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In addition to b35,000 ... 5 very good
reasons to choose our credit line.
The convenience of a revolvn
Ig
credit line. Once your credit
line is approved, you
have unlimited access
to any amount of cash
up to your designated
credit limit. It only takes
a phone call to activate
your�credit�—a�check�is�then
mailed immediately.
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or complicated procedures.
The few simple steps
necessary are made by
you in the privacy of
your home or office.
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No fees. No prepayment pen
alties. Nothing. There's no chor g e
to establish or maintain your credit
line, no loan processing fees, and
no prepayment penalties.
O
Or
4;
activate your credit, you pay interest only for the amount and time you
use the money.
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All transactions handled by
mail. There are never any
personal meetings required
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Satisfaction guaranteed. If you activate
your credit line and are not completely satisfied, simply return the money within 30 days
and there is absolutely no cost to you.

As a member of the National Association of Acc ountants, 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 w ith m ajo r funds f or m ajor
expenditures. With all transactions handled by mail and no collateral required,
the program is remarkably convenient.
As an association m ember, you'll

receive a 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�national�leader�in�providing mail loans, with a history dating

yp0

Your signature is the
only collateral required. There's
no need 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 moil it today. By return mail you'll
receive one -page 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.

'Security Pacific Execurive /Rafessionol Services. Inc. is on equal opportunity lender. Approval
of all loans, regardless of orrmunt, Is subject to its normal credit policies.
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Pleose send me o one -page oppflcorlon for
the NAA Credit line program.
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Security Pacific Executive/
Professional Services, Inc.
P.O. Box 33008, Aurora, CO 80012

1 1- 800.525 -1132
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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.
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MANAGEMENT
ACCOUNTING
Special
Report

Treadway Commission: Its Initial Conclusions
By Don W. Baker
The chairman of the National Commission on Fraudulent Financial Reporting recently disclosed some conclusions reached by this special panel.

Feature

Dennis R. Beresford: New FASB Chairman

r

By Kathy Williams
Long -time NAA member, and one of the first CMAs, Denny Beresford will replace current
FASB Chairman Donald J. Kirk when he retires at the end of December. Already involved
in several areas of standards setting, he's eager to continue FASB's work.

Personal
Finance

How the New Tax Law Affects Individuals
By Robert W. McGee
Hailed as a milestone in tax history, the 1986 Tax Reform Act dramatically lowers rates,
broadens the tax base, and shifts the tax burden from individuals to corporations.
?

Managing Your Investment Portfolio
By Jonathan D. Pond

You may be managing your company's assets efficiently and effectively, but what about
your own?

Pensions

Understanding the New Pension Math

34

By Paul Munter and Stephen D. Willits

Finance

Straightening the Tortuous —and Treacherous —R01 Path

4

i

Figuring out FAS 87 can be difficult for both users and preparers of financial statements.
Described here are computations required for a "typical" pension plan.

By Leon B, Hoshower and Robert P. Crum
Evaluation of your company's or division's ROI can be skewed if you do not avoid the
pitfalls . Some of the obstacles along the ROI path are discussed along w ith some
solutions.

Brainstorming

Making Safety Pay

46

By John R. Curtis
Columbia Companies had no formal safety program, and the costs of this neglect were
beginning to emerge. The new chief accountant's mission was to create a formal safety
program and implement it. Here's an account of how he did it and the profitable aftermath.

Management

Charting Staff Functions for Better Management

49

By Linda K. Warren
Managers can gain a better understanding of their departments' activities, internal control
considerations, and staffing conflicts if they prepare a linear responsibility chart.
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Partners in the Workplace
By Linda S. Owen
Through a uniq ue program emphasizing employee participation in company decision making, problem solvin g, and profit sharing, Faultless Caster Corp, has helped m orale and
pro du ctivity skyro cket and has put management and em ployees on the same team.

VAT: Harmful to Our Economic Health

-

Taxes

By Guy DeSanctis
Now that tax refo rm is a fait accompli, politicians are expected to turn their attention to
deficit reduction . One su ggestion is a value -added tax. But, as is discussed here, adding a
VAT to th e ex istin g tax system could increase prices, increase inflation, and decrease
person al savings.

NAA

NAA Airs Programs on ATV Network

i.

By William K. Grollman
Th e Asso ciatio n 's ed u cational video network has a new nam e, Accountants Television
Network, an d a new collaborator, Center for Video Education.
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PERSPECTIVES

Mastering Change: the Value of
Professional Meetings

MANAGEMENT
ACCOUNTING
(ISSN 0025 -1690)

VOL. LXVIII NO.6 DECEMBER 1986
As I travel around the country talking to
members, I am struck again and again by
the pace of technological change affecting every industry in the United States,
and indeed in the world. Management aca
countants are situated in the core of this
maelstrom, and it is our daily challenge to
stay abreast of new developments in our
industries and our economy.
The opportunity to keep current with
the profession is probably the most valued benefit of membership in the Association. That is why it is essential that you
as a member attend your chapter's monthly professional meetings.
It is our responsibility to hold first -class professional meetings on
current accounting and business - related topics. It is your responsibility to give your chapter and national leaders feedback on the
types of meetings, topics, and the speakers you want to hear.
To assist our chapters in organizing these meetings, NAA provides a number of outlines on recommended common topics in
management accounting and help in identifying outstanding speakers. Area councils also assist their chapters, both in selecting topics
and obtaining speakers.
My theme this year has been membership growth, but your officers and directors — including myself —know that growth without retention is a zero sum game. We must create a desire not only to join
the largest management accounting organization in the world but to
continue membership— because it is perceived as being of great
value.
Sound professional meetings on vital topics can help satisfy our
desire to master change and advance in our profession. With your
participation and feedback, the Association can continue to offer
such professional service through its chapter and regional council
network.
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n mainframe financial software, as in anything

Williams, Merrill Lynch, Bankers' Trust, Bristol Myers, Federal Express, Litton, Lloyd's Bank, The
NewYork Times Company, Owens-Coming, Royal
price slashing. At Data Design, we don't cut our
Business Machines, Warner - Lambert and hundreds
prices to make a sale. That's becauseafter the sale
ofotherFORTUNE 1000 companies who choose
we don't plan to cut service and support, either. So,
Data Design over other major vendors.
while getting a "bargain" may make your day, we'd
Our customers know that it's important to keep
the purchase price in perspective. The cost of a
prefer tomake your next ten years.
We have a hard -earned reputation to uphold. A
mainframe system is comprised of three elements:
reputation built on 13 years of providing the high1) The purchase price of the package; 2) The cost of
est quality systems and support in the mainframe
installation and conversion and 3) The cost of daily
industry. And nationally recognized independent
system operation and maintenance. Of these three
software surveys confirm Data Design's unsurpass- cost elements, the first is byfar the smallest. What's
ed record of user satisfaction —year after year.
the point of saving even $50,000 on the purchase
We believe that the fast, trouble -free installation price if implementation and operations costs evenand responsive, knowledgeable supportbymanage- tually add several hundred thousand dollars to the
ment levelpeople is worth what we charge for it. So total? The trouble with cheap financial software is
do companies like Alcoa, Gerber, Pillsbury, Sherwin- that you may never stop paying for it.
else, you get what you pay for Remember that
Iwhen
you read about rampant discounting and

Circle number 4 on reply card

Financial software by Data Design. When you
can't afford anything but the best.

GENERALLEDGER
ACCOUNTSPAYABLE
PURCHASEORDERCONTROL
FIXEDASSETS
CAPITALPROTECTMANAGEMENT
Learn more about the best financial software
available. Call BettyFulton toll -free at 800 - 556 -5511.

9 % � T� ATESV
Excet1enceinfinantWso8ware. Bydesign.
1279 0akmead Parkway, Sunnyvale, CA 94086

Treadway Commission: Its Initial Conclusions
cal review, and audit committees.
paying large amounts as damages.
In the reporting entity, the Commis2. A staff study of SEC actions against
During the past two years, the integrity
public companies and public auditors sion has initially concluded:
of financial reporting has come under a
found that most alleged frauds were
1. Audit committees should be man
perpetrated by upper -level managegreat deal of scrutiny, Congressman
dated for all publicly owned corpoJohn D. Dingell has been holding hearment through improper revenue recrations, as well as for other entities
ognition or overstatement of assets.
ings regularly on the subject and several
that accept public funds, such as
Very few involved actual diversion of
pieces of legislation dealing with the
mutual thrift institutions. The SEC
assets. A breakdown of internal consubject have been proposed.
should exercise the authority it says
NAA's most obvious involvement. is
trols occurred in most cases.
it has to mandate audit committees.
as a sponsor of the National Commis- 3. The University of Southern Califor
2. Audit committees should be activ
nia's School of Accounting conductsion on Fraudulent Financial Reporting
ists and should be deeply involved
ed a survey on the role of the SEC in
(Treadway Commission). NAA joined
in the financial reporting process.
financial reporting. In -depth interwith the AICPA, FEI, and IIA in sponThe Commission intends to publish
views coupled with a broad survey of
soring this Commission whose charge is
"good practices" guidelines for auto investigate the area of fraudulent fifinancial executives, corporate secredit committees,
taries, internal auditors, lawyers, and
nancial reporting and propose solutions
3. Audit committees should be provid
public accountants revealed overto guard against such reporting. Donald
ed adequate resources to discharge
whelming support for tougher sancW. Baker, vice president - controller of
their role.
tions against perpetrators of frauduSouthwire Company and NAA's Edu4. The role of audit committees should
lent financial reporting.
cation Committee chairman, represents
be more visible and better commuthe Association on the Commission's 4. One NAA research project found no
nicated to the public.
concrete instances where the indeAdvisory Board.
5. Corporate management should be
pendence of the public auditor was
In an address before the recent annurequired to express an opinion on
compromised by the firm's perforal meeting of the AICPA in Kansas
the adequacy of internal controls.
mance of non -audit services.
City, Mo., James C. Treadway, Jr., the
6. Corporate management should of
Commission's chairman, discussed the 5. In another study conducted by the
firmatively acknowledge in the anNAA, the crucial role a high level of
deliberations of the Committee over the
nual report to stockholders that it
corporate ethics plays in reducing
last year and revealed several initial
has the foremost and ultimate rethe risk of fraud was identified.
conclusions which the Commission exsponsibility for accurate financial
pects to include in its final report. Mr. 6. Two studies sponsored by the IIA
statements.
indicated a trend toward reliance by
Treadway said that "while the Commis7. All public companies should have a
public auditors on the work of intersion has reached many initial conclufraud risk assessment and risk mannal auditors, particularly in audit arsions, one overall dominant conclusion
agement program.
eas involving comp uter systems.
has emerged, that being that fraudulent
8. Internal controls should not be
These studies also indicated internal
financial reporting is —and probably alstructured mechanically. Emphasis
auditors can become even more efways has been and will be —a multi -dishould be on the overall control
fective through enhanced organizamensional problem —that many factors
environment.
tional status and professionalism.
contribute —and that multiple causal in9. All public companies should be re
7. A study sponsored by the FEI ana
fluences are at work."
quired to maintain an internal audit
lyzed corporate situational forces
In his address, Mr. Treadway pointed
function.
and pressures. This study suggested
out that the Commission's first task was
10. A chief internal auditor should ad
that many frauds do not begin with
to try to understand fraudulent finanministratively report to the CEO or
an overt, intentional act to deceive or
cial reporting —with all its complexities.
a senior financial executive not dimislead. Rather, the fraud frequently
This involved many research projects —
rectly involved in the preparation of
is a product of a combustible mixture
both internal and external. To provide
financial statements and have direct
of board apathy, unrealistic profit
some of the flavor of the information
access to an audit committee.
pressures, weak controls, and bonus obtained through research efforts, he
11. Management and audit committees
heavy compensation plans.
noted the following:
should insist on internal auditors
More than 20 major stud ies have
having a greater involvement in the
been conducted and digested by the
An analysis of 456 lawsuits against
financial reporting process.
auditors spanning the years, 1966 -85, Commission. Studies in areas not alThe Commission also concluded that
indicated t hat management fraud ready mentioned include computer
was present in about one -half of the fraud, accounting education, opinion the most influential single factor in decases and such cases were most fre- shopping, fraud awareness, second part- termining and preventing fraud is the
ner reviews, quality assurance, analyti- tone and atmosphere set at the top. All
quently resolved with the auditor
By Don W. Baker
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REAL ESTATE APPRAISAL
ISN'T A NUMBERS GAME

SRA

But there is one number you
need to know:
1-800 -331 -SREA
For a free directory
of designated members of
The Society of Real Estate
Appraisers, the people who
made real estate appraisal
a profession.

