companies would resist the UN becoming more involved in the standard- setting process because of the political nature of that body. I believe that the public wants
an independent, nonpolitical body such as the
IASC to set these standards. Of course, there
should always be the fullest degree of consultation
with all interested parties including the United
Nations.

How do the traditions and national
■ laws of various countries conflict with
the international standards? Can you give me a few
examples?
West Germany and Switzerland tend
to record profits on long -term con■ tracts at the completion of the contract, rather than on a percentage -of- completion
basis. Sweden uses a very heavily based tax orientation towards its financial reporting.
In Japan, there has been a reluctance to adopt
IAS No. 2, "Valuation and Presentation of Inventories in the Context of the Historical Cost System." IAS No. 12 regarding accounting for taxes
on income and IAS No. 14 on segment reporting
are not gaining general acceptance in Japan.
Throughout Europe and Asia, the use of reserves
in the banking industry is quite commonplace. It
is very conservative accounting but runs contrary
to sound accounting principles_ There is growing
MANAGEMENT ACCOUNTING /OCTOBER 1986

evidence of voluntary conformity with international accounting standards in reports issued in
many countries for international purposes.
There has been criticism in the U.S.
that the U.S. accounting standards
■ have become too detailed and rigid and
has led to a "standards overload. " Do you agree
with this assessment? How will the IASC avoid this
problem?
Yes, I agree. It isn't surprising but it is
not my jo b t o pas s j udgmen t. The
n IASC has been able to avoid this problem without detriment to quality by concentrating
on basic principles and avoiding detailed technical
points. Our intention is to continue in the same
manner in the future.

A

What do you consider the most pressing
problems facing the IASC?
The most pressing problems are fourfold. First, we mus t co mp lete t he
building blocks we have set for ourselves. Secondly, we must continue the revision
process. We are currently reviewing previously issued standards. We have a philosophy that each
standard should be reviewed approximately five
years after its effective date to ensure that current
developments, practices, and user needs are appropriately recognized. Thirdly, we must accelerate our efforts toward harmonization. Lastly, we
must give much more attention to bank disclosures. A discussion paper has been issued, and a
steering committee has been established to study
the area of disclosures in the banking industry.
•

AN

U.S. see reference made to a company's
adherence to specific accounting stun■ dards by description and specific number (i.e. FAS 33). In my reading ofvarious European and Asian companies' financial statements, I
note a lack ofreference to compliance with the international standards. What can be done to provide
readers with assurances that international accounting standards are being used and disclosed?
It is true that most of these companies
do not refer to the international Stan■ dards. I can only say that the word
must be spread that international accounting standards are important. I feel that more companies
should follows the lead of such companies as General Electric and Sasebo Heavy Industries Co.,
Ltd., Oy Wartsilii, and many others, which make
reference in their footnotes and auditors' opinion
to the international accounting standards.
Which European and Asian companies
have reputations for preparing high
quality financial statements?
According to
financial
experts
in the
A n
Unilever;
Imperial
Oil;
Norander;
United Kingdom, Royal Dutch /Shell;

Many countries
now use
international
accounting
standards as
their own or
incorporate
them into their
own standards.

Q6

Akzo; Phillips; BAT Industries; British Petroleum; Reed International; Rio Tinto Zinc; American Home Products; Digital Equipment; Eastman
Kodak; Exxon; General Electric; General Motors;
Ford; Hewlett Packard; IBM; Johnson & Johnson; 3M; Phillip Morris; McDonalds; Sears Roebuck; and Standard Oil of Indiana get very high
marks.
Which U.S. corporations are now specifying that they are preparing financial
What is the operating bud get of the
■ statements in accordance with interna■ IASC for the current year?
tional accounting standards?
$400,000 or about $27,000 for each of
To the best of my knowledge, only
the 13 countries' professional bodies
General Electric Company has made
■ making up the Board. This figure exreference to the international accountcludes the value of time contributed to the IASC ing standards. I sincerely hope that United States'
by its members. We do not rely on external funds. companies will become more "pro- active" in this
important area.
What are the major sources ofrevenues
How many languages are used when
the
IASC?
standards
■ of
of the International AccountThe contributions from the 13 board
■ ing St an d a rd s C o mmi t t ee are
members plus 10% of the budget con- published?
■ tribution from the International FedThe internat ional accou nting staneration o f Account ants (IF AC) represent our
dards are published in 16 languages.
sources of revenue.
Responsibility for translation rests
with the appropriate national body member.
How large a paid staff
near future?
fj'does the IASC Q m
• have?
What projects do you foresee in the
We have four people; a Secretary General, Assistant Secretary, Executive A m
I would likewith
to see
the IASC develop
companies
a standardized
foot-a
Assistant, and a Secretary/Receptionpro -forma financial statement for all
ist. Our Secretary General is Mr. David Cairns.
note disclosure and a clear reference to adherence
Most readers offinancial reports in the of the international accounting standards.
❑

Q
A

Q
AN
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A

HIE VING SATISFACTORY LEVels of performance in managing subsidiaries that operate in foreign countries is a major problem for managers of U.S. multinational
corporations. A foreign subsidiary is not isolated
from its surroundings. Its future growth, its potential results, and the constraints within which it
operates are influenced by local environmental
factors such as sociological, economic, political -legal, and educational conditions.'
Differences in these environmental factors are
likely to be much greater between countries than
within any one country and can destroy comparability among foreign subsidiary operating results
from country to country. Because this comparability is the basis for most performance evaluation
systems, one questions the validity of these systems when different environmental factors are
present.'
Sociological variables include human social
structures and individual interrelationships, religious and cultural mores, and similar items. These
variables interact with international political -legal
and economic environmental factors. For example, attitudes of a country's residents toward foreigners may force that country's government to issue new laws, rules, or regulations that have
si gn i fi can t i mp act on forei gn su b si d iary
operations.
Inflation, foreign exchange rates, taxes, and
transfer pricing are the most significant economic
variables. Multinational enterprises sometimes
may utilize resources more effectively than domestic enterprises by transferring idle or underutilized ones from one country to another. Unfortunately, there is no ideal transfer pricing system.
MNCs must be aware of how legal and political
actions of a given country affect their foreign subsidiary's operations. Because each country is independent, different legal and political systems are
expected to have different impacts on MNCs operating abroad.
Also, educational variables may directly influence the types of control techniques the foreign
subsidiary can use effectively. The extent and degree to which formal education is available in a
foreign country may affect the management of
subsidiaries operating in foreign countries. For example, the needs of a productive subsidiary regarding managerial levels of skills and achievements can be matched by the types of educational
and training programs available in foreign countries. If those programs provided the foreign subsidiaries with highly educated people, the foreign
subsidiaries' management would be successful in
achieving their objectives in the most efficient and
effective manner.
MANAGEMENT ACCOUNTING /OCTOBER 1986

Change the
Environment
or Change
the System
A multinational corporation can't evaluate
performances

By Wagdy M. Abdallah
All these environmental variables function beyond the foreign subsidiary manager's control, so
managers should not be held responsible for the
effects of these variables on the results of their
activities.
How MNCs Evaluate Managers' Performance
The challenge for a foreign subsidiary manager
is to change the environment in the foreign country— including sociological, economic, political -le33

Table 1
The name of the
company (assumed)

Industry

Foreign Countries

MNCA

Measuring, Analyzing,
and Control Instruments

Canada, the U.K., Belgium,
Australia, and South Africa

MNCB

Oil and Gas

Canada, Mexico, Brazil, the
Philippines, and Thailand

MNCC

Electric and Electronic

Germany, Canada, South
Africa, Brazil, and Australia

MNCD

Fabricated Metal

Italy, Spain, France, Mexico.
and Venezuela

Actual Financial Info rmation (in millions of dollars)

Foreign
Country

(1)

(2)

Total
Assets

Gross
Revenues

(3)
Income
After
Taxes

(4)
Profit
Margin
(3) -(2)

(5)
Asset
Turnover
(2) -(1)

(6)
Actual
ROI
(3)-(1)

Company MNCA
9
6
15
12
9

6.50
4.20
13.60
11.80
7.60

Canada
Mexico
Brazil
Philippines
Thailand

60
80
30
20
15

110
130
30
50
30

1.60
1.20
.40
2.00
1.40

24.6%
28.6%
2.9%
22.0%
18.4%

$0.72
0.70
0.90
0.98
0.84

17.8%
20 a/a
2.7%
21.70
15.6%

9.1%
12.3%
20
16
40

$1.83
1.63
1.00
2.50
2.00

16.710'
20
20
40
80 0/0

62.2%
52.2%
55.6%
57.7%
52.4%

$0.36
0.30
0.60
0,52
0.42

22.6%
15.7%
33.3%
30
22

48.3%
76.1%
33.3%
45.5%
100

$1.01
0.72
0.92
0.63
.04

48.6%
54.8/0
30.8%
28.6%
4

/a

Canada
The U.K.
Belgium
Australia
South Africa

to fit the needs of his enterprise on all levels of
skill and achievement? Can he change the dominant social attitude toward authority and persons
in subordinate positions?
The obvious answer to these questions is no, he
cannot, because all these factors are far beyond
one person's control. It is important to distinguish
between the performance ofthe subsidiary and the
performance of the manager because they seldom
coincide, especially when international environmental conditions are distinctly different from,
and more complex than, domestic conditions. The
manager should be evaluated on the basis of the
performance he can control, such as the subsidiary's revenues, direct material costs, direct labor
costs, manufacturing factory overhead (excluding
factory rent and any other factory overhead expenses not under the manager's direct control),
operating expenses (excluding income tax expenses), and the portion of the foreign currency
exchange gains or losses resulting from the foreign
subsidiary export and import transactions. The
foreign subsidiary should be evaluated so that
MNC headquarters can determine whether it is a
wise investment or whether the investment should
be deleted. Sales and costs that cannot be controlled by the foreign subsidiary manager may be
allocated to the foreign subsidiary.

%

a/o

%
%

10
16
6
8
12

%

MNCB

5.4
6.0
2.4
1.0
6.0

1.96
1.80
1.44
.52
2.52

29.6
18.6
5.2
7
15

29.8
13.4
4.8
4.4
0.60

1.22
.94
.80
.30
1.32

%

MNCC
Germany
Canada
South Africa
Brazil
Australia

Italy
Spain
France
Mexico
Venezuela

14.4
10.2
1.60
2.0
.60

%

MNCD

gal, and educational conditions -to fit the system
or to change the performance evaluation system
to fit the environment.
What can a manager do to change the country's
environment to fit his company's evaluation system? Can he control the vulnerability of the foreign country's economy? Can he make the capital
market in the foreign country highly effective and
honest? Can he change foreign or defense policies
so they have no effect on his business's profitability? Can he change the types of formal education
and training available in less developed countries
34

About the Companies
To gain information concerning internal performance evaluation measures used by MNCs and
the extent to which these measures have been designed to reflect environmental differences from
one country to another, I surveyed 178 MNCs. I
received replies from 56 international division officers, for a total response rate of 31.5 %.
Table 1 presents actual financial information on
four American multinational corporations that
participated in the research. It is broken down
into total assets, gross revenues, and income after
taxes. Three different financial ratios are shown:
profit margin, asset turnover, and actual return on
investment (ROI). The profit margin is calculated
by dividing income after taxes by gross revenues.
The asset turnover is computed by dividing gross
revenues by total assets. Return on investment is
calculated by dividing income after taxes by the
total assets or multiplying the profit margin by the
asset turnover of each foreign subsidiary.
Take MNCA as an example. The U.K. subsidiary realized the highest profit on sales (28.6 %)
among the five foreign subsidiaries, arid the Belgium subsidiary realized the lowest profit on sales
(2.9 %). All asset turnover ratios of the five foreign subsidiaries are less than one, which means
that each subsidiary of MNCA achieves sales of
less than one dollar for each dollar of assets. ROI,
which measures the profitability of a foreign subMANAGEMENT ACCOUNTING /OCTOBER 1986

sidiary, was 20% for the UX, subsidiary, 21.7%
for the Australian subsidiary, and only 2.7% for
the Belgian subsidiary. The ratios for MNCB are
different from those of MNCA because MNCB is
in a different industry and invests in different
countries, except the first subsidiary, which is in
Canada for both companies.
Let's evaluate the performance of foreign subsidiary managers using the financial information
presented in Table 1, assuming that the performance evaluation measure is the actual ROI. In
MNCA, it would be concluded that the manager
in Australia did the best job in managing his foreign subsidiary, compared with the other four
managers, while the manager in Belgium did the
worst job.
For MNCD, the Spanish subsidiary achieved
the highest ROI (54.8 %). The subsidiary in Venezuela came in with the lowest ROI (4 %), although its profit margin is the highest (100 %) not
only for MNCD but also for all 25 foreign subsidiaries included in the example. This comparison
may be incorrect, however, because not all managers are working under the same environmental
conditions. For example, Canada does not have
the same sociological, political- legal, and educational conditions as Belgium, and the U.K. does
not have the same environmental conditions as
Australia.
How Can Performance Be Measured?
What if you were the manager of a Canadian
foreign subsidiary and worked for an oil and gas
company such as MNCB? Would you be evaluated on the basis of ROI of 16.7% compared with a
manager in Thailand who realized ROI of 80 %?
Would you challenge the environmental conditions in Canada? Would the Thailand subsidiary
manager be promoted and rewarded on the basis
of four times your ROI? Were the economic or
the educational conditions in Thailand considered
in evaluating the manager's performance?
In short, the performance evaluation systems
now used by MNCs do not respond to these environmental challenges and changes. Rather, the
performance measure such as ROI, or any other
measure, includes the effect of these environmental factors even though they are not and cannot be
controlled by foreign subsidiary managers. To understand the impact of one factor, management
must examine all other environmental factors and
their interactions as they affect the performance of
foreign subsidiaries. For instance, economic power has always been used for political stability, or
government intervention may be caused by social
movement. To establish a control system that is
adequate and appropriate for MNC operations,
environmental variables should be measured in a
manner that helps the MNC measure how well
MANAGEMENTACCOUNTING/OCTOBER 1986

Table 2
THE 16 ENVIRONMENTAL FACTORS'
A. Economic factors:
X1 The general economic framework
X2 The organization and operation of the central banking system
X3 The economic stability
X4 The extremes of capital markets
B. Political -legal factors:
X5 Quality, efficiency, and effectiveness of the legal structure
X6 The impact or effect of defense policy on industrial enterprise
X7 The impact or effect of foreign policy on industrial enterprise
X8 The level of political unrest
C. Educational factors:
Xg The extent and degree of the fitness of formal education and training systems
X10 The extent and degree of technical training and quality of persons
obtaining such training
X 11 The extent and quality of management development programs
X12 The percentage of the total population and those employed in
industry with post -high school education
D. Sociological factors
X13 The dominant social attitude toward industrial and business
managers
X14 The dominant cultural attitute toward authority and persons to
subordinate positions
X t 5 The dominant cultural attitude toward industrial or collective achievement and productive work in industry
X16 The social attitude toward the material gain
'The 16 environmental factors have been adopted from R Farmer
and B Richman, Intemational Business, third edition. Cedarwood
Press, 1980 pp 80 -83

the foreign subsidiary manager has done his job
on the basis of controllable factors only. It seems
appropriate, therefore, for MNCB to adopt a new
performance evaluation system that will estimate
the relative managerial performance among foreign subsidiary managers, after considering the effects of noncontrollable environmental factors, for
a particular period of time.'
How the System Should Be Set Up
The measured performance of a foreign subsidiary can be described as the sum of:
I. The effects of the levels of noncontrollable environmental factors under which the foreign
subsidiary is operated;
2. The effect of the foreign subsidiary manager's
actions after considering the effects of the noncontrollable environmental factors; and
3. Other factors not explained by this model.
The objective of the model is to estimate the relative managerial performance of the foreign subsidiary managers after considering the effects of
noncontrollable environmental factors. Table 2
lists the 16 noncontrollable environmental factors
for a foreign subsidiary. To show how the manag-

Wagdy M. Abdallah,
CMA, is associate
professor of
accounting at Seton
Hall University. He
holds a Ph,D. degree
in accounting from
North Texas State
University and an MBA
from Mankato State
University. He is a
member of the
Morristown -Essex
Chapter, through which
this article was
submitted.
Certificate of Merit,
1985 -86.
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It is important
to distinguish
between the
performance of
the subsidiary
and the
performance of
the manager
because the
two seldom
coincide in an

international
environment.

er's actual contribution can be measured, let's
look at company MNCB's oil and gas subsidiary
operating in Mexico. (See Table 1.) The statistical
tool for analyzing the data is step -wise multiple
regression and correlation.
In order to measure, or assign a value to, the
noncontrollable environmental factors, each international division officer was asked to indicate his
opinion concerning the level of each of the 16 factors in terms of their impact on subsidiary performance in particular countries. These factors were
measured by using rank order measures. Each factor was rated separately on a scale from 0 to 100;
0 means there was no impact of the factor on the
overall subsidiary performance, and 100 means
the impact of the factor was very important.
The environmental model of the foreign subsidiary can be computed as follows, when Y = the
measured performance of the subsidiary as ROI,
Ms = the managerial contribution of the foreign
subsidiary manager, and X is an environmental
factor (from Table 2):
Y = .1054* + .0050 ** X, - .0036 X,
+ .0066X,; + .0201 X1, — .0143 X,6 + Ms
When the levels of noncontrollable environmental factors are: X, = 50, X, = 20, X12 = 10,
X„ = 40, and X„ = 30, and Y (ROI) = .20 (see
Table 1),
Then, .2 0 = .1054 + .0050(50) - .0036(20)

+ .0066(10) + .0021(40) -.0043(30) + Ms
.20 = .1054 + .2500 -.0720 + .0660 +
.0840 - .1290 + Ms
.20 = .5054 - .2010 + Ms
. 2 0 = .3 0 4 4 +Ms
Ms = .20 - .3044 = - .1044
*This number represents the regression constant;
it indicates ROI when the noncontrollable environmental factors are equal to zero.
* *These are the regression coefficients which express the relationship between the noncontrollable
environmental factors and measured foreign subsidiary performance.
As you can see, the environmental factors —the
economic stability (X,), the impact of defense policy (X,), the percentage of the total population
and the percentage of those employed in industry
with post -high school education and types of quality of such education (X12), the dominant cultural
attitude toward authority and persons in subordinate positions and the way that industrial managers tend to view their authority and subordinates
(X „), and the social attitude toward material gain
(X,,)—affected the measured performance of the
Mexican foreign subsidiary significantly in terms
36

of ROI. As a result, the managerial contribution
of the foreign subsidiary manager is - .1044. Taking into account all variations in the performance
of the foreign subsidiaries related to industries or
countries, the average foreign subsidiary manager
achieves zero as a result of his managerial contribution. The better - than - average foreign subsidiary
manager achieves a positive rating for his managerial contribution, and the below- average manager
achieves a negative rating for his managerial
contribution.
With respect to MNCB's foreign subsidiary operating in Mexico, the measured performance was
.20, and after extracting the effect of noncontrollable environmental factors (-.3044), the managerial contribution attributable to the foreign subsidiary manager's action became - .1044, Thus, an
appropriate target ROI for a subsidiary in the given environment, country, and industry should be
.3044. The current manager's contribution was
- .1044. Because the estimated managerial contribution of a foreign subsidiary manager does not
depend on the levels of the noncontrollable environmental factors, the managerial contribution
can be comparable among managers of different
foreign subsidiaries of the same company, which
is MNCB in our example.
From the viewpoint of MNCB's top management, both managerial contribution and noncontrollable factors are important because top management can, in the long run, control both these
components of the measured performance. Because the measured performance of the foreign
subsidiary depends primarily on a particular location within the same industry, top management
should devote more attention to location selection
in investment decision making.
Using actual data on the level of environmental
factors rather than opinions would help make the
model much more realistic. Because multinational
companies have their own resources — financial
and human —there will be no difficulty in applying the model.
The adoption of such a new system requires no
major modification of a traditional management
accounting system to evaluate the performance of
foreign subsidiary managers. The only added factors are the actual levels of noncontrollable environmental factors under which the foreign subsidiary operates. Those environmental factors can be
identified, assessed, and incorporated into the
present system as a basis for making the MNC
performance evaluation system objective and
operational.
El
'Yatr Aharoni and Clifford Baden, Business in the International Environment, West
View Press, Inc., 1977, Boulder, Colo., p. vii.
'American Accounting Association, "Report of the Committee on International
Accounting,” The Accounting Review, 48, 1973, Supplement, p .121 -168
.
'For more details, see Wagdy M. Ahdallah, Internal Accountability: An Inlernation.
a/ Emphasis. Research for Business Decisions, No. 68. University Microfilms Intcrnational, 1984, pp. 31 -72.
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Managing Your Money
Sheldon Gordon, Contributing Editor

Achieving Financial Independence
Most of us seek financial independence as a goal but few achieve it. In
order to attain it you must analyze
your current financial picture in terms
of your future financial goals and then
develop a plan tailored to your particular financial circumstances. But the
plan will not be successful unless you
have the discipline and commitment
to follow it.
As a management accountant you
are used to preparing corporate financial statements but have you taken
the time to prepare a Family Statement of Net Worth in order to analyze
your present financial picture (See
Table p. 37). Such a statement will
help you assess your present net
worth and give you a candid appraisal
of whether you can realistically hope
to achieve your financial objectives.
Achieving financial independence
requires the use of many of the management control techniques that apply to running a financially sound business which can be summarized in five
broad principles:
•
•
•
•
•

Manage your finances effectively.
Set aside money for investments.
Maximize your investment return.
Minimize your tax liability.
Develop a meaningful retirement
plan.

You cannot do much about fixed
expenses such as rent, home mortgage, insurance, and installment purchases. When it comes to discretionary expens es , su ch as clot hing ,
vacations, and entertainment, however, you can exercise some control.
Therefore, you should try, where possible, to convert fixed expenses into
variable expenses. If you live in a city
MANAGEMENT ACCOUNTING /OCTOBER 1986

where it is expensive to park, and you
do not use your car often, rent a car
when needed rather than purchasing
an automobile. This will eliminate the
monthly automob ile inst allm ent
payment.
Be an informed consumer. Whenever a major purchase is to be made,
shop around. With careful shopping,
an identical product can often be purchased at a lower cost. W hen purchasing brand name appliances or

jewelry, always g et c omp arat ive
prices. Many cities have low overhead
stores th at offer su bst ant ial discounts. Be aware of seasonal discounts. Some products such as automobiles, clothing, furniture and linens
go on sale every year at the same
time. If you are able to wait, it makes
good sense to make these purchases
at substantial discounts.
Always ask your travel agent or airline about the available fares. If your
company has a travel service, take
advantage of it. Purchasing your airline ticket in advance often can save
you a substantial amount of money.
Inquire about the hotel rates because
some major hotel chains offer promotional rates that are substantially less
than the regular rates.
Save... and Start Early
The real key to financial independence is a meaningful savings program. When you prepare your budget,
X4 7

Family Statement of Net Worth
Assets
Liquid Assets
Cash and checking account(s)
Savings account(s)
Money market funds
Life insurance funds
U.S. Savings Bonds
Brokerage accounts —Cash balance
Total liquid assets
Marketable Investments
Common stocks
Mutual funds
Corporate and Municipal bonds
Certificates of deposit
Total marketable investments
" NonmarketabIe" Investments
Business interests
Investment real estate
Pension and Profit Sharing accounts
IRA and other retirement plan accounts
Tax - sheltered investments

Liabilities and Net Worth
Current Liabilities
Charge accounts and credit card
charges
Installment credit and other short term loans
Tax liabilities
Total current liabilities
Long -term liabilities
Mortgage(s) on personal real estate
Mortgage(s) on investment real estate
Bank loans
Margin loans
Life insurance policy loans
Total long -term liabilities
Total liabilities
Net Worth
Total liabilities and net worth

Total "non marketable" investments
Personal Assets
Residence
Vacation home
Auto(s)
Boat(s)
Furs and Jewelry
Collections, hobbies, etc.
Furniture and household accessories
Total personal assets
Total assets

Note: Total Assets less Total Liabilities =
Net Worth
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How U.S.
and European Accounting
Practices Differ
The French business manager often is held liable
and sometimes sent to jail when the firm goes bankrupt.
By Roger K. Doost and Karen M. Ligon
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Despite the efforts of the International Accounting Standards Committee (IASC), International
Federation of Accountants (IFAC), the United
Nations' Center for Transnational Corporations
(UN:CTC), the European Economic Community
(EEC), and the Organization for Economic Cooperation and Development (OECD) to harmonize
accounting practices and certification requirements, differences in accounting practices still
exist.
For example, British accounting systems are influenced by law. The French government can hold
executives legally responsible for their firm's
bankruptcy. The Netherlands has few mandatory
accounting standards. Understanding these and
other differences in foreign accounting practices
can improve the multinational corporation's ability to do business abroad.
British Auditors May Own Client's Stock

Karen M. Ligon is an
accountant with Ernst
& Whinney in
Greenville, S.C.
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Accounting in the United Kingdom is based on
five Companies Acts that are laid out by Parliament and enforced by the secretary of state for
trade. The U.K.'s accounting body, Accounting
Standards Committee (ASC), resembles the old
Accounting Principles Board of the United States.
The ASC gives recommendations and issues exposure drafts and discussion papers but has no real
power of enforcement. Its primary function is to
standardize the accounting requirements as established by the Companies Acts. The U.K. system
has no equivalent to the United States' Securities
& Exchange Commission (SEC) or Financial Accounting Standards Board (FASB).
In comparing the financial statements and disclosure requirements, the U.K. tends to follow
stricter guidelines than the U.S. does. They have
four formats for the profit and loss accounts —a
vertical and horizontal layout for each of the two
forms. Form one is geared toward trading companies and arranges the accounts on an operational

basis. Form two is for manufacturing companies
and arranges the accounts according to their nature. The balance sheet has two formats and is
laid out with specific references to Roman and
Arabic numerals. The law strictly spells out the
exact format to be used for the U.K. statements.
The actual statements required by law for public
firms in the U.K. closely parallel the U.S. requirements and include the profit and loss statement,
the balance sheet, the auditors' report, and the directors' report.
The reports of the U.K. are geared toward sophisticated users (shareholders) rather than regulatory bodies. The auditors judge whether the
statements demonstrate a "true and fair view."
The concept of "true and fair" can be compared
with the U.S. concept of giving reasonable assurance about the statements according to GAAP.
Although the "true and fair view" is broader than
GAAP, it essentially means that the statements
are correct according to the requirement as established by the Companies Acts. The auditors are
responsible to the shareholders but as in the U.S.
they are clients of the company. One major difference is that auditors may own stock in the client
company even though this practice is discouraged.
How do the education requirements in the U.K.
differ from those of the United States? The British
system requires practical experience before candidates are allowed to take the qualifying exam. The
three Chartered Institutes have a special training
program for their candidates (three years for the
university graduates and four years for other candidates). The other three institutes require experience in industry, commerce, or public service befo re can d i d at es are el i gib l e to tak e th e
examination. The U.K. does not require its qualified auditors to have university degrees. This
practice contrasts with the United States where
many state CPA boards require a degree of some
type and allow candidates to take the exam before
they have any practical experience.
In the area of price adjustments, the U.K. alMANAGEMENT ACCOUNTING /OCTOBER 1986

lows for historical cost or a modified historical
cost. The historical cost method is similar to the
method used in the U.S., but the modified historical cost approach allows for a revaluation of fixed
assets and related depreciation accounts. This is
not practiced in the United States.
The U.K. inflation accounting practices also
differ from those of the United States. The U.K.
requires supplemental information from all public
companies on the "sacrifice value" (replacement
cost). The statements may be shown in historical
cost with supplemental information shown in the
"sacrifice value," or the statements may be presented in "sacrifice value" with the supplemental
information shown in historical cost. Adjustments
must be made for depreciation, cost of sales,
working capital, and gearing (write back of the
other three items in proportion to the funds that
have been borrowed). In contrast, the U.S. requires supplemental information using current
cost and constant dollar (general price level adjustments), but the statements must be shown in
historical cost.