Q

Senior Residential Appraiser

SRPA

Senior Real Property Appraiser

SREA
Senior Real Estate Analyst

,
;.

'b+ a, ,
THESOCIETYOFREALESTATEAPPRAISERS
645 North Michigan Avenue
Chicago, Illinois 60611
(In Illinois call: 312 -346 -7422)
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com panies should adopt, publicize, and

enforce written codes of conduct.
1. Auditing standards relating to the
detecton of fraud need to be clarified. Revised standards should spell
out the auditor's obligations in positive, nondefensive language.
2. The Commission rejected the approach embodied in the recent bills
introduced in Congress.
3. The Commission plans to recommend that the Auditing Standards
Board be restructured to include
pub lic
rep res en t at i o n
and
participation,
4. The standard auditor's report suffers from serious shortcomings and
must be revised to better communicat e the au d i t o r 's role an d
responsibilities.
5. The SEC should mandate membership in a professional quality assurance program such as the AICPA
SEC Practice Section for all auditors involved in audits for public
companies.
6. Abuses inherent in opinion shopping must be reduced without restricting management's ability to
seek second opinions.
7. Independent accountants should be
required to conduct timely reviews
of quarterly financial reports together with increased oversight of
q u a rt e rl y rep o rt i n g by au d i t
committees,
8. The independence of the public auditors should be regularly evaluated
by the audit committee.
9. Greater emphasis should be placed
on analytical review procedures.
10. Public auditors should publicly provide a negative assurance opinion
on internal control.
As a general proposition, sanctions
imposed on those who violate the laws
by their involvement in fraudulent financial reporting are not adequate.
More criminal prosecution and longer
sentences for fraudulent financial report ing are app rop riat e. At i ts n ext
meeting, the Commission will decide
whether to recommend that the SEC
have fining authority. It already believes
the SEC should have cease and desist
authority and should have its resources
increased so as to perform the absolutely necessary role of an enforcer to obviate the need for a separate SRO.
C
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How
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HAPTERS

An eye-opening guide to office supply sources
and buying techniques that will help you get the
most out of your office supply budget... whether or
not you ever spend a penny with Quill.

•
•°
The more you know about the office supply industry—the better and smarter you
can buy. Buying smarter can save you hundreds (even thousands) of dollars a year.

perts. It includes helpful features on
How to read a catalog to get the best
buys, spot hidden charges and avoid
surprises on your invoice.

This amazingly frank new booklet, "How
to Save Money on Office Supplies, " gives
every office supply buyer valuable insights
and facts and will help you get the best
values when you buy anything from message pads to office furniture.

How to avoid wasting money on
"unused quality."
Why some "discounts" don't always
mean lower costs for you.
How to organize for easier, more
cost - effective buying.
Plus much, much more.

Wouldn't you like to know what types of
suppliers make the most sense for your
company? How to get the best prices without sacrificing quality and fast service?
When to ask for special quotes? What to
look for when buying certain products?

This booklet isn't about Quill. Neither
the company nor its policies or practices
are even mentioned. Its only purpose is
to help make you a better, more informed
buyer. And that means you'll learn money- saving tips and techniques, whether

This information - packed booklet was
written by our team of office supply ex-

you add suppliers, change suppliers, or
continue using your present sources.
To be really useful to you, a booklet like
this could only be developed by experts in
the office supply field who weren't afraid to
step on a few toes. Quill fills the bill on
both counts.
We've been serving office supply buyers
nationwide for more than 30 years ... in all
sizes of offices ... in all kinds of businesses.
We've become the nation's largest independent office products distributor by constantly
challenging industry traditions, finding ways
to cut waste, and selling for less.
So if you're really serious about saving
money on your office supplies, send for
your free booklet today!

Why Quill is Making This Unusual Offer

SPECIAL QUILL SALE

-/ decided to publish this booklet for 2 reasons. first. l hate to see wasted money and
inefficiency. It's bad for companies and organizations... and for our national economy.
In some small way, our expertise may help
you overcome some of the waste and inefficiency when buying office supplies. Second, I feel the more knowledgeable you become, the more likely it is that you'll buy
some of your office supplies from Quill. So
it's just good business on our part to help
save moneys

r

N

per

will

Take advantage of this special sale to see how you can
save money with Quill. Our letter -size manila folders are
9'!2 -pt. stock with ' i 3 -cut tabs. Regularly $6.29 per
100, but you can order them now for only $4.88 per
100. Start saving right away! Order by phone (specify
item #477 -S -7- 30137), or use the coupon below. Min
imum order 500 folders. UPS shipping charges
be
added to the total. Offer ends January 15, 1987.

100
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iJ YES, send

to

FREE"How Save Money office Supplies" SavingsGuidealongwithmyfirstFREE
1
MonthlySaleBook.
1 D Alsosendme
Ouill" manila 'r3-cut, letter-sizefile folders(#477-S-7-30137)forthelow price
1
of just $4.88 per100 and bill me later. Iunderstand that it Iam not 100% satisfied, Imay return
them within 90 daysforfull credit orrefund. Minimum order500 folders. UPS shipping charges
1
will beadded tothe total. Offerends January15, 1987.
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sands of the most popular office products at indus- 1 Business Name
try- leading discount prices...plus hundreds of
items at special monthly SALE prices...prices virtually impossible for others to meet. Start learning 1 Your Name
how to save on all your office products needs right
It Address
now. Simply return coupon today. Or call at
city

1- 312 -634 -4800
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100 S. Schelter Road • Lincolnshire, IL 60069

my

SPECIAL BONUS OFFER!
Act now and get a FREE subscription to the
next 6 Quill monthly sale books. With your
FREE booklet, we'll include the current Quill
Monthly Sale Book. Plus, in the months ahead,
you'll receive the next 5 issues You'll find thou-

1 Mail to: Quill Corporation

1

Jack Miller. President, ouill Corporarioo

back and forth because of my limited experience, but finally I mastered it by referring to the
manual.
Lighthouse is simple to use. The "F" function
keys offer single -entry commands from full financial statement creation to "help" menus.
Menu - driven, it also allows you to customize
screens /graphs and individual account lines if
you don't standardize with the supplied title.
Cust omiz ation d oes not ch an ge preprogrammed formulas for subsequent use and
Alfred M. King, Editor
statistics.
One of the outstanding functions of Lighthouse is break -even analysis screens that allow
for "what -if" analysis. Through a couple of funcLighthouse: An Excellent Financial
tion commands, one can alter the fixed or variSoftware Package
able portions of cost and immediately see the re"Lighthouse is a product of superb computer calculated break -even point. This is an especially
technology where graphic techniques and fi- advantageous feature. The graphics portion innancial analysis are completely integrated. It cludes calculation of numerous important ratios
differs vastly from other products as it is neither for analysis of a business situation, monitoring
a spreadsheet nor generic graphics. The end historical performance, or forecasting. Historical
object of Lighthouse is to optimize the execu- data help you analyze trends. Another feature of
tive's time resources in the areas of analytical the program is multiple division /plant entry with
thinking." This direct quote from the introduc- automatic consolidation or selected exclusion.
tion of the Lighthouse operational guidebook is The manual even offers formatted worksheets to
relatively accurate. Lighthouse is made up of assist in initial input of data.
Overall, I found the Lighthouse package to
two distinct sections: Graphics (screen or printed) and a Data Management Section. In data be a very powerful tool for financial managemanagement, the standard financial numbers ment to use to easily view statements, graphs,
are entered, which may be budget, actual, or ratios, and break -even analysis. It is geared toprior -year data. The system has the capability ward corporate high- finance consolidation entito transfer data from other software and to roll ties but can be useful for single plant /company
environments as well. Its "what -if" and graphdata from year to year.
Lighthouse minimum specifications require ics capabilities are excellent.
I have a few suggested improvements, howan IBM PC or compatible with at least 256K
bytes of memory. Two dual -sided diskette ever, such as adding tabs to the manual for
drives or one dual -sided drive and one hard ease in referring to specific application instrucdisk are required. You should have a color dis- tions. I found myself doing this often and lost
play monitor. PC DOS version 2.1 or greater is time. When you enter information into the data
required to boot the system. If printing is de- management file, the numbers do not appear
sired, I suggest a 132 - character compressed anywhere until you hit "enter," As in Lotus, it
printer. A colorjet printer would be desirable for would be nice to see them in the upper left porincreased emphasis and glamour of the output. tion of the screen or somewhere for sight verifiI used a "Cordata" portable PC for the test and cation before file entry, On my diskettes, the
foun d it fully compatib le. I did not p rint, "wait" indicator didn't always show when it
should have, and a "highlighted" section to be
however.
Not being a computer expert, micro or mini (I used to work in was sometimes blank on sealways say I know enough about software and lected screens.
I don't think we accountants can ignore the
operations to be dangerous), I even was able to
boot this system up and go through the com- ease and the ready comprehensive graphic
plete demo disk. The package contains a well - portrayal that financial data offer nonfinancial
written user manual, five program disks, one management. We should always be striving to
data disk, and one demonstration disk, all simplify the accurate interpretation of our work
bound nicely in hard cover and sleeve for multi- for our peers and those we supervise. Lighthouse is an excellent tool to further that goal. El
ple -use stability.
The manual offers complete instructions for Albert J. Sima, Operations Controller
two floppy diskettes or fixed disk environment The Glidden Co.
start-up. I had a little problem switching disks Huron, Ohio
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Big or smaII, one size
does not fi II*I
when you do their tax planning, audits, or book preparation. You also have the
`ability to create and customize
reports that meet their specific needs. Hundreds of
accounting firms, of all sizes
recommend Aardvark's
fixed asset programs to
their clients with confidence.
We give you features that
you would expect from a
c
clearly superior fixed asset program plus additional features that
you never thought would be possible on a micro.

Aardvark /McGraw -Hill,
a perfect fit.

For information call toll -free or use coupon.
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SOFTWARE THAT
SETS THE STANDARD

Yes,I want to try the Fixed Asset P rogram
that fits my company on 30 -day, no obligation trial. Available for IBM and 1003'o IBM
compatibles.
I'm interested, send me more information.

'

'

❑

❑

(800) 558- 1538/OPER 150

'

f you don't believe in conforming your
fixed asset accounting requirements
to what someone else thinks is
best for you, don't! Aardvark/
McGraw -Hill believes that all
companies are created equal, but
that doesn't mean we think they're
similar. Aardvark gives you the
universal alternative to time consuming depreciation calculations.
Our Fixed Asset Accounting Family.
We understand that even the most
complete and comprehensive program is only as powerful as your ability
to effectively use it. Our Fixed Asset
Accounting Family gives you the
ability to unleash the power easily and
effectively. Clearly a superior alternative
to manual calculations.
Whether you have 150 or 20,000 assets,
Aardvark /McGraw -Hill has a program to
perfectly fit your fixed asset accounting nee
1. Does your company have 150 -5,000 assets
*Fixed Asset Accounting gives you
superior control with 13 depreciation
methods and 30 available reports.
2. Are you a corporation with 5,000- 20,000 assets?
*Asset Manager gives you the power to manage
and control a vast amount of asset information.
3. Are you currently using your mainframe to handle
your fixed assets?
*Why not explore an effective and cost saving
alternative. Save costly mainframe processing time
and expensive tax law updates using your micro.
You can transfer data from your mainframe to
your micro. Your micro will give you more control
over reports, free up your data processing people, and generate reports quickly and effectively.
4. Are you an accounting firm looking for a fixed asset
program to recommend to your clients?
*When your clients use Aardvark /McGraw - Hill's,
Fixed Accounting Family, your job will be easier