France is a wholesale price index, and is similar to
the method in the United States. Items that may
be revalued include all tangible fixed assets, intangible assets, investments and securities in government obligations, and foreign currency debts, receivables, and p ayab les. In 1977 and 1978,
depreciable and nondepreciable assets were added
to the list of items to be revalued. These two new
items are to be revalued according to their market
values.
The French government puts pressure on business managers to perform well. For example, if a
firm goes bankrupt, the business manager often is
held liable and sometimes sent to jail.
As in most countries, France's requirements for
qualified auditors are more stringent than in the
U.S. Accounting students must pass an exam that
covers accounting, economics, and law (unless
they are a graduate of a university). Then, they
take another series of exams after which they
work as an apprenti ce fo r three years. While
working as an apprentice, they specialize in one
particular area and obtain an advanced certificate.

France: No Double Taxation
The French have a very elaborate system based
on tax law. The three types of taxes are direct, indirect, and successive or gift. Because of this system, the French do not have two sets of books nor
do they have a provision for deferred taxes. The
shareholders are not taxed on dividends and the
problem of double taxation does not exist in
France.
The French accounting system is promulgated
by the ministry of economics and the system of
taxation is upheld by the ministry for the budget.
Following World War II, France created a professional organization to improve the accounting system in order to stimulate the economy. Over the
years, the two ministries and the professional organization have created a 400 -page document
called the Chart that has models of the balance
sheet and profit and loss statements, and detailed
instructions on the preparation of the statements.
The Chart has been designed to bring uniformity
to the accounting statements. Because the economy primarily consists of small companies, it is essential that the statements are uniform to assist in
comparability. The Chart is somewhat comparable to GAAP and all related pronouncements,
bulletins, and statements. The major difference is
that in France the government is involved in standard setting. In the U.S., the FASB does the majority of the work.
Revaluation in France is mandated by law during periods of high inflation. U.S. accounting rules
require supplementary information with each set
of financial statements regardless of the current
inflation rate. The method used for valuation in
MANAGEMENT ACCOUNTING /OCTOBER 1986

In Britain,
auditors may
own stock in
the client
company.

Then they write a thesis. The candidates are not
accepted until they are at least 25 years old. The
U.S. requires a college education, one qualitative
exam, and varying amounts of experience depending on the state. Also, there is no age limitation.
Because of France's involvement in the EEC, a
few changes are being made in its system to assist
the nation's accountants to become comparable
with other European countries. France is consid39

ered very conservative because of its emphasis on
taxes, but it is concerned with applying the "true
and fair view" concept as promulgated by the
British. Because of this desire, French accountants have started to adjust their statements when
the tax laws prevent the statements from being realistic and representative.
Germans: Loyal to Historical Costs
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The German accounting system is based on law
and tax codes and is extremely conservative. The
reporting system is geared to the workers and investors. It is greatly influenced by the German
banks, because they provide the major investment
and mandate the reporting requirements for many
industries in Germany.
Evidence of the extreme conservatism is apparent in the financial statements. The amortization
period for any intangible item is five years. In the
United States, a maximum of 40 years is allowed.
Secondly, the stockholders' equity section of
the German balance sheet includes numerous reserve accounts that are allowed to accumulate to
10% of capital stock, free reserves that accumulate up to 50% of profit from each period, and
special reserves that are created from untaxed income. In addition to these three categories, tax
laws often create more reserve accounts. Here the
predominant valuation process is FIFO and items

CZ

the U.S., Germany goes into great detail in listing
expenses.
As in the U.S., dividends are not taken out in
the calculation of income but are later subtracted
from the retained earnings. Dividends in Germany are greatly constrained by law because of the
provisions for extensive reserves.
Consolidation procedures in Germany differ
slightly. Germany has three separate sets of statements; the world balance (domestic and foreign
subsidiaries); parent statements; and the consolidated statements (domestic subsidiaries only). The
parent and consolidated statements are the only
ones required by law. In the U.S., only consolidated statements are required and special provisions
are made for foreign subsidiaries. Parent statements often are prepared for parent company use.
Germany works at keeping inflation low and
therefore does not have a requirement for supplemental information for changing prices. This loyalty to historical cost is another reflection of its
conservative policies.
Along with the financial statements comes a
management report that discloses vast amounts of
information about the firm. Information about the
working environment, personnel, training, environmental responsibilities, and group activities in
the industry is included in a section called social
accounting. Emphasis on social reporting is not
yet prevalent in the United States.
German auditors must have six years of experience before examination on various subjects. Candidates are usually college graduates but a degree
is not required. Once they pass the exams they
may be tax audito rs or regul ar au ditors . Two
types of auditors are required because each business is specifically required to have a tax audit. In
addition to external auditors, each company has a
supervisory board that audits the company.
Germany h as no equ ivalents to th e SE C or
FASB. It believes that these organizations cause a
lack of emphasis on law in the accounting standards and procedures. This attitude reinforces
their dependency on law, taxes, and conservatism.
In fact, when individuals in other countries analyze the financial statements, they generally write
up the figures because of the extreme conservatism of German policies and procedures.
Netherlands: Few Mandatory Accounting
Standards

are valued at lower of cost or market or net realizable value. In the United States, there is no dependency on FIFO, and although lower of cost or
market is practiced, most companies use LIFO
method to minimize their tax liability.
The German income statement also uses an operational approach. Income is shown net of tax so
there is no pretax income figure. However, unlike
40

The Netherlands places a heavy emphasis on
economics and applies an integral approach to the
business environment. Dutch accountants are innovative and far from conservative in their accounting practices.
The integral approach means that the business
environment should be studied as a whole and not
as subparts. They desire one system to consumMANAGEMENT ACCOUNTING /OCTOBER 1986

mate all aspects of the business environment, and
use economics as the center of study. The economic value theory is used for accounting in the
Netherlands. This approach to accounting uses
true economic value (replacement value) instead
of historical cost.
The internal approach puts equal emphasis on
profit and capital maintenance. As a result, the
Dutch also place equal emphasis on the balance
sheet and the income statement. In the U.S., there
is more emphasis on the income statement because of the emphasis on profit.
One of the Dutch accountants' central theories
is the concept of continuity and principle of going
concern. In the Netherlands, the concept of going
concern means keeping a constant flow of production, consumption, and capital maintenance. In
the U.S., the going concern principle relates to the
idea that a business has an unlimited life and this
serves as a basis for a system that uses capitalization, accrual, and deferral.
Because of the Netherlands' economic value
theory, there is a departure from the historical
cost basis, and items are valued at their economic
worth or replacement value. Holding gains are
recognized because of the revaluation caused by
the use of the economic value theory, and are listed in the stockholders' equity section of the balance sheet. In the U.S., gains are only recognized
on the sale of items not merely from the holding
of items.
The dis closure by companies is very good.
Dutch executives attribute the country's strong
economy to the freedom from strict accounting
rules and procedures. There are very few mandatory accounting standards; and companies are basically allowed to determine how they will report
their operating results. They voluntarily submit
adequate disclosure for investors, creditors, and
stockholders. The U.S. and most other countries
have strict accounting rules and procedures that
are crea t ed ei t her by law or pro fessi on al
organizations.
Accountants and businessmen enjoy a reputation of excellent professionalism. One reason for
this is the strong relationship between the educational process and the business world. The Dutch
are very serious about education and this emphasis is reflected in their requirements for the education of auditors. There is a six -year university program that is comparable to the U.S. doctorate
degree without the dissertation. This six -year program is followed by another two years of study.
Many accountants choose an alternate route of an
eight -year program given by the Education Bureau of the Dutch Institute of Public Accountants. Once the eight years of education have been
acquired, the candidates must pass a final exam.
Another reflection of their professionalism can
MANAGEMENT ACCOUNTING /OCTOBER 1986

be seen in the auditors' report. In the Netherlands, financial statements are considered either
clean or unclean. If there are reservations the
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procedures.

statement is disclaimed. They have no equivalent
to the United States "qualified audit."
Harmonization Is Vital
There are numerous reasons to work toward
harmonization in accounting. It is important for
multinational corporations to be able to understand the policies of their host countries so that
they can function comfortably in those environments. Harmonization also is important so that
investors and creditors can arrange their business
transactions with confidence in terms of valuation
and earnings.
Even though harmonization is desirable in accounting, there are many obstacles standing in the
way of progress in this area. Politics and nationalism is one major area of trouble. Everyone believes that his system is the best and is unwilling
to change.
Another concern is the level of sophistication of
accounting practices. Some countries are far advanced in business and accounting and they certainly would not want to regress to a simpler system. However, the less developed countries are
not yet ready for a sophisticated system. Finally,
there is no world enforcement agency to make
sure the rules that are set are being followed.
Even with these obstacles, international standardization of accounting practices is a worthwhile goal. Understanding the differences and
similarities that do exist is important to achieving
this objective.
❑
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requirements also will evolve
and become more uniform.

By Jonathan B
Attributed by the Securities & Exchange Commission to the phenomenon of the bull market, large
and small holding companies are reintroducing a
financing technique made popular in the late
1960s known as "carving out" subsidiaries.
This practice involves liquidating a portion of
the holding company's interest in high - performing
businesses. Parent companies benefit by diluting
risk and increasing the value of their shares without sacrificing ultimate control of the sub -unit,
The lure is particularly strong when the subsidiary is operating in one of the popular industries
on Wall Street or is experiencin g impressive
growth. In such cases, the parent company can
command a significant premium per share over its
investment, and therefore an attractive return.
When deciding which subsidiary to sell, management's natural choice is one operating in an industry whose stock is selling at high price -earnings ratios. Recently, subsidiaries engaged in
computers, health services, financial services,
communications, or wholesale and retail sales
have been the most likely choice for partial spinoffs.
Why Do It?
A corporate carve -out offers several advantages. In its 1984 offering of three million shares
of El Torito Restaurants, Inc_, W.R. Grace & Co.
stated these objectives:
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• Finance the parent 's capital expend iture
program,
• Establish an outlet for the subsidiary's stock to
tie in with incentive compensation plans, and
• Demonstrate to investors the quality of the parent's holdings.
The technical aspects of achieving these goals
touches a sensitive nerve among accountants. A
subsidiary issuing stock for cash or an acquisition
records the current value of what was acquired as
an asset on its balance sheet, But how do you recognize the increase of the parent's investment account o ver th e lost percentage of ownership?
Some accountants believe the increase relates to a
revaluation of ownership and should be accounted
for in the parent's paid -in capital account. In conMANAGEMENT ACCOUNTING /OCTOBER 1986

Will It Spur New Disclosure Rules?
trast, the SEC permits the increase to be classified
a nontaxable, nonoperating gain on the income
statement. As a bonus, parent companies have increased the carrying value of their investments
through "carve -out" benefits from enhanced
earnings.
As further incentive to the parent, there are additional subordinated benefits. For high -tech subsidiaries subject to substantial risk, the parent can
reduce its risk of loss immediately through a partial spin -off. But because most carve -outs don't involve loss of a controlling interest, the parent can
still be assured of maintaining decision- making
authority. Retaining control allows flexibility to
buy back the subsidiary at favorable prices should
the subsidiary's market value decline markedly
below the offer price. The Wall Street Journal's
informal survey of carve -outs from the late 1960s
to the early 1970s pointed out examples of investors who sold out the parent often at a fraction of
the initial offer price.
Often a subsidiary will participate in the offer
with the parent. By selling its own shares, the subsidiary can share in the success of the offering.
Depending on the size of the offer, the proceeds
could be used to repay borrowing from the parent
or others, pay a dividend to the parent, augment
working capital, or expand its operations_ Following such combined offerings, the subsidiary may
very well have gorse a long way toward improving
the quality of its balance sheet and its credit
worthiness.
Apparently through the registration process,
the SEC noticed an increase in the volume of sales
of carved -out subsidiaries and identified a problem. Because of its interest in promoting full and
fair disclosure of its ability to dictate the form and
content of financial information the SEC took a
keen interest in the subsidiary -based offerings. As
a result of its investigations, the SEC began acquiring additional disclosures from "carve outs"
in mid - summer 1983. The Commission's concern,
according to its then chief accountant, Clarence
Sampson, was letting the public know the "true
costs" (and profits) of subsidiaries. Late in 1983,
the SEC formalized its opinion in Staff Accounting Bulletin No. 55, "Allocation of Expenses to
Subsidiaries, Division and Lesser Business Components." Its position is clearly stated: "The historic income statements of the (subsidiary) should
reflect all of its costs of doing business."
To improve control and efficiency, the home office often centralizes the acquisition and payment
MANAGEMENT ACCOUNTING /OCTOBER 1986

of certain costs on behalf of its subsidiaries. Examples include common costs (e.g., accounting,
legal, data processing, etc.) and separable costs
(e.g., as insurance, leases, salaries, etc.). These
costs are then reported under general corporate
overhead by the parent and not charged to the
subsidiary directly. Historic financial statements
of subsidiaries that omit parent- absorbed costs are
not useful in judging the merits or risks of a prospective investment.
This issue is part of the entire consolidation issue now before the Financial Accounting Standards Board. SAB 55 and the earlier SAB 54 on
"pushdown accounting" are attempts by the SEC
to put out spot fires in the complex, fundamental
area of consolidated financial statements. The
Commission is eagerly awaiting the FASB project
on consolidations that will address the basic concepts of acco unting for affiliations between
entities.
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New York University
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Disclosure SAB 55
SAB 55 applies to any subsidiary or affiliate
whose separate financial statements are included
in a filing with the Commission, including unconsolidated subsidiaries. Parent - incurred expenses
specifically mentioned in the bulletin for consideration in the allocation process are:
1.
2.
3.
4.
5.

Officer and employee salaries
Rent or depreciation
Advertising
Accounting and legal services
Other selling, general, and admin istrative
expense.

When all the costs attributable to the subsidiary
are not reflected in the subsidiary's financial statement, revision of the historic financial statements
is necessary to reflect the parent- absorbed expenses. The acceptable format for an adjustment
is income before taxes followed by the expenses
not previously allocated, income taxes, and then
adjusted net income. This is known as a pro -forma
adjustment.
The procedures for identifying the amount of
parent- absorbed expenses and the related disclosures are covered in the SAB. The suggested steps
for accumul ati ng t he necessary information
include:
• Identify expenses paid by the parent that directly relate to the subsidiary. These expenses must
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Table 1
COMPANIES `CARVING OUT' SUBSIDIARIES
JUNE 1983 TO FEBRUARY 1985

Prospectus Date
Subsidiary
11110/83 (P)
Alco Health
Services Corp.

Parent Corp.
Alco Standard
Corp.

American Fructose American Maize
Corp.
Products Co.

70%

2,500

Datron Systems
Inc.

Hale Systems
Inc.

75%

600

12/9183

Devry Inc.

Bell

85%

1,500

Post - secondary
education

1/9/84

El Torito
Restaurants,
Inc.

W.R. Grace

Co.

73%

3,000

Mexican
restaurants

Fingerhut Co.,
Inc.

American Can Co.

81%

3,700

Direct Mail Marketer
of General
Merchandise

58%

4,000

Sports Equipment
Clothing Retailer

2/1/84 (P)

Howell

&

2/14185 (P)

&

2/8184

Parent's
Shares of
Interest Common Stock
After
Offered
Business
Offering' (in thousands)
Description
70%
3,600
Pharmaceutical
Wholesaler

Satellite Communication Systems

Herman's Sporting W.R. Grace
Goods Inc.

10/18/83 (P)

Info Optics Inc,

Anacomp, Inc.

74%

2,100

Computer Output
Storage Retrieval
Devices

12/6/86 (P)

Knox Lumber Co.

Southwest Forest
Industries, Inc.

35%

2,400

Lumber, Building
Products Hardware
Retailer

12/8/83

Super Rite Foods,
Inc.

Rite Aid Corp.

49%

2,550

Food, Grocery
Tobacco Wholesaler

8/10183

Total Systems
Services, Inc.

CB &T Bancshares

82%

500

Bankcard Data
Processing Services

Wabash Data Tech Kearney - National
Inc.

86%

1,400

Computer Magnetic
Storage Media

Xidex Magnetics

78%

1,020

Computer Magnetic
Storage Media

6/21/83 (P)

3128184

Xidex Corp.

&

&

&

&

11/10/83 (P)

&

Co.

Fructose
(sweetener)
Manufacturer

-

(P)
Preliminary prospectus
'Assumes underwriter's options weren't exercised

be fully reflected in the su bsidiary's financial
statem en ts.
• Id en tify exp en ses p aid b y th e p arent that relate
to th e sub sid iary b u t are n o t d irectly identified
with that unit. A rea so n a b le p art of t hese expen ses m ust b e allo cated to th e subsidiary. Increm en tal o r prop ortio nal allocation methods
are ex am p les of meth o d s that are acceptable.
• If the exp en ses paid b y th e parent are m aterially
d iffer en t th an wh at th e su b sid iary would have
paid o n a "stan d alo n e" basis, estim ate what the
su b sid iary 's ex p en ses w o u ld h ave b een in that
situatio n .
• Develo p the necessary disclo sures. The f inancial statem en ts sho u ld inclu de disclosures of the
allo catio n m eth o d s u sed , an assertion by m anagem en t th at th e m eth o d is reasonable, and the
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estim ate of the expenses if the subsidiary had
co nt ra ct ed for the services ra t he r than the
parent.
The las t m a jor pro vis ion covering parent -subsidiary expenses requires pro -form a incom e statem ents prep ared in a ccor dance wit h Art icle 11 of
Regulation S -X when cost - sharing agre em e nts
will be terminated or altered. The objective of pro form a statements is to show the impact of significant changes on the historic statem ents "a s i f '
they had occurred earlier. So, even if all costs are
reflected in the subsidiary's historic statements,
changes in the agreed -to method of sharing future
com mon costs must be reflected retroactively in
pro -forma statements. Th e predictive power of
historic statem ents is enhanced by restating them
MANAGEMENT ACCOUNTING /OCTOBER 1986

for changes in agreements that will have continuing future impact.
Corporate Compliance
During the period June 1983 to February 1985,
there were 13 prospectuses and preliminary prospectuses appearing in Investors Dealers Digest
and Moody's Investor Services in which a parent
company was carving out a subsidiary. (See Table.) All of the o fferings were ini tial public
offerings.
In all but two instances, majority control was
maintained by the parent, the majority of the
companies chose to list their shares on the over the- counter market, and many of the offerings
were by compan ies in high -tech or trendy
industries.
Many of the registered sales fell through, with
timing being the main reason for withdrawal. This
problem was discussed by Lee Berton, in the December 20, 1983, edition of The Wall Street Journal. Berton noted a trend downward in the size or
price of subsidary offerings and problems with
their timing as a result of the issuance of SAB 55.
In o ur s ampl e, expense disclos ures varied
among the companies; however, most subsidiaries
included the parent - incurred costs in their historical financial statements. The reasons for this included established practice, contractual agreements, and the provisions of SAB 55.
When the company's accounting policy is to include all costs of the subsidiary in its separate financial statements, no problem results from registration of s uch shares for p ublic sale. Th e
subsidiary's results of operation and financial position are presented fairly because a fair share of
central costs have been allocated to the subsidiary,
as mandated by the SEC in SAB 55.
Contractual agreements between the parent and
subsidiary further encourage this form of presentation. The costs of these agreements show up in
the subsidiary's statements because of present
GAAP requirements covering expense recognition. Thus, the problem of allocation is eliminated
when the parent and subsidiary agree on a price
for the parent's services in advance.
Lastly, even if such costs are not allocated, SAB
55 requires their inclusion in the historic financial
statements. All specifically identifiable or allocable costs of the subsidiary must be included in its
financial statements unless they were previously
reported by independent accountants and used for
other than internal purposes.
This leads to the second most common disclosure of allocated costs — pro -forma adjustments.
This form is acceptable only when the subsidiary's
statements were previously audited and used by
outsiders. Pro -forma adjustments have the advantage of allowing the historic statements to remain
MANAGEMENT ACCOUNTING /OCTOBER 1986

in t act an d th us avo i d th e cri t i ci s m of
manipulation.
Only one subsidiary (Fingerhut) claimed that
no allocation of corporate- incurred expenses was
necessary. No allocation was made, according to
Fingerhut, because inclusion of such costs would
not have been material to operating results.
The most common method of allocating expenses was actual or approximate (based on specific identification). Other methods used included
incremental costs, proportional allocation, and
contractual agreement. Management's assertions
about the related party nature of these expenses
took the form of management opinions and comparisons with services provided by third parties,
The most common method of allocating expenses was actual or approximate (based on specific identification). Other methods used included
incremental cost, proportional allocation, and
contractual agreement. Management's assertions
about the related party nature of these expenses
took the form of management opinions and comparisons with services provided by third parties.

When deciding
which
subsidiary to
sell,
management's
natural choice
is one
operating in an
industry whose
stock is selling
at high price earnings ratios.

FASB Action
SAB 55 has resulted in more informative disclosures of the relationship between a parent company and its subsidiaries when stock is being issued.
The required disclosures put the subsidiary on a
stand -alone basis and help the SEC carry out its
mission to seek full and fair disclosure. If the
practice of carving out subsidiaries persists as a
financing technique, the reporting requirements
also will evolve and become more uniform. Negotiated agreements will probably increase in popularity as a "basis" for allocating costs because of
their certainty and simplicity in resolving the issue
of parent - provided services.
The Financial Accounting Standards Board is
scheduled to deal with many of the questions surrounding this financing and disclosure issue in its
current "consolidations" project. This project involves three phases. The first phase is to develop a
concept of reporting activity and related concepts
with a view toward creating a framework for consolidation techniques.
The second phase will apply the concepts developed in phase one to specific corporate accounting
policy issues. This phase will include issues described here as well as "pushdown accounting"
(SAB 54). The third phase will develop a concept
of reporting activity and selected issues for not for -profit entities.
The FASB is expected to issue a discussion
memorandum related to phase one of the consolidation project in the first half of 1987. It will be
interesting to see how the plot continues to unfold
in the development of this broad, important, and
far - reaching promulgation issue.
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Managing
Your Money
37"
the first disbursement item that must be
provided for is the amount to be set
aside for savings. Use the "pay yourself
first" concept. The savings required will
vary with yo ur income and age. The
minimum amount saved should be between 5 % and 10% of net income.
If you find it impossible to provide
for savings in your budget, you must either find a way to cut down on your expenses or find a way to supplement your
income. You may have to work overtime at your primary job or take a part time second job in order to save the required amount.
Your savings program should start
when you obtain your first job. It is not
too early to start a savings program in
your twenties and thirties. During each
stage of your life you are faced with major expenditures that must be provided
for. Unless you have the determination
to do so, you will have the same difficulty to save when you are 40 years old as
you did when you were 20. If you really
want to achieve financial independence,
you must start your savings program as
early as possible. The earlier you start,
the easier it will be for you to achieve
your goals.
A comparison sho uld be made of
your net worth at the beginning of the
year and at the end of the year. Your
personal financial statement should be
viewed just as your company views its
financial statement. If there is no significant improvement in your net worth
during the year, you cannot consider
the year successfu l from a financial
standpoint. In effect, a decrease in net
worth is similar to your business taking
a loss for the year.
There will be years in which unforeseen financial emergencies such as a job
loss, illness, or a premature death, will
deplete your savings. There also will be
years in which large expenditures will
be made for education, weddings, and
purchase of, or decorating, a home.
Financial planners advise the establishment of a separate reserve fund for
anticipated extraordinary expenses such
as a wedding, college education, or the
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down paymen t on a home, to absorb
these expenses. Without such a reserve,
these expenses will have a major impact
on your net worth.
Unless you possess a unique marketable skill or have a business in which
you can earn income on the efforts of
your workers, it will be difficult for you
to achieve financial independence. You
must accumulate sufficient capital that
can be put into meaningful investments.
In effect, these investments act as your
"invisible worker." Your capital will
work for you and earn income in the
form of interest, dividends, rents, and
capital gains, but, of course, investing
carries risks.
Financial risk relates to the possibility that the company or institution that
you invest in may run into financial difficulty and may not live up to your expectations. The corporation may default
on bond payments and not be able to
pay back principal at maturity. If the
dividend is cut, the price of the stock
may decline as a consequence.
Market risk relates to price fluctuations for the market as a whole. If there
is a general decline in the market, your
investment is likely to decline regardless
of the merits of the particular investment that yo u made. You may have
purchased an excellent common stock
or an excellent piece of real estate, but
your timing may be wrong.
Interest rate risk involves the possibility that the price of interest sensitive investments will change as the general
level of interest rates fluctuate in capital
markets. Generally, if interest rates rise
above the rates that prevailed at the
date you purchased a corporate bond or
government instrument, the price of
your investment will decline. The interest rate risk will affect you in two ways,
If you want to sell the corporate bond
or treasury obligations prior to maturity, you will suffer a loss. On the other
hand, if you keep your capital tied up in
this investment, you will be prevented
from earning a better return on higher
yielding instruments. If you purchased
the bond when interest rates were high
and rates have declined, the price of
your bond will increase. This will result
from current investors being willing to
pay more for the investment.
Purchasing power risk alludes to the
impact of the general price level on your

investment. During an inflationary period, long -term fixed income investments
will decline, if they were purchased at a
time when interest rates were lower.
The prud ent invest or mu st evaluate
how well this investment will do in an
inflationary period. An investment that
will do well during an inflationary period is a good hedge against inflation. Although common stocks are said to be
better hedges against inflation than corporate bonds, remember there is no
guarantee a particular stock will be.
The ease with which you can dispose
of your investments in the event you
have to refers to its marketability. If you
purchase gold, there will be a market
for it (marketability), but because the
price fluctuates a great deal, it may have
to be sold at a price different than what
you paid for it (liquidity)_
You should diversify your portfolio
by making investments in several areas
such as co mmon stock, real estate,
bonds, and savings. The diversification
also should extend within the particular
areas. If you purchase common stock or
real estate, all of yo ur i nves tmen ts
should not be in the same industry or
same type of real estate. If you have limited capital a good way to diversify is to
invest in mutual funds, investment companies, real estate investment trusts, or
real estate limited partnerships,
Be aware of the tax considerations
that may affect you. You are under no
obligation to pay more taxes than you
are legally responsible for. It is financially prudent to minimize your tax liability. Effective tax management requires that you be aware of all allowable
deductions under the tax laws.
Interest on bonds issued by states, cities, or municipalities is not subject to
federal income taxes. If you are i n a
high tax bracket, you should include
some of these investments in your portfolio. Bonds and notes issued by the federal government are not subject to state
income tax.
Don't postpone setting up a financial
plan. A good time to start your plan is
when you open your briefcase on your
first job. If you simply save 10% of your
earnings from that point on, you can't
fail to achieve success.
O
Sheldon: Gordon, CPA, an associate professor at Brooklyn College, has a practice
dealing with financial and tax planning.
MANAGEMENT ACCOUNTING /OCTOBER 1986

Meeting employees' financia l needs through bonuses and psychological
needs through participa tive ma na gement a lmost gua ra ntee a plan's success.

In the past few years, U.S. manufacturers have
been searching diligently for ways to reverse the
trend of sagging productivity that had reached a
post -war low during the 1970s. At Dixie Industries, we also were searching for productivity
gains, and we made the decision to install a companywide gain sharing incentive plan.
Nearly three years have elapsed since our plan
was officially implemented in January 1984, and it
is alive and well today. A review of our experience
with this plan shows some interesting results, including a change in organization management style.
Our experience also reveals
insights into the decision making process of management accountants.
What Happened to U.S.
Productivity?

are three well -known plans that have been around
a long time and differ primarily in the factors used
for measuring productivity gains. In recent years
there has been a renewed interest in gain sharing
plans because they fit the current thinking that
motivation is greatest when the organizational environment encourages the human elements of
teamwork, attitude, and employee participation,
in addition to financial rewards.
There is disagreement as to whether gain sharing plans actually do improve productivity. Supporting them, however, is a
General Accounting Office
study of 100 gain sharing
plans, which found that
plans in operation more
than five years were showing
an average savings of 29 %
in work force cost, while
plans in operation fewer
than five years were averaging savings of 8 %. The government study also cited improved labor rel ation s in
81% of t he resp on d en ts ,
Goggin
47% with fewer employee
grievances, and 36% with
less absenteeism and turnover.
Even among advocates of gain sharing plans
there is agreement that they are not for everyone.
Each case must be evaluated to determine if there
is sufficient consistency in the historical period on
which to base a realistic bonus formula. Of equal
importance is the willingness of management to
make, in many instances, major changes in their
management style. Management commitment is
regarded as the primary determinant of a successful plan.

Zane Goggin, CMA, is
vice president of
finance for Dixie
Industries, Inc., in
Chattanooga, Tenn.
He holds an MBA
degree from Emory
University and is a
member of the
Chattanooga Chapter,
through which this
article was submitted.

Two Sides
of
Gain
Sharing

Compared to other leading world industrial countri es, the Uni ted St at es
ranked seventh, right behind
the United Kingdom, in average annual productivity
By Zane
growth in manufacturing
during the period 1960 -1973, according to statistics published by the U.S. Bureau of Labor. Then
serious problems began to develop in automobile
and steel industries as imports garnered an ever
increasing share of the domestic market. Soon
many other U.S. industries began to feel the pressure of imports, and the problem intensified to the
point where it has become a major political issue.
In an attempt to increase productivity, companies have tried a variety of techniques and programs. Japanese methods and management have
been studied carefully and emulated in factories
across the United States. Quality circles, work
cells, and shop productivity committees are just a
few of the new techniques now employed by many
U.S. companies to increase employee interest, involvement, participation, and, ultimately, productivity. Many manufacturing companies have implement ed pro grams to in crease emp l oyee
involvement by offering cash bonuses for productivity improvements measured against a predetermined formula based on historical productivity
levels. These programs generally are referred to as
gain sharing plans and have their roots as far back
as the 1930s. Scanlon, Improshare, and Rucker
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Why We Chose Gain Sharing
The idea of a companywide incentive plan was
not entirely new to the management of Dixie Industries. Our company president had been considering the idea for many years as a means of encouraging teamwork and motivating employees.
Media attention and other publicity given to employee motivation, participative management, and
new management techniques further stimulated
our interest, so in early 1983 we began to look seriously at various companywide incentive plans.
Dixie Industries is a medium -sized manufacturer of forged chain hardware accessories and at47

ments and of custom forgings for original equipment manufacturers. We also manufacture a complete line of load binders, ratchet binders, ratchet
turnbuckles, and hand logging tools. Although we
had individual incentives on all production jobs
for which output is measurable, we had no incentive system for all other factory and salaried employees, who make up about two- thirds of the total company work force. Ours was somewhat the
classical management approach of focusing attention almost exclusively on motivating the production workers whose daily efforts could be evaluated easily. With this approach we became very
efficient and productive with our direct workers,
but we wanted to extend that efficiency to all
employees.
We looked at several gain sharing plans and
talked with a number of people at companies similar to ours who had plans in operation. The comments we received were very positive. As a manufacturer, an important criterion was that the cost
of manufacturing materials or raw materials had
to be a factor in the plan formula for determining
productivity improvements. One plan we examined included raw materials, purchased parts, factory repairs, supplies, utilities, outside services,
and total company compensation in its formula.
Material and supply costs were deducted from
sales value of output to get production value, and
then total compensation was related to production
value. This plan, marketed by the Eddy- RuckerNickels Co. of Cambridge, Mass., appeared to
meet our objectives best. We commissioned the
consultants to do a preliminary study to determine if there was enough consistency in our historical base period on which to construct a realistic gain sharing bon us formu la. Thei r st udy,
which covered a four -year historical period, concluded that there was sufficient consistency, and
they recommended the plan be implemented using
the average of the cost relationship found in the
historical base for the bonus formula. (Table 1 illustrates the factors used in developing the formula by which the actual monthly productivity gain
would be measured to determine if a bonus would
be earned.)
For our particular plan, sales value of output
would be defined as net sales plus /minus changes
in work in process and finished goods inventories,
at cost. This approach emphasizes a high volume
of shipments by generating somewhat higher bonuses when shipments are high rather than when
inventories are accumulated.
How Should the Plan Work?
Our management group began a series of meetings to discuss the merits of the plan and several
concerns:
1. Supervisors and managers already were ade-

quately compensated under an existing merit
rating system.
2. Indirect labor and nonproduction employees
would be unable to directly influence profits regardless of incentives.
3. The existing individual incentive system covering direct labor employees was working well.
4. A formal management by objectives system
combined with an active idea solicitation program would achieve the same results.
I, personally, had further problems with certain
mechanical aspects of the bonus plan formula. Bonuses could be earned merely with increased sales
volume due to the inclusion of the large element
of fixed employee compensation in the formula.
Conversely, however, bonuses would be harder to
generate when sales volume declined. Savings in
total compensation were to pass 100% to the employee bonus pool, while savings in materials and
supplies would be shared with the company. It
seemed to me that savings in total compensation
also should be shared with the company, but the
rationale for this aspect of the formula is that if
fewer workers can do the same work as a larger
number they should enjoy the savings. The company benefits from the productivity improvement
because the additional capacity perhaps can be
sold at lower prices, generating even more sales
and profits for the company and bonuses for the
employees. Another concern I had was that we
probably would see bonuses in the early months,
regardless of any direct savings resulting from the
implementation of the plan, because some cost
factors were gradually improving during the historical base period. Therefore, we actually would
be starting the plan with cost relationships more
favorable than ones incorporated in the bonus
plan formula. I felt the formula should be adjusted to reflect the more recent performance.
Our entire management group shared the belief
that the plan would promote a spirit of teamwork

Table 1
Historical Base Period Data
$1,000,000

(Sales t change in W.I.P.
Finished Goods inventories)
&

A. Sales Value Of Output
B. Material Costs

450,000

(Direct materials,
purchases for resale
outside services)

C. Supply Costs

140,000

(Repair supplies
expenses, Factory
Office supplies, Utilities,
Tools Dies, Freight, etc.)

590,000

(59.0% of Sales Value
Of Output becomes the
base period average)

E. Production Value (A -D)

410,000

(Value added to Materials
by processing)

F. Total Compensation

221,000

(Total company payrolls
including the cost
of benefits)

&

&

&

and encourage employees to start thinking about
ways to do their jobs more efficiently. Although I
recognized these and other merits of the plan, my
concerns with the bonus formula along with the
cost to install the plan led me to conclude it would
not be cost effective. After a rather lengthy management meeting in September 1983, however, we
decided to adopt the gain sharing plan as recommended by the consultants and move forward
with implementation as soon as possible.
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&

D. Total Material

Supply Costs

G. Total Compensation As A
Percentage Of Production
Value (F
E)

54.O0/a

(Bonus plan benchmark)

_

We immediately informed all supervisors and
managers of the decision to implement the plan
and scheduled several training sessions for them.
We found that a commitment to and understanding of the plan, particularly on the part of first line supervision, would be an absoluie essential to
its success. Because gain sharing plans are a part
of a participative management style, the new
working relationship between supervisor and employee would require some adjusting for both. Supervisors had to learn to deal objectively with employee suggestions which, at times, might
challenge their own opinion on how something is
done. Some supervisors might view this situation
as a threat to their authority, so training for them
is vital.
At the same time we told our supervisors and
managers, we sent a series of written announcements to all employees. Basically, we used the
consultants' program for communication and promotion, and it was very effective. To generate further interest we arranged for all employees to tour
both of our local manufacturing plants, which for
most of them was a first -time experience. These
visits were beneficial as employees were able to
meet fellow workers they had never met and view
produtive operations they had never seen. We also
posted lists of commonly used materials, supplies,
and outside services, plus the cost of each. Much
promotion time was spent emphasizing that even
small savings add up to bonus dollars.
In addition, a booklet describing the plan was
printed and distributed to each employee. It offered some good examples and illustrations of how
bonuses could be earned by reducing scrap and
waste, reducing rework, improving work methods
by working smarter, and lowering the usage of
materials and supplies.
The main emphasis in presenting and promoting the plan centered around the formal idea program. Every employee was encouraged to submit
any and all ideas that might result in cost savings.
Every idea would be considered and assigned to
an appropriate investigator whose job would be to
discuss the idea with the employee, determine its
costs and benefits, and give the employee prompt
feedback.

&

Implementing the Plan

(Note: Amounts and cost relationships are for illustration only

and

are not actual figures)

(Formula printed with permission of the Eddy.Rucker-Nickels Co of Cambridge.. Mass.)

Each employee would be encouraged to serve as
a representative to the Productivity Improvement
Committee on a rotating basis. Each member
would represent a department or other work unit
and would be responsible for encouraging his or
her group to submit ideas and help them write up
the idea wh ere necessary. Another important
function of the committee representative would be
to attend the monthly bonus results meeting and
report the outcome to the group.
We told the employees that savings in materials
and supplies would be split between them and the
company according to the plan bonus formula.
All employees would share the bonus based on
their respective nonincentive earnings. This distinction was necessary because the bonus plan was
superimposed on the existing individual piece rate
system. Leaving individual incentives in place was
not the most ideal situation, but we decided it was
necessary under our particular circumstances.
The culmination of the plan's promotion was a
big kickoff meeting attended by all employees —
another first —and held in a nearby school auditorium. Interest and anticipation swelled at the
meeting, where the consultants used a slide presentation to reinforce the workings of the plan and
emphasized everyone contributing ideas for cost
reduction and everyone sharing the rewards. It
was a good meeting, which set the stage for an
enthusiastic implementation on January 1, 1984.

Management
commitment is
regarded as the
primary
determinant of
a successful
gain sharing
plan.
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Figure 1
Material and Supply Costs
Percentage of Sales Value of Output

%n.

I

be reflected. The first half of 1984 produced some
very high bonuses, for example 32% in March,
36% in April, 39% in May, and 35% in June.
There was a steady flow of cost reduction ideas
during this period, and material and supply costs
were going down. During the second half of 1984,
volume dropped off somewhat. Bonuses were still
very good, but not as high as earlier in the year.
The year ended with an overall gross bonus of
23 %. Although the figure is difficult to calculate
because of the large number of variables, it is my
opinion that about half of the bonus earned in
1984 came from cost improvements generated by
the presence of the gain sharing plan. The remaining bonus came from sales volume, sales mix,
some cost reductions on purchased items, low inflation, and a variety of other factors. As illustrated in Figure 1, there has been a gradual, definite
improvement in material and supply costs since
the plan became effective. I believe much of this
improvement is due to the bonus plan.
The year 1985 drew good bonuses in the early
months (35% in January, 22% in February, 37%
in March), but they dropped off sharply as sales
volumes declined. Even with the loss of volume,
1985 results showed a credible gross bonus of
18
The bonuses earned in 1985 resulted without benefit of big sales volumes, as was the case in
1984. Cost reduction ideas continued to come in,
and material and supply costs continued to improve. I believe a good part of the 1985 bonus
came as a direct result of cost and efficiency improvements generated by the plan. Although volume was still a factor, it was not as significant as
in the early months of the plan. One reason for
this change is that it took a while for the benefits
of cost reduction ideas to show up in monthly results and for the cumulative effect to be seen.
The favorable p erformance continued into
1986. Material, supply, and labor costs remain
well under control, and we anticipate the overall
results for 1986 will show a bonus in the range of
15%-20%.

Historical
base - 4 years

1983

1984

1985

1986
June YTD

Launching the Plan
As part of the general launching, we placed several charts and posters in conspicuous places
around the plant and offices, showing the daily
progress of customer shipments in dollars against
budget and the service level and service time percentages against established targets. Other posters
showed production scrap and rework costs plus a
list of the cost of supplies used in the plant.
From an employee relations standpoint, we
could not have started the plan at a better time, as
sales volume in January took a big jump and remained high during the early months of 1984.
Naturally this situation had a positive effect on
the bonus formula because of our large element of
relatively fixed compensation. The plan was working, however, and 52 cost reduction ideas were
submitted in January alone. A number of them involved small dollar savings, yet a few yielded fairly large savings.
Everyone was pleasantly surprised when the
books were closed on the first month under the
plan and the bonus formula yielded a gross bonus
of 13% of employee earnings. Virtually all of the
bonus generated in the first few months was attributed to high sales volume because any benefits
from cost reduction ideas would take some time to
50

Linking Effort and Results
The formal idea program has become the backbone of the plan. It is the tangible link between
employee effort and results in the form of bonuses. We have found that the individual worker who
is performing the job is the most qualified person
to say how his job can be done best. To get the
most productive potential from each employee, it
is necessary for each individual to become interested in improving his own job. The idea program
provides an easy mechanism by which every employee can make a contribution, knowing his or
her input will be considered and valued by the
company. Through June 1986, approximately 680
ideas had been submitted. While the bonus meets
MANAGEMENT ACCOUNTING /OCTOBER 1986

employees' financial needs, the idea program
helps meet their psychological needs. When employees see their input and ideas are valued by the
company, they respond well. For example, after
submitting an idea that increased production on a
bar shear machine with a simple modification, one
of our employees received the "best idea of the
month award." He was extremely happy when
recognized for his accomplishment in front of his
peers, and everyone's morale was lifted.
The monthly bonus results meetings with the
Productivity Improvement Committee also have
become useful. The Committee is given the results
of the plan's bonus formula calculation in detail at
each meeting. Then the important events of the
month are discussed. For example, if production
scrap is higher than normal for a particular item,
we identify it and the production operation involved. If machine repairs are out of line, we mention the particular machine and the expenses incurred. We regularly stress raw material usage
control because it is such a significant element of
our cost structure and can be controlled, to a large
extent, by machine operators.
In the first few months of the program, employees were a little reluctant to speak out in the meetings, but after a while they began to feel a greater
freedom to raise questions. We often get constructive comments and suggestions in the meetings,
and the communication back and forth among the
employees, especially those from different plants,
helps them appreciate one another's roles and
unique problems.
Gain Sharing Does Work
The gain sharing plan at Dixie Industries has
succeeded in meeting our desired goals and objectives. The quantitative performance of the plan
has exceeded all expectations, and we have noted
definite improvements in reducing material and
supply costs and increasing output per hour.
These improvements have increased the profits of
the company, and the greater degree of control
and scrutiny of costs will enable us to compete
more effectively in our markets against both domestic and foreign competitors.
The impressive performance of the plan reveals
but one side of our experience with gain sharing.
We have to look behind the numerical results to
see the dynamic human side of gain sharing. This
side reveals itself through a number of positive
changes in the attitudes of employees, which are
demonstrated by improved morale and teamwork.
The idea program has given our employees a sense
of belonging —being a part of what is going on—
and there is a greater feeling of teamwork and
sharing of information at lower levels of the com-
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pany. It is common for a group of plant employees
to get together and discuss how to perform a cer- The main
tain job in a more efficient manner, which didn't emphasis of the
happen previously. Employees at all levels now
plan centered
are more aware ofcosts and not just the quantity
of production. Production scrap has decreased, on a formal
and the quality level of our product has increased. idea program,
Employees are more receptive to changes and ea- soliciting
ger to do whatever is necessary to get a rush order suggestions
out the door.
from
To get an idea of what the employees thought
employees on
about the plan, I interviewed a good cross section
of the company's work force, asking for their per- how to save
sonal and confidential opinions. The vast majority costs.
of comments were very favorable. Plant employees noted improvements in product quality, material handling, machine down time, and setups.
They also cited a reduction in production scrap
and improvements in working conditions. Supervisory employees emphasized the vast improvement in teamwork and communications between
departments, which permits us to make necessary
changes more easily. Several employees pointed
out the personal satisfaction they experienced
from knowing that an action they took contributed to the bonus pool. Perhaps the most significant
observation of all came from a plant threading
machine operator who said, "For the first time we
can now sit around a table and discuss problems."
Gain sharing plans seem to work because of the
synergy derived from meeting employees' financial needs through bonuses and their psychological needs with a participative style of management. We feel the effects of both forces will enable
our company to maximize the productive performance of each employee and allow us to remain a
viable competitor over the long term.
Consideration of human factors plays a big part
in gain sharing plans and in many other business
issues confronting management today. As management accountants, we tend to make decisions
and evaluate performance based on numerical results. We are educated and trained to do so and
are armed with a host of techniques for quantifying virtually every business issue. There is nothing
wrong with using the tools of our trade, but we
should be alert to the presence of qualitative issues
in many business decisions we make. My own experience with the gain sharing plan decision can
be cited as one in which not enough importance
was initially attached to the potential of the human element. The experience suggests to me that
effective decision making in today's dynamic work
environment requires a very broad and diverse set
of management skills encompassing both the technical and the organizatio nal and behavioral
sciences.
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By Andrew L. Nodar
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Writes an Accounting

Our initial tendency was to rehash
the old manual when, in fact, a total ret The Coca -Cola Company, write was required. We found that simwe have found that a com- ply editing the old manual was a big
prehensive, easy-to- refer- mistake. The compan y's needs had
ence accounting manual is one of the changed since the previous manual was
most important tools we can use to issued, and functions that were deemed
maintain strong financial controls in a important only a few years ago were no
multinational environment where the longer relevant in an automated envimajority of the accounting locations are ronment with high -speed bottling equipstaffed with individuals who have limit- ment, pre - selling, automated warehoused understanding of English and of U.S. ing, and satellite communications. We
generally accepted accounting princi- also found that by simply rewriting old
ples (GAAP).
procedures, we became more concerned
Management's demands for timely, with form rather than substance, and it
reliable financial information make it became difficult to determine which
imperative that our accounting loca- proced u res an d policies should be
tions function at peak efficiency and included.
that information is reported in a unihe second step, therefore,
form manner throughout our worldwide
was to determine which banetwork. These reporting needs require
sic areas that were applicaa universal chart of accounts for ease of ble to our business environment would
consolidation, auditing, and communi- be included in the manual. One was a
cation; standard practices and proce- universal chart of accounts. It became a
dures throughout the organization so project in itself because of the new emthat reported results are compatible; phasis on automation. After we decided
and the maintenance of a uniform data on a logical numbering scheme, we crecollection system. To fulfill these needs, ated the chart of accounts. It was dewe developed an all- purpose accounting tailed enough to identify activities immanual to be used by our non -U.S. loca- p o rt an t to the co mp an y so t h at
tions, and it works quite well. The man- collection of data would not require exual is divided into two parts: Part I con- tensive account analysis. Information
tains a chart of accounts along with that was not reported on a regular basis
account definitions, and Part II con- was maintained at the subaccount level,
tains standard practices and procedures. whereas the main accounts were set up
to meet management and tax reporting
A Team Effort
needs. Another section included definiThe first step in constructing our ac- tions of the main accounts plus the excounting manual was to organize a proj- pense account distribution. At this
ect team, which consisted of a project point, we had enough material to premanager and three senior accountants pare a s eparate man ual j us t for t he
who had access to clerical and word chart of accounts and account definiprocessing support. The project manag- tions. We called it Accounting Manual
er had budgetary control over the proj- Part I.
ect and the support and commitment of
After we completed the chart of acthe controller. The team would do the counts and account definition sections,
writing.
we began writing the policies and proce52

dures sections. These procedures eventually would be included in a second
manual, called Accounting Manual Part
II. We decided that we would follow the
structure of financial statements when
determining the order of the sections.
Therefore, cash was the first section,
followed by accounts receivable, inventories and cost accounting, properties,
and sections on internal control and the
translation of foreign currency statements into U.S, dollars. We also found
other areas we wanted t o document,
which did not apply to any of the above
sections, so we created a "General" section to address these miscellaneous procedures. It contains procedures on record ret en t i o n , i n s u ran ce, t ravel
expenses, a glossary of terms, and a few
other areas peculiar to our international
businesses. We used tabs to separate
each section and wrote the actual procedures in outline format so that inquiries
from field operations or auditors were
easily referenced as to section and
paragraph.
What to Include?
The next step was to determine the
content of each section. The section on
cash includes procedures dealing with
the opening and cl osing of bank accounts and the handling of cash receipts
along with remittances to headquarters.
The accounts receivable section deals
with the company's procedures for aging, collection, extension of credit, order
entry, and invoicing.
nventory procedures deals in
general terms and leaves
specifics of inventory management to the discretion of the operating unit. Areas that are detailed are
physical security of the inventories,
physical counts, and reconciliation. A
uniform costing procedure is included
here. In an extensive manufacturing en-

SA
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If your company solved a problem... Management Accounting readers would like to know about itl

ProceduresManual
vironment, cost accounting procedures
would be in a separate manual.
The properties section includes property control, asset depreciation rates,
and property disposal procedures.
A major concern to Coca -Cola is the
procedure for translating local currency
statements into U.S. dollars. For most
multinational companies, a section on
translation is a necessity.
Internal control is an area that is applicable to each section of the accounting manual. Nevertheless, we included a
separate section to deal with considerations that did not fall into the basic
outline of the manual, for example, the
Foreign Corrupt Practices Act and se-
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It standardizes our accounting and reporting
procedures so that employees in all countries
report financial information the same way.

curity over automated systems, financial reco rd s , d at a files, and us er
documentation.
he wri t i n g was assigned
equally amo n g t h e team
members as was editing for
cont ent an d form. Once draft s were
completed, they were reviewed by the
audit, legal, and tax managers. Then the
drafts were distributed to a select number of field accounting managers for
comments because they were the actual
users of the document.
The writing style was determined to a
great extent by the company's personality, but we tried to keep the prose simple, always reminding ourselves that,

for the majority of users in a multinational company, English is a second language and that the best written procedu res are th e o nes that are easi ly
understood by the reader. We didn't use
catch phrases and buzzwords.
Distribution of the volume also was
important. Because the manual contained certain sensitive information, we
had to restrict the number of recipients
and periodically review and update the
mailing list to keep it current. The company uses the same list for mass mailings to communicate reporting requirements or other financial information not
requiring an update to the accounting
manual or when such information must
be communicated before an update can
be issued.
It took 12 man - months from the initial planning stage to design, write, edit,
and distribute the finished product. The
project from beginning to end covered
eight months.
Writing an accounting manual does
not have to be an insurmountable task.
A project team must be organized and
must have the support and commitment
of senior management. Once the topics
are determined, the writing and editing
should be distributed equally among the
members of the project team. Additional comments should be solicited from
audit, legal, and tax managers. Before
the document is published, input from a
select number of field accounting managers should be required. Every effort
should be made to keep the wording
simple and concise. Finally, there must
be a controlled distribution of the manual to protect its confidentiality, and the
manual must be kept current through
future updates.
❑
Andrew L. Nodar is manager of financial procedures for The Coca -Cola Company. He is a member of the Atlanta
North Chapter.
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ine: Corporations
extra $120 billion
in taxes over the
next five years.
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The likelihood of this projection coming close
to th e mark , however, is extremely unlikely.
Alth o ugh the new tax law retains some prefer- Economists are not able even to predict the direcen ces and tax credits, and is som ewhat graduated, tion of the stock market or interest rates from one
rates h ave been red u ced to th e p oint where tax in- week to the next, let alone to predict how much
centives will play a m in or ro le in business and per- tax revenue will be raised five years in the future.
son al decision m akin g. Wh en the top rate was The day before the House /Senate Conference
70% or m ore, th ere was a stron g tendency to con- Committee agreed on the final details of the tax
sider the tax effect of a wide variety of transac- bill, a new set of economic projections revealed
that the new bill would raise $17 billion less than
tio n s. Bu t with lo wer rates, in d ividuals and businesses can m ake decision s th at are based primarily expected. The previous projection, less than a
week old, showed that the bill would change total
or to tally o n eco n o m ic rath er th an tax factors. In
th e lon g run , such a sy stem is ex pected to encour- tax collections by less than $1 billion.
Another major flaw in the projection, which
age b usinesses an d ind ivid uals to allocate their restill
has not been considered, is that the assumpsou rces mo re efficien tly, thereby creating more
wealth an d em p lo y m en t. Lo wer rates will increase tions that went into the projection were based on a
in cen tives to earn , an d will d ecrease the incentive "static" analysis. In projecting how much tax revenue would be raised under the new provisions,
to in vest in tax sh elters.
the assumption was made that taxpayer behavior
Tax Bu rd e n Sh ifts
would remain unchanged. But with the top corporate rate declining from 46% to 34% and the top
Th e tax act is su p p o sed to b e revenue ne utral.
individual
rate declining from 50% to 28 %, it is
Wh at th at m ean s is th at t h e to tal taxes c ollected
By Robert W. McGee

un der the n ew law sh o uld be th e sam e as the taxes
collected u n d er th e o ld law. But th e tax b urd en
has sh ifted . Co rp o ratio n s are p rojected to pay an
ex tra $120 b illio n o r so in taxes over the next five
years, an d in d ivid u als will pay about $120 billion
less.

alm ost a foregone conclusion that some taxpayers
will alter their economic behavior. Rat her than
being revenue neutral, it is likely that the new law
will rais e m or e ta xes t han the o ld law, p rim a rily
bec aus e o f t he stim ulus to econom ic incentives
that results from lowering the tax rates.