1020 N. Broadway, Box 150, Milwaukee, WI

53202

Israel Blumenfrucht, Editor

Tax Planning Strategies for Children
The Tax Reform Act of 1986 contains advantages and disadvantages for most taxpayers,
but it appears as if the disadvantages clearly
outweigh the advantages for children.
The new law increases the personal and dependency exemptions from $1,080 in 1986 to
$1,900 in 1987, $1,950 in 1988, and $2,000 in
1989. In subsequent years these amounts will
be indexed annually for inflation. However, the
new law eliminates the double exemption previously allowed, as follows. Under the old law,
parents could claim an exemption for their dependent children, including children aged 19 or
older who attended college on a full -time basis.
If the child had income from either a job or investment, a separate personal exemption could
be claimed on the child's own income tax return. Thus, every child and full -time student
could be worth, in reality, two exemptions —one
for his or her parents and one for themselves.
Under the new law, however, if a child is
claimed as a dependent by his or her parents,
the child cannot claim the personal exemption
on his or her own tax return.
The standard deduction replaces the zero
bracket amount (26A). Both terms represent
the minimum amount a taxpayer can deduct
without proving any deductions. While the new
law increases the standard deduction amounts
beginning in 1987, the standard deduction for
an individual who may be claimed as a dependent by another taxpayer, such as a child, is
generally limited to the greater of $500 or the
dependent's earned income. For example, assume a child has $1,000 of unearned income in
1986 and 1987. In 1986 the child would not pay
any tax on the income because he is allowed a
personal exemption of $1,080. In 1987, however, the child would pay tax on $500 ($1,000500) because he is only allowed a $500 standard deduction and cannot claim a personal
exemption because he is claimed as a dependent by his parents.
One of the most popular devices available to
families for reducing the aggregate tax liability
12
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Taxes

of a family under the old law was to shift income- producing property to children. The income would be taxed at the children's tax rates
which was considerably lower than their parents'. The new law limits this basic income
shifting technique by providing that all unearned income of more than $1,000 received
by children under the age of 14 would be taxed
to the child at the parents' top tax rate. The age
of the child is determined on the last day of the
tax year. This provision applies to all unearned
income received after 1986, even if the income- producing property was transferred to
the child before 1987. Once a child becomes
14 years old (any time during the tax year), all
unearned income is taxed at the child's own tax
rate.
Under the old law, parents were allowed to
set up so called "Clifford Trusts" to shift income to children. A lump sum is invested in the
trust and all income earned on this principal is
shifted to the child. After ten years and one day
the parent may take back the principal. The
new law eliminates this income - shifting technique by requiring the trust income to be taxed
to the parents for all transfers made on or after
March 1, 1986. For all trusts established before
March 1, 1986, the income will be taxed to the
child. However, if the child is under 14, income
in excess of $1,000 from trusts established before March 1, 1986, will be taxed to the child at
the parent's top tax bracket.
Despite changes in the tax law, there are various tax planning strategies available. First, parents should be certain that their children take
full advantage of the $500 standard deduction
allowed for unearned income. Then, all other
funds could be invested in tax - deferred investments until the child is 14 years old. For example, parents could purchase Series EE U.S.
Savings Bonds. Interest earned on EE bonds is
not taxable until they are cashed in by the taxpayer. Furthermore, purchasing growth stocks
or growth stock mutual funds that pay little or
no dividends is another available strategy, assuming of course, that the price of the stocks or
funds rise significantly over the years.
One disadvantage from buying U.S. savings
bonds or growth stocks is that when the child
redeems the bonds or stocks after age 14, the
become taxable, even
entire income
though it is at the child's lower tax rate. To
avoid this result, one strategy is to buy municipal bonds that are deeply discounted and mature after the child becomes 14. The bond interest is n ot t axab le, and when t he b ond
matures only the discounted portion of the
bond (face value less purchase price) is taxable
0
to the child at his or her lower tax rate,
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INEVERY RACE, the loser works
just as hard as the winner. But the
winner feels better.
The demands ofsales and use tax
compliance can be— taxing. Many com
panics pay more in these taxes than
they do in income tax. What's worse,
most companies pay too much.
Here's where the FAST -TAX System
can help you finish way out in front.
The FAST -TAXin -house system
combines a microprocessor, tai processing software, and a laser printer
into a single desktop workstation.
It is a flexible productivity tool
that can link easily into the

FAST -TAX mainframe system to give
you access to an unlimited database.
CORPORATESERIES Sales Tax
Administrator software is built
around comprehensive tax and discount rate tables, applying in -house
automation to rate keeping, data
collection, computations, and the
generation oftax forms. And because
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compliance statutes are so changeable,
your rates, regulations, and forms are
automatically updated — electronically.
Income tax preparers in hundreds
of corporations have been running
ahead with FAST -TAXsince19613.
Their reasons fit the sales tax scene
like a snug runner's shoe: Why waste
valuable professional time crunching
numbers when you could be focussing
on the strategic part ofcompliance?
You could be spending your
energies better. You could be
running ahead. With FAST-TAX.

Running ahead.

Get the whole corporate
lax in -house slow:
Ask for,your
1986 Runner's Guide
to in -house and

integrated tar
processing.
Call 1 -800 FAST -TAX.
Ask for Pete Roberts
Ert: 8421
Circle number 8 on reply card.
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Computer Language Research — Computerized tax processing for corporate professionals • World H Q 2395 Midway Rd., Carrollton, TX 75006 • In Texas. call (214) 250 -8800

Management
Accounting
Practices
Louis Bisgay, Editor

FASB Developments
The Financial Accounting Standards Board has
issued an exposure draft, "Financial Reporting
and Changing Prices," which would supersede
FAS 33 and related pronouncements. If it is issued as a final statement, the current proposal
would encourage, but not require, disclosure of
supplementary information on the effects of
changing prices. Although the statement would
be effective for fiscal years ending after March
15, 1987, companies would be permitted to apply its provisions to financial reports issued after
the statement is promulgated. Thus, if, as expected, the statement were issued prior to yearend, companies could forgo inclusion of changing prices information in 1986 annual reports.
The Board's tentative decision to issue the
proposal was not unanimous. The exposure
draft notes that three (of the seven) Board members have an alternate view. They believe that
FAS 33 should not be rescinded, because the
basic problem has not disappeared – changing
prices cause historical cost financial statements
to show illusory profits and to mask erosion of
capital_ Those members acknowledge various
shortcomings of Statement 33 and evidence of
the limited use of the disclosures. They believe,
however, that in due course higher rates of inflation will again prompt demands for supplementary disclosures of effects of changing prices,
and companies once again will be required to
undertake difficult, time - consuming efforts. The
"dissenters" would continue with FAS 33 disclosures, and, at the same time, continue with efforts to develop an alternative measure of enterprise performance.
Another topic of major significance is "Accounting for Income Taxes," and, in that regard, the FASB has proposed a technical bulletin that addresses when companies should
recognize the effects of the new tax reform law.
The proposed bulletin would have companies
report the retroactive effects of the law in the
14

interim period that includes the law's date of
enactment. Prospective provisions would not
be recognized before their effective dates.
It should be noted that the balance sheet
amounts of deferred income taxes would not
be adjusted for a change in tax rates except as
already required by existing pronouncements.
The technical bulletin addresses implementational issues in the context of current generally
accepted accounting principles and not in
terms of what GAAP would be if the exposure
draft, "Accounting for Income Taxes," were
adopted. The FASB has received letters urging
that it either expedite its income tax project, or
sever the "liability" portion of it, so that companies could reduce their deferred tax liabilities as
of December 31, 1986, to levels consistent with
the new tax rates. The Board maintains that it
cannot shortcut its due process and that the
proposed provision to change measurement of
deferred taxes from the deferred to liability
methods is integrally interrelated to the other
provisions of the exposure draft, precluding
severing any one portion of the proposals. On
becoming aware of the controversy, NAA's
Management Accounting Practices (MAP)
Committee wrote to the Board expressing its
support of the FASB position.

Other MAP Committee Comments
Besides the letter to FASB referred to above,
the MAP Committee commented recently on
the following matters:
Securities & Exchange Commission —Rule
making for Operational EDGAR System
International Accounting Standards Committee— Review of standards in effect for five
years: IAS12 Accounting for Taxes on Income; IAS13 Presentation of Current Assets
and Current Liabilities
For copies of MAP Committee comment letters, write to Ms. Harriet Wink at the NAA office
in Montvale.

IFAC News
The International Auditing Practices Committee
of IFAC has approved three documents: International Auditing Guideline, "Special Purpose
Auditors' Reports;" Exposure Draft 27, "Basic
Principles Governing Limited Assurance Engagements;" An exposure draft, "Proposed
Framework of International Auditing Guidelines." The documents may be obtained from
the AICPA, 1211 Avenue of the Americas, New
York, N.Y. 10036 -8775.
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RTS is the minicomputer software company that's different. Different because
we offer one of the widest ranges of application software in the industry.
Different because all our real -time packages are fully integrated. Different
because we have the resources to continue developing our products for years to
come. Different because everyone in the company is committed to providing
the highest level of customer support. Different because we have the financial
backing of VISA, the most successful software
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Letters
TO THE EDITOR
Erwin S. Koval, Editor
This department welcomes comments on any topic

of interest affecting the accounting community in
general and NAA in particular. Correspondence 1s
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.

th eir au d it clients purely because of the
"p erc ep tio n" it crea tes. Mr . Barbatelli,
in my opinion, has taken advantage of
his association with t h e N A A to have
su ch a o n e -sided article published, and
as ch airm an of a com pany in the a ppraisal bu siness has reinforced m y negative p erception of the professionalism of
ap p raisal com panies in general. My experien ce h as been that appraisal companies will give t he " clie nt " almost anyth in g th ey want in order to strengthen
th eir (th e c lient's) ta x position. This is
esp ecially tru e in the area of intangible
assets. I b elieve the CPA firms will take
a b a lan ced and ho nest ap pro ach in the
valu atio n p rocess because of their concern in assuring the app ropriate ness of
th e overall financial statem ents rather
th an h avin g only a tax m otivation.
Donald G. Wi t t mer
Darien, I ll.

Regardin g th e Ba rb atelli Ar t ic l e. . .
Certify Co nsultants?
Mr. Barb atelli (Sep t. 1986) h as th e au dacit y to wan t to d e n y C PA firm s th e
right to p erform ap p raisal services fo r

Et t o r e Ba r ba t e lli's a rt icle at t ac ks the
pu b lic acco unting firm perform ing m an

Accountants: Start

your own practice!

tion for m anagem ent consulting.

John D. Moore, Ph.D., CPA
Central Washington University
Lynnwood, Wash.

We'll send you The Book
on how and why. Free!
Pr ogr ammed for Success�is�the�name�—�and�it�has�all
the f a c ts , fi gure s a nd ba c kgro und da ta c ompile d by
C OMPREHENSI VE , ' the natio n's largest f ranchiso r o f
monthly bookkeeping, accounting and tax services for
small and medium -sized businesses of all kinds. If you
want to work for yourself, be your own boss, and have
the security of being backed by experienced prof es-
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Call S . A . K ucera
Toll free (800) 323 -9000
Anywhere in the Continental U.S.
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agemen t ad vi so ry services on the
grounds that it violates the AICPA's
Rule 504 of Professional Conduct (Incompatible Occupations). For years
public accountants have been criticized
for performing these services as it is perceived to violate the concept of auditors'
independence.
Now Mr. Barbatelli provides another
aspect to consi der. His underlying
theme surely is that public accounting
firms have an unfair competitive advantage against others who perform similar
services. I agree that a competitive advantage exists, but do not consider it
unfair.
The important factor to be considered
is the technical training of the consultant. A CPA is recognized to possess
certain educational qualifications, but
what of the non -CPA consultant? I suggest that anyone can be called a consultant [but] of course, not all can be called
a CPA. The Institute of Management
Consultants has tried to rectify this with
their "Certified Management Consultant" appellation. Thus, I am suggesting
that this competitive advantage will
continue until the level of education is
perceived to be adequate for non -CPA
consultants. Perhaps it is time to reissue
the AICPA's draft on university educa-

II

As a former manager with a national
valuation company, I have empathy for
Mr. Barbatelli's concerns relating to
valuation services by public accounting
firms. However, I must refute his implication of impropriety and state unequivocally that valuations for our clients are
performed with complete independence
of the firm's audit activities. Our valuation professionals adhere to a code of
ethics which enforces impartiality. Discussions with and reviews by audit or
tax personnel are man dat ed and designed to ensure compliance with acco u n t i n g s t a n d ar d s an d /o r tax
regulations.
Michael C. Wierwille
Director, Valuation Services
Coopers & Lybrand
Los Angeles, Calif.
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WhenYOUBUYDEC/VAXRnanca
il
Software�From�ROSSSj� stemslO�u
Get�More�Than� stThe�Package.,
You get the legendary support and training
from the only financial software company with a
100% commitment to Digital's broad family of
VAX" 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, training,
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
products.
Discover the difference that Ross Systems'
Circle number 2 on reply card.

total commitment can make in your VAX
environment.