1987 Outlook: Higher Taxes

Robert W. McGee, CMA, CIA, CPA,
is a technical tax consultant at Prentice -Hall, Inc., and professor of accounting a nd ta xa tion a t Se ton Ha ll
University.
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The top corporate tax rate is now 46 % , which
applies to taxable income in excess of $100,000.
There are fou r lo wer rates: 15% of the first
$25,000 of taxable income, 18% of the next
$25,000, 30% of the third $25,000, and 40% of
taxable income between $75,000 and $100,000.
Starting in mid -1987, the rate will be 15% on the
MANAGEMENT ACCOUNTING /OCTOBER 1986

first $50,000 of taxable income, 25% on income
between $50- $75,000, and 34% on the excess. An
additional 5% tax is placed on income above
$100,000 until the benefit of the lower rates is totally phased out. The new rates take effect in mid 1987, so the rates for 1987 are "blended." In other
words, the top rate in 1987 will be 40 %, the average of 46% and 34 %.
Because the corporate rate drops in mid -1987
and the tax breaks that are eliminated are eliminated as of January 1, 1987, many corporations
will be hit with higher taxes in 1987. So where
there is a choice, it is generally a good idea to accelerate deductions and take advantage of tax
breaks in 1986.
The current corporate alternative capital gains
rate is 28 %, which means that corporations in the
30 %, 40 %, or 46% brackets can elect to have
their capital gains taxed at 28% instead of the regular corporate rate. Companies in the 15% or
18% bracket can elect to treat their capital gains
as ordinary income, thereby subjecting them to
the lower regular rate. The new law repeals the
special rate for capital gains, so capital gains will
be taxed at ordinary income rates, although the
accounting structure has been retained, in the
event that Congress decides to give capital gains a
special break in the future.
One of the major changes is that the top corporate rate (34 %) is now higher than the top individual rate (28 %). Presently, the top corporate
rate (46 %) is lower than the top individual rate
(50 %). This change in basic rate structure, it is

owners from taking advantage of lower individual
tax rates because they can still take out money as
salary, which will provide a corporate tax deduction and at the same time shift some income from
the corporation to individuals.
Major Changes
Investment Tax Credit. The Investment Tax
Credit permitted companies to reduce their tax by
up to 10% of an asset's cost. It has been repealed
(for the third time) effective January 1, 1986. The
result is that although corporate tax rates have
been reduced, capital- intensive companies may
pay more tax than before. Repeal will have little
effect on companies that are not capital intensive,
such as service industries. There is a belief that
repeal of the investment tax credit will retard capital investment and economic growth, but there is
much evidence to suggest that the ITC did not
provide much of an incentive to invest in capital
equipment in the first place, but only acted as a
sweetener to companies that decided to invest
anyway. Repeal of the ITC may provide companies with an extra incentive to allocate their resources more efficiently, because the tax incentive
to invest in capital assets has been removed. There
is some evidence to suggest that the ITC will be
reinstated, in some form, if the economy moves
into a recession. There is still a widespread belief
in Congress that the tax code should be used to
manipulate fiscal policy.
Depreciation. The depreci ation rules have
changed again. As usual, they have become more

The new system is expected to encourage businesses and
individuals to allocate their resources more efficiently.
As a result more wealth and employment
will be created.
speculated, will lead to a major shift in the form of
business organization. With lower individual
rates, there is less incentive to do business in the
corporate form. In the past, many business owners
decided to form a "C" corporation (a regular corporation) to take advantage of the lower corporate
tax rates. But now, it may be more beneficial for
some comp anies to shift to the "S" corporate
form, or to proprietorships and partnerships. The
"S " fo rm wi ll p ro babl y b e th e mo s t po pu lar
choice because it retains most advantages of doing
business as a corporation, while taking advantage
of the lower individual tax rates.
But the speculation that there will be a major
shift from "C" to "S" may be overdone. There are
other, nontax reasons for choosing one form over
another, and retaining "C" status will not prevent
MANAGEMENT ACCOUNTING /OCTOBER 1986

complex. The four categories under prior law
have been replaced with eight categories:
• Three -year, 200 %DB class property consists of
property having an asset depreciation range
(ADR) midpoint of four years or less, except
automobiles and light trucks.
• Five -year, 200 %DB class property has an ADR
midpoint of at least four but less than 10 years
and includes automobiles, light trucks, qualified
technological equipment, computer -based central office switching equipment, renewable energy and biomass properties that are small power
production facilities, and research and experimentation property.
• Seven -year, 200 %DB property has an ADR
midpoint of at least 10 but less than 16 years,
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and includes single - purpose agricultural or horticultural structures and property with no ADR
midpoint that are not classified elsewhere.
• 10 -year, 200 %DB property has an ADR midpoint of at least 16 but less than 20 years.
• 15 -year, 150 %DB property has an ADR midpoint of at least 20 but less than 25 years, and
includes sewage treatment plants, telephone distribution plants and comparable equipment .
used for the two -way exchange of voice and
data communications.
• 20 -year, 150 %DB property has an ADR midpoint of 25 years or more, and includes sewer
Tax Changes for Corporations
Old Law

New Law

Tax rates: 15 %, 18 %, 30 %, 40% and
46% in $25,000 increments.

15% on first $50,00. 25% on next
$25,000 and 34% on excess

Alternative capital gain rate: 28%

34 0 b

Investment tax credit: 6% to 10%

None after 1985

Depreciation: more generous, on
Less generous
average
Autos & light trucks: 3 years, 150%DB 5 years, 200 %DB
7 or 10 years, 200 %DB
Equipment: 5 years, 150 %DB
Residential real estate: 19 years ACRS 27.5 years, straight-line
31.5 years, straight -line
Nonresidential real estate: 19 years
ACRS
$10,000
Expensing allowance: $5,000
Trademark amortization: 5 years

Capitalize and deduct when asset sold

Tax aspects of corporate takeovers
generous
Business meals and entertainment
fully deductible, including stadium
skyboxes

Less generous
80% deductible; skyboxes not
deductible

Minimum tax: 15% and complex

Alternative minimum tax: 20 -250/o and
more complex: estimated payments
required

R &D tax credit: 25%; ended in 1985

20 %; extended through 1988

Dividend received exclusion: 85%

80%

Net operating loss deduction: Allowed Allowed, but tougher to claim, with
restrictions
Rehabilitation tax credit: nonresiden- 10% on nonhistoric structures placed
in service before 1936; 20% on certial 30 year old buildings, 15 %;
nonresidential 40 year old buildings, tified historic structures
20 %: certified historic structures, 25%
Completed contract method: allowed

Use curtailed

method: less restricted

More restricted

Installment sales method: allowed

More restricted

Bad debt reserve method: allowed

Disallowed for nonfinancial institutions

Cash

Tax years: up to 3 month deferral for Partnerships adopt partner year-end;
partnerships; optional for S corp. and S corps. and personal services corps
personal service corporations
adopt calendar year
Foreign taxes: complex rules

Complex and tougher

Targeted jobs credit: 50% of first
$6,000 first year wages; 25 0/o of first
$6,000 second year wages. Phased
out after 1985.

Extended for 3 years, through 12188.
400/c first year; 0% second year.
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pipes, but excludes real property having an
ADR midpoint of 27.5 years or more.
• 27.5 -year straight -line property includes residential rental property.
• 31.5 -year straight -line property includes nonresidential real estate.
There are detailed rules that describe the specifics. The new rules are less favorable because companies will be required to take their depreciation
deductions over longer periods. Real estate is especially hard hit, especially when you add to the
less generous depreciation rules the fact that the
ability to deduct passive losses against active income is severely restricted under the new law.
Corporate Takeover Tax Breaks. A properly
structured corporate takeover can defer the tax on
the sale of appreciated property. The General
Utilities Doctrine, based on a 51- year -old Supreme Court case, provided a special exception to
the general rule that the sale of appreciated corporate assets is subject to a double tax, once at the
corporate level at the time of sale, and again at the
shareholder level when the proceeds are distributed to shareholders. The new law repeals this longstanding doctrine, thus making certain corporate
takeovers more expensive taxwise.
Travel and Entertainment. Present law allows
taxpayers to deduct 100% of ordinary and necessary expenses incurred for business travel and entertainment. The new law will limit this deduction
to 80 %, subject to six or seven exceptions. One of
the more interesting exceptions is the "Dole" exception, named after Bob Dole, which would allow a 100% deduction in 1987 and 1988 for costs
of meals (if not separately stated) that are provided as an integral part of a qualified banquet meeting where more than 50 % of the participants are
away from home, there are at least 40 attendees,
and the meal event includes a speaker.
Corporate Minimum Tax. The minimum tax is
intended to prevent profitable companies that pay
no tax because they take advantage of too many
tax incentives to pay at least some tax. Under the
present 15% tax rules, some companies still escape the federal income tax entirely. The new law
increases the basic minimum tax to 20% and
tightens the rules, making it more difficult to escape paying any taxes. There is a $40,000 exemption, which would be phased out for companies
that have more than $150,000 subject to the minimum tax. The effective rate is 25% in the phase
out range.
A provision that deeply disturbs many accountants, including those at the Financial Accounting
Standards Board, is the possibility that the minimum tax may be based, in part at least, on financial statement income. As a result some companies will choose their financial accounting rules
MANAGEMENTACCOUNTING/OCTOBER 1986

Tax incentives
will now play a
minor role in
business
decision
making.

%n

based on minimizing their taxes rather than on
sound accounting principles. This provision will
be effective through 1989, after which the standard will be earnings and profits rather than financial statement income. But there is strong sentiment within the accounting community that the
financial statement income rule will become permanent, and that the change to earnings and profits will never take place because people will become accustomed to the rule after three years, and
will not want to change. Another complicating
factor is that "earnings and profits" is not defined
in the Internal Revenue Code, and the Treasury
will have to determine what it means between now
and the end of 1989 in order to implement the rule
change, an event that is unlikely to occur.
Dividend Received Exclusion. Present law allows a corporation to exclude 85% of the dividends it receives from other (unrelated) corporations from its taxable income. The reason for this
rule is to reduce the extent of double taxation that
would otherwise result, because the dividends are
paid out of previously taxed income. The new law
allows corporations to exclude only 80% of dividend income. The 100% dividend exclusion for
dividends received from related corporations is
unchanged.
Net Operating Losses. The new law makes it
tougher to claim net operating losses in certain
circumstances. If there is a more t han 50
change in ownership of a loss corporation over a
three -year period, the total NOL carryovers are
not reduced, but there is an annual limitation on
their use after the change. In general, the annual
amount of earnings against which the losses may
be used after the change cannot exceed the value
of the loss corporation at the time of the change
multiplied by a special rate of return.
Under present law, it is easier to take advantage
of an acquired corporation's NOLs. In fact, some
corporations are acquired primarily for their
NOLs, with the intent of liquidating them and using their NOLs to reduce total corporate taxes.
For example, a corporation in the 40% bracket
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could acquire a corporation with a $1 million
NOL, use the NOL to offset its taxable income,
and reduce its taxes by $400,000. If the loss corporation costs only $300,000 to acquire, the purchasing corporation will be $100,000 ahead by
buying it, even if there is no intent to do anything
with it other than liquidate. The new law places
additional obstacles in the path of a company that
wants to acquire a loss corporation for its tax
attributes.
Bad Debt Reserve Method. Present law allows
taxpayers to take a deduction for bad debts that
are expected to become worthless using the reserve method. The new law generally disallows
the use of the reserve method. Amounts in the reserve account are to be taken into income over
four years.
Tax Years. Present law allows S corporations
and personal service corporations to choose any
tax year, which allows tax to be deferred in many
cases. For example, an S corporation with a tax
year ending January 31, 1986, can distribute income to its calendar year owner on January 31,
take a deduction, and the owner will not have to
pay tax on it until April 15, 1987, thus deferring
tax at the individual taxpayer level. The new law
would require S corporations and personal service
corporations to adopt a calendar year, thus ending
the tax deferral feature. Partnerships, which are
presently allowed a three -month tax deferral, also
would have to adopt a calendar year.
Foreign Taxes. The new law limits the deductions a company can claim for interest on domestic debt that benefits their foreign operations. A
limit is placed on foreign tax credits. There are a
number of other changes as well.
Targeted Jobs Credit. The new law extends the
targeted jobs credit through the end of 1988, but
cuts back the amount that may be claimed as a
credit. At present, a company can claim 50% of
first -year wages up to $6,000, and 25% of the first
$6,000 of second -year wages. The new law permits
only 40% of first -year wages, and nothing in the
second year.
❑
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use.

As of this writing, the "Wyden Bill"
continues to he massaged into acceptable form by staff of the House Energy CAS News
and Commerce Oversight and Investigations Subcommittee. Introduced by Standards promulgated by the now -deRep. Ron Wyden (D- Ore.), the "Finan- funct Cost Accounting Standards Board
cial Fraud Detection and Disclosure were proposed for incorporation into
Act of 1986" (H.R. 4886), as originally the Federal Acquisition Regulations undrafted, would have required auditors der FAR Case 86 -31. Shortly thereafter,
of public companies to detect, without two changes to the standards were proregard to materiality, any actual or sus- posed jointly by the Department of Depected illegal or irregular activity occur- fense, General Services Administration,
ring within the company and to report and National Aviation and Space Agenpublicly and to applicable federal, state, cy: one would increase the minimum acor local regulatory bodies or enforce- quisition cost criterion for capitalization
from $1,000 to $1,500, and the other
ment agencies all such activities.
The bill is in process of revision into a would eliminate use of state discount
form that would contain a standard for rates in discounting certain self - insured
materiality, place greater responsibility losses to present value, thereby requiron corporate management to detect ing use of the Treasury rate.
fraud, and require auditors to bring possible fraudulent abuses to the company's audit committee or board of directo rs befo re rep o rt i n g to ou t si d e Computers
and
authorities.
On another front, in response to per- Accounting
ceived changing economic, social, legal,
and regulatory conditions in today's en- 160
vironment and the i mpact of those
changes on certified public accountants Understanding the Formats
The effectiveness of any accounting
and on the American Institute of CPAs,
the AICPA formed a Special Commit- system depends on its ability to generate
tee on Standards of Professional Con- information in formats that manageduct for CPAs to study the relevance ment can understand and use. Most
and effectiveness of professional stan- firms outgrow limited reporting capabildards. That committee completed its ities much sooner than anyone expects.
work an d th e AICPA pu blis hed the Ideally, a multi -user accounting packcommittee's recommendations, which, age should offer a selection of basic rein su mmary, call for the following port layouts and allow users to select
the information that will appear on
actions:
their reports. A multi -user system
• Restructuring the Institute's Code of should have the power to generate specialized reports.
Professional Ethics.
Two indispensable aspects of finan• Providing guidance to practitioners in

of

AICPA committees and task forces
will deal with the detailed recommendations made by the Special Committee.

Ease

Auditors Are in the Spotlight

effectiveness.

groups.

cial management are b udgeting and
forecasting. Unfortunately, many micro -based multi -user accounting systems can project budgets only on an annual straight -line basis, which seldom
reflects the real picture for most companies. Because meaningful forecasts require more extensive information than
straight -line numbers, look for a system
that allows input for past, current, and
future periods.
Assuming the package you are considering meets all your financial management criteria, take a look at other aspects of the system. How easy is it to
install and use? How cost effective per
user is it? How will it improve the efficiency of your department and other
user departments? Does it have the capability to grow with your company?
How reliable is the supplier's service
and support? What to look for? Briefly,
here are suggestions to consider when
evaluating a multi -user accounting
system.
Every package claims to
be easy to use, but some are much easier
than others. The best way to find out, of
course, it to try the system yourself for a
mo nt h or t wo , but because th is approach generally is impractical, you
must rely on user references, good documentation, and common sense_ Many
vendors offer demonstration packages
that enable users to evaluate the features and options of a multi -user LAN
system. Check references and read the
d o cu men t a t i o n before mak i n g a
decision.
Virtually every microcomputer accounting product on the market now includes help prompts, menus, full screen
editing, and data entry screens formatted exactly as the hard copy will appear.
Some systems also feature user prompts
and a self - running program to guide
novices through the installation process.
The first question
every controller asks is "How much will
it cost to implement ?" The second is
"How much will it save ?" Much of the
appeal of today's micro -based accounting systems is in the answers to both
questions. You can purchase a true
multi -user accounting package— including general ledger, accounts payable,
and accounts receivable modules —an
IBM AT, and all necessary utilities, for
roughly one - quarter the cost of just a
-

8"
would provide guidance for advance refundings resulting in defeasance of governmental fund debt recorded in the
general long -term debt account group.
It also would provide guidance on required disclosures about advance refundings for all fund types and account

maki ng j u dgment s regarding the
scope and nature of services and adherence to professionalism.
• Establishing a new program for the
systematic monitoring of practice to
improve the quality of service and assure compliance with performance
standards.
• Establishing AICPA membership requirements for continuing professional education and the basic education
to enter the profession.

Cost

MAP
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minicomputer without any software.
This cost saving usually can be achieved
with little or no sacrifice in features or
performance.
The micro approach has the added
advantage ofallowing a company to expand at its own pace. With the right
software choice (for example, a package
developed to run on either a network shared processor or LAN multi -user
systems), the initial corporate investment in a multi -user system can be very
low. Sharing resources eliminates the
costly duplication of printers and mass
storage. As the company grows, additional workstations or computer systems can be added as necessary, each
configured specifically for the company's needs.
Making efficient use of resources. Accounting departments with a medium to
high volume of transactions need software that provides for job streaming.
This feature allows unattended batch
processing or reports, registers, and updates at user - specified times and dates,
freeing personnel and equipment during
peak times and making slow periods
more productive. The most advanced

software integrates a print subsystem
with job streaming so multiple printers
can be controlled and shared.
Full featured. A full featured multi user system should include capability
for multiple - period processing. Most
micro systems are designed to work in
only one period, and the current period
must be closed before any activity for a
future period can be processed. In the
real business world, this is a myth. A
good multiuser system will allow users
to enter transactions for a future period
while the current period is still open.
Adjustment to a prior period also is a
"must" feature.
Any multi -user system should include provisions for system security. Because the slumber of users able to access
the system is increased with a multi user system, confidentiality of information should be of prime concern. When
considering a multi -user system, be certain that the product you choose provides all the levels of security your company needs now and may need.
Multi -user systems should provide
the software source code that enables
users to set up the system according to

individual user specifications, The availability of source code makes customization possible for users who want to continue using a specific check or form.
Another feature that can make life
easier for system users is data transfer
to spreadsheet application. Not many
products have this capability, so ask if
the package you are considering will
transfer data onto a spreadsheet application such as Lotus 1 -2 -3 or Symphony
without requiring the user to re -enter
data.
Finally, learn everyt hing you can
about a supplier before you buy any accounting system. Vendor service and
support are critical, especially in the
early stages of installation and implementation. There are products on the
market so well designed you may never
need technical assistance, but it's important to know you can rely on a quick
response when you need it.
❑
Jan Lawrence
Product Manager
NetProfit, a multi -user accounting system from the Software Link, Inc.
Atlanta, Ga.
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In the Library

Miriam Redrick and Stan Stec, Editors

of FASB statements. Anyone who has
had to pore over many pages of FASB
text on such subjects as leasing might
well agree with the authors' comments
regarding an excerpt from Statement
The Tax Practitioner: Legal and
33. Their research suggests, "that the
Ethical Responsibilities
test results indicate that the majority of
Denzil Y Causey, Jr., Accountants
the subjects found the test passages
Press, P.O. Box 753, Mississippi State,
[from
FAS 33] to be unreadable." [p.
Miss. 39762-0753, 1984, 249pp. —Mem89]
bers involved in tax practice will find tems arep rco
o mv-1 �A � a
An example of another significant
that this book serves as a useful tool in ered
Ftit`
area covered in the book is Arnold
determining legal and ethical responsi- inently but are
Wright's interesting article on "Rating
bilities and rights. "Tax practice gener- far from the tothe Raters: Indication of Seniors' Perates more ci vil malpractice claims tal thrust of the
formance on Evaluating Staff Auditors
against accountants than any other bo ok .
Mr.
Where." He suggests that "Seniors are
functional area of practice. The IRS is Flamholtz puts
extremely confident of their abilities to
increasingly imposing new sanctions proper emphasis on strategic planning, professional properly evaluate staff, although such
upon the tax practitioner."
This book reports when the tax -re- management, and effective leadership, confidence may not be warranted, given
turn preparer is held liable and not lia- The following summary highlights the the limited rater training received." [pble. For example, in areas where ac- author's point: "There is no one way to 1851
In summary, this book would be a
countants are negligent in handling a make a successful transition... the key
serious matter and the work fails, they to making this change is for the entre- valuable addition to the library of any
are entitled to no compensation, where- preneur to recognize that the compa- accountant with serious interest in the
as minor errors or inaccuracies do not nies' former mode of operation will no academic and theoretical side of the
affect fees to be paid. Specific cases in longer be effective... many of us feel profession.
which attorneys and accountants were uncomfortable during the process of
liable for IRS penalties also are noted. change... unfortunately, the need for Accountants' Workbook Series
When can contingent fees be charged? transitions and changes is an inevitabil- J.K. Loebbecke and E.M. Luria, eds.,
Matthew Bender, 235 E. 45th Street,
Only when fixed by courts, public au- ity." [p. 217]
New York, N. Y. 10017, 1986, 10+ volthorities, or if determined based on judi- Alfred M. King
umes —This brand -new series is decial proceeding results or findings of
signed
for accountants in individual or
Advances
in
Accounting:
governmental agencies.
small
group
practices. Big 8 accounting
As an example, one case discussed A Research Annual
firms
have
experts
in all areas of audittax - return preparer liabilities. In Picker- Bill N. Schwartz, ed., Volume 2, JAI
ing v. U.S., Pickering was assessed civil Press Inc., 36 Sherwood Place, Green- ing, taxes, and management services,
penalties against him for S 1,000 for will- wich, Conn. 06830, 1985, 289 pp. —The and an accountant working for such an
fully understating tax liability for two purpose of this series is to "meet the in- organization has lots of resources to call
consecutive years. Corporate funds were formation needs of both practitioners on. An individual practitioner may be
used to pay shareholders' personal ex- and academics." The book consists of closer personally and professionally to
14 articles categorized into three sec- his clients, but he simply does not have
penses, which Pickering knew.
This book is a valuabl e guide de- tions: financial and managerial, educa- the range of experience or resources.
This new series is designed to put the insigned to keep tax practitioners abreast tion, and auditing.
The book begins with an important dividual practitioner on a competitive
of responsibilities and rights associated
article by Martin Freeman an d A. J. basis with l arger acco u n t i n g
with tax practice.
Stagliano, "Defining Social Costs," a organizations.
Kim Serocke
The series, so far, seems to be set up
subject recently discussed by the Interin
four major segments. Within each
national
Federation
of
Accountants.
An
How to Make the Transition from
segment,
individual topics are covered
NAA
su
rvey
s
uggest
s
t
hat
very
few
an Entrepreneurship to a
in
loose
-leaf
workbooks of 75 to 150
companies report social costs, and the
Professionally Managed Firm
Eric G. Flamholtz, Jossey Bass Publish- authors suggest that improper defini- pages. Segment One is corporate tax
ers, 433 California Street, San Francis- tions of social costs may have led to this planning. Individual workbooks so far
cover how to do tax planning for partco, Calif. 94104, 1986, 225 pp. —This is situation.
One of the most significant articles nerships, closely help corporations, deone of the few books in which its title
fully encompasses its contents. The au- deals with an analysis of the readability preciation, amortization and tax credits,
Members may borrow the books listed in
this section by tel eph oni ng M.
Redrick, (201) 573 -6235.
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thor, who has written a research book
for NAA, has produced an outstanding
book that will be valuable to controllers
in small growing businesses as well as
accountants acting as management consultants to such firms.
Bu d geti n g,
mw
control, and acWZ
vc
co un ti ng sysa nP
tp
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and S corporations. The second part of
the series deals with auditing, and the
first two volumes cover statistical sampling and compilations and reviews.
Only one volume of the third series, personal tax, has been issued. It deals with
estate tax planning. The fourth segment
of the series deals with management
consulting services The first three volumes cover small business financing, selecting and installing a computer system, and using the microcomputer for
fi n anci al pl an ni n g an d cap i t al
budgeting.
Subscribers to the series receive a
monthly newsletter plus updates to the
individual volumes, which are distributed in a loose -leaf, three -ring binder.
It is difficult to review ten separate
publications, so suffice it to say that
each of the original volumes appears to
meet its stated objectives. Each volume
assumes a basic background in taxation,
microcomputers, or financing —at a level a practicing accountant would be expected to have. Each volume provides
detailed substantive material from
which a practitioner could respond to a

specific client inquiry. Each volume in
the series has been written by separate
specialists. Without exception, they
have managed to avoid jargon or overly
technical terms yet have focused the
material at a level that can be used
immediately.
Editorially, perhaps the most interesting and valuable part of the series is
its "practice tips." Scattered throughout
the text and highlighted by an individual box, the tips, almost without exception, are of real, practical value. For example, in Compilations and Reviews, in
the section dealing with salaries, the author states,
"All too often, however, the path of
least resistence for resolving cash
How problems is to delay payroll tax
payments. The difficulty with this
approach is that the IRS is extremely
diligent, not only in charging a market interest rate but also in assessing
penalties that can be as high as 25 % .
The IRS can also hold the corporate
officers personally liable for payroll
taxes. Advise your client to meet all

F.REE
V

MANAGEMENT
ACCOUNTING
... a perfect
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For less than $300 a year, an accountant subscribing to this series will receive practical advice on a wide range of
topics in a form that can be put to use
immediately. Whi le n ot writ ten for
managemen t accoun tants, th e series
would be helpful to controllers working
in small- to medium -sized businesses.
Corporate tax strategies and the personal tax requirements of the principals are
usually intertwined. The controller, in
reality, is a business advisor even more
than a keeper of the books. This series
would help a controller perform that
role.
AMK
Keoghs: Keys to Security
and Wealth
James E. Cheeks, Franklin Watts, Inc.,
387 Park Ave. South, New York, N. Y.
10016, 1986, 139 pp. —If you are self employed or work with small businesses
as a financial advisor, this book could

U

Tryin g t o figure o ut wh at k ind o f Hol iday Gift to
sen d you r co l leagu es an d cli ent s th i s year?

_

hol i d a y 9 r

payroll tax obligations in a timely
manner even if he must borrow funds
to do so."

Ad
I

Wh y n o t d o s o met h i n g really different!!!
Th i s year gi ve t h em a su b s cri pt i o n t o Manage me n t Acco u nt i n g . It 's eas y, i nex pens ive an d yo u
kn o w i t wi l l b e ap preciat ed. J us t s en d u s t h e
names an d add res s es —we'l l d o t h e res t !F o r j us t
$5 4 fo r a o n e year su b scri p ti on , you 'll b e
rememb e red n o l es s t h an a d o zen t i mes
" W e' ll als o s end this y ear' s hand s o me g ift an no unc ement c ard d irec t ly to
eac h rec ip ient. ins c rib ed wit h vo ur na me. P leas e s end gif t ins truc tio ns to :
C i r c u l a t io n D e p t , M a n a g e m e n t A c c o u n t i n g , 1 0 P a r a g o n D r iv e ,
M o n t v a le N J 0 7 6 4 8 - 1 7 6 0 o r c a ll ( 2 0 1 ) 5 7 3 . 6 2 6 7 .

Your gi ftlsl may be tax deductible.

MANA GEM ENT ACC OUNT ING for a ye a r
MA.G S86
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be extrem ely help fu l. Wh ile th e ou tcom e of IRAs was still u n certain at th e
tim e this review was written , it ap p ears
that Keogh plans are no t go ing to b e ad versely affected. Th is b oo k, written by
an attorney with th e Research In stitu te
of Am erica, is ex tremely clear an d h elp ful a nd pr o v id es a "d o it y o u r self' a p proach. Any accountant interested in
this topic can , in fa ct , s et u p a K eo gh
Plan and ad m in is ter it u sin g th e in f o r-

mation in this volume.
AM K
Off the Books
Philip Mattera, St. Martin's Press, Inc.,
175 Fifth Ave., New York, N. Y. 10010,
1985, 160 pp.— "With the weakening of
institutions th at h ad b een overseeing relations an d set tin g st a n d a r d s in th e
work place, earn in g a livin g has taken
on a m uch greater d egree o f un certain ty
and in s t ab ilit y , " say s a u t h o r Ph ilip
Mattera. He ad dresses th e ever - growing
"off the b o o ks" wo r k in so cie ty to d ay ,
which is co n tr ib u t in g to th e u n d e rgro und eco n o m y . Un d e r g r o u n d em ploym ent is ap p ealin g to many people

S

becau se o f its flexible work schedule,
lu m p s u m pay r a t h e r t h a n h o u r ly
wages, and untaxed unreported incom e.
As h e no tes, m oonlighting has becom e a
very popular way to earn extra untaxed
cash in co m e. Who m oonlights? Usually
th o se persons involved in "under the tab le " e m p lo ym ent ar e w hit e m ale s w ho
are officially unem ployed —not in the
labo r force.
Th is u nm easurable, illegal, but profit m ak in g activity evades tax laws and
go vern m en t regulations and subverts
th e state's direct regulatory functions. If
y o u 're in terested in the unde rgro und
econ om y and its ram ifications, you'll
fin d this bo ok interesting.

KS
Learning Lo tus 1 -2 -3
Ed wa rd H Osborne, Business Resource
Center, Marietta College, Marietta, Ohio
45750, 1985, 60 pp. —This pam ph let,
wh en com b ined with a good self -study
co u rse, m ight well turn the personal
co m p u ter beginner into a functioning
Lo t u s user. Essent ially the book describ es wh at the Lo tus progr am can do

ee,youlift

and what com m ands accom plish each
des ire d t ask. A s t he aut hor sa ys in the
preface, "This book is designed for educational purposes only. It is not designed
nor should it be used as a substitute for
the m anual provided by Lo t us . " Reviewing the m aterial in this book before
wo rkin g with Lo t u s on a co m p u t e r
would be ver y helpful. W e recom m end
purchase of th is $6.95 publication for
any m em ber interested in Lotus.
AMK
The Ma ry Ball W ash ington
Forum Se ries in
Accounting Education
Edi t ed by Mi lt on F. Usry, University of
West Florida, Pensacola, Fla. 32514,
1986, 103 pp.— Containing six articles
by leaders in the accounting profession,
contents cover such subjects as tax reform , preparation and grading of t h e
CPA exam , and an im portant article by
Art hur Wy att , a m em b er of th e F ina ncial Accounting Stand ards Board, on
" E m e r g i n g T r e n d s in F i n a n c i a l
Reporting."
AMK

SAN DIEGO
'

MyANNUALINTERNATIONAL
CONFERENCE � oG� pTIO.Np�
JUNE21-2491987

8

Mark your calendar now to be with us at NAAs

Annual International Conference, June 21 -24,
1987. We're expecting it to be more exciting
than ever!
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Shadows and Mirrors
Earl K. Littrell, Contributing Editor

Just -in -Time Depreciation Approved by SASB

In a Technical Bulletin effective August 1, 1986, the Shadow Accounting
Standards Board authorizes use of a
new method of computing depreciation. Known as just -in -time depreciation, the new method allows technologically advanced companies to
make remarkably precise forecasts of
earnings. Also, negative depreciation
and asset status for accumulated deprec iat ion are covered by the
pronouncement.
Just -in -Time and Just - Enough
One of the SASB's top priorities is
to increase the level of consistency
between accounting principles. By
creating and approving just -in -time
depreciation, the SASB sharply increases consistency between inventory accounting and depreciation accounting. Using just -in -time inventory
technology results in appropriate
quantities— neither too much nor too
little —of inputs to a production process arriving just as the prior batch is
running out. This keeps production
running at planned levels while greatly minimizing inventory levels.
Depreciation, of course, has nothing to do with keeping the flow of production going. Instead, depreciation is
a major component of a company's
planned earnings flow. The just -intime depreciation method provides
the appropriate quantity of depreciation— neither too much nor too little —
at just the right time to keep earnings
flowing at planned levels.
To facilitate adoption of the new
method, the SASB's Technical Bulletin defines any switch from another
depreciation method to just -in -time as
a ch ang e in est imate an d not a
change in accounting method or prinMANAGEMENT ACCOUNTING /OCTOBER 1966

ciple. This precludes, of course, auditors from t aking excep tion to the
switch on grounds of consistency.
Also, the Technical Bulletin leaves intact man agem ent's discretion to
change planned levels of earnings.
Negative depreciation, for the first
time, is authorized by the SASB pronouncement. As the SASB points out,
on occasion actual earnings may not
be sufficient to reach planned earning
levels, and this permits depreciation
to give earnings a boast — just -in -time,
just enough. When depreciation is
negative, account titles such as "Depreciation Expense (Deficit)" or "Negative Depreciation" are to be used.
Use of the account title "Depreciation
Revenue" continues to be prohibited,
however,
Other depreciation provisions remain unchanged. For example, the
ceiling on accumulated depreciation
is still set at the original cost of the
associated asset less estimated salvage value_ However, a floor or lower
limit on accumulated depreciation has
never been set. The SASB Technical

Bulletin acknowledges that accumulated depreciation could go low
enough to have a debit balance, especially after frequent use of negative
depreciation. In that event, the account should be listed as an asset
with the title "Accumulated Depreciation," although other titles such as
''Deferred Dep re c iat ion " are
permitted.
A spokesperson for the Shadow Financial Managers' Institute praised
the SASB for its responsiveness to
the needs of managers engaged in
corporate financial reporting: "This is
exactly the tool we need to make our
financial reporting completely credible. What could be better than complete agreement between our forecasts of earnings and actual results?
The SASB's decision to link depreciation and earnings is nothing short of
pure brilliance!"
A financial analyst was equally enthusiastic: "For over a century, firms
have relied on depreciation as the primary source of cash flow. I've often
wondered if there could be some way
for depreciation to be just as helpful
with earnings. Now that hope can be
realized, perhaps even recognized,
with just -in -time depreciation. I doff
my hat to the SASB wizards!"
Dr. Littrell is professor of accounting
and information sciences at George
H. Atkinson School of Management,
Willamette University, Salem, Ore.
Shadows and Mirrors uses satire and
shadow bodies to comment on accounting issues. Insight from Professor Jack C. Bailes of Oregon State
University is gratefully acknowledged.

'Let's call it a standoff, Fenster. Your secretary put me on hold
for as long as my secretary put you on hold. "
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People in the News
assistant vice president— commercial
loans with the Savings Bank of Utica.

Promotions and New Positions

Hendrickson & Pullen.

Chester Walukiewicz and Gail Rolfe,
Alaska, have formed Creative Management Associates, Inc., Anchorage.

Robert E. Hampel, Evansville, NAA
Committee on Publications, 1986 -87,
has been named vice president— finance

Tyrone R. Bourguignon, Boston, is now
controller for Suburban Welders, Ashland, Mass.

I

Pit, 1 1 Q �

Barbara Swanson, Calumet, has been
named corporate controller of Van Leer
Containers.
HAMPEL

COOK

Evansville
Milwaukee
Charles Landes, Cincinnati, has been
admitted to partnership in the CPA of t he marketin g servi ces gro up of
firm of Spaeth & Batterberry.... James American Standard In c . . . . B rad D.
F. Whalen has been appointed corpo- Platts has been promoted to controller
rat e co n t ro l l er for Ci n ci n n at i of Keller Crescent Co.
Mircowave, Inc.
Susan Lachance, Green Mountain (Vt.),
Kathy McDowell, Cedar Rapids, was has been named comptroller of Rosenelected chief financial officer of MorA- thal Construction, Inc.
merica Financial Corp.
Rodney Matsumoto, Hawaii past presiRobert W. Horner, Central Pennsylva- dent, has been promoted to controller at
nia, was appointed vice president and Hawaiian Telephone Co.
chief financial officer of Peoples NationEdward R. Wallace, Houston-Bluebonal Bank of Central Pennsylvania.
net, was appointed a fellow of the FiJohn T. Ahern, Jr., Chicago, has been nancial Accounting Standards Board
selected as director of the School of Ac- (FASB) in Stamford, Conn. He was forcounting at DePaul University College merly audit manager in the Houston ofof Commerce. _ .. Laura L. Ballou is fice of Coopers & Lybrand.
now treasurer with Industrial General
Co rp orat io n. .. . Wayn e Bennett has Robert H. Johnson, Los Angeles, has
joined Continental X -Ray Corp. as vice joined Green Tree Capital, North Holpresident o f fi n an ce. . . . Grah am L. lywood, as executive vice president.
Hershman is now vice president —finance of Hawthorn Hotel Companies. James Higdon, Louisville, was promot... Stuart C. Wylie has been appointed ed to controller at Churchill Downs.
chief financial officer at McCarty &
Low's Inc., Northbrook_
Larry F . Weber, Mid - Missouri, was
named corporate controller at A. P.
William L. Bungard , Cuyahoga Valley, Green Refractories Co.
has joi ned Medina Doo r, Inc., as
James S. C ook, Milwaukee, was apcontroller.
pointed executive vice president for ValRichard L. Rundall, Des Moines, has uation Research Corp., Milwaukee.
been named vice president, book group
administrative services, with Meredith Stuart C. Gilbert, Minneapolis- Viking.
is now controller at Sterling Electric
Corp.
Construction_
Robert Larsen, Dubuque Tri- State, was
promo ted t o manager at McGladrey Robert Henitz, Mohawk Valley, is now
64

Michael I. Brown, New York, has joined
Action Tungsram, Inc., East Brunswick, N.J., as controller.
Stephen O. Alexander, .North Central
Ohio, is now controller with Fiesta Hair
Fashions, Columbus, Ohio.
Gary Bartholomew, Portland, is now assistant controller and budget director of
Harsh Investments.... Danny R. Jackson was named vice president of corporate services, Red Lion Inns.... Laura
King is now director of accounting at
American Network, Inc.
Dennis Moffitt, Redwood Empire, is
now corporate controller for RDE Restaurants, Inc.
Gary H. Bucholtz, Rochester, was promoted to manager, financial reporting
and budgeting, at Champion Products
Inc., Rochester, N.Y.
Carol Pieri, Rockford, was promoted to
vice president of Lorden Distributing.
... Mary Sujak has been elected assistant treasurer of Amcore Financial Inc.
Kathy G. Funk - Sherwin , San Antonio,
was named assistant con troll er at
Alamo Savings Association of Texas.
. . . F o rres t Smith has joined Gary
Pools as the assistant controller.
Jeffrey N. Layne, Wabash Valley, is
now assistant controller at Merchants
National Bank.

Kudos
R o b e r t N . A n t h o n y , Massa chus et t s
Rout e 128, has bee n elect ed to t he Accounting Hall of Fam e, Ohio State University, Colum bus, Ohio. Professor Anthony , a long - tim e NAA m em ber , was
fe a tu re d i n a M ANAG EMENT AC C O UNT -

ING article published in May.
Denn is R . Be resf ord, CM A, Cleveland
East, NAA vice president, 1984 -85, has
MANAGEMENT ACCOUNTING /OCTOBER 1986

been nam ed Acco u n tan t o f th e Year b y
Beta Alph a Psi Fratern ity . Mr. Beres ford is partn er in ch arg e o f acc o u n tin g
standards at Ernst & Whin n ey 's n atio n al office in Clevelan d . He is a m e m b er
of the NAA's M an agem e n t Acco u n tin g
Practices Co m m ittee.

Emeritus Life Associates (ELAs)
Walter R. Brent, New York,
Norman L. Campbell , Lansing- Jackson,
past president.
Robert G. Colvin, Los Angeles.
Leonard Conte, Merrimack Valley.
Gilbert J. Fox, Fort Wayne.
Philip L. Friest, Lake Superior.
Russell F. Gilbert, Milwaukee.
Leonard W. Hall, Rochester.
Irvin M . Hartlove, Baltimore.
C. Paul Haven , Member -at- Large, US A.
Fran k G . Heid en feld er, Ma co mb Cou nty Michigan.

August J . Hunte, Oakland -East Bay.
Morton Kaplan , Boca Raton Area,
Edward F. Leuschner, New York.
David N. Mesick, Minneapolis Viking,
past president.
Howard R. Miller, Member -at- Large,
USA.
James H. Miller , Akron Summit.
Wyly A. Moore, Orange County.
William U. Paul, Jr., Pittsburgh.
R. V. Pearson , Illowa.
Lowell B. Phillips, Chattanooga, past
president. Stuart Cameron McLeod Society (SCMS).
Ralph R. Rasey, Fox River Valley.
Robert E . Sanders, Des Moines.
Walter G. Thar], Seattle.
William B. Thatcher, Atlanta Central.
George H. Wadsworth, Waterbury, past
national vice president, 1966 -67. SCMS.
Charles W. Wallis, Massachusetts North
Shore Myrtle L. Wilemssen, Des Moines.
W. Fred Williams, Member -at- Large,
USA.
Delmar G. Wilsey, Raritan Valley.
Joseph H. Winfrey, Richmond- Jackson.

Lt ;'Memoriam
Harold B . Bassette, 88, Hartford, 1929.
Emeritus Life Associate (ELA).
Alvin B. Bigler, 84, Lancaster, 1946.
ELA.
Harold C. Bohimann , 74, St. Louis,
1953.

Harvey W. Bonawitz, 59, Lancaster,
When It's Important ...
1962.
Kells C. Carroll, Jr., 38, Southeast AlaMeasure Up
bama, 1984.
David J . Dudeck , 31, Harrisburg Area,
1977.
R.L. Flowers, 55, Zane Trace. 1968.
W.C. Hanley, 64, South Bay, 1966.
MICRO MAnaged Study Help
James D. Holloway, 37, Augusta, 1978.
Robert M . Husband , 66, Mid- Florida, - - - � 0 Wproitks forCMA,CIA,CPAExams
past president, 1958. Stuart Cameron
-0 CPA Review • multiple{hoice
McLeod Society (SCMS). ELA.
andessa questions
y
George Mayer, 61, Phoenix, 1964.
PassorRefundProgram..,CPAReview
Donald McNabb, 63, Bergen - Rockland.
1984.
- 0 PersonnelEvaluator
Frank B . Mummert , Jr., 70, Lancaster.
—
a Recruitment
1964. ELA.
Michael J . Powell, 70, Boston, 1959.
—0 IBMPC, AT,orcompatible
ELA.
� -0�Office�6�College�Packages
Richard N. Smit, 56, Seattle, 1969.
Robert I. Van Schaick, 61, Lehigh Valley, past president, 1957.

withMictvMash!

If you would like to pay tribute to
a deceased member of the Association, a fitting way might be to send
a tax - deductible contribution to
the NAA Memorial Ed ucation
Fund, 10 Paragon Drive, Montvale, N.J. 07645 -0433.

Circle number 14 on reply card.

ACCOUNTANTS:

Opportunity is Knocking ...
It's Your Turn to Answer!
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 nowto learn howthe newComprehensive 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. Harner toll free at 1 -800- 323 -9000: in Illinois call collect 312 - 898 -6868

COMPREHENSIVE
accounting

corporation

2111 Comprehensive Drive. Aurora, IL 60505
Circle number 16 on reply card.

MA 10

New Products /Services
Management Science America, Inc. has
introduced a new Billing Module to its
Accounts Receivable System designed
to man age cu st omer relationships
throughout the sales cycle. The Billing
Module features online and remote entry o f order info rmat ion, automatic
tracking of detailed sales history, comprehensive inquiry into the status of
open and closed orders, pricing, and
complete sales and use tax capabilities.
As part of Accounts Receivable, the
Billing Module ensures customers of
timely and accurate invoice generation
and information on outstanding receivables. For info rmat ion, con tact the
company at 3445 Peachtree Road, N.E.,
Atlanta, Ga. 30326, or call (404) 2392000.

Decision Ware's RightWriter Version 2.0.

Decisi on Ware, Inc. has rel eas ed
RightWriter Version 2.0, an automatic
document proofreader for the IBM PC
designed to improve business writing.
RightWriter uses artificial intelligence
to analyze d ocumen ts for errors in
grammar, usage, punctuation, and style
and to help shorten writing by indicating wordy phrases, weak sentences, and
overused words. The program uses over
2,200 rules and a 45,000 -word dictionary and also will point out the use of
cliches, redundant phrases, slang, passive voice, and jargon. After inserting
recommendations directly into the document text, RightWriter adds a summary to the end of the document. The summary is an overall crit ique which
includes measures of the document's
reading grade level, the strength of delivery, and the use of jargon. The sum66

mary also includes an analysis of sentence structure, and an alphabetical list
of misspelled and uncommon words.
RightWrit er wo rks wi th WordStar,
MultiMate, and 20 other leading word
processors. For more information, contact Pat DePree in Sarasota, Fla., at
(813) 952 -9211.
The Institute of Internal Auditors (IIA)
has introduced auditMASTERPLAN, a
menu - driven, five- module audit -planning software system. Each module of
auditMASTERPLAN enables internal
audit departments to manage several
important functions: a system management mod ule resets files and handles
such operations as the transfer of data
from auditMASTERPLAN files to other files; a risk factors management module permits definition and evaluation of
the impact of various factors on the timing, focus, and scope of possible audits;
an audit portfolio management module
permits evaluation ofthe relative importance of various auditable units and
their priority in the allocation of audit
staff resources; a personnel skills management module identifies skill levels to
permit orderly audit staff recruitment,
training, and assignment for present and
future needs; a long -term planning and
budgeting module permits development
of both an orderly definition of audit
goals and coverage and apportionment
of available staff resources to meet those
needs for up to six planning periods.
AuditMASTERPLAN operates under
MS -DOS and PC -DOS and is designed
for IBM/PC /XT /AT microcomputers
and several compatible PCs such as the
C OM P AQ DE S KP R O with 512K
RAM. For further information, contact
IIA in Altamonte Springs, Fla., at (305)
830 -7600.
State Business Systems, Inc. has released LISTER, a general purpose software accounting utility system that lists
and summarizes dollar transactions by
type of transaction. The system displays
transacti ons data on a pre - defined,
multi -line input screen showing the assigned transaction code, dollar amount,
type of transaction, and a description.

Elizabeth Warren, Editor

The user can review the data simply by
pressing one function key. Another
function key permits selected types of
transactions to be displayed with their
dollar totals. Other function keys can be
used to scroll up and down transactions
to review and /o r make corrections.
LISTER's various menu- driven options
allow transactions data to be copied, deleted, summarized, or consolidated and
merged into new files, The consolidation and merge options enable the user
to maintain year -to -date files from
monthly transaction files. The system's
printed reports will list all transactions
sorted by type, by only selected transactions, or by only the summary totals of
the transaction types. The user can enter report titles as needed. LISTER requires IBM PC or compatible, 256K
floppy or hard disk, DOS, and a printer,
which is optional. For further information, write to the company at 78 Alwat
Street, P,O. Box 848, Woodbridge, N.J.
07095, or call (201) 634-7137.

Telemark Technologies SMART LOCK
security system.

Telemark Technologies Corp. has introduced SMART LOCK, a security lock
system for computers office equipment,
printers, and electronic components.
SMART LOCK's three separate steel
cables are attached to separate, high -impact adhesive base -pads. One cable fastens to a table or wall and includes an
optional, one -way 'tamper proof screw'
which cannot be unscrewed. The other
cables attach to the unit(s) to be protected. A combination lock holds the
units together and affixed to the table or
wall. The cables have 3,500 -1b. strength
and are PVC coated to prevent scratchMANAGEMENT ACCOUNTING /OCTOBER 1986

ing. The base -pads' special adhesive has
800 lbs. resistance. SMART LOCK'S
lock combination can be changed or reset whenever an employee with access
leaves or in case the components have to
be repositioned. For further information, write to the company at 9450 Sunset Drive, Miami, Fla. 33173, or call
(305) 274 -5820.
ShareData has int roduced Investor
Tracking Capability (ITC), a PC -based
shareholder tracking software system.
ITC automatically processes common
stock and preferred stock issuances,
transfers, conversions, redemptions, and
stock splits while tracking critical shareholder information. Key statistics and
data can be retrieved from the system
either by shareholder name, certificate
number, or account number. To expedite shareholder voting, ITC automaticall y repo rts h o w man y vot es each
shareholder is entitled to, generates the
proxy letter, and tabulates the votes.
The user can learn at any point how
many votes have been cast, the status of
the votes, and which shareholders have
not voted. The system requires an IBM
PC or compatible computer with a hard
disk and a Hewlett- Packard Laserjet or
PostScript compatible printer for certificate printing. For more information,
write to the company at 333 W. Maude
Ave., Sunnyvale, Calif. 94086, or call
(408) 746 -3666.
CPAids has released its newest program, CPAids Time and Billing, a comprehensive software program for the
professional who bills on an hourly rate
and requires an efficient method for billing clients. The program follows client
billing software guidelines established
by the American Institute of CPAs and
features five methods for creating bills:
itemizing all business transactions, summarizing all transactions into one comprehensive charge, billing for a monthly
retainer fee, creating a bill using predefined codes and amounts, or creating an
original bill when a standard bill will
not do the job. The program allows for
a billing schedule with up to five billing
rates per employee and also lets the user
create a list of jobs that are chargeable
and nonchargeabl e an d a list of expenses to be incurred. Time and Billing
is capable of maintaining files for a staff
MANAGEMENT ACCOUNTING /OCTOBER 1986

American Telesystems' Message Information Center.

of between two and 100 members and of
billing up to 2,000 clients on a computer
using PC -DOS or MS -DOS operating
systems. It also lets a user update one
file while working in another file. Easy to- follow menus and clear on- screen
commands make the program simple to
operate. Time and Billing can be used
with the IBM Personal Computer, IBM
Personal Computer AT, IBM /XT and
their compatibles as well as with most
PC -DOS, MS -DOS, and CP /M 80 operating systems. For further information , contact the company in Kent,
Ohio, at (216) 678 -9015, or in Los Angeles, Calif, at (213) 479 -1222, or write
to CPAids, 11850 Wilshire Blvd., Suite
100, Los Angeles, Calif. 90025.
American Telesystems Corporation has
introduced Express Messenger, a computer -based electronic messaging system that provides both voice and text
messaging. The system consists of a
message information center, three workstation options (departmental messenger, personal messenger, or PC messenger), and a voice mess en ger. Th e
message information center provides instant access to a complete status and directory database of company personnel
by displaying the called party's location,
itinerary, job title, and departmental
function. The database also can display
customized prompting messages and

special comments such as messages regarding an expected call. Text messages
are recorded and sent to one of the three
workstation options or the calling party
can be transferred to the voice messenger. Departmental messenger units are
located according to intra- office traffic
patterns or departmental functions. Users can view messages at these units,
print hard copy, or enter data concerning their own location, itinerary, or
availability. Contact Robert Yellowlees,
president, American Telesystems Corp.,
6 Piedmont Center, Suite 608, Atlanta,
Ga., or call (404) 266 -2500.

Advertisers' Index
Accountemps .
Accounting Publications, Inc .
20
Da ta De s ign As s o c ia te s . . .
. ..
..
. ..
..
. ..
..
..
..7
Compre he ns ive Ac c ounting . . . . . . . . . . 65
Canon, USA
C -2
F a s t T a x ....
..
..
..
..
..
. ..
..
..
..
..
..
. ..
..
..
..
..
..
. ....
. . II
IBM . . . . . . . . . . . . . . . . . . . . . . . . . . 1 2 -13
Ma na ge me nt Ac c o unt ing . . . . . . . . . . . . 26
Mi c r oma s h . . . . . . . . . . . . . . . . . . . . . . . . 6 5
MS A. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 5
NAA Annual Conference
62
NA A C l a s s i f i e d . . . . . ..
..
. ..
..
..
. ..
..
..
..
. ..
..
..
32
NAA Conference Proce edings . .. .. .. .17
NAA Gift Subscription . . . . . . . . . . . . . 6 1
NAA Re s e a rc h Publica tion . . . . . . . . . . 59
O p e n S y s t e ms . . . . . . . . . . . . . . . . . . . . . . . 9
Robert Half
C-4
..... .
R o s s S y s t e.ms
..
. ..
..
..
. ..
..
..
..
..
. ..
..
..
..
. ..
..
..19
Security Pacific
C -3
.....Appraisers
..........
Society of Real .
Estate
. ..
..
.. 21
S o u r c e F i n a nc e . . . . . . . . . . . . . . . . . . . . . 5

67

Classified
COMPUTER
SOFTWARE
DEPRECIATION/FIXED ASSET CONTROL. IBM- PC/XT /AT and Compatibles. Federal, State and Book detail by
month. SL, DB, DDB an d ACRS m ethods. Detailed records, full screen editing,
custom reports, sorting, splitting & merging, variable FYE and more. $50.00. Visa/
MC accepted. Money Back Guarantee.
Softlink, 10 Avon Road, Binghamton,
N.Y. 13905. (607) 722 -4652.

PROFESSIONAL
OPPORTUNITIES
TIRED OF THE CORPORATE RAT
RACE? You can start your practice with
$30,000 in annual billing, the ability to
secure 10 to 15 new clients every month,
computer training and software. Call Accounts Unlimited for details at (800) 6422729; in N.J. call (609) 629 -2900.

Do you

want

FREIGHT
CHARGES

to reach

IS YOUR FI RM MAXI MIZING ITS
FREIGHT BUDGET? Allow our team of
freight distribution analysts to examine
your shipping documents. We provide a
complete package of pre - audit, post audit,
freight brokerage, and freight bill payment.
REMINDER: freight overcharges are recoverable for three years after services. For
information contact MDCA Traffic Group
(314) 487 -5221.

hundreds of thousands

of corporate
MISCELLANY

FINANCIAL
OPPORTUNITY
VENTURE CAPITAL sought by Canadian Companies — $50,000- $5,000,000. Contact: N.W. Capital Corp., P.O. Box 1044,
Sandy, Ore. 97055.

BOOK FOR
SALE
WHY SPEND $1,000 FOR A COST ACCOUNTING SEMINAR? We o ffer a $49
alternative: OPERATIONAL COST ACCOUNTING by Richard P. Mager, CPA.
This "nuts- and - bolts" referen ce cu ts

accountants

FOR SALE

with your

SOFTWARE FOR SEI/THRUST PAK
SYSTEM. Hardware: Data General CS/
10-C1, CPU with 64OKB memory, 25 MD
disk, 1.2 MB floppy disk, 2 CRT's, 180
CPS matrix printer. Price negotiable: Call
Bonny Thompson (319) 328 -3103.

product or service?

WANTED
WANTED: Advertisers who want to reach
tho usan ds of MA N A G EM E N T ACCOUNTING decision makers for only
$2.00 a wo rd. Whether you are buying,
selling, booking, or hiring, you will be
more effective in the MANAGEMENT ACCOUNTING Classified page. Contact
Doryne Gerstein (201) 573 -6275.

Rates: $2.00 per word, 15 word
minimum. Abbreviations, ZIP
codes, and phone numbers count
as one wo rd e ach. All classified
advertising must be prepaid.
Non- commissionable.

Copy: All advertising must be submitted in type written, doublespaced form. No telephone orders
accepted.

Closing Date: Deadline for copy is
the first day of the month preceding publication date.

Display Classified: One - twelfth
page (one column x 2% ") is available at $395.

Box Number: Inquire Classified
Dept.

Call Doryne Gersetin

(201) 573 -6275

Payment: Payment in U.S. funds
must accompany each order. Mail
copy to Doryne Gerstein, MANAGEMENT ACCOUNTING, 10 Paragon
Drive, Montvale, NJ 07645 -1760.
Acceptance: Publisher reserves
the right to accept or reject advertisements for MANAGEMENT Ac.
Classified.

Up to 50 words FREE to companies that are looking for employees
who hold CMA certificates and so
specify in advertisement.
'

ACCOUNTANT NEEDED to provide
accounting services to small businesses in
Camden County New Jersey. Responsibilities include write -up, tax returns, analysis
of results, consulting, and customer development. This is a ground floor opportunity. CMA required. Write CMA, P.O. Box
1753, Philadelphia, Pa. 19105.