■ MAPS/CL—General Ledger
■ MAPS /AP—Accounts Payable
■ MAPSIAR —Accounts Receivable
■ MAPS/FA—Fixed Assets
■ MAPS/MODEL— Financial Modeling
■ MAPS IMICROLINK— Micro/Mini Link
■ MAPSIDB —Data Base Management
Call (415)856 -1100 or write us at
1860 Embarcadero Road, Palo Alto, CA 94303.
z
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DEC and VAX are registered trademarks of Digital Equipment
Corporation. MAPS is a trademark of Ross Systems, Inc.

Dennis R.Beresford: New FASB

By Kathy Williams

EPTEMB ER
16 — DE NNIS R.
Beresford was in the middle of an Ernst
& Whinney partners' meeting in New
York City when he was called to the
telephone. He had j ust been named
chairman of the Financial Accounting Standards
Board. Would he accept? His answer was a resounding yes!
It had been a long six months waiting for the
selection committee of the Financial Accounting
Foundation to make its decision. He had been taken by surprise in March when the committee first
asked him if he would allow his name to be submitted as a potential replacement for Don Kirk,
current FASB chairman, who was retiring December 31. He spent the next two weeks in intense
discussions with his family and colleagues, and,
after they reassured him of their total support, he
agreed to become a candidate.
By the time he was selected, he was eager to
tackle the challenge. "The opportunity to serve as
chairman of the Financial Accounting Standards
Board was too exciting to turn down," he explains. "To me, it's the highest position in the
land in terms of development and improvement in
financial reporting. Although my job has been tied
to that area, I hadn't thought about the FASB at
this time. I had thought that if I did get an opportunity to serve, it would be in another 10 to 15
years. This was a very pleasant surprise.
"It was scary, too, to think of leaving the firm,
even though this job will be challenging, interesting, rewarding, and lots of responsibility. I was
and am just 100% satisfied with every aspect of
my professional career with Ernst & Whinney, but
the chance to do something else and with the
firm's significant encouragement was the best of
both worlds."
The Right Combination
Mr. Beresford is an ideal successor to Don
Kirk. At 48, not only does he demonstrate the
same youthful vigor, enthusiasm, and dedication
to the standards - setting process, but his technical
prowess is beyond dispute. Associated with Ernst
& Whinney for 25 years, he has excelled in the
client services area as well as the technical area.
He joined the Los Angeles office in 1961 after
graduating from the University of Southern California with a B.S. degree in accounting. Quickly
assuming a fullclient load, he thrived on the auditing work. Then in the summer of 1971 he was
asked to interview for —and landed —an assignment with the technical group at E&W's national
18

headquarters in Cleveland. It meant a major move
for him and his wife, both Los Angeles natives,
but they "put our faith in God and Ernst & Whinney" and were rewarded with success.
The next year Mr. Beresford was named partner and gradually began specializing in standards
setting. "We had a p retty small group when I
came to the national office," he says, "a handful
of people who worked on accounting, auditing,
SEC issues, standards—everything that was considered technical. As the department developed
over the years, I specialized more in the financial
reporting standards /accounting standards area."
Although he missed the direct client involvement, he began to enjoy the technical side. He describes his group's work as proactive and reactive,
proactive being client services and technical publicat ion s and react ive b ei ng th e res p on ses t o
changes that come about in the profession via the
FASB, SEC, Congress, and others. Through his
contributions and dedication he has become regarded in financial circles as one of the country's
top technical experts.
He also has earned colleagues' respect for his
related activities outside the firm. No stranger to
the FASB, he has been a member of its Emerging
Issues Task Force since its inception in 1984 and
was a member of the Board's advisory task forces
on accounting for income taxes and timely financial reporting guidance. He served on the Financial Accounting Standards Advisory Council in
1980 -83, and he was one of two U.S. representatives on the International Accounting Standards
Committee in 1982 -84.
NAA's Candidate
NAA's nominee for FASB chairman, he joined
the Association in 1962. One of the first CMAs,
Mr. Beresford has served NAA in numerous technical- related capacities since 1970: chairman of its
Research Committee from 1986 until the present,
when he has had to relinquish all ties with every
organization besides the FASB; member of the
Management Accounting Practices Committee;
national vice president; national board member,
program chairman for the St. Louis Annual International Conference; member of the Education
and Accounting for Social Performance Committees; and participant in and advisor to NAA's
Video Network. A charter member and past president of the Southwest. Los Angeles Chapter, he
also has been a member of Cleveland East.
He has been chairman of the AICPA's Accounting Standards Executive Committee and a
MANAGEMENT ACCOUNTING/ DECEMBER 1986

Chairman
member of its Council and its Social Measuremer
Committee. He has been a columnist for the F
nancial Executives Institute's magazine, FE, fc
several years. He also is a member of the board c
advisors to USC's School of Accounting and th
executive committee of its SEC and Financial R<
porting Institute.
The combination of his outstanding leadershi
skills, technical expertise, and experience were th
deciding factor in his being selected FASB chair
man. Duane Kullberg, chairman of the FAF's sc
lection committee, says, "Denny Beresford ha
been active in the accounting principles area c
the profession and over time has demonstrated
keen knowledge of accounting issues. He has bee
identified both inside and outside his firm as a to
technical person and strong leader. He should be
very able successor to Donald Kirk."
Rholan E. Larson, president of the FAF, add!
"Mr. Beresford has the leadership and technicE
skills necessary to manage the FASB's decision
making process, which includes deliberations of
ten fraught with diverse views. He also is articu
late. The chairman must be a good communicato
to direct the Board's proceedings and maintai .
satisfactory rapport with the financial communi
ty. I think he will continue to work toward main
taining the Board's independence and mission an,
toward keeping standard setting in the privat
sector."
E &W is delighted. "We are pleased that Denn
Beresford's contributions are being recognized,
says Michael Grobstein, E&W's vice chairman c
accounting and auditing services. "Regarded a
one of the country's leading accounting profes
sionals, Denny also is known for his well -orga
nized, people- sensitive management style. He i
described by colleagues as a 'hard- working, ex
tremely productive, genuinely nice person,"' Mi
Grobstein notes that Mr. Beresford played a leap
role in developing E&W's technical publications
regarded by accountants as among the best in th
profession, and always lent his expertise to th
resolution of complex client- service issues. "Hi
tireless standards - setting efforts and his deep in
volvement with the business community have enhanced E&W's image. His appointment promises
to promote close cooperation between the accounting profession and the business community
as they address the challenges ahead."
Already Prepared
Mr. Beresford is ready for his new assignment.
Although the everyday operations of the FASB
MANAGEMENT ACCOUNTING/ DECEMBER 1986

"are still somewhat of a mystery to me," he says
his work at E&W has prepared him for the type of
decision making he'll face at the Board. For example, "When a client is considering a particular
transaction, it has to select its accounting method
and we have to decide whether we approve or disapprove it. We can't wait for the FASB to take
five years, or the Emerging Issues Task Force two
months in some cases, to select the right answer.
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breaker, He has to understand the issues, develop
his own point of view, and try to persuade others
to that point just as everyone else is doing."
Finding the Pressure Points

In many cases you have answers that are clearly
preferred but others that are clearly acceptable.
Within that range is an appropriate approach to
take with a given client. That's where trade -offs
come in, in differences between the best accounting, which is obviously what the FASB would like
to strive for, and some of the practical realities of
the business world. When our clients are going to
file with the SEC the day after tomorrow, they insist on an answer today."
He also has tasted the collegial atmosphere,
wherein he will have but one vote out of seven in
the standards - setting process, albeit with a major
difference. "Ultimately, the way we resolve issues
here is we kick them around with other partners
or executives or clients. We like to think that every decision is a consensus and a group decision,
and most of them do work out that way. The reality is that in some cases somebody simply has to
say 'well, I heard all the discussion and this is the
way it's going to be.' It doesn't work that way
with the FASB. One person doesn't drive the
group in the direction that he wants it to go. But,
I accept the process and don't intend to try to
change it. I do think, however, that the chairman
has to be an active participant. I don't think he
can simply sit back and listen to everybody else
then vote with one camp or another or be the tie20

Although Denny Beresford doesn't begin his
five -year chairmanship until January 1, 1987, already he is getting a glimpse of the pressures. Almost immediately after his appointment was announced, he began receiving an avalanche of
letters from constituents. Although most were
personal congratulatory notes, some contained
suggestions on the direction he should steer the
Board. He laughs, "A few have commented on the
issues, and those who would urge that the FASB
do things a lot faster are probably evenly measured against the ones who would say that the
FASB should not d o an ythin g, o r at least do
things at about. the same pace that they are now."
The letters haven't discouraged him. He is very
familiar with the process. In fact, some of his best
prep aratio n has b een his in vol vement on the
Emerging Issues Task Force. "The task force has
been an important group that has dealt with issues
very quickly. Some people had been concerned
that the FASB wasn't acting fast enough on real
emergencies, and others felt that it was issuing
many accounting rules that were too narrow. The
task force has solved these problems. It is developing consensus positions that have almost the same
impact as a narrow accounting standard, Every
six weeks the group, composed of representatives
from public accounting firms, corporations, and
government, comes out with guidance on real world issues."
Charting the Right Course
Denny Beresford has some strong opinions
about the direction he'd like the FASB to take and
the skills he'll need. "Most important, you have to
believe in the objectives and the mission of the
FASB, which I do. You also need a high energy
level for the job and must want to participate in
the technical debates as well as motivate others,
You have to enjoy working with people. Much
public activity is necessary. I also will need a thick
skin because you certainly don't please any of the
people all the time.
"That may be biggest challenge. You're never
going to please all constituents with the answers
that you derive, so it's important to convince people that the process works and that they have an
opportunity to influence it. They aren 't j ust
throwing things down a deep well when they send
letters to the FASB or attend public hearings.
People who can think in writing, who can present
their case persuasively, have a good chance of being influential. The ones who simply say 'we don't
like this rule because it's going to affect our finanMANAGEMENT ACCOUNTING /DECEMBER 1986

cial statements poorly' don't."
Regarding the issues that will be facing him and
the other Board members shortly, "The FASB/
GASB jurisdiction dilemma has to be a top priori ty—to work closely with the Governmental Accounting Standards Board people and try to see
that those issues are resolved appropriately. Also,
I'm concerned abo ut the produ cti vit y o f t he
FASB —it seems to take a long time to get certain
things done. 1 know that a real strength of the
Board is its extensive due process of standards setting, but it's still a little hard, at least from my
current outside perspective, to understand why it
takes as long as it does on certain issues."
The financial instruments project also is a
prime concern. "That's probably the biggest project facing the FASB right now. It will have to be
taken in smaller pieces because if you tried to answer all the questions at once, you'd spend the
next 10 years on it, and the market would have
changed so much that the answer would be irrelevant. The Board is beginning with improved disclosures, which makes sense. Then it should be
possible to move into other areas along the way.
The challenge is in the proliferation of instruments and in deciding exactly what the project entails. How can the Board provide guidance and
improve financial reporting without being so untimely that it doesn't make any difference ?"
A Reservoir of Skills
If these challenges seem hefty at times, Mr.
Beresford can draw on his reservoir of accounting
and leadership skills to see him through. He credits NAA with some of his first experience. "I really liked the idea that I, as a brand -new staff accountant, could work closely with assistant
controllers, controllers, and vice presidents of finance in my chapter. It was ideal professionally
and enjoyable personally because we shared professional questions. That was a way NAA prepared me for my new endeavor as well as for other
leadership roles."
Becoming a CMA also helped, he says. He sat
for the first Certificate in Management Accounting examination, given in 1972, as a personal challenge and as a potential selling tool for the firm.
He passed all five parts and was awarded Certificate No. 6. "The self - esteem and self - confidence
that come from doing well when you're competing
with your peers tell you you don't have to take a
back seat to anyone. The exam was tied to our clients' work, too. I had a concern that in public accounting you never are quite able to understand
what goes through the minds of clients, with their
different points of view and experiences, but earning the CMA made me feel that I was reasonably
in s ync wit h th em and cou ld d eal with them
effectively."
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He also genuinely enjoys accounting, even reading technical- related materials as a hobby. When
he moves to Stamford, Conn., this month, he'll be
five minutes from the office, which, he notes, will
give him plenty of time to enjoy his work. He has
been employed since he was 13 when he was a bottle -boy in a local grocery store. He became a cashier at 16 and stayed until he was 21, finished college, and joined E&W.
He's also looking forward to spending more
time with his wife, Marian, a semi - professional
photographer and artist who has decorated his office walls with paintings, needlepoint, and, most
recently, photographs of brightly colored hot air
balloons in which they tested their nerve last year.
The couple met between his junior and senior
years in college when he got a summer job with a
large oil company where she was working in the
treasurer's department. They married the following April 15. They have two children. Craig, 23,
holds a psychology degree from the University of
Chicago, is finishing his MBA at the University of
Michigan, and plans to pursue marketing or advertising. Beth, 20, is a junior at Hillsdale College,
majoring in Spanish, and aspires to live in Mexico
or Spain someday.
A Measure of Success
In speculating about the days ahead, Denny
Beresford notes that he's brushing up on his sense
of humor and perspective. "I like to think that I
have the ability to keep things in perspective and
not take myself too seriously. I'm obviously going
to face some difficult challenges, but if I can't see
the big picture, it's going to be difficult to survive.
Also, I generally —at least so far —have been able
to get along with most people. I've been involved
in some fairly difficult issues over the years, and
I've never left, at least from my perspective, on
anything other than friendly terms. We may have
disagreed with answers that were reached, but I
think I retained the respect of the people that
were involved in the process, and I respected
them, too. This may sound trite, but I live my life
by the golden rule, just treating other people the
way I would like them to treat me, and it has
worked pretty well so far.
"I know these skills will be essential to keeping
the Board on its road of progress. If, when my
term ends, the FASB has continued to maintain
its current credibility and record of success, then I
will feel that I've done a good job. All I have to do
is keep the ship steered in the right direction. I
don't know what all the challenges are going to
be, but if we do another Harris survey in five
years, and the Board gets similar plaudits, as it
did in 1985, then we'll be ahead. The FASB's
work must stay relevant and practical. Those are
the most important objectives."
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How the New Tax Law
Affects Individuals
The Good News: Four out of five individuals will have a smaller tax bill.