STATE TAXES. Consultation by Los Angeles CPA on California and Massachusetts corporate income taxes. Representation, review of returns. RARs amended
returns. Box 301.

Up to six insertions

COUNTING

HELP
WANTED
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through the abstract theory of college textbooks. Definitions, formulas, charts, diagrams, sample documents and much more!
Deluxe hardcover. Send company letterhead to request a no -risk examination. A.
G. Merrick Publishing Corp., Box 8548,
Chicago, Ill. 60680.
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Measuring the progress of any
organization, especially a membership
organization representing a professional discipline, frequently requires a
consideration and an evaluation of the
intangibles that affect that organization
and that profession as well as the conventional facts and figures when management reports the results of its
stewardship for the year. Such is the
case with the National Association of
Accountants during 1985 -86.
While the NAA continues to be financially sound, with combined fund balances of nearly $6 million, while our
decline in membership was almost
completely arrested during the past
year and the CMA program continued
its growth, some of your Association's
most important achievements cannot
be measured so precisely and do not
appear in the financial statements and
statistics.
In April, under NAA auspices, representatives from 13 different organizations in the financial and accounting
fields met at the NAA offices in Montvale to discuss issues affecting the accounting profession. A wide variety of
topics was considered and intensively
discussed, including the standards setting process, certification programs,
membership requirements, international issues, and others. Attendees appreciated the opportunity to participate
and agreed that it was an event unique
in the annals of professional accounting groups. Never before had representatives from so many different groups
gathered for a meeting such as that.
Shortly before, about 30 NAA
members were privileged to attend a
two -day Washington briefing to discuss
important public issues with high -level
Washington decision makers, including,
arpong others, Senator Robert Dole,
Congressman Jack Brooks, Comptroller
General Charles Bowsher, and SEC
Commissioner Joseph Grundfest. Without exception, NAA members who at:

tended felt that the briefing was highly
worthwhile.
The Washington briefing served as an
important communications vehicle in
two directions. NAA members achieved
greater insight into the Washington
process, and many of the Washingtonians now have a better idea of what
NAA is and how it can be of service
and influence. One result of that
meeting was a contact established with
Congressman Joseph DioGuardi,
whose interview was subsequently
reported in MANAGEMENT ACCOUNTING.
We un derstand that another influential
Congressman, Jack Kemp, will distribute,
und er h is letterhead, copies of that
issue Of MANAGEMENT ACCOUNTING to
each m ember of the Senate and the
House of Representatives.
Durin g the year, NAA continued its
program of im portant conferences on
subjects of interest and concern to its
mem bers. The Controllers' Conference
in San Francisco drew several hundred
memb ers of NAA and its new Mem ber
Interest Group, the Controllers' Council. Also , NAA sponsored a conference
on "Cost Accounting in the '90s"
which was the first absolute conference
sell -out in NAA's history. Because of
th e u np recedented response, NAA has
recen tly p ublished the full proceedings
of the co st conference. NANs Annual
Internatio nal Conference held in
Nash ville was particularly notable for
its q uality program and for the outstan ding attendance. Attendance at the
Con feren ce was the highest for any
such conference in many years.
NAA also published a milestone
do cu ment in management accounting
this p ast year as Management Accounting Practices Statement No. 11), "The
Com mon Body of Knowledge for Managem ent Accountants." The MAP Committee, in publishing this important
docu ment, drew on the year -long efforts of a high -level ad hoc committee
app oin ted specifically to study the field
and rep ort its findings.
Recognizing the further need for
research into m anagement accounting
principles and practices to keep pace
with new technologies and processes,
NAA's Board of Directors and Executive
Com mittee authorized a major expansion in its research activities over the
nex t fo ur years. Called NAAs 'Bold
Step Fo rward;' it will seek to identify
areas wh ere major research efforts
co uld be valuable and to fund these

Herbert C. Knnortz

Robert L. Shultis

projects with up to $1 million. Steps
are currently under way to identify
such projects and appropriate
researchers.
In 1985 -86, NAA also funded three
research projects as support for the National Commission on Fraudulent
Financial Reporting (the Treadway
Commission). These were substantially
completed by year -end, and the results
have been communicated to the
Commission.
Many other activities of the Association during the past year are delineated
in detail in the sections of this report
which follow. It has been a privilege
this past year to lead the efforts of so
many dedicated volunteer and staff
members toward our goal of making
NAA the pre - eminent organization
devoted to the furtherance of the profession of management accounting.
Each administration builds on the efforts and accomplishments of its
predecessors and, in turn, leaves tasks
uncompleted for its successors.
Nevertheless, we feel 1985 -86 has
been a year of solid, diversified accomplishment. We are happy to have had
the opportunity to share this accomplishment with you. We also wish to
thank all of our members for their participation and support.
Respectfully submitted,

Herbert C. Knortz
President

Robert L. Shultis
Executive Director

RESEARCH
Major research initiatives were undertaken in the 1985 -86 year. Chairman
Baker's "bold step," approved by the Executive Committee in January 1986,
provides:
1. For a widely publicized commitment by the Association to spend
up to $1 million over a four -year
period ending June 30, 1990, for
research in management
accounting.
2. That the proposed research be "on
the cutting edge' of knowledge,
and yet application- oriented.
3. That the program be designed to
reach and encourage the best
academic and professional researchers, and
4. That the program further enhance
the professional image and stature
of NAA and its members.
Additional initiatives begun during
the 1985 -86 year that will impact future
research were:
1. The Executive Committee approval
on March 22 of the NAAICAM -I
jointly funded "Cost- Management
Systems" project. This is the largest
funded project undertaken in NAA's
history.
2. NAAs research facilities were offered in joint support of FASB's ongoing research efforts at a joint
meeting held in January 1986.
3. The promotion of the research efforts through a brochure entitled
'Research Opportunities in
Management Accounting:'
In connection with the promotion of
the research efforts, presentations were
made at NAA's annual international
conference in Nashville and the AAA
conference in August 1986 in New York
City.

To reflect the ongoing research activity
during the year 1985 -86, all research
projects have been classified into three
categories. They are:
1. Research reports and surveys
published
2. Research projects completed, expected to be published in late 1986
3. Research projects in progress added
during the fiscal year.
Research Reports and Surveys
Published'
A. Reports
Sales Forecasting Systems. Imhoff,
Feb. 1986.
The Use of Performance Measures. Edwards, March 1986.
Presenting Accounting Information to
Management. Douglas, Beed, March
1986.
The Use of Variable Costing in Pricing
Decisions. Schiff, Haessly,
Bruegelmann, Wolfangel, April 1986.
Decision Support Systems. Davis Stemp, Minkin, Thomopoulos,
Stemp, May 1986.
B. Surveys
The Use of Temporary Accountants.
July 1985.
CMAs Earn Superior Salaries. Nov.
1985.
How Secure Are Microcomputers?
March 1986.
Research Projects Completed
Decision Support Systems and
Management Accounting. Boer.
The Use of Mathematical Models. Lin,
Watkins
Management Incentive Compensation
Plans. Maher, Butler
Classification and Coding for Accounting Operations. Boer
Accounting for Costs as Fixed and
Variable. Mowen
Techniques in Inventory Management
and Control. Mecimore, Weeks
Quality Costs: Measurement, Planning
and Control. Morse, Roth, Poston
Research Projects in Progress
1. The Use of Advanced Office
Systems in the Financial Function of
an Organization - Arthur Young &
Co. Jointly sponsored with Digital
Equipment Corp.

2. Corporate Profitability and Logistics:
Guidelines for Distribution and
Financial Managers - Ernst & Whin ney. Jointly sponsored with the
Council of Logistics Management.
3. National Commission on Fraudulent
Financial Reporting. Three research
projects were undertaken by NAA.
The Commission believes these
studies to be valuable to its investigation into fraudulent financial
reporting:
a. Impact of Professionalism and
Codes of Conduct on Financial
Reporting. Landekich.
b. Surprise Write -offs: Financial
Reporting, Disclosure, and
Analysis. Schiff, et al.
c. Expansion of Non -Audit Services
and Auditor Independence.
Edwards.
4. The State of the Art of Cost
Management Systems Practice Seed, Howell. Jointly sponsored
with CAM -I.
5. The State of the Art of Cost
Management Systems Practice —
Literature Search. Mecimore,
Sullivan. Jointly sponsored with
CAM -I.
6. Cost Accounting for Factory
Automation. Bennett, Hendricks,
Keys and Rudnicki.
7 Expert System Study of Budget
Variance Evaluation. Boer.
8. Financial Performance Evaluation,
Financial Service Firms. NYU.
9. Should LIFO Be Adopted? A Guide
for Management. Schiff.
A change in staffing of the research
function also took place in 1985 -86.
Patrick L. Romano, CMA, CPA, who
previously managed the conference and
seminar activity for NAA, became research director. Steve Landekich, former
research director, who faithfully served
NAA for 15 years in that capacity,
resigned to undertake contract research
for NAA.

MANAGEMENT ACCOUNTING
PRACTICES
With regard to activity related to
Statements on Management Accounting
(SMAs), the 1985 -86 year may reason-

ably be considered the most productive
to date for the Management Accounting
Practices (MAP) Committee, and especially for its Subcommittee on MAP
Statement Promulgation. The following
four SMAs were published during the
year:
• No. 4B: 'Allocation of Service and
Administrative Costs"
• No. 40 "Definition and Measurement of Direct Labor Cost"
• No. 4D: "Measuring Entity
Performance'
• "SMAs: Statement of Purpose and
Operation'
At its meeting on June 3, 1986, the
MAP Committee approved issuance of:
SMA No. 4E, "Definition and Measurement of Direct Material Cost;' and SMA
No. 11), "The Common Body of Knowledge for Management Accountants
(CBOK) " Both Statements were scheduled for publication in August 1986.
Unlike other SMAs, the CBOK was not
developed by the Subcommittee on MAP
Statement Promulgation; it was the
product of work done by the Ad Hoc
Committee on the Common Body of
Knowledge for Management
Accountants.

The Subcommittee on MAP Statement
Promulgation is actively pursuing the
following projects:
• Allocation of the Cost of Capital
• Accounting for Indirect Production
Costs
• Allocation of Information Systems
Costs
• Cash Management
• Early Warning Systems
• Measurement of Profitability in
Financial Services Industries
On another front, the MAP Committee ensures that financial reporting
standard - setting bodies understand
management accounting perspectives on
issues before final standards are promulgated. The MAP Committee interacts
extensively with organizations such as
the Financial Accounting Standards
Board (FASB), the Securities and Exchange Commission (SEC), and several
international bodies. During the year, a
subcommittee was formed to evaluate
proposals by the recently created
Governmental Accounting Standards
Board (GASB).
The MAP Committee continues to be
represented on the FASB Emerging
Issues Task Force and is also represented
on the International Technical Standards
Committee of the American Institute of

al.,

Meeting in Montvale, N.J., in April at the Roundtable of Financial Reporting and Accounting to discuss the accounting standard - making process were these representatives: 1. -r,
Chad Piehl, National Society ofPublic Accountants; Charles G. Carpenter, American Accounting Assn.; Michael P. Cangemi, EDP Auditors Assn.; William E. Thompson,
Institute ofInternal Auditors; Thomas P. Kelley, AICPA; Frank 1.Giglio, American
Management Assn.; NAA President Herbert C. Knortz; Patrick G. Davey, Conference
Board; Ronald Kovener, Healthcare Financial Management Assn.; W. Fletcher Lutz, Assn.
of Government Accountants; Ronald L. Laing, FEI; Clyde Hampton, Financial Managers
Society, David Goldenberg, The Planning Forum; and NAA Executive Director R. L. Shultis.

Certified Public Accountants. In March,
the MAP Committee held its annual
meeting at the offices of the FASB and,
in conjunction therewith, joined representatives of FASB and GASB at a dinner.
The chairman of the National Commission on Fraudulent Financial Reporting
and a representative of the SEC chief accountant met with the Committee at the
June 3 meeting.
Illustrative of the range of issues on
which comment letters were issued during the year are: Accounting for Software (FASB); Regulated Industry Issues
(FASB); Nonrefundable Fees and Costs
Associated with Loans (FASB); Reports
on Application of Accounting Principles
(SEC); Objectives of Financial Reporting
(GASB); Special Assessments (GASB);
Ethical Requirements (International Federation of Accountants); and Disclosure in
Financial Statements of Banks (International Accounting Standards Committee).
Plans for the future include an accelerated effort to enhance visibility and
acceptance of Statements on Management Accounting. One example is a
meeting with authors of cost accounting
and management accounting textbooks
to be held in conjunction with the
annual meeting of the American Accounting Association. Given the SMA. projects in progress, those being considered
(including heretofore untouched areas
in the Framework for Management Accounting — Concepts and Management of
Accounting Activities), and the major proposals scheduled to emerge from the
FASB et
1986 -87 looks to be a year of
opportunity and challenge.

SPECIAL CONFERENCES
Three Special Conferences were held
during 1985 -86. All three were well attended and drew a favorable response
from the participants.
The Seventh Annual Controllers' Conference was held at The Mark Hopkins
in San Francisco, October 23-25, 1985.
Using the theme, "Forging a Link for
Growth and P *ofit," this two- and -onehalf -day conference presented an outstanding group of speakers who explored the problems of charting a course
of growth for companies in today's
competitive environment.
Going back to its roots, as one participant put it, NAA presented "Cost
Accounting for the '90s: The Challenge
of Technological Change" at the Parker

House in Boston on April 28-29, 1986.
Probably one of the most successful
conferences in NAAs history, both
from a technical and attendance standpoint, this conference drew many
favorable comments. Several requests
for repeating the topic or making it an
annual event have been received. This
is now under consideration. The proceedings from this conference have
been printed and are available for purchase. As a result of including a
membership application form in the
conference brochure, approximately 60
people joined the Association while
registering for the conference.
On May 5 -6, 1986, NAA, in conjunction with Peat Marwick, presented a
joint conference entitled, "Corporate
Financial Management,' This program
was also held in Boston. The success of
this program has led to a decision to
present this type of conference on a
semiannual basis.
Conference activity for 1986 -V has
already increased 100 percent. There are
currently five conferences in various
stages of planning for that period.

PROFESSIONAL EDUCATION
PROGRAM
The level of involvement with the Professional Education Program (PEP) held
steady during 1985 -86. Five locations
were used. The attendance at one program, New York, was disappointing.
As a result, programs scheduled for
New York in 1986 -87 and 1987-88 have
been rescheduled to other locations.
The other four programs were very well
attended. As a result, budgeted attendance and revenues were at break -even.
Several new courses were added during the year, and several older courses
were revised and updated. Approximately 1% people joined the Association as a result of including a membership application in the professional
education program brochure.

PROFESSIONAL AND
EDUCATIONAL SERVICES
Summary of Education Activities 1986 -87
PEP — Professional Education Program
Five locations annually, 18 courses
each location

Dart of the 250 -plus participants of Cost Accounting for the '90s conference in Boston.
Conferences —
Annual International Conference —
June 23-25, 1987
Annual Controllers Conference —
Oct. 8 -10, 1986
Annual Cost Accounting Conference —
Feb. 26-27, 1987
Special Conference —
• Just in Time Inventory Systems —
Oct. 30, Nov. 14, Nov. 24, and Dec.
16, 1986
In -House Programs —Based on PEP —
Available to Companies and Chapters
Professional Development—Video
assisted programs —7 available
Technical and Professional Development
meeting outlines -25 available
Special Video Network Editions—
• Program tape of three segments
• Highlights of the Cost Accounting
Conference
Self- Study — Several courses available
New Ethics Film — available October 1986
Highlights on 1985 -86 year —Nat Naddeo
report to Board of Directors Videotape
for Chapters available September
Video Network — Several chapters are
subscribers
Ten video training films available from
NAA library this fall
Access, through NAA library, to computerized databases
ACE Program and Member CPE recording on NAA computer

CHAPTER AND COUNCIL
RELATED ACTIVITIES
Periodic mailings were made to chapters during the year to provide awareness of the services offered by the
Education Department.
As a result of the promotional brochure
explaining the Acknowledgment of the
Continued Education (ACE) program,
more people took advantage of acquiring a certificate this past year. Requests
for certificates for 1985 -86 are still being
processed.
The CPE database was expanded during the year. Each chapter was mailed
forms which could be used to record attendance of members at technical
meetings and professional development
meetings. These forms, when mailed to
National, provide the basis for maintaining continuing education credit activity
for chapter members. The CPE database
now encompasses all continuing education activities from the following sources:
NAA Video Network
Professional Education Programs
Special Conferences
Annual Conference
Chapter Technical Programs
Chapter Professional Development
Programs
Any chapter or chapter member may
now request a printout of activity by
contacting the Education Department.
The database now comprises approximately 3,000 members, and is expanding
daily.

NAA VIDEO NETWORK
Subscribers to the NAA Video Network continue to make full use of its
materials for educational training purposes. Experience has shown that the
companies which benefit most from the
network are those that have a formal
education training program in operation. An increasing amount of the program content during the past year was
obtained from conferences sponsored by
NAA.

SELF -STUDY PROGRAM
Several new self -study courses were
introduced during the 1986 fiscal year:
"Responsibility Accounting and Reporting;' "SEC Accounting and Reporting,"
and the Micro - Mastery Learning System,
featuring a hands -on software training
program for LOTUS 1 -2 -3. The latter
course was presented in four versions:
budgeting applications, business
graphics, file handling, and keyboard
macros. This series proved to be the
most popular set of courses in our program during the fiscal year.

President Herb Knortz introduces Sen. Bob Dole, Senate Majority Leader, in Washington
where NAA leaders attended a special briefing with congressional representatives and
administrative officials on the deficit, tax reform and accountants' liability.
media coverage and newsletters of local
chapters.
To provide focused attention to the
needs of local chapters, the Public Relations Committee approved the addition
of an assistant to the Public Relations
Manager. The assistant joined the Public
Relations office September 2, 1986. The
assistant will also provide public relations support to the CMA image awareness program.

PUBLIC RELATIONS
A primary objective of the Public
Relations Department is to enhance the
image of the Association, its various
committees, and its members. Dissemination of press releases, media advisories, exclusive interviews, and timely
responses to press inquiries have led to
major features, including numerous
front -page articles, in prominent national and international media. A representative sample of coverage includes ABC
Television ( "Good Morning, America'),
The Wall Street Journal, U.S. News & World
Report, The New York Times, Business
Week, Investment DeaIer's Digest, Forbes,

Industry Week, Journal of Accountancy,
Automation News, CPA Newsletter, AP,
UPI, Dow Jones News Services, Reuters
Bureau of National Affairs, World Ac-

counting Report, Journal of Commerce, Cash
Flow magazine, Sun Features Syndicate,
The New Accountant, Crain's Business,
Knight - Ridder News Syndicate, as well
as numerous local print and electronic
media.
The Public Relations office launched
NAA's first "Syndicated News" among
its 350 chapter Public Relations and
Communications Directors to enhance

ACADEMIC RELATIONS
The Academic Relations Program has
grown through the expansion of many
of the programs started by the Committee on Academic Relations. The committee added several new activities during
the 1985 -86 year.
The second Management Accounting
Symposium was held in Orlando,
Florida, from March 20 -22. The symposium program is co- sponsored with
the Management Accounting Section of
the American Accounting Association.
Fifty representatives of academia and industry participated in the discussion of
management accounting cases presented
by IBM Corporation, Monsanto Company, and Ramada Inns, Inc. The symposiums have been enthusiastically
received by accounting educators. Two
symposiums are planned for 1986 -87.
An outgrowth of the symposiums has
been the publication of a casebook with
a separate instructors manual. These
published cases are suitable for use in
management accounting classes. The
casebooks from the first two symposiums have been distributed to
educators who have found them to be

very useful.
During 1985 -86, more than 22,000
copies of the Management Accounting
Campus Report were distributed. This
publication presents to the accounting
community useful information on careers
in management accounting, recent
developments at the NAA, and short
management accounting cases.
Doctoral dissertation grants to two
outstanding doctoral students in
management accounting were awarded.
This program is helping to stimulate an
interest in management accounting and
management accounting research
among doctoral students in accounting.
As part of the Committee's effort to
improve the Management Accounting
Coordinators Program, coordinators in
the Atlanta area were invited to meet
with the Committee. The coordinators
contributed many suggestions on how
the NAA can help them in promoting
careers in management accounting. The
Committee will continue to meet with
small groups of coordinators in the
future.
The Committee established a "thank
you" program by writing letters of appreciation to the supervisors of those
academics who served on NAA committees. This program has had a favorable response from academics and their
supervisors.
The first three years of the program
were supported by Stan Hunt, first as a
loaned executive from General Mills and
later as consultant to NAA. The administration of the program now has passed
to Hadassah Slominsky, hired at the end
of the year as Manager of Academic Relations to carry on the work of Stan Hunt.

The year just com pleted h as been a
successful one for ICMA. The year began
with a num ber o f significant chan ges.
The changes includ ed a n ew nam e, th e
Institute of Certified Management Accountants; a m ove from Ann Arb or,
Michigan, to the NAA facilities in Montvale, New Jersey; a new computer -based
informatio n system; an almost comp lete
turnover in the office and administrative staff; and a n ew grad ing staff. As
the year passed, ICMA h as ab so rb ed
the changes an d is p utting d own ro ots
in its new locatio n. Th e n ew staff is
competent and d ed icated; th e new in formation system is working as designed;
the office d esign h as impro ved overall
operations; an d the new graders are
performing effectively.
In keeping with the chan ge of the
designation's name to Certified Management Accountant, a new certificate was
prepared. This certificate, issu ed for the
first time in 1986, h as replaced the term
"Certificate in Man agement Accounting"
with "Certified Management Accountant"
The new certificate and the In stitute's

new name more clearly identify the
nature of the CMA program to accountants and th e general public.
The CMA program continues to make
progress. Another milestone was reached
in 1985 -86 when over 1,000 certificates
were awarded. The number of CMAs
now exceeds 6,400. Currently there are
almost 15,000 participants in the program. In excess of 6,000 participants
registered for the examinations given
during the year. The level of activity is a
positive sign that the ICMA is on the
path to its target of over 10,000 CMAs
by 1990.
During the year, most of the ICMAs
regular activities have continued, including pro motion of the program. The promotion was carried out through NAA
chapters, by the use of advertisements,
and to students and faculty through the
activities of NAAs Academic Relations
program. As part of the overall promotion program, the Regents' Assistance
Committee is developing materials to be
used to improve the promotion of the
program to corporations.
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PUBLICATIONS
During 1985 -86, Publications was
responsible for editing, typesetting,
printing, and distributing seven new
research reports and four Statements on
Managem ent Accounting (SMAs). One
large book— Proceedings of a Conference on
Accounting in the '90s —was produced in
one month, utilizing computer tapes
furnished by a transcription service and
our own department's computer composition facilities. MANAGEMENT

ACCOUNTING —the single most important
NAA communications medium, reaching
every member every month — continued
to improve in content and appearance.
To further expand its area of influence
in the accounting community and to
reach nonmembers as well, copies were
sold at New York City newsstands over
a three -month trial period. Advertising
revenues continued to increase over last
year, but revenues from subscriber list
rentals fell off considerably because of a
sluggish economy. The Comprehensive
Publication Service expanded greatly,
exceeding budget by 88 percent, while
revenues from new subscribers also increased—by 16 percent. Working closely
with the Committee on Academic Relations, Publications produced two issues
of Management Accounting Campus Report,
which were distributed to m ore than
23,000 students and faculty members
nationwide. As the year ended, plans
were being m ade to add a Macintosh
Plus computer and LaserWriter Plus
desktop publishing system , which will
improve all NAA departments' visual
communications.
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MEMBER INTEREST GROUPS
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Controllers Council
NAA's Controllers Council initiated its
job referral service and published its

MEMBER SERVICES
Community Responsibility
Participation by chapters and members in NAA's response to community
needs increased. Of the 331 chapters,
235 submitted Community Responsibility Annual Reports.
Among these, 133 chapters reporting

u

first annual directory of Who's Who
Among Controllers Today during 1985 -86.
The Council also commissioned an
original research project during the year
to investigate the roles of corporate
audit committees, especially with regard
to receptivity to "whistle- blowers" and
experience with cases of management
fraud and white collar crime. This
research helped to enhance the
awareness of controllership activities
and the management accounting profession in corporate audit committees
across the country.
In addition, the results of the Council's survey on business ethics received
wide publicity in the general business
press, and the suggestions for improving the accounting rule- making process
that were made by members of the
Council were well received at the Financial Accounting Foundation and the
Financial Accounting Standards Board.
The Council continued to grow, and
by the end of the year it consisted of
over 3,000 controllers and chief financial
officers of companies of all sizes in all
industries.
Business Planning Board
NAAs Business Planning Board also
initiated its job referral service during
the year, and the Board published its
first annual directory of Who's Who in
Business Planning Today.
Major research projects for the year
included interviews with corporate planning executives designed to determine
norms in planning practices by size of
company and to share tips on how to
overcome resistance to planning by line
managers.
In addition, the Board published information on how planning meetings
are conducted at ten of the nation's
largest corporations.
This small, but elite, group of 1,300
consists of executives who are directly
involved in planning the futures of their
companies.
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At the Annual Conference in Nashville, Council Principals met with the Committee on
Council Operations.
on Management Advisory Service said
that 2,886 hours of member service had
been provided for counseling disadvantaged small- business people. A total of
2,699 hours of member service brought
educational training to 6,357 entrepreneurs in 146 programs.
The $83,%0 dollar value of these NAA
volunteer programs only begins to relate
their true worth, and represents only
part of the chapters' total Community
Responsibility Programs.
Evaluators representing the Chapter
Operations Committee and the Stuart
Cameron McLeod Society reviewed
Community Responsibility Annual
Reports and judged that the Birmingham-Vulcan, New York and San Antonio
chapters would all be awarded S. Alden
Pendleton Awards. Boise, Buffalo,
Grand Rapids, Richmond - Jackson,
Rochester, Syracuse, and Tulsa chapters
also had excellent reports and were
awarded Distinguished Service Award
Certificates.
Accompanying their Annual Community Responsibility Reports, more
chapters (50) submitted applicants for
the Stuart Cameron McLeod Society
scholarships than ever before. The
awards ($1,250 each) went to Edwin J.
Vandeven (University of MissouriColumbia) entered by the Kansas City
Chapter, and Lynn Hollenbeck (Millikin
University) submitted by the Sangamon
Valley Chapter.
The committee invited chapters to
share a request from the Small Business
Administration for volunteers to help
revise its Business Development
Publications. More than 115 NAA
members volunteered.

Student Affiliate Groups
By their very nature, student membership statistics are always in a state of
flux. Nonetheless, at year -end there
were 6,898 student members, an increase over 1985. The big student story
in NAA in 1985 -86, however, had to do
with chapters' activities with students.
At year -end, 105 NAA Student Affiliate Groups were being sponsored by
chapters. Among their activities were
leadership training, speaker and seminar
programs, newsletters, job search training, and community service projects.
The Committees on Chapter Operations, Academic Relations, and Membership and Marketing have an eye to the
future in their efforts to increase student
membership and the delivery systems
which assure quality student programs.
Student Affiliate Groups have been the
best method, and reports from chapters
suggest that 50 more Student Affiliate
Groups may be officially sponsored by
chapters in 1986 -87.
Chapter Charters
The year 1985 -86 was one of consolidation in some areas.
The Long Island Nassau and Long
Island Suffolk chapters were merged as
the Long Island Chapter.
The Portland Columbia and Portland
Willamette chapters were merged as the
Portland Chapter.
The Western Wayne and Detroit
chapters were merged as the Detroit
Chapter.
Two charters were recalled due to the
lack of leadership.
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COMBINED BALANCE SHEET
June 30, 1986 and 1985
(In Thousands)

1986

See notes to comb in ed financial statem en ts

$

$

Combined

8
328

$ 1,701
6,732

$ 1,470
5,936

1

445
6,335

501
6,465

-

-

-

444
6,335
1,104
198
11,042

982
4,154

Combined

-

-

487

3,882

-

1,509
3,895

-

150

(1,254)

-

711
2,250

-

198
15,411

188
14,560

1,509
3,895

1,615
3,950

3,539
63
437
9,443
1,599

3,882

487

3,539
63
437
9,443
5,968

3,607
44
302
9,518
5,042

$11,042

3,882

487

$15,411

$14,560

$

LIABILITIES and FUND BALANCE
Accounts payable and accrued expenses . . . . . . . . . . .
Bo n d s p a y a b l e ( n o t e 5 ) . . . . . . . . . . . . . . . . . . . . . . . . . . .
Deferred revenu es
Membership d ues . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Re s e a r c h c o n t r ib u t io n s ( n o t e 1 ) . .. . . . . . . .. . . . . . . .
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
To t a l lia b i lit ie s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Fund balan ce . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$

$

ASSETS
Ca sh ( no te 1) . .. .. . . .. .. .. .. . .. .. .. .. .. . .. .. .. .. .
Mar ke ta b le se cu r it ie s at c o st ( n o te 2 ) ... .. .. .. .. .. ..
Receivables net o f allowance for doubtful
accounts ($20 and $28) . . . . . . . . . . . . . . . . . . . . . . . . .
Plant, pro perty , eq uipm ent an d software (no te 3) ...
Due from (to) fun ds . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Reserve
Fund

1985

Memorial
Education
Fund

-

Current
Operating
Fund

NATIONAL ASSOCIATION OF ACCOUNTANTS AND AFFILIATES

COMBINED STATEMENT OF REVENUES AND EXPENSES AND CHANGES IN FUND BALANCE
Years Ended June 30, 1986 and 1985
(In Thousands)

1986

Memorial
Education
Fund

-

Combined

Combined

$ 6,912
733
1,372
239
533

$ 7,016
605
1,368
82
395
44
913

1,066
1
26
329
76

-

-

-

-

-

-

-

-

-

-

-

$

-

$

-

-

1,066

-

-

-

-

-

1
26
341
300
113
4
13
11,653

-

12
(2)
-

-

226
113
-

4
11,300

339

21

11,225

1,221
630
126
1,880
398
343
91
842
200
238
108
268
529
132
1,752
698
1,103
215
834
11,608

339

(7)

428

37

3,412

167

5,042

4,634

161

371

-

-

-

-

-

-

-

-

1,046
255
191
158
266
514
94
1,681
811
1,062
232

-

-

-

-

-

-

-

-

-

-

-

-

-

-

1,046
255
191
158
266
514
94
1,681
811
1,041
232

15
11,645

1,172
732
133
2,074
402
402

-

1,172
732
133
2,074
402
402

14

-

EXPENSES
Payments to chapters
Pro fessi on al ed ucat ion p ro gram .. ... .. .. ... .. .. ... .. ..
Technical informati on and li brary .... ......... .........
Tech n i cal p u b l i cat i o n s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
M emb e r i n t eres t gro u p s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
An n u al co n f ere n ce . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
In t ern at i o n al co n feren ce . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
IC M Ap r o g r a m . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Research fund expenditures . . . . . . . . . . . . . . . . . . . . . . . . . .
Management accou nti ng p ract ices ... ... .... .... .... ...
Acad e mi c rel a t i o n s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Mark et i n g an d members h i p . .. . . . . . . .. . . . . . . . .. . . . . . . .
C h a p t er o p e ra t i o n s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Pub li c rel ati on s and promoti on .. .. ... .. ... .. ... .. ... ..
Accounting, information services, and general office.... .
Oc cu p a n cy c o s t s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Ad mi n i s t ra t i o n . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
M ee t i n gs p l an n i n g . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
National office relocation expense .....................

-

-

13

23
478
595
111
-

$ 6,912
733
1,372
239
533

-

-

-

-

-

-

-

21

-

11,204

-

REVENUES
M e mb e r s h i p d u es . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Pro fessi on al ed ucati on program . ... .. ... .. ... .. ... .. ..
Advertising and sales of publications ..................
M emb e r i n t eres t gro u p s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
An n u al co n f ere n ce . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
In t ern at i o n al co n feren ce . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Institute of Certified Management Accountants .........
Research fund contributions applied ...................
Acad emic relati on s s ympo si a . .. .. .. . .. .. .. .. . .. .. .. .. .
Interest and dividends on investments .................
Gain (l o ss ) o n s ecu rit y s ales . . .. . .. . .. . .. . .. . .. . .. . .. .
Regis trati on fees fo r membersh ip .. ..... ..... ..... .....
Do n at i o n s r ec ei ved . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
M i s c el l an eo u s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Reserve
Fund

1985

-

Current
Operating
Fund

%

EXCESS (DEFICIENCY) OF REVENUES OVER
EXP E NS ES . . . .. . . . . . . . . . . .. . . . . .. . . . . .. . . . . .. . . . . .
FUND BALANCE, BEGINNING OF YEAR .............
CAPITAL ADDITION
Bu il di ng fun d co nt rib ut io ns . .. .. .. . .. .. .. .. .. .. .. .. .
National Association of Accountants
Memorial E ducat ion F und, Inc . ..... ..... ..... .....
TRANSFERS
ICMA special promotio n program ... .... .... .... ....
Dat a b as e l i b ra ry . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Reimbursement of funds advanced . . . . . . . . . . . . . . . . . .

1,463

(161)

161

FUND BALANCE , END OF YE AR ......... ...........

1,599

3,882

-

-

161

337
-

-

-

337

-

5,968

$

487

$

$

$

$

-

-

-

(10)
-

See notes to combined financial statements

-

(30)

10

-

30

5,042

NATIONAL ASSOCIATION OF ACCOUNTANTS AND AFFILIATES

COMBINED STATEMENT OF CHANGES IN FINANCIAL POSITION
Years Ended June 30, 1986 and 1985
(In Thousands)

1986

Combined

96

$ 339

$ (7)

$ 428

526
(76)

(226)

2

526
_(300)

343
(595)

546

113

(5)

654

(215)

6,709
211
(89)
7,377

1,861

110

8,680
211

73
2,047

16
121

9,545

28,803

6,491

2,245

440

9,176

24,709

15
381

—

37

28,758
260
—

—

—

1
441

55
185
9,812

337

498

371

231
1,470
$1,701

1,016
454
$ 1,470

—

—

—

—

—

55
184
7,126

$

935
327
1,406
50
731
28,158

—

15
381

—

Funds applied
Purchases of marketable securities ...................
Purchase of furniture, equipment and software
Building.......... ...............................
Other ............ ...............................
Increase in land and construction costs ...............
Decreas e i n b o nd s payabl e .. . .. . . .. . . .. . .. . . .. . . .. . .
Other.............. ...............................
To t al fu n d s ap p l i ed . . . . . . . . . . . . . . . . . . . . . . . . . . .

—

Proceeds from sale of marketable securities ...........
Other.............. ...............................
Decrease (increase) in interfund advances ............
To t al fu n d s p ro vi d ed . . . . . . . . . . . . . . . . . . . . . . . . . .

—

Total funds provided from (used by)
op erat i o n s . . . .. . . . . . . . . . . . . . .. . . . . . . . . . . . . .

Combined

—

$

—

Reserve
Fund

—

Funds provided
From operations
Excess (deficiency) of revenues over expenses . . . . . .
Add (deduct) items not requiring
(providing) funds
Depreci ation and amortizatio n ..... ....... .......
(Gain) loss on sale of marketable securities....... .

1985

Memorial
Education
Fund

—

Current
Operating
Fund

2,245

161

Tran s fers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

(121)

131

Net increase (decrease) in cash .................
Cash balan ce, begin nin g o f year .. ... ... ... ... ... ... ...
C as h b al an ce, en d o f year . . . . . . . . . . . . . . . . . . . . . . . . . . . .

291
420
$ 711

(67)
1,049
$ 982

—

Cap it al ad di t io n s . . .. . .. . . .. . .. . .. . . .. . .. . .. . . .. . .. . .

See notes to combined financial statements

$

7
1
8

—

—

_ ( 10)

NOTES TO COMBINED FINANCIAL STATEMENTS
June 30, 1986

Note 1 - Summary of significant accounting policies
The combined financial statements include the funds and accounts
of the National Association of Accountants (Association) and its affiliates, the National Association of Accountants Foundation, Inc.
(Foundation) and the National Association of Accountants Memorial
Education Fund, Inc. (NAAMEF, Inc.) (See notes 6 and 7). The combined financial statements do not include the funds and accounts of
chapters, regional councils, and the Stuart Cameron McLeod Society.
In addition, the Association formed two new corporate entities, the
National Association of Accountants, Inc. (NAA, Inc.) and the Institute
of Certified Management Accountants, Inc. (ICMA, Inc.). Effective
July 1, 1986, the ICMA, Inc. will assume control of the certificate
program and the NAA, Inc. will assume control of the remaining
operations of the Association. These two entities had no activities
during the year ended June 30, 1986.
Current Operating Fund
Revenue recognition
Membership dues are recorded as revenue during the applicable
membership period and no portion of such dues is allocated to
subscription revenues in the combined financial statements. Registration and examination fees are recorded as revenue when the related
program or examination takes place. Advertising revenues are recorded
as revenue when the applicable publications are issued.
Plant, property, equipment and software
Plant, property, equipment and software are recorded at cost. Plant
and equipment are depreciated on the straight -line method over their
estimated useful lives. Software is amortized on the straight -line
method over a period of five years.
Reserve Fund
In June 1982 the Board of Directors approved future expenditures
from the Reserve Fund for two purposes:
1. For the acquisition of land and the construction of a building in
Bergen County, Northern New Jersey,and moving and related
costs as required, for which $2,000,000 was transferred to the
Operating Fund. In 1985 and in 1986, the Reserve Fund was
reimbursed in the amounts of $371,000 and $161,000,
respectively.
2. The implementation of a comprehensive marketing and promotional effort for the Certificate in Management Accounting Program in the amount of $300,000. As of June 30, 1986, $278,074
had been expended.
Reserve Fund cash is held by a broker and earns interest at a rate
which approximates the 30 -day dealer commercial paper rate_
Memorial Education Fund
The Memorial Education Fund was established for the purpose of
supporting and furthering the educational goals of the Association.
Contributions for such purposes, and income earned on the Fund's
investments, are recorded in the Fund. The Board of Directors approved a policy that once the Fund reached $100,000 the earnings on
the fund investments may be expended. The Fund is administered
by a committee of trustees certain of whose actions are subject to the
approval of the Executive Committee.
During the year ended June 30, 1986, $10,000 was expended for a
database library system. At June 30, 1986, $62,654 was available for
future expenditures.
On April 9, 1986, NAAMEF, Inc. was the recipient of a bequest
from the late Stuart Cameron McLeod, the first secretary of the
Association, in an amount approximating $330,000. The income of
the fund is to be used for scholarship programs. The column identified
in the financial statements as Memorial Education Fund includes the
accounts of both NAAMEF, Inc. and the Memorial Education Fund.
(See Notes 2 and 7.)
Research Fund
The Research Fund, which is administered by the Committee on
Research, was established for the purpose of providing funds for the
expansion of the research activities of the Association. The policy of

the Association is that funds contributed for research be included in
the Current Operating Fund and that expenditures for research will
come first from the amount of the Association's annual budget for
this purpose. Any excess expenditures will be charged to contributed
funds and remaining contributed funds will be deferred and committed
to future research expenditures. Funds contributed for research with
a specific dedication or restriction to a specific research subject or
project will be considered restricted funds and accounted for as such.
The following is a summary of transactions affecting deferred
research contributions for the 1986 fiscal year:
(In Thousands)
Ba la n c e J u ly 1, 1985 . . . . . . . . . . . .. . . . . . . . . . . . . . . . .. . . . . . . . . . . $ 44
C o n t r ib u t io n s r e c e ive d . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16
In te re s t Ea r n e d . .. .. .. . .. .. . . .. . .. .. . .. .. .. . .. .. . .. .. . .. .. .
4
64
Research Fund contributions applied . . . . . . . . . . . . . . . . . . . . . . . .
1
Ba la nc e Ju n e 30, 1986 .. . . .. . . .. . . .. . . . .. . . .. . . . .. . . .. . . . .. . . $ 63
Income Taxes
The Association is currently exempt from Federal Income Tax under
Internal Revenue Code Section 501(c)(3). Such organizations, however, are subject to tax on unrelated business income, i.e., income
not related to the exempt purpose of the Association.
Note 2 - Marketable securities
Following is a summary of marketable securities by fund as of June
30, 1986 and 1985.
(In Thousands)
1986
IlnrPali7ed
Fund
Cost
Market
Gains
Losses
Current Operating .......
$2,250
$2,250 $ $ Res erv e . ... .. ... ... ... ..
4,154
6,089
1,982
47
Memorial Education ......
328
340
12
$6,732
$8,679 $1,994
$ 47
-
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1985
Fund
Current Operating .......
Res erv e . ... .. ... ... ... ..
Memorial Education ......

Cost
$2,392
3,544
$5,936

Market
$2,425
4,284
$6,709

Unrealized
Gains
Losses
$ 33
$ 754
14
$787
$ 14

The investments reflected above as the Memorial Education Fund
are those of NAAMEFF. Inc. and represent the bequest received during the year.
The amounts shown above as investments of the Reserve Fund include the following amounts invested on behalf of:
1986
1985
Fund
Cost
Market
Cost
Market
Current Operating . . . . .
$ 691
$1,013
$ $ R e s e r ve . . . . . . . . . . . . . . .
3,321
4,868
3,418
4,130
Memorial Education ....
142
208
126
154
$4,154
$6,089
$3,544 $ 4,284
Amounts are transferred between funds for investment purposes
and interest, dividends and gains and losses are reimbursed to the
various funds in proportion to the amounts invested.
Note 3 - Plant, property, equipment and software
As of June 30, 1986 and 1985, plant, property, equipment and software consisted of the following:
(In Thousands)
1986
1985
Lan d ...............................
$ 998
$ 998
Bu i l d in g . . . . . . . . . . . . . . . . . . . . . . . . . . . .
3,783
3,768
Furniture and equipm ent .............
2,655
2,345
So f tw a r e . . .. . .. . . .. . . .. . .. . . .. . . .. . .
676
605
8,112
7,716
Less accumulated depreciation
and amortization . . . . . . . . . . . . . . . . . .
1,777
1,251
$6,335
$6,465

tions of the New Jersey Economic Development Authority guaranteed
by the Association and require interest payments semi- annually on
January 1 and July 1 of each year at the rate set forth in the maturity
schedule as follows:
MATURITY SCHEDULE
$715,000 Serial Bonds
Due
Principal Interest
Due
Principal
Interest
July
Amount
Rate
Rate
uly1 Amount
1984
$50,000
5.00% (Paid)
1989
$ 70,000
7.50%
1985
55,000
6.00 (Paid)
1990
80,000
7.75
1986
60,000
6.50
1991
80,000
8.00
1987
65,000
7.00
1992
90,000
8.25
1988
65,000
7.25
1993
100,000
8.50
The remaining 9% percent term bonds totaling $3,285,000 will be
retired annually by redemption from July 1, 1994, to July 1, 2008, by
lot or other method as determined by the trustee.

No comparable analysis of the June 30, 1985, net pension expense
can be made. Actuarial gains totaling approximately $72,000 have
been amortized over a ten year period from July 1, 1976.
The funded status of plans and the unfunded accrued pension
costs recognized at June 30, 1986, follows:
Accumulated benefit obligations including vested
benefits of $2,983,083
$3,113,355
...............................$4,150,674
Plan assets at fair value
...............................3( 801,886)
Projected benefit obligations
.....benefit
.......
............... 348,788
Plan assets in excess of projected
obligation
Un r e c o gn iz e d n e t lo s s . . . . . . . . .. . . . . . . .. . . . . . . ....
. ..
..
..
. .. 320,404
Unrecognized net asset at July 1, 1985 being recognized
over 14 years
6( 95,172)
....... ...............................
Unfunded accrued pension cost .................... . ..$ (25,980)
At June 30, 1986, about 75 percent of the plans' assets are invested
in an immediate participation guarantee contract plan and 25 percent
in a pooled common stock fund, both managed by John Hancock
Mutual Life Insurance Company.
FAS No. 87 specifies varying dates for the determination of actuarial assumptions. Assumptions made as of the beginning of the
fiscal year (July 1, 1985) were used to determine Net Periodic Pension Cost for the year. The calculation of the plan's funded status
and amounts recognized in the statement of financial position as of
the end of the fiscal year (June 30, 1986) were based upon actuarial
assumptions appropriate at that date. Since economic conditions
changed during the year, the assumptions applicable as of the two
dates differed, as shown below:
711185 6130/86
Discount Rate
9.50% 7.75%
. ...Rate
.....
.......
...
....Assets
........ 9.50% 7.75%
Expected Long..
Term
of..
Return
on
Plan
Rates of Increase in Compensation Levels
6.00% 5.00%
...1986
....net
. pension exThe effect of the adoption of FAS No. 87.on
pense was a reduction of $64,000.
Under a deferred compensation plan for certain employees, a provision is being accrued annually to provide an amount at age 65
equal to the present value of anticipated payments under the plan.
As of June 30, 1986, $84,000 has been accrued and no payments have
been made,

Note 6 - National Association of Accountants Foundation, Inc.
Included in the Current Operating Fund are the financial data of
the Association and the Foundation. The respective balance sheets as
of June 30, 1986, were as follows:
(In Thousands)

is

Note 4 - Retirement Plans
The Association has a noncontributory defined benefit pension
plan covering substantially all employees. The plan provides
benefits based on the participants' years of service and compensation. The Association's policy to fund annually amounts intended
to provide not only for benefits attributed to service to date but also
for those expected to be earned in the future.
Effective July 1, 1985, the Association adopted Financial Accounting
Standard No. 87, Employers' Accounting for Pensions.
Net pension cost for the year ended June 30, 1986, included the
following components:
Service cost - benefits earned during the period............ $146,265
Interest cost on projected benefit obligations
280,519
.............. (347,329)
Actual return on plan assets
...assets
........................ (53,475)
Amortization of excess plan .
net
...previous
........periods
......... (7,200)
Amortization of unrecognized gain from
Net periodic pension cost
$ 18,780
I

Note 5 - Commitments
A reimbursement agreement dated July 1, 1983, between the
Association and Manufacturers Hanover Trust Company regarding
the issuance of an irrevocable letter of credit by the bank to facilitate
the sale of New Jersey Economic Development Authority Bonds contains a provision that the Association agrees to pay It /, percent per
annum on the outstanding balance of the Letter of Credit. At June
30, 1986, the standby Letter of Credit amounted to $3,871,480. The collateral is a first lien on the property and building and the assignment
of a lease on the Montvale property between the Foundation and the
Association. For the year ended June 30, 1986, the total commissions
amounted to $53,124.
The Association entered into a lease agreement dated July 1, 1983,
which provides that the Association will lease from the Foundation
the land and building located in Montvale, New Jersey, for a period
of 25 years for approximately $422,000 per year which represents the
interest and principal payments on the outstanding bonds of the
New Jersey Economic Development Authority. In addition, the
Association is required to pay all real estate taxes on the property.
The $4,000,000 of Industrial Development Bonds are special obliga-

$ 456
2,250

$ 255

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

$

711
2,250
444

-

444

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

1,764
494
101
5,509

4,571
610
97
5,533

6,335
1,104
198
11,042

1,321

188
3,895

1,509
3,895
3,539
63
437
9,443
1,599
$11,042

-

3,539
63
437
5,360
149
$5,509

-

LIABILITIES and FUND BALANCE
Accounts payable and accrued
expenses
.......................
Bonds payable
....................
Deferred revenues
Membership dues
...............
Research contributions
...........
Other
..........................
Total liabilities
.................
Fund balance

Current
Operating
Fund

-

Foundation

-

ASSETS
Cash
......securities
.........at..cost
............
Marketable
.......
Receivables net of allowance.
for
doubtful accounts
.......and
........
Plant, property, equipment
software net of accumulated
depreciation and amortization
....
Due from funds
...................
Other assets

Association

-

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

4,083
1,450
$5,533

The Fund balance as of June 30, 1986, consists of the following
components:
Association

Fund balance (deficit) from
operations before special
deductions
...from
..................
Capital transfers
Reserve Fund (net)
..............
Total Fund balance

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

Foundation

Current
Operating
Fund

$ 149

$ (35) $

$ 149

1,485
$1,450

114

1,485
$ 1,599

Note 7 - National Association of Accountants Memorial Education
Fund, Inc.
As indicated in Note 1, the column identified in the financial
statements as Memorial Education Fund includes the accounts of
both NAAMEF, Inc. and the Memorial Education Fund. The respective balance sheets as of June 30, 1986, were as follows:
(In Thousands)
Memorial
Education
Fund
NAAMEF, Inc.

ASSETS:
Cash . ............................... $ 5
Receivables
Investments.......................... ...
....................... 171
Due from (to)
funds
................... 176
$ 176
FUND BALANCE

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

$

3
1
328
(21)
311
$ 311

Total

$

8
1
328
150
487
$ 487

ACCOUNTANTS' REPORT

PANNELL
KERR
FORSTER
Certif ied Public Acc ountants
420 Lexington Avenue
New York, NY 10170

The Board of Directors
National Association of Accountants
We have examined the combined balance sheet of the National Association of Accountants and Affiliates at June 30,
1986 and June 30, 1985 and the related combined statements
of revenues and expenses and changes in fund balance and
changes in financial position for the years then ended (the
financial statements for 1985 are presented herein in summarized form). Our examinations were made in accordance
with generally accepted auditing standards and, accordingly,
included such tests of the accounting records and such other
auditing procedures as we considered necessary in the
circumstances.

CURRENT OPERATING FUND
For the year ended June 30, 1986, revenues exceeded expenses by $95,712
compared to a prior y ear excess of
revenues of $159,498 which is exclusive
of national office relocation costs of
$834,338.
Mem bership d ues revenues d ecreased
by $104,773, reflecting a decrease in
members in good fin ancial stan ding of
2.1 percen t fo r the year. Payments to
chapters were $49,518 less than the
prior year.
Revenu es fo r the Professio nal Education program increased by $128,442 as a
result of h igh er atten dan ce at several
program s. The total increase in expenses for the pro gram was $102,429.
While revenu es for tech nical p ublications increased slightly, exp enses increased by $193,535 as a result of
higher co st of prod uction an d postage.
Revenues for the Institu te o f Certified
Managemen t Accoun tan ts program
increased by $152,371 while expenses
increased by $204,442. Revenues increased as a result o f increased fees.
Expenses in creased as the ICMA staff
was at full complement for the first time

In our opinion, the 1986 combined financial statements
referred to above present fairly the financial position of the
National Association of Accountants and Affiliates at June 30,
1986, and the results of their operations and the changes in
their financial position for the year then ended, in conform ity with generally accepted accounting principles applied on a
consistent basis except for the change, with which we concur,
in the method of accounting for pensions as described in
Note 4
A4 X , — _
August 11, 1986
� � " " : ' � Q' /h Z •

in several years. In addition, the new
inform ation system was on -line with its
developm ent costs being amortized.
The Mem ber Interest Groups program reflected an increase in revenues
of $157,378 while expenses increased by
$4,709. These changes reflect the fact that
the program was activated on January
1, 1985, and had significant start -up
costs in th e prior year.
Annual Conference revenues increased
by $137,500 as a result of greater attendance and higher fees for the program .
Expenses were $59,178 greater, principally as a result of increased attendance
and higher meal and at- conference
expenses.
Occupancy costs increased by $112,355,
reflecting the cost of occupying the
headqu arters in Montvale, New Jersey
for a fu ll y ear. Administration costs decreased b y $61,574, principally as a
result o f a reduction in staff personnel.
In order to eliminate the operating
deficit in the current Operating Fund, a
policy was approved stating that effective July 1, 1984, actual expenditures
are n ot to exceed 98 percent of actual
revenu es excluding expenses which are
offset by transfers from the Reserve
Fun d. Revenues for the year ended
June 30, 1986, totaled $11,300,249.
Operating expenses, excluding expenses offset by transfers, totaled
$11,164,643 which exceeds 98 percent of
revenu es by $90,399.

RESERVE FUND
For the current year, gains on securities sales amounted to $226,212 which
represents a decrease of $346,008 from
the prior year. Net unrealized gains on
investments amounted to $1,935,040 in
fisal 1986 as compared to $740,289 in
the prior year. Registration fees received
from new members totaled $112,760
compared to $110,898 in the prior year.
During the year, authorized transfers to
the Current Operating Fund of $29,894
for the ICMA Special Promotion program
were made. A total of $161,360 of building fund contributions was transferred
from the Current Operating Fund as a
reim bursem ent of funds advanced.

MEMORIAL EDUCATION
FUND
Contributions to the fund for the
year amounted to $3,780 as compared
to $275 during the prior year. Interest
and dividends totaling $9,787 and a
gain on security sales of $5,708 were
reflected for the year compared to a
prior year total of $29,094. A transfer of
$10,000 was made to the Operating
Fund for a database library sy stem.
The National Association of Accountants Memorial Education Fund, Inc.
was the recipient of a bequest from the
late Stuart Cameron McLeod, the first
Secretary of the Association, in an
amount approximating $330,000. The
incom e of the fund is to be used for
scholarship program s.

-

NATIONAL ASSOCIATION OF ACCOLINTANTS

COMBINED STATEMENT OF REVENUES
($ In Thousands)
-

Total
Due s

_
_

P ubl icat ions

--

-

-

-

-

-

=

E

l

l

11,645

11,653

61912
- 7,016

-

1,372
1.366

I C M A � �
Professional Services

_

-

113
0"
9

733
605

I;

Investm ent Income

641
1,073

1986
1985

Ann ual Co nferen ce " s 3 9 s
MIGS 82

All Oth er

193

COMBINED STATEMENT OF EXPENSES
($ In Thousands)
To t a l

-

11,225
11,608

-

Tech. Pub lications

2.074

--

1,880

1,681

Acctg.lInfor. Services

1,752

Professional Services

_

Paymen ts to Chap.

1,062
1,103

ICMA

, T =.

s�
811

Occupancy

691
»i

Chap./Member Rel.

MIGS

408

Ann ual Con feren ce

403

Relocation

°
83a

Excess Rev.lExp.