By Robert W. McGee
The new tax law is perhaps the most sweeping in
our tax history. Just about everyone who pays taxes will be affected. Six million taxpayers will be
taken off the tax rolls, and the tax rates for individuals will drop sharply.
From a maximum marginal individual rate of
90% or more in the 1940s, '50s, and '60s, the top
rate dropped to 70 %, where it stayed until the
early 1980s. It then dropped to 50 %. The new top
rate for individuals will be 28 %, although a 5%
surcharge might boost some marginal rates to
33% for a portion of their income. The new law is
projected to reduce individual taxes by about $120
22

billion over the next five years, and is expected to
increase corporate taxes by an equal amount.
Many Taxpayers Will Benefit
Not all individuals stand to gain from the new
law, however. While about four out of five individuals will get some reduction in taxes, about
one -fifth will see their taxes increase. People earning above $75,000 will probably pay more taxes in
1987, although their 1988 tax bill might be slightly smaller than what they paid in 1986. One reason for the fluctuating tax liability is the fact that
the lower rates do not go into effect until March
1987, while certain deductions are repealed as of
January. The 1987 rates are blended, so the full
MANAGEMENT ACCOUNTING /DECEMBER 1986

impact of the new law will not be felt until 1988.
In 1988 there will be only two tax brackets:
15% and 28 %. The 28% bracket takes effect at
taxable income of $29,750 for joint returns and
surviving spouses, $23,900 for heads of household,
$17,850 for singles and $14,875 for marrieds filing
separately. Starting in 1989, the 28% rates will be
adjusted for inflation. Starting in 1988, taxpayers
(joint returns) having taxable income between
$71,900 and $149,250 will have to pay a 5% surcharge on income within that range, which has
the effect of phasing out the 15% bracket. The
range for head s of household is $61,650 to
$123,790; for singles it is $43,150 to $89,560; for
marri ed s filing separately it is $3 5, 95 0 to
$113,300. These amounts also will be adjusted for
inflation starting in 1989.
The standard deduction replaces the zero bracket amount. In 1988,for joint returns and surviving
spouses it will be $5,000; for heads of household,
$4,400; for single, $3,000; and for married couples
filing separately, $2,500. These amounts will be
adjusted for inflation starting in 1989. An additional $600 is allowed for a married individual
who is elderly or blind ($1,200 ifboth elderly and
blind). Singles get $750/$1,500. For blind or elderly individuals, the standard deduction rule
takes effect in 1987 instead of1988. The $600 and
$750 amounts will be adjusted for inflation starting in 1989.
In 1987, the standard deduction is $3,760 for
joint returns and surviving spouses, $2,540 for
heads of household and singles, and $1,880 for
separate returns.
The personal exemption increases to $1,900 in
1987, $1,950 in 1988, and $2,000 in 1989. The exemption will be adjusted for inflation in 1990. Beginning in 1988, the exemptions are phased out
for taxpayers having taxable income above certain
levels.
Th e two - earner deduction is repealed beginning in 1987. Rate
changes
and the change
:I
in the personal exemption are expected to mitigate most of the tax
penalty that married
couples have to pay.
Taxpayers may not
use income averaging to reduce their taxes after
1986.
Starting in 1987, the earned income credit increases to 14% of the first $5,714 of earned income. Formerly it was I I% of the first $5,000 of
earned income. So the maximum credit increases
from $550 to $800. This credit is intended to provide relief to low income taxpayers who have children. The credit will be phased out over an inMANAGEMENT ACCOUNTING /DECEMBER 1986

come range of $9,000 to $17,000 starting in 1988.
The credit is totall y phas ed out at income of
$11,000 under present law.
Divid end s. Aft er
1986, taxpayers may no
longer exclude the first
$100 ($200 for joint returns) of dividends received. All dividend income becomes taxable.
Aft er 1986, unemployment compensation
benefits will be fully
taxable. At present there is a partial exclusion.
Scholarships and fellowships will be tax free for
degree candidates only. Amounts excluded must
be used for tuition and course - required fees,
books, supplies, and equipment. Present law allows nondegree students to exclude some income,
and allo ws al l stu dent s t o exclu de a certain
amount of income regardless of how it is spent.
The new rule takes effect for scholarships and fellowships granted after August 16, 1986.
Present law excludes income received for certain scientific and achievement prizes and awards.
The new law will permit exclusion only if the recipient assigns the prize or award to charity. Certain employee awards based on length of service
or safety will be excluded. Other awards will be
taxable, unless excluded under the de minimis
fringe benefit rule.
Major Changes
The itemized deduction for state and local
sales taxes can no longer
be taken after 1986. Deductions for personal
property, state, and local in come taxes , and
real estate taxes can still
be taken. Nomtemizers
will no longer be able to
take a deduction for charitable contributions.
Starting in 1987, the floor for medical expense deductions will be increased from 5% to 7.5% ofadjusted gross income. But certain personal residence expenses for the care of a handicapped
individual that were previously nondeductible will
become eligible for the medical expense deduction. The itemized deduction for certain adoption
expenses is repealed after 1986.
The interest expense deduction is a bit more
complicated. While interest incurred on a principal or second residence will still be deductible,
other interest, such as that incurred on personal
loans and credit cards, will be nondeductible.
However, interest on a first or second residence is
deductible only to the extent that the amount of

Robert W. McGee,
CMA, CIA, CPA, is a
technical tax
consultant at Prentice Hall, Inc., and
professor of
accounting and
taxation at Seton Hall
University.
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the loan does not exceed the purchase price of the
residence plus the cost of improvements. But this
limitation does not apply if the debt is incurred to
pay educational or medical expenses.
For example, Dan and Sheila Taylor purchased
a home for $40,000 and added $10,000 in improvements. The home is now worth $120,000. If
their mortgage is $50,000 or less, all mortgage interest is deductible if they itemize. If the mortgage
is $120,000 or less, they can deduct the interest on
the amount over $50,000 only if the debt was incurred for educational or medical purposes. Any

Table 1

Tax Brackets

Tax Rate

Joint
Returns

11%
15
28
35
38.5

043,000
3,000.28,000
28,000 - 45,000
45,000- 90,000
Above 90,000

Heads of
Household
042,500
2,500. 23,000
23,000 - 38,000
38,000- 80,000
Above 80,000

Singles
0- $1,800
1,800- 16,800
16,800 - 27,000
27,000 - 54,000
Above 54,000

Married individuals filing separately will use brackets that are half the amount
of the joint return. The above dollar amounts represent adjusted gross
income less the standard deduction and personal exemptions.

to deduct employee business expenses. Moving expenses also will be deductible only to taxpayers
who itemize. Miscellaneous itemized deductions
will be deductible only to the extent that they exceed 2% of adjus ted gross incom e. Th e 2% floor
does not apply to m oving expenses, however. The
rules for business and investment expenses take effect for tax years beginning after 1986.
The political contribu-

tions tax cred it is repealed after 1986. Pre <<
sent law allows a credit
of up to $100 on a joint
return or $50 for
d
p,�
individuals.
After 1986, individuals will no longer be
able to claim a 60%
long -term capital gains deduction. The effect of
the new rule will be to increase, the tax on longterm capital gains. For example, an individual in
the top bracket (50 % ) in 1986 who has a $100
long -term capital gain will be able to exclude
60%; thus, only $40 is taxable. At a 50% top rate,
the tax on $40 is $20, so the effective top rate on
long -term capital gains is 20% ($20/$100) . In
19 8 7 , t he t op r a t e i s 3 8. 5 % , b u t the r e is a s pe c i a l
ru l e for 1987 only that limits the t ax on capital
ga i n s t o n o m o r e t ha n 2 8 % , s o t he t a x o n a $ 1 0 0

Lower tax rates

do not go into
effect until
March 7987,
but certain
deductions are
repealed as of
January.

in te rest in cu rr ed on a m o r t ga ge in excess of
$120,000 (if -th ey co uld fin d so meone to give them
a m o r tga ge fo r m o re th an th e m arket value of
th eir ho me) is no nd ed uctible. However, interest
o n a h o m e m o rtgage taken o u t before August 17,
1986 co ntin ues to be fully deductible up to the
m arket valu e o f th e p ro p erty .
Su b ject to several exceptio ns, meals, travel,
a n d ent ert ai nment expenses will be only 80%
ded u ctible. If one of the
ex cep tions applies, the
dedu ction will continue
to b e 100 %. No deduc-

tions are allowed for: (1)
attending conventions
or seminars other than for trade or business purposes, (2) educational travel expenses, (3) charitable travel expenses unless there is no significant
element of personal pleasure, recreation, or vacation in the travel, or (4) costs (other than 80% of
regular ticket costs) of renting skyboxes for more
than one event (subject to a three year phase -in).
The rules for home office expenses and hobby
losses also have been tightened.
Employee business expenses, previously allowed
whether the employee itemizes or not, will now be
allowable only as an itemized deduction. So employees who do not itemize will no longer be able
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lo ng - te r m c a p i ta l ga in in 19 8 7 wil l i nc r e a s e t o $ 2 8
( wi t h n o 6 0 % e x c l u s i o n) . In 1 9 8 8 , t he t o p r a t e i s
28 % , s o t he t a x o n a $ 1 0 0 l o ng - t e r m c a p i t a l ga i n
wi l l b e $ 1 5 f o r t a xp a y e r s i n t he l o we r b r a c k e t o r
$ 2 8 f o r t a xp a y e r s i n t he hi ghe r b r a c k e t . Ho we v e r ,
f o r t a xp a y e r s i n t he 5 % s u r c h a r ge r a n ge , t h e t a x

X $100).
In effect, long -term capital gains are taxed the
same as ordinary income after 1986. But the mechanism for computing capital gains remains intact. So
taxpayers whose capital losses exceed their capital
gains by more than $3,000 can take only a $3,000
deduction in any one year. The carryforward rules
still apply. But the net capital losses can offset ordinary income on a one - for -one basis. Under the old
rules, it would take $6,000 of long -term capital
losses to offset $3,000 of ordinary income.
The Section 1231 gain and loss rule is unchanged, so taxpayers must still net their Section
1231 gains against their Section 1231 losses before
they can compute their net capital gain. The rule
that permits taxpayers to defer gain on the sale of
a personal residence also is unchanged, as is the
$125,000 exclusion for taxpayers over 55.
Taxpayers no longer need to exercise incentive
stock options using the FIFO method. The $100,000
annual limitation rule also has been modified. Under this modification, an employer may not, in the
aggregate, grant an employee incentive stock options that are first exercisable during any one calenwi l l b e $ 3 3 ( 2 8 % + 5 % = 33 %n
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dar year to the extent that the aggregate fair market
value of the stock at the time the options are granted
exceeds $100,000. The new rule applies to options
granted after 1986.
The individual minimum tax was enacted several years ago so that individuals who take advantage of tax incentives would pay at least some tax.
The present rule exempts the first $40,000 of tax
preference items on a joint return, $30,000 for singles, and $20,000 for marrieds filing separate returns, and taxes the excess at 20 %. The new law,
which takes effect in 1987, raises the tax rate to
21% and phases out the exemption amount at a
rate of 25 % for alternative minimum taxable income of more than $150,000 ($112,500 for singles
and $75,000 for marrieds filing separately). What
constitutes a tax preference item has also changed.
The rules for alternative minimum tax have become much more complicated.

Tax Changes for Individuals
Old Law
New Law
Tax rates: 14 brackets ranging 1987: 11 %, 15 %, 28 %, 35% &
from 11 % to 50 %.
38.5%
1988: 15% & 28% (over $29,750
for joint, $23,900 head of household, $17,850 singles & $14,875
married filing separately). 5%
surcharge brings maximum rate to
33 %.
Standard deduction: Single
$2,480; joint $3,670; head of
household $2,480.

1987: Singles &head of household
$2,540; joint $3,760; separate
$1,880
1988: Joint $5,000; head of housesehold $4,400; singles $3,000; sepaarate $2,500
Additional $600/$750 for blind or
elderly.

Personal ex emptions: $1 ,080_

$1,900 in 1987, $1,950 in 1988,
$2,000 in 1989. Phased out for
high income individuals,

Two earne r deduction:
Allowed.

Repealed.

Income averaging: Allowed.

Repealed.

Retirement Plans

Earned income credit: ] 1% of 14% of first $5,714, phased out at
first $5,000, phased out at
$17,000. Maximum credit $800.
$11,000. Maximum credit $550.
Dividend income: Exclude first Fully taxable,
$100 ($200 on joint returns).
Unemplay ment benefits:
Partially tax free.

Fully taxable,

Scholarships &fellowships:
Tax free for degree candidates
gree candidates.
and nonde
Excluded regardless of use of
funds.

Tax free for degree candidates
only. Exclusion limited to tuition
,
fees, books, supplies, and
equipment.

Prizes &awards: Tax free for
scientific, achievement, etc.,
awards.

Taxable unless donated to charity,
except employee service or safety
awards.

Sales taxes: Deductible as an
itemized deduction.

Not deductible.

Other taxes: State and local in- No change.
come and property taxes are deductible for itemizers.

in

The rules for individual retirement arrangements have been tightened. Present law allows individuals to deduct up to $2,000 ($2,250 for a
spousal IRA), for contributions to an IRA whether they itemize or not, and whether they have another retirement plan or not. After 1986, taxpayers will lose some or all of the deduction if their
income exceeds a certain amount, or if they or
their spouse participate in a pension, profit -sharing, Keogh or 403(b) annuity plan.
Taxpayers can still get the full deduction if neither spouse belongs to a company- funded retirement plan, or if either or both spouses belong, but
have adjusted gross income of less than $40,000
($25,000 if single), before the IRA deduction. A
partial deduction may be taken if one or both
spouses belong to a company- funded plan and adjusted gros s inco me is between $40,000 and
$50,000 ($25,000 – $35,000 for singles). For example, a married person with adjusted gross income of $42,000 can take a $1,600 IRA contribution deduction ($2,000 less 20% of $2,000—
$42,000 is 20% of the distance between $40,000
and $50,000). There is no deduction for plan
members having adjusted gross income above
$50,000 ($35,000 for singles).
However, even individuals who cannot claim a
deduction can make an IRA contribution. The
contributions will grow tax free. The new IRA
rules take effect for the 1987 tax year. The last
day to make a contribution for the 1986 tax year
is April 15, 1987.
Present law for 401(k) Plans allows qualifying
individuals to defer up to $30,000 of current income. After 1986, the maximum annual deferral
will be $7,000, adjusted for inflation.
Currently U.S. citizens working abroad
the
private sector are permitted t o exclude up to
MANAGEMENT ACCOUNTING /DECEMBER 1986

Charitable contributions:
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TaxChangesforIndividuals (continued)
Old Law
Deductible for all taxpayers.

New Law
Deductible only for itemizers.

Medical expenses: Itemized
Floor raised to 7.5 %.
deduction over 5 % of adjusted
gross mcome.
Adoption expenses. Deductible Not deductible.
as an itemized deduction.
Interest expense: Itemized
deduction.

Interest on first and second home
deductible within limits. Other
interest not deductible.

Meals, travel, & entertainment: Generally 80% deductible.
100% deductible if for business.
Employee business expenses:
Deductible for all taxpayers.

Deductible only for itemizers.

Miscellaneous itemized deduc- Must exceed 2% of AGI.
tion limitation: No limitation.
Political contributions: Credit Repealed.
allowed up to $100 on joint return, $50 for individuals.
Capital gains: 60 % exclusion.
One- for -two offset for LTCG
up to $3,000.

No exclusion. Fully taxed at or&
nary rates. One -for -one offset
against other income up to $3,000.

Incentive stock options: Must
exercise using FIFO.

FIFO no longer required.
$100,000 annual limitation rule
modified.

Alternative minimum tax:
20% after exclusion.

21%n after exclusion, which is
phased out for high - income taxpayers. More complex.

Individual retirement arrange- Restrictions, based on income lev:
ments: No restrictions, up to el and other retirement plan
$2,000 annual deduction.
participation.
401(k) plans: Up to $30,000
annual deferral.

$7,000 maximum annual deferral.

Foreign source income.
Expatriate salary tax free
up to $80,000 annually.

$70,000 maximum.

Grantor trusts: Can be used
Benefits sharply curtailed.
to shift income to other members
of family unit.
Tax shelters: Passive losses can Passive losses can offset only p
offset all other income.
sive income; cannot offset salary
or other active source income.
26

$80,000 a year in earned income. This amount
was scheduled to increase by $5,000 a year beginning in 1988, up to $95,000 in 1990. The new rule
reduces the excludable amount of foreign source
income to $70,000, effective after 1986.
Present law for grantor trusts allows individuals
to shift income to their children by transferring
assets to a trust, with the principal to revert after
more than ten years (Clifford Trust). This arrangement made it possible for parents to pay for
their children's college education with pre -tax dollars, because the income generated by the trust
would generally be taxed at lower rates than that
of the parents. Stocks and bonds placed in such a
trust might be taxed at 14% or so, rather than the
parents' rate, which could be as high as 50%
(70% prior to 1981). Income distributed to the
children from t he trust would be taxed at the
child's rate, which could be zero, depending on
the child's bracket. The new rule taxes trust income to the grantor (parents) if the principal will
revert at any time, thus eliminating the tax advantage of a Clifford trust.
Also, most trusts must adopt a calendar year,
thus eliminating the tax deferral that would otherwise result when the recipient's tax year is different than that of the trust. Under the old rules, a
trust having a January 31, 1984, year -end could
distribute cash to a calendar year recipient on
February 1, 1983, and the recipient would not
have to report the income until the 1984 tax return was filed on April 15, 1985, a deferral of 26
1/2 months. The new calendar year rule reduces
the deferral.
Previously the family unit was able to reduce its
total tax by transferring interest and dividend producing assets to minor children. Such a move
would cause the income to be taxed at the child's
lower rate. The new rule taxes the unearned income of a child under 14 in excess of $500 at the
parent's top marginal rate. The rule applies to the
child's taxable income after it is reduced by the
$500 standard deduction, so, in effect, unearned
income is taxed at the parent's rate only to the
extent it exceeds $1,000,
The new law requires a taxpayer who claims an
exemption for a dependent who is at least five
years old to include that person's social security
number on the return, effective in 1988. The rule
was aimed at reducing the number of taxpayers
who claim their dog or cat as a dependent. The
practical effect is that many taxpayers will now
have to obtain a social security number for their
children.
Present law allows tax shelter losses to offset
other income. The new law prohibits taxpayers
from using passive losses to offset income earned
from active sources such as salaries and wages.
There is a phase -in rule.
❑
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Institute of Certified
Management
Accountants
James Bulloch, Editor

Beyer Medal Winners, June 1986 Exam, Named
The top scorers on the June 1986
Certified Management Accountant examination have been announced by
the Institute of Certified Management
Accountants. Rajeev N. Parikh of St.
Bonaventure, New York, will be presented the Robert Beyer Gold Medal
for achieving the highest scores on
the examination. Robert M. Filipski,
Philadelphia, Pa., won the Beyer Silver Medal for the second highest
scores on the examination. Sheryl L.
Johns, of Pasadena, Tex., won the
Beyer Bronze Medal with the third
highest scores on the examination.
Jeff W. Walz, who was a student at
the University of Texas at Austin, will
be presented the Student Performance Award.
The Beyer Gold, Silver, and Bronze
Medals are sponsored by Touche
Ross & Co. in honor of the late Robert Beyer, a former managing partner
and past national president of the National Association of Accountants.
The Student Performance Award is
sponsored by Monsanto Co., of St.
Louis, Mo.

North Chapter; David G. McBroom,
auditor, Arthur Young & Co.; Sohrab E.
Rudina, staff accountant - budget, General Telephone Company of the South;
and Leeann Okrey, staff auditor, Arthur Andersen & Co,

Parikh

Filipski

11
Johns

Profiling the Winners
Beyer Gold Medal winner Rajeev N.
Parikh is currently on the faculty of

Five Win Certificates
Certificates of Distinguished Performance were presented to five other
candidates for the CMA designation.
The Certificates of Distinguished Performance are presented by the ICMA's
Board of Regents. Recipients are Roger C. Kimball, financial analyst, IBM,
Kingston, N.Y.; Carl S_ Warren, professor of accounting at the University of
Georgia and a member of Atlanta
MANAGEMENT ACCOUNTING/ DECEMBER 1986

the School of Business at St. Bona venture University, Saint Bonaventure, N.Y. Mr. Parikh came to the U.S.
from India in 1972 and earned a doctorate in accounting and finance from
the State University of New York at
Buffalo. A member of NAA's Buffalo
Chapter, Dr. Parikh spent several
years in area industry, holding positions in corporate finance and, ultimately, a corporate controllership.
Robert M. Filipski, Silver Medal winner, earned an MBA at the State Universit y of New York at Bu ffalo in
1981. He states, "I spent five years in
various financial and cost accounting
positions in the Buffalo area, first with
Moore Business Forms and then with
Motorola before moving to Chicago in
1983 as a financial analyst with a division of Motorola." Subsequently, he
joined Coopers & Lybrand as a consultant in C &L's Chicago office. In
September 1985, he transferred to
the Philadelphia office where he is establishing a management accounting
consulting group. He is a member of
NAA's Valley Forge Chapter.
Bronze Medal Winner, Sheryl Lightfoot Johns, was graduated in May
1986 from the University of Houston —Clear Lake with a B.S. degree in
accounting, summa cum laude. She
completed her CPA examination in
May 1986 and also won the Texas
Society of CPAs' Accounting Excellence Award. An NAA member, she
currently is working as a tax consultant in the Houston office of Ernst &
Whinney.
A total of 2,383 candidates took the
June 1986 CMA examination with 359
candidates completing the examination requirements. The passing rates
for examinat ion parts for the last
three examinations are presented
El
below.

Passing Rates on the CMA Examination
Examination Part

Part 1 Economics and Business Finance
Part 2 Organization and Behavior Including Ethical
Considerations
Part 3 Public Reporting Standards, Auditing and Taxes
Part 4 Internal Reporting and Analysis
Part 5 Decision Analysis, Including Modeling and Information
Systems

June
1985

December
1985

June
1986

48%

43%

43%

51%
44%
45%

46%
48%
41%

40%
34%
42%

60%

49%

43%
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Financial executives are second
only to doctors in neglecting an(
mismanaging their personal ass

By Jonathan D. Pond
It has frequently been observed that professionals
who make a living advising others often do not
follow the same advice in their own lives. Rotund
physicians admonish overweight patients to lose
weight. Estate planning attorneys die intestate.
And so it is with many management accountants.
Although they are members, in their professional
lives, of teams that handle company assets effectively and efficiently, many are careless when it
comes to managing their own.
The people who are most successful in managing their personal portfolios have a clear understanding of their financial objectives and the
plethora of available investment vehicles. In order
to choose an appropriate combination of assets,
you must evaluate your personal or family objectives, preferences, and constraints. Figure 1 illustrates what you should consider when structuring
your investment portfolio.
Quantitative factors such as age, marital status,
number of dependents and their ages, current financial position (net worth), current income, and
future income prospects are considerations, individually and in combination, that should influence
MANAGEMENT ACCOUNTING /DECEMBER 1986

the structure of the portfolio. For example, an upwardly mobile, dual- career couple without children can afford to take more risks, and be less
concerned with investment liquidity, than a single- earner couple with college -bound children.
Similarly, those who are blessed with large portfolios and /or substantial inheritance expectancies
can place a greater portion of their investment
funds at risk. Generally, preretirees and retirees
should have more conservative portfolios than
their younger counterparts.
After evaluating your financial and family situation, you can begin to develop an understanding
of the ideal portfolio structure. Poor portfolio performance, for example, often can be attributed to
making investments which are out -of -sync with an
individual's quantitative circumstances. At one
extreme is a low investment return resulting from
a portfolio that is too conservatively invested in
relation to the individual's circumstances (usually
manifest by the absence of stock and real estate
investments in the portfolio). At the other extreme is a large loss of portfolio principal. More
often than not this loss is simply attributable to
greed — taking more risk than can actually be
afforded.