1,326

1172

_

Ad m i n i s t r a t i o n

All Others

11405

I

n

390
414

428
37

_

1986
1985
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HISTORICAL COST FINANCIAL DATA
FASB Statement No. 33, Financial Reporting and Changing
Prices, requires that certain large publicly held companies
present information about the effects of changing prices and
encourages other organizations to experiment with such information. The accompanying five -year summary contains
selected data for the Association for the fiscal years ended
June 30, 1982-1986, on the basis of historical cost and historical
cost adjusted for general inflation.
The historical cost financial data adjusted for general inflation is the result of restating all historical revenues, expenses,
and fund balances in terms of dollars of average 1985 general
purchasing power as reflected by the Consumer Price Index.
Restatement of the prior year's reported results in terms of a
constant measuring unit, today's dollars, makes all years

comparable. When adjusted for the effect of general inflation,
the five -year presentation more clearly portrays the trends in
revenues, expenses and fund balances. No adjustment was
made for depreciable assets as they are not a material factor.
The average Consumer Price Index for the calendar year was
used in lieu of recalculating an average as of June 30 for each
respective year.
Over the last five years, on a historical cost basis, revenues
have increased by 24.7 percent and expenses by 21.1 percent.
When adjusted for the effects of inflation, revenues have
increased 6.8 percent and expenses 3.6 percent. During this
same five -year period, membership has decreased by 12.3
percent. At the same time, growth in revenue - producing
activities has generated funds that were used to provide
services to members.

Historical Cost Financial Data as Reported
in the Financial Statements
(In Thousands of Dollars)
REVENUES*
Member Dues .......... ...............................
E d u c at ion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Pu b l icat io n s an d ad vert i s i ng . .. . . . .. . . .. . . .. . . . .. . . .. . . .
Institute of Certified Management Accountants ...........
Annual conference ...... ...............................
Ot h er. . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . .
Total revenues* ....... ...............................
Total expenses* ....... ...............................
Excess (deficiency) of revenues over expenses* ..............
FUND BALANCES
Current Operating Fund ...............................
Reserve Fund .......... ...............................
Memo ri al E du cati on Fu nd . .. .. .. .. .. .. . .. .. .. .. .. .. . . . .
Reserve Fund Balance at Market Value .....................
Percent of member dues revenues to total revenues .........
Number of dues paying members at year end ...... . ...... .
Nu mb er o f emp lo yees at year en d .. . .. .. .. .. .. . .. .. .. .. .. .

1986
$ 6,912
733
1,372
1,066
533
684
11,300
11,204
$
96

Fiscal Years Ended June 30
1985
1984
1983
$ 7,016
$ 6,243
$ 5,429
605
706
904
1,368
1,250
907
913
883
810
395
408
340
636
501
621
10,933
9,991
9,011
10,774**
9,774
9,349
$ 159
$ 217
$ (3 38)

1982
$ 5,136
1,068
949
632
392
886
9,063
9,249
$ (186)

$ 1,599
3,882
487
5,817

$ 1,463
3,412
167
4,152

$ (3 %)
4,044
143
4,103

61%
79,269
93

64%
80,342
95

$ 1,035
3,461
138
3,611
62%
85,036
99

$ (472)
4,348
145
4,897
60%
89,265
93

57%
90,434
100

Historical Cost Financial Data Adjusted for
General Inflation (in Average '1985 Do llars)

Total revenues* .......... ...............................
Total expens es* . .. .. .. . .. . .. .. .. .. . .. .. .. .. .. . .. .. .. .. .. .
Excess (deficiency) of revenues over expenses* .............
Average Consumer Price Index (1 %7 = 100) ................
* Current Operating Fund
** Exclusive of National Office Relocation Expense

$11,300
11,204
$
96
318

$11,321
11,156**
$ 165
308

$10,701
10,467
$ 234
297

$ 9,945
10,317
$ (372)
289

$10,583
10,818
$ (235)
272

JERRY L. FORD, CMA, Minneapolis Viking,
Chairman
GARY M. CUNNINGHAM, Roanoke
SUSAN P. FOLSOM, CMA, Delaware
ROBERTS. HAGER, CMA, Hartford
DORA R. HERRING, Northeast Mississippi
DONALD T. HUGHES, CMA, St. Louis
JOHN C. MACAULAY, CMA, Dallas
JAMES J. MEENAN, Morristown -Essex
MICHAEL A. ROBINSON, Abilene Area
RICHARD L. SMITH, CMA, Parkersburg Marietta
GARY L. SUNDEM, Seattle
J. DONALD WARREN, JR., Houston Bluebonnet
JAMES BULLOCH, CMA, Staff Secretary
STANLEY M. HUNT, Acting Staff Secretary

ANNETTE V. CUDMORE, Washington
Tri- Cities
TIMOTHY J. DALY, Seattle
ALYCE R. DRESSLER, Indianapolis
RICHARD EARLY, CMA, Dayton
BARTON K. FUNK, San Diego
DEXTER E. GULLEDGE, Northeast
Mississippi
KATHY E. HAGER, Amarillo Area
ROBERT J. HARTMAN, Sioux City
LLOYD C. HILLARD, JR., Blue Grass Area
SUSAN G. HOBBS, Permian Basin
ROBERT J. HYDE, Minneapolis Viking
ROBERT R. IRISH, Toledo
CHARLES R. JASKOLSKI, Western Wayne
ROBERT H. JOHNSON, Los Angeles
TERRY A. JOHNSON, Nashville- Capitol City
CHARLES J. KALOUSTIAN, Merrimack Valley
MAXINE LAUDEMAN, San Fernando Valley
JOHN V. LENART, Calumet
LOUISE M. LEWIS, Los Angeles
R. GERALD McCARLEY, Atlanta North
EDWIN R. NELSON, CMA, Southe rn Maine
JOHN P. PALADINO, Rockford
GERALD M. POSLUSZNY, Fox River Valley
KEITH A. RUSSELL, Mobile
DUANE A. SLAGEL, Mid - Missouri
NICHOLAS R. SUCIC, Akron Summit
JERRY E. TRAPNELL, Baton Rouge
FRANZ V. von BRADSKY, Los Angeles
DEBORAH R. WALLIN, Las Vegas
STEPHEN A. WALSH, Boston
WILLIAM E. WELCH, San Mateo C ounty
JOYCE WILLIAMS, Indianapolis
WALTER M. KASUNIC, Staff Secretary

COM MI TTE E ON CO MMU NI TY
RESPONSIBILITY

COMMI T T E R ON
CHAP T E R OP E RAT I ONS

JAMES H. CHILDERS, Wichita, Chairman

STANLEY R. PYLIPOW, St. Louis, Chairman
HOWARD B. ALLENBERG, Memphis
RONALD R. ANDERSON, CMA, Nebraska
Cornhusker
MURLIN C. BARKER, Greater San Gabriel
Valley
MICHAEL V. BARNES, Tulsa
ROBERT E. BENNETf, CMA, Rockford
PHILLIP R. CASE, Spartanburg Area
JAMES F. CERZA, JR., Richmond Jackson
JOHN J. COLLURA, New York
DONALD L. CREWS,'Kansas City

A. KENNETH BONANNO, Merrimack Valley
GERALD K. CASLAVKA, Illinois Northeast
WILLIAM M. CASSIDY, Elmira Area
R. DALE EVANS, CMA, Montgomery
R. HORACE JOHNSON, Raleigh Area
JUDITH A. KEARLEY, Fall River -New
Bedford
HO J. KIM, Trenton
GARY E. LEWIS, Southwest Florida
SAUNDRA A. LEWIS, Nashville -Music City
WALTER W LIANG, Sacramento
RICHARD N. NEUMAN, MontgomeryPrince Georges
SARA B. PENN, Greater Greenville
AUGUST A. PERRY, Phoenix
JACK R. PLYMALE, Piedmont Greensboro
W. EDWARD RICHTER, Tulsa

PAUL D. ROMANISZYN, Northwest
Keystone
ROBERT L. RUSSELL, Macomb
County- Michigan
JAMES C. SMITH, Blue Grass Area
RICHARD W. WAGNER, New York
WALTER M. KASUNIC, Staff Secretary

C O M M IT f F E O N E D UC A T IO N

ROBERT W. LIPTAK, Greater Greenville,
Cha irma n
JOHN T AHERN, JR. , C hic ago
J. LAWRENCE BERGIN, La Crosse Winona
Area
ROY E. BOLTON, North Dallas
WILLIAM J . CAPEZIO, Lynchburg
JAMES A. CHIAFERY, CMA, Massachusetts
North Shore
FREDERICK D. CHOI, New York
JAMES P CONLEY, Boston
THOMAS P. COSTELLO, Philadelphia
NANCY Q. DIC KINSON, Delaware
EUGENE E. ENGLE, Calumet
ROBERT E. GOVE, South Bay
EDWARD D. HERRING, CMA, Mobile
PHILLIP R. INMAN, South Birmingha m
PAUL E. IZZO, Akron Cascade
EDWARD G. KAMNIKAR, Colorado South
RICHARD M. KAUFMAN, El Paso
TERRY D, KNAUSE, York
PAUL KRAUSE, CMA, Chico Area
EARL K. LITTRELL, CMA, Salem Area
REBECCA L. LONG, Wichita
D. JOSEPH LUTHER, CMA, C anton
MARTIN S. McDERMUT Los Angeles
CARL V. MENCONI, CMA, Fox River Valley
NORMAN R. MEONSKE, Cuyahoga Valley
ROBERT E. OBRIEN, JR., Racine - Kenosha
LAWRENCE J. PACL, CMA, Quincy Area
GROVER L. PORTER, Northeas t Mississippi
JOEL B. ROLLINS, Silicon Valley
BRADLEY M. ROOF, CMA, Virginia Skyline
G. ALAN SAMS, C olumbus
JOHN G. SCHMID, JR., Bridgeport
JAMES H. SELLERS, Tyler Area
CARL S. SMITH, CMA, Hartford
MILYN J. VOLLMER, Racine- Kenosha
WILLIAM M. WATTS, JR., Piedmont
Winston -Salem
NORMAN E. HADAD, CMA, Staff
Secretary

COMM I T T E E ON F I NANCE

ROBERT E. PATERSON, New York,
C ha irma n
HERBERT M. AUSDERAU, Niagara
DONALD H. BARRY, Bridgeport
PENNY A. FLUGGER, New York
RICHARD GREENE, Central Pe nnsylvania
JAMES G. HUMMEL, Evans ville
WILLIAM J. MAUS, Erie
WILLIAM R. MERCER, Diablo Valley
WILLIAM C. MERRICK, Atla nta Ce ntral
JOHN B. POLLARA, Greater San Gabriel
Valley
CLAIR M. RAUBENSTINE, North Penn
STEPHEN P. SALZMAN, Long Is land
ARNOLD G. SWENSON, Rockford
JOHN W. TOWNS, JR., Butler Area
GUY B. WILSON, Ora nge C ounty
GLEN E. WOODSON, Southwes t Florida
A. KENNETH BENSON, C MA, Staff
Secretary

COM MI T T E E ON

INTERNATIONAL OPERATIONS

JEAN COHEN- SCALI, Fra nc e, Chairman
JOSEPH L. BRUMIT, Member -At -Large
JOHN F. CHIRONNA, Paris, France
JAMES J. CORBOY, Dallas
FLAVIO DEZZANI, Turin
LUIS C . DIAZ, Philippines
ADOLF J. ENTHOVEN, Dallas
PATRICK C. FOLEY, Belgium
HERNANDO L. FORTINI, Buenos Aires
MOHAMED HEGAZY, C airo
CHARLES B. HOLLAND, Sa o Pa ulo

HISAO KOGA, Tokyo
STEVEN E. KRAFT, Swiss
ANT HONY M. LEAC H, Nethe rlands
THEODORE G. LIEB, Philadelphia
ANTONIO C. LOPES, Rio de J aneiro
SILVIO MARRERO, Atlanta Central
BRUNO PAVESI, Milan
GERARD PETIT, France
RAUL A. CRUZ RAMIREZ, Mexico
RUBEN ROBERTO RICO, Buenos Aires
ROLF ROHNE, Fra nkfurt
HOWARD L. SIERS, Delaware
ROBERT J. SNYDER, Dusseldorf
DAVID K. STARR, Suisse Romande
TADAO TANAKA, Tokyo
LUIS A. ANDRADE VASQUEZ, Lima, Peru
LORNE D. WALKER, Boston
ROBERTO ZANOTTA, Rio de Janeiro
JAMES D. COLLIER, Staff Secretary

CO MM I T T E E ON M ARK E T I NG

AND MEMBERSHIP

THOMAS X. HENNIGAN,
Morristown -Essex
BEN O. HOWELL, JR., Augusta
F. WAYNE HURLBUT, Acadiana
WILLIAM B. INCE, Permian Basin
LOIS A. KAUFMAN, Miami
DONALD E. KELLER, Pie dmont
Winston -Salem
EDWARD H. McCRACKEN, Delaware
RAYMOND P MANNION, New York
JERRY L. MECHELL, Permian Basin
SHIRLEY V. NASH, Knoxville
PATRICIA U. NEWTON, Oakland -East Bay
WAYNE L. OAK, Lancaster
JAMES F. ROBBINS, Massachusetts North
Shore
THOMAS C. RONDOT, Wilmington
DONALD G. SCHERRER, Scottsdale Area
H. KENNETH STEIN, JR., Southwest Florida
BRIAN J. SWEENEY, Olean- Bradford Area
PATRICIA B. UNDERWOOD, Daytona Beach
Area
JAMES D. WILSON, Muscle Shoals
WALTER M. KASUNIC, Staff Secretary

COMMITTEE ON PLANNING

EARNEST A. HUBAND, Ric hmond Le e,
C ha irma n
STEPHEN E. ADAMS, Phoenix
JOHN ARMS, San Die go
ROBERT J. BRUNS, CMA, Dallas
LAWRENCE H. COLBORNE, Tulsa
FRANK J. COSCIO, Bridgeport
HARTLEY F. DEWEY, Hampton Roads
JOHN R. DRISCOLL, C MA, San Die go
RIC HARD A. DURO, C anton
DWIGHT B. FERGUSON, JR., Atlanta
North
RIC HARD A. FLADING, North Sa n Die go
County
EDWARD J. FLYNN, Princeton
RICHARD L. GUNDERSON, St. Paul
STANLEY K. HAMAMOTO, Denver
BART P. HARTMAN, Baton Rouge
WILLIAM A. HAWKINS, Nashville- Capitol
City

PAULA G. KEEN, Nashville- Capitol City,
Chairma n
EDWARD BAKER, Massachusetts Route 128
JOHN S. BILLINGS, Peninsula -Palo Alto
JAMES DON EDWARDS, Atlanta Central
ANITA B. HAYES, Cuyahoga Valley
GEORGE D. JEDDELOH, St. Paul
CHESTER S. KULESZA, JR., CMA, Raleigh
Area
THEODORE G. LIEB, Philadelphia
LEO M. LOISELLE, Bangor - Waterville
FRANK M. MASTROMANO,
Morristown -Essex
GEORGE L. NICHOLAS, Los Angeles
VERNON OWENS, JR., Birmingham Vulcan
CHARLES E. PHIPPS, Baltimore
WILLIAM WARSHAUER, JR., Washington
ROBERT L. SHULTIS, Staff Secretary

C O M M I T T E E O N P U B LIC
RE LAT ION S

E. LELAND HAYWOOD, Charlotte Blue
JESSE W. HUGHES, Vagina Peninsula
HERMAN E. LORENZ, CMA, Atlanta
Central
GAROLD L. RUTHERFORD, Pittsburgh
GAYLE M. SHEPPARD, Hartford
BOB M. WHITE, Chicago
CHARLES W. WOLGAMOTL Northwestern
Michigan
ERWIN S. KOVAL, Staff Secretary

C O M M IT T E E O N
"
rr,S
RECT"? ,:
GARY A. LUOMA, CMA, Atlanta North,
Chairma n
URSEL K. ALBERS, CMA, Butler Area
MARY J. BERGIN, La Crosse-Winona Area
MARK A. BLICKHAN, Quincy Area
J. MICHAEL COYNER, North Georgia
ALAN F. FLETCHER, Cedar Rapids
SERAFINO M. FORZANO, Scottsdale Area
RICHARD P. FOX, Bellevue Eastside
ROBERTS. McCOY, JR., Columbia
DAVID W METTE, Boston
MARILYN K. MLNARIK, Tulsa
GAIL L. NASH, Phoe nix
MARIE C. QUINN, San Jose
W. LAVERNE ROSS, Battle Creek
THOMAS U. SCHMIDT, Acadiana
ELLIOTT L. SLOCUM, Atlanta Central
CARL F TENNILLE, Washington
JACK I. TOMPKINS, Houston -Lone Star
RICHARD J. WAGNER, Louisville
DOLORES E. WINKLER, Milwaukee
DANIEL M. HRISAK, Staff Secretary

C O M M IT T E E O N P UB L IC A T IO N S

FRED S. SCHULTE, Austin Area, Chairman
WILLIAM F BENTZ, Oklahoma City
HOMER H. BURKETT Northeast Mississippi
RAYMOND). CLARK, JR., Charlotte Blue
GLEN L. DUTY, Richmond Lee
GEORGE C. FOWLER, CMA, Hartford
ALLEN H. HAHN, Hous ton -Lone Star
PETER E. HANLON, CMA, Bridgeport

LOUIS J. OLIVERIO, Dayton, Cha irman
DEAN W. ARNOLD, Pikes Peak
RICHARD P BANIS, New Jersey
Mea dowlands
MICHAEL V. BARNES, Tulsa
ARTHUR L. BENEDICT, Muskegon
BILLY W. BRYANT, Chattanooga
JOSEPH F. CNELENO, New Orleans
JEAN COHEN- SCALI, France
EDWARD R. DEPPMAN, Miami
BARBARA FALK, Pacific Northwest
SERAFINO M. FORZANO, Scottsdale Area
MARVIN H. GELB, Rochester
LINDA L. HARMON, Montgomery- Prince
Georges
WILLIAM D. JOHNSTON, III, Butler Area
ROBERT S. KOEBELE, Long Island
ROBERT J. KRUML, Nebraska Cornhusker
JAMES W. McLEOD, Merrimack Valley
BRENDA L. NORVAL, Portland
CLAIR M. RAUBENSTINE, North Penn
JACK D. REICH, Virginia Skyline
LLOYD O. SCHATSCHNEIDER, Minneapolis
Viking
LINDA L. SCHLITT, Alameda County -South
J. MARK SINCLAIR, CMA, Dallas
AILEEN M. STENZEL, Milwaukee
THOMAS A. TILLMAN, Charlotte Blue
CHARLES L. TRAVIOLIA, Tippecanoe
KEITH W. VEALE, Cincinnati
JAMES D. COLLIER, Staff Secretary

COMMI T T E E ON RE SE ARCH

DONALD W. BAKER, CMA, West Georgia,
Cha irma n
PAUL AIKMAN, Member -At -Large
GEORGE BANNON, Lehigh Valley
JAMES W. BRACKNER, Salt Lake Area
JAMES P. COLFORD, Westchester
ARTHUR V. CORR, Racine- Kenosha
JAMES L. CRANDALL, Chicago
DENNIS C. DALY, CMA, La Crosse Winona
Area
GAIL W. DE LONG, North San Diego
County
MOHAMED S. EISA, Baton Rouge
ROBERT FOX, New Haven
CHARLES L. GRANT, Connecticut Gateway
RONALD W. HALL, Greater Topeka Area
GLENDON R. HILDEBRAND, Chicago
RONALD L. LEACH, Cleveland
DONALD J. McCARTY, Trenton
SHERMAN R. ROSER, Central Minnesota
ARJ AN T SADHWANI, Akron Summit
GENE L. SMIT H, CMA, Akron Summit
MILDRED B. STEPHENS, Trenton
ROBERT B. SWEENEY, Member -At -Large
MANUEL A. TIPGOS, Blue Grass Area
DAVID W. VOGEL, Delaware
THOMAS H. WILLIAMS, Member -At -Large
ROBERT C. YOUNG, Member -At -Large
PATRICK L. ROMANO, CMA, Staff Secretary

WILLIAM C. SCHMIDT, CMA ('88), Dow
Chemical Co., 2020 Willard H. Dow Center,
Midland, MI 48674
ROBERT F. STONER, CMA ('87), Kelly Services, Inc., 999 West Big Beaver Road, Troy,
MI 48084
SCOTT G. THOMPSON, CMA ('86),
American Southern Ins urance Co., P.O. Box
7369 Station C, Atlanta, GA 30357
COM MI T T E E O N MAN AG E ME NT
ACCOUNT I NG P RACT I CE S

RICHARD B. TROXEL, CMA ('86), Peat,
Marwick, Mitchell & Co., 303 E. Wacker
Drive, Chicago, II1, 60601
MILTON E USRY ('87), Mary Ball Washington, Professor of Acc ountanc y, The University of West Florida, Pensacola, FL 32514
JAMES BULLOCH, CMA, Staff Secretary,
Managing Director, Institute of Management Accounting, 10 Paragon Dr., P.O. Box
433, Montvale, NJ 07645

NOMINATING COMMITTEE
BERNARD R. DOYLE, Member -At- Large,
Chairman
RAYMOND H. ALLEMAN, New York
ROBERT N. ANTHONY, Massachusetts
Route 128
PATRICIA P DOUGLAS, Western Montana
WILLIAM J. IHLANFELDT, Member -At -Large
EUGENE H. IRMINGER, Chicago
JAMES J. LATCHFORD, Member -At -Large
ARTHUR D. LYONS, Chicago
ALLEN H. SEED, 111, Boston
NORMAN N. STRAUSS, New York
EDWARD W. TROTT, Tampa Bay
ROBERT G. WEISS, Morristown -Essex
LOUIS BISGAY, Staff Secretary

B OARD OF RE GE NT S of t he
INSTI TUTE OF CERTI FIED
MAN AG E ME N T ACCOUNTANTS

CLARK H. JOHNSON, CMA ('86), Chairman
Johnson & J ohnson
One J ohns on & Johnson Plaza
New Brunswick, NJ 08933 -7050
THOMAS E. MARTIN, CMA ('88), Ramada
Inns Inc., 3838 East Van Buren, Phoenix
AZ 85008
L. GAYLE RAYBURN, CMA ('87), College of
Business Administra tion, Memphis State
University, Memphis, TN 38152
THOMAS A. RUBIN, CMA ('88), Deloitte
Haskins & Sells, 44 Montgomery St., San
Francisco, CA 94104

TO REPORT IN 1986

PRESIDENT
HERBERT C. KNORTZ, Hartford
VICE PRESIDENTS
FRANK S. BECKERER, JR., Bridgeport
GERALD J. CABRAL, Stockton Area
JOSEPH G. HARRIS, Kalamazoo
ROBERT L. HORKY, Raleigh Area
JOHN W. MOORE, Mid - Missouri
NATHAN J. NADDEO, Washington
RICHARD D. PETERS, St. Paul
THOMAS J. REARDON, CMA, Westchester
GARY F. SHILLINGFORD, Philadelphia
REX D. SOUTAR, Los Angeles
JAMES W. TRUITT, Muscle Shoals
JACK J. WOOLF, Tulsa
TREASURER
GLEN E. WOODSON, Southwest Florida
CHAIRMAN OF THE ASSOCIATION
HERBERT H. SEIFFERT, Raritan Valley

HERBERT H. SEIFFERT, Raritan Valley,
Chairma n
EDWARD BAKER, Massachusetts Route 128
RICHARD P. BANIS, New Jersey
Mea dowlands
DENNIS R. BERESFORD, CMA, Cleveland
East
JOHN F CHIRONNA, Member -At -Large
PATRICIA P DOUGLAS, Western Montana
JAMES DON EDWARDS, Atlanta Central
JERRY L. FORD, CMA, Minneapolis Viking
RICHARD GREENE, Central Pennsylvania
LOUIS J. OLIVERIO, Dayton
JOHN B. POLLARA, CMA, Greater San
Gabriel Valley
MICHAEL P. RISDON, Me mphis
CHARLES T. SMITH, JR., Detroit
LOUIS VLASHO, CMA, Dayton
J. DONALD WARREN, JR., Houston Bluebonnet

AN NU AL I N T E RNAT I O NAL
CONF E RE NCE
(June 22 -25, 1986,
NASHVILLE, TENNESSEE)
K. EDWARD ALEXANDER,
Nashville - Capitol City,
Cha irma n, Opera tions
DENNIS R. BERESFORD, CMA,
Cle ve land Ea st, C ha irman, Program

APPOINTED MEMBERS
JOHN C. ARMS, ('87), San Diego
WARREN W. BYRNE, ('87), Illinois Northeast
JOHN F. CHIRONNA, ('86), Westchester
JAMES J. CORBOY, ('86), Dallas
ROBERT R. MEYER, ('88), Morristown -Essex
THOMAS M. O'TOOLE, ('88), Mascomb
County- Michigan
PAST CHAIRMAN
CHARLES T SMITH, JR., ('86), Detroit
CHAIRMEN OF STANDING COMMITT EES
DONALD W. BAKER, CMA, West Georgia
JAMES H. CHILDERS, Wichita
JEAN COHEN- SCALI, France
JERRY L. FORD, CMA, Minneapolis Viking
EARNEST A. HUBAND, Richmond Lee
PAULA G. KEEN, Nashville- Capitol City
ROBERT W. LIPTAK, Greater Greenville
GARY A. LUOMA, CMA, Atlanta North
LOUIS J. OLIVERIO, Dayton
ROBERT E. PATERSON, New York
STANLEY R. PYLIPOW, St. Louis
FRED S. SCHULTE, Austin Area
CHAIRMEN OF OTHER COMMITTEES
BERNARD R. DOYLE, Member -At -Large
CLARK H. JOHNSON, CMA, Raritan Valley

In addition to 635,000...5 very good
reasons to choose our credit line.
The convenience of a revolvi
dit
ng

credit line. Once your cre
line is approved, you
hove unlimited access
to any amount of cash
up to your designated
credit limit. It only takes
a phone call to activat e
yourcredit�—a�check�is�then
mailed immediately.
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No fees. No prepayment pen.
olties. Nothing. There's no C ur ac red it
to establish or maintain yo
line, no loan processing fees, and
no prepayment penalties O n c e you
activate your credit, you pay interest only for the amount and time you
use the money.

All transactions handled by
mail. There ore never any
personal meetings required
or complicated procedures.
The few simple steps
necessary are made by
you in the privacy of
your home or office.
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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 o memberof 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 mail and no collateral required,
the program is remarkably convenient.
As an association member, you'll
receive o reduced interest rate of 5.9%
over prime. 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,lnc.�—a�notional�leader�in�providing mail loans, with a historydating

return the m

U

Your signature is the
only collateral required. There's
no n eed to tie up any of your

valuable assets.

back to 1905. It is a subsidiary of Security Pacific Corporation, the nation's
seventh largest bank - holding company
with assets over $50 billion.
To cover the administrative costs of
arranging the notional 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-poge application. It's that
simple. For further information call toll free 1 -800- 525 -1132. Colorado residents
call collect 341 -6581. In California, call
toll free at 1- 800 -654 -7288.

ra

SEC� � � lOx<tPACI
� fZ� C I I rG.
14201 East 4th Ave., Aurora, Colorado 80011

r
'

Please send me a one•poge application for
the NAA Credit line program.

M Security Pacific Executive/

Professional Services, Inc.
P.O. Box 03008, Aurora, CO 80012

1- 800 - 525 -1132
Name
'

Address
city
State

'
'Secunry Pao& Executive /Professional SeMces. Inc. is on equal opportunity lender. Approval
of all loans, regardless of amount. Is subject to its normal credit policies.

- - - - - - - - - - - - -i

ZIP

Telephone

'
NM

L-- -- --- -� -� -�- �- -�

the time, but it helps to be right most of the time."
on hiring: "No one can be right all ofHiring
RobertHalf on

by Robert Half (Crown)

Don't
settle for
second]best.
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
RALf"'
accounting, financial and edp
personnel specialists.
J
O 1985 Robert Half IntemaUo" Inc. All offices independentlyowned and operated

Circle number 2 on reply card.