Jonathan D. Pond,
CMA, is president of
Investment
Management, Inc.,
Cambridge, Mass.
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Qualitative issues include:

Portfolio
management is
a dynamic
process. The
range of
investments
that may be
right for you is
vast and
increases each
day as new
products are
introduced.
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• Experience. Not many people are knowledgeable about all investment categories (i.e., equities, fixed - incomes, and real estate). Expertise
in one area may influence the proportion of investments in a given category, as well as the
method of investment. For example, an experienced stock market investor may choose to
weight his portfolio in favor of equities, or may
pick direct investment over mutual funds. I recommend that novice investors rely on the expert is e of p ro fes s i o n al s when sel ect in g
investments.
• Objectives. Investment objectives typically revolve around five areas: liquidity, current income, capital appreciation, safety, and tax shelter. You should decide what your present
investment objectives are and also recognize
that they will change. Younger individuals tend
to favor capital appreciation. Retirees usually
opt for current income and safety.
• Time constraints. Many people are too busy creating wealth to manage it effectively. It is important to recognize that portfolio management
does require an investment of time. You should
not abdicate personal portfolio management responsibilities to an outsider on the pretense that
you have no time.
Nevertheless, time limitations can affect the
type of investments that might be most appropriate for an individual. Direct investment in stocks,
bonds, and real estate typically requires a greater
time commitment than resorting to a mutual fund
or a limited partnership.
• Personality also is an important consideration.
For example, many people are not suited to be
landlords, although some don't discover this
until after the apartment building has been acquired. It may be a difficult part of self- assessment, but an objective evaluation of your personality will inevitably benefit portfolio
management.
• Health. Existing or foreseeable health problems
also can influence portfolio management. An
entire portfolio can be literally wiped out by the
long -term hospitalization of an elderly person,
especially because Medicare severely restricts
coverage for long -term care. Elderly persons
can lessen the possibility of such a loss by redirecting their portfolios, although legal counsel
should be consulted before taking such action.
• Preferences. Personal investment preferences often are closely related to the investor's experience and personality. However, it is important
to have a balanced portfolio. Some people prefer the safety of insured fixed - income investments. But a portfolio that consists solely or
predominantly offixed - incomes securities is not

likely to perform as well over the long run as
one that contains a more balanced measure of
equities, fixed- incomes, and, perhaps, real
estate.
Successful portfolio management can be complicated when investment decisions are shared
with another person, typically a spouse. Money
matters are the single greatest cause of marital
discord —and some of this discord can be attributed to conflicting investment preferences. I recommend that couples discuss any fears they may
have about investing and how much risk they
want to assume before making decisions about
their portfolio.
• Exogenous considerations. Effective personal
portfolio management requires that you be familiar with the ever - changing investment environment. In particular, you need to understand
how events beyond your control may affect a
portfolio. For example, the current, and expected, state of the economy; current interest rates
and expected changes; the overall tax environment and expected tax reform; and legal issues —both federal and state —all affect investments. Investors who keep abreast of these
external issues and act accordingly will improve
their overall portfolio return. For example, familiarity with the 1986 tax act provisions relating to capital transactions can result in considerable savings for many active investors.
Overall Planning Needed
Portfolio management, while perhaps the most
significant part of overall personal financial planning, must be coordinated with several other financial planning activities including insurance,
tax, retirement, and estate planning.
Ifan investor is not adequately and continuously insured, a portfolio that has taken years, if not
decades, to accumulate could easily be jeopardized. For executives, the most common gaps in
insurance are in long -term disability and personal
liability (umbrella) coverage.
Tax considerations should always influence decisions relating to portfolio selection and mix. The
Tax Reform Act of 1986, a model of tax "complication," has already dramatically altered the investment landscape. You should consider and
evaluate how your current and future investments
might be affected by this and other such far- reaching tax legislation.
For the vast majority, the ultimate purpose of a
portfolio is to ensure a comfortable retirement.
For individuals in their fifties, portfolio and retirement planning become nearly one and the same
thing. Often, preretirees who know they will need
to depend upon personal assets in retirement often
redeploy their assets (albeit gradually) into more
conservative, income - oriented investments. AlMANAGEMENT ACCOUNTING/ DECEMBER 1986

though this action may decrease a portfolio's
overall yield, it can protect the investment principal from sharp downturns in the market which
conceivably could occur at a time when one can
ill -afford a serious erosion of capital.
Effective estate planning should ensure that assets are properly transferred to your heirs both before and after death, and should alleviate the confusion that often can accompany a death. Because
the largest asset in many estates is the personal
investment portfolio, estate planning should be
considered as an integral part of portfolio management. Areas particularly important from this
standpoint include the designation of property
ownership (single name, joint tenancy, etc.); gifting strategies; and the possible placement of assets
into trust.

should weight their portfolios in favor of equities and, if they are so inclined, real estate.
However, some of the portfolio should remain
conservatively invested unless the investor has a
very large portfolio and /or substantial inheriFigure 1
Exogenous
Considerations
p r o s p e c t s 7

Qualitative
Considerations
Economic

Interest
rates
Health

Selecting Your Strategy
Once you have developed a good understanding
of your unique investment needs, you can begin
the task of putting these requirements into action.
An often overlooked but crucial component of
successful investment management involves the
allocation of total available funds across the three
major categories of investment: equities, fixed incomes, and real estate.
Very little attention is given to portfolio balance
by the investment community (and investment
writers as well). It is easier to focus on individual
investments or separate investment categories,
such as stock mutual funds, municipal bonds, or
real estate limited partnerships. However, you
first need to determine how much of the portfolio
should be all ocated to a single inves tment
category.
This is a complex, highly judgmental, and dynamic task. The current investment environment
is an excellent illustration of how difficult this
process can be. Even though you may find that
your investments are not properly allocated, any
major shift in asset allocations at the present time
may not be appropriate. New fixed - income investments are not attractive because interest rates are
low. In most areas, investment real estate is too
expensive, particularly in view of tax reform. Finally, the stock market has risen dramatically in
the past year, leading many to believe that equities
are overpriced. Of the three investment categories,
equities are probably the most attractive at the
present time for long -term investors, but only by
default,
Portfolio balance decisions are dependent on all
of the considerations shown in Figure 1. While it
is impossible to provide specific recommendations, I suggest the following guidelines:
Younger and middle -aged people, particularly
those with bright future income prospects,
MANAGEMENT ACCOUNTING /DECEMBER 1986

StatePreferences
of the economy

I

Personality

Quantitative
Considerations

I

Age
Family status
Financial position
Current income
Income prospects

Experience

Objectives

Expected
tax
reform

Estate
planning
issues
Time constraints

Legal issues

Tax environment

tance expectancies. A typical portfolio allocation may be 40% equities, 30% real estate, and
30% fixed - income for those who opt for real estate investments or 60% equities and 40% fixed
incomes for those who do not.
• Investors with a long -term investment horizon
should seriously consider real estate. Even after
tax reform, real estate remains one of the two
major wealth creation techniques available to
the average person because accretion in real estate value escapes taxation until the property is
sold. The second wealth creation technique involves buying and holding stock (not mutual
funds) because stock appreciation also escapes
Uncle Sam's clutches until the shares are sold.
• Preretirees who are within, say, 10 years of retirement should begin a gradual shift of an aggressive portfolio into more conservative investments. As previously mentioned, this tactic
precludes the possibility of being caught in a
protracted downturn in the stock or real estate
markets. An appropriate reallocation depends
on many factors, particularly how much the
preretiree will need to rely on his personal portfolio for retirement purposes. A typical preretiree who will need the portfolio for living ex31

A portfolio that
consists mainly
of fixed - income
securities is not
likely to
perform as well
over the long
run as one that
contains a
more balanced
measure of
equities, fixed incomes, and
real estate.

pen ses mi gh t even t u al l y co n s i d er an
appropriate portfolio balance to consist of 40%
equities and 60% fixed incomes or, if the preretiree has real estate investments: 30% equities,
20% real estate, and 50% fixed incomes.
• Certain "major life events," such as marriage,
the birth of children, disability, divorce, or the
death of a spouse will often require a change in
the portfolio investment mix. For example, divorce will often materially alter the current financial condition and financial outlook of each
spouse, thereby reducing the proportion of assets that should be placed at risk.
• The amount of risk in a retiree's portfolio is
again dependent on the extent to which he must
rely on the funds for living expenses. Most retirees, of course, prefer investments that yield current income--either fixed - income securities or
income - oriented stocks. Many retirees find that
for the first time in their lives they have sufficient time to devote to stock market investing,
and many do quite well at it. Nevertheless, they
should be prudent as to the proportion of equities in their portfolios.
The key to successful personal portfolio management is beating the rate of inflation over the
long term. An after -tax return or investment
that exceeds the inflation rate by 3% is an appropriate objective for most investors. Exceeding inflation by 4% is considered very good.
Beating long -term inflation is easier said than
done, however, particularly under current market conditions. Stock market investors have
done very well over the past two years, but they
may tend to forget the long droughts in stock
market performance that have occurred over
the past two decades. Fixed- income investors
have little to cheer about if they are investing at
current rates. A 7% certificate of deposit has an
after -tax yield of less than 5% for an investor in
the 30% tax bracket. This barely beats inflation. On the other hand, some municipal bonds
have yields approximating those of CDs. Real
estate investments in many communities are not
keeping up with inflation. Investors should not
be discouraged by current market conditions,
however. What is needed is a patient, long -term
view of portfolio return.

hold strategy of investing usually works for high
quality investments because the general market increases in value over time. Only more experienced
investors are consistently successful in actively
trading their investment holdings.
Don't overlook the obvious - Sometimes market
conditions sound a clarion call for investment —or
avoidance. For example, when tax - exempt municipals were yielding well into the double digits, astute investors recognized a once -in -a- lifetime opportunity and happily moved funds into these
securities.
Mutual funds and limited partnerships can be
excellent investment vehicles —Even highly experienced professional investors use mutual funds and
limited partnerships for part of their investments.
Advantages include instant diversification, professional management, and convenience. Disadvantages include uneven performance (particularly
for stock funds in bear markets and bond funds in
periods of rising interest rates) and the inability to
control the timing of capital gains.
EQUITY INVESTMENTS

Use stop -loss orders to protect against stock market losses— Remove the temptation to ride a losing
stock down to the poorhouse by using stop -loss
orders for listed securities and setting a definite
bailout level for shares or mutual funds where
stop -loss orders are not available.
Buy good performers — Investors should try to
buy value. Companies with strong balance sheets
and solid earnings growth are consistently better
long -run performers. Also, many successful longterm investors endeavor to purchase strong companies with relatively low price- earnings ratios,
(i,e., out -of -favor stocks).

How to Invest
I recommend the following basic investment
strategies which have withstood the test of time.
Diversify -Try to own stocks, bonds, and real estate in several different industries or locations.
Lack of diversification is too risky. Persons who
have a considerable investment in shares of their
employer's company should recognize the risks of
doing so.
Maintain long holding periods —The buy -and32

Use dividend reinvestment programs —These
programs are a useful way for investors to begin
and continue an equity capital accumulation program. In addition to reinvesting dividends, the investor also can make additional share purchases
MANAGEMENT ACCOUNTING /DECEMBER 1986

di rect l y fro m the co mp an y, oft en at no
commission.

category. This often results in a dangerously illiquid and risky portfolio structure.

FIXED - INCOME INVESTMENTS

Tax "Complication"

A large loss of
portfolio
principal more
often than not
is simply
attributable to
greed.

%n

The new tax legislation affects personal portfoShop for yields —Considerable competition now
exists for investor money, so shopping for rates is lio management and strategies in several ways,
often well- rewarded. For example, a list of banks and like previous tax overhauls creates both probpaying the highest yields for time deposits of vari- lems and opportunities.
Long -term capital gains will be taxed at the
ous maturities is published in Barron's each week.
These yields are as much as 2% above returns of- same rate as ordinary income. Thus, the maxifered locally, although some of the banks offering mum rate in 1986 will be 20% (under the old
these rates are not insured by the FDIC or FSLIC law), in 1987 it will be 28 %, and in 1988 it will be
33% (for those whose income puts them in the exand should therefore be avoided.
Buy individual bond issues to avoid interest rate tra 5% phase -out surtax bracket). Active invesrisk —Many investors purchase bond mutual tors might consider realizing capital gains in 1986,
funds without recognizing that the principal value while people who are inclined to hold their investof such funds can fluctuate as dramatically as ments for the next several years are probably betcommon stock funds. If interest rates rise, the val- ter off not selling. Capital losses will be deductible
ue of the bond fund declines, sometimes dramati- first against capital gains and then against up to
cally. Of course, if interest rates decline, the un- $3,000 of other income. Net long -term losses will
derlying fund value will increase. Interest rate risk no longer have to be reduced by 50 before being
can be avoided by purchasing bonds individually deducted against other income.
Investment interest will be deductible only to
and holding them to maturity. You can time the
bond maturities to coincide with periods when the extent of net investment income, but this limiyou will need the principal (e.g., when children tation will be phased in over five years. Starting in
1987, investment expenses will be lumped in with
enter college or upon retirement).
Increase yield by purchasing medium -grade other miscellaneous deductions which, in total,
bonds—Many studies have indicated that the will only be deductible to the extent they exceed
probability of default is no greater with medium - 2% of income.
Real estate investments are subject to a number
grade corporate and municipal bonds than with
high -grade bonds. Therefore, because medium - of provisions which will be phased in over a five grade bonds have a higher yield, investors should year period, the most onerous of which apply to
passive real estate investments. Also, depreciable
generally select these issues.
lives are extended for real estate investments acquired after 1986. Investors with considerable real
REAL ESTATE
Don't pay too much for income producing real estate losses should consider investing in income estate —Real estate price increases have been fu- generating projects which can be used to offset
eled by investors who simply pay too much. If the otherwise nondeductible losses. Future real estate
numbers don't work, don't buy. A general rule -of- investments should undergo intense scrutiny_ For
thumb for income properties under the new tax example, all cash real estate limited partnerships
legislation is to pay no more than six or seven may not offer a yield much in excess of riskless
times gross annual rental for the property. Thus, fixed - income investments.
Because there will be no distinction between oran investor should not pay mu ch mo re t han
$100,000 for a duplex that garners $15,000 in dinary income and capital gains beginning in
rent. Those who overpay will incur a negative 1988, investors may want to consider income -oriented assets if they are relatively active investors.
cash flow even after tax shield.
Select partnership investments that fit invest- On the other hand, persons who "buy and hold"
ment requirements —If you prefer passive real es- can still postpone, indefinitely, taxation on capital
tate investment you should shop carefully for a assets (e.g., stock and real estate), an important
partnership that matches your individual invest- wealth- building technique.
Effective portfolio management does require an
ment requirements rather than simply purchasing
the first deal that comes along. In evaluating the investment of time, but it is time well spent. A
partnership offering, the track record of the gener- great deal of satisfaction can be derived from deal partner is o f utmost i mport ance. You also veloping an understanding of personal portfolio
should ensure that the deal conforms to the re- requirements and putting this understanding into
action. And, with a bit of luck, you will achieve
quirements of the new tax law.
Don't overinvest in real estate —The wealth cre- the goal of financial security a lot sooner than you
ation potential of real estate causes some investors expect. It's a great feeling, and one that is well
to allocate too much of their total portfolio to this worth the effort.
❑
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Understanding
the New Pension Math
The basic computations are not only intricate,
but require some knowledge of a ctuarial concepts and methods.
Paul Munter, CPA,
Ph.D., is professor of
Accounting at Texas
Tech University. This
article was submitted
through the Lubbock
Area Chapter.

Stephen D. Willits,
Ph.D., is assistant
professor of
Accounting at Bucknell
University.

By Paul Munter and Stephen D. Willits
FAS 87, "Employers' Accounting for Pensions,"
is designed to provide financial statement users
with enhanced footnote disclosure of pension
data, and the balance sheet recognition of at least
a po rt io n of a company's u nfun ded pension
liabilities.
The reporting specified by FAS 87 creates the
impression that organizations with similar pension plans will issue comparable reports because
only one actuarial cost method is permitted for reporting purposes. Unfortunately, this comparability is deceptive because the actuarial assumptions
used to compute pension costs and liabilities are
left up to the reporting enterprise. Further, the
complexity of the necessary computations may
make the effects of these assumptions difficult to
evaluate.
While FAS 87 requires companies to make major changes in their accounting and reporting
practices, three fundamental aspects of pension

accounting remain — delaying recognition of certain events, reporting net cost, and offsetting liabilities and assets.
The delayed recognition feature means that
changes in the pension obligation (including those
resulting from plan amendments) and changes in
the value of assets set aside to meet those obligations are not recognized as they occur, but rather,
are amortized over subsequent periods. However,
to better evaluate a pension plan's economic substance, companies are now required to provide additional disclosures regarding plan assets and
changes in plan assets, project benefit obligations,
and unfunded benefit obligations.
The net cost feature means that the recognized
consequences of events and transactions that affect a pension plan are reported as a single net
amount in the employer's financial statements.
That approach aggregates several items t hat
might be reported separately for any other part of
an employer's operations: the compensation cost
of benefits promised, interest cost resulting from

Figure 1
Calculating the Net Periodic Pension Cost
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PBO #1 = The Projected Benefit Obligation when the beginning of
year actuarial assumptions remain unchanged during the year.
PBO #2 = The Projected Benefit Obligation when the beginning of
year actuarial assumptions change during the year
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Computing t he Project ed Benefit Obligation

[from
present
Straight life
nterest
aWnut1yfoc x
iscount
for at age 65
for $1
o age 65

Probability
of remaining x
x
employed to
age 65

Benefits
allocated
to date

where

Projected Retirement Salary
Benefits
to date
allocated

Plan
assets
a 12131

Employee's
salary
c re nt

Plan
= assets
at 111

+

x

Factor for
to ageraises
65
merit

X

[Factor for
r ses
age 65
cst
o f to
living

Assumed
interest

Contribu
+ bons to

earnings

plan

deferred payment of those benefits, the results of
investing what are often material amounts of assets, and amortization of deferred amounts (i.e.,
gains and losses and prior service costs). The reported pension cost represents a net of these major
components; therefore, relatively small changes in
the components (e.g., interest rate) can significantly alter the annual pension accrual.
Due to the offsetting feature, recognized values
of assets contributed to a plan and liabilities for
pensions recognized asnet pension cost of past periods are shown net in the employer's statement of
financial position. The FASB argues that even
though the liability has not been settled, the assets
are still largely controlled by the reporting enterprise, and accordingly the substantial risks and rewards associated with both amounts belong to the
employer.
FAS 87 requires three major changes that can
significantly affect pension reporting practices.
1. Only the actuarial method stated or implied by
the plan is used in measuring net periodic pension cost. This requirement is intended to improve comparability and understandability by
recognizing the compensation cost of an employee's pension over that employee's approximate service period and by relating that cost
more directly to the terms of the plan.
2. The reporting enterprise immediately recognizes a liability (the minimum liability) when
the accumulated benefit obligation exceeds the
fair value of the plan assets. FAS 87, however,
continues to delay recognition of the related
charge to net periodic pension cost.
3. The expanded disclosures are intended to provide more complete and current information
than can be practically incorporated in finanMANAGEMENT ACCOUNTINGI DECEMBER 1986
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cial statements.
The new rules ensure the availability of useful
information about an organization's pension costs
and liabilities. Unfortunately, the usefulness of
this information may be impaired if its users do
not understand how the information is derived,
and how the actuarial assumptions affect the reported data.
Confusion for Statement Readers
FAS 87 provides an illustration of the new ac-

Table 1
Computing Expected Future Years of Employee Service
(A)
Years to
Retirement

(B)
Probability
of Retirement

24
25
25
25
26
26
27

41
40
40
40
39
39
38

0.0651
0.0791
0.0791
0.0791
0.0944
0.0944
0.1110

2.67
3.16
3.16
3.16
3.68
3.68
4.22

61
63
63

4
2
2

0.8655
0.9182
0.9182

3.46
1.84
1.84

Current
Age

1

Total Years

(A x B)
Expected Future
Years of Service

345.57

Number of
Active Employees

50

Average Expected
Years of Service

6.91
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days after you register your first module.
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To determine
the net
periodic
pension cost of
even a simple
plan requires
calculations.

counting and disclosure rules. However, the computations involved in determining net periodic
pension cost, the projected benefit obligation, and
the accumulated benefit obligation can be very
complex for even a simple pension plan. If the
plan includes benefits such as an early retirement
option, disability benefits, survivor's benefits, or
other post- retirement benefits, the computations
rapidly become extremely complicated.
Other complexities are inherent in computing
the components that make up net periodic pension
cost (Figure 1). The net periodic pension cost is
composed of the combination of.the annual interest cost on the projected benefit obligation (PBO),
the service cost assigned to current period employee efforts, amortization of any prior service
costs, the return generated on plan assets, and the
amortization of the net gain or loss on pension
plan assets. Several of these pension cost components are based on the plan's projected benefit obligation at year -end (although the organization
may make actuarial determinations up to three
months prior to year -end). The computation of
this obligation also is involved (Figure 2). Coupled with the detailed provisions of many pension
plans, the complexities of the accounting requirements may make it difficult for users of pension
dat a to co mp reh en d the pl an 's eco n omi c
condition.
When calculating its net periodic pension cost,
the firm must adopt a set of assumptions regarding the various components of net periodic pension cost. The major assumptions include. an in-

terest (or discount) rate on the projected benefit
obligation, a rate of return earned by plan assets,
the projected annual rate of increase in employees'
salaries, and the likelihood of employee turnover.'
The effects of these assumptions on reported
pension information are not directly addressed in
FAS 87- although it requires that the assumptions be disclosed. Thus, while the FASB has attempted to reduce the diversity in the net periodic
pension cost attributable to the use ofdifferent actuarial methods, there still can be significant differences in reported annual pension costs that are
attributable to different actuarial assumptions.
That is, essentially equivalent plans can report significantly different amounts. This may confuse the
financial statement reader who is attempting to
compare companies' results.
The user of pension information also must understand the impact on reported information of
relatively small changes in actuarial assumptions.
For example, Devra P. Walker in the Georgia
Journal of Accounting, noted that:
"The general rule of thumb is that. a one per cent change in the interest rate affects pen sion costs for a given year by 25 %. The precise effect of the interest rate assumption
depends to a large extent on its interaction
with the other actuarial assumptions."
According to one survey, the rate of return assumptions disclosed by firms ranged from 3.5% to
12.3 %.'

Table 2
Model City Pension Plan Expected Future Years of Employee Service
Service Years Expired in Each Period

Future

Amortization Calculation

AnnualAmorazation
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3

4

5

6

7

8

8

10

1.67
5.00
3.00
4.00
8.00
2.00
8.00
15.00
3.00

5.00
3.00
4.00
8.00
2.00
8.00
15.00
3.00

0.62
2.58
4.00
8.00
2.00
8.00
15.00
3.00

4.00
8.00
2.00
8.00
15.00
3.00

0.67
8.00
2.00
8.00
15.00
3.00

1.86
2.00
8.00
15.00
3.00

0.12
8.00
15.00
3.00

0.02
15.00
3.00

2.01
2.03

50.00

49.67

48.00

43.21

40.00

36.67

29.86

26.12

18.02

4.03

50.00

49.67

48.00

43.21

40.00

36.67

29.86

26.12

18.02

4.03

345.57

345.57

345.57

345.57

345.57

345.57

345.57

345.57

345.57 345.57

14.47%

14.37%

13.890/ 6

12.50%

11,57%

10.61%

8.641/ 6

7.56%

5.21%

-

-

-

0.00
2.00
5.00
3.00
4.00
8.00
2.00
8.00
15.00
3.00

-

-

-

-

-

0.00
3.67
15.62
11.58
20.67
49.86
14.12
64.02
137.01
29.03
345.57

2

-

0
2
5
3
4
8
2
8
15
3
50

1

-

Years

-

Individuals

-

Service

-

Number of

1.170/ 6
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A `Typical' Plan
In our example ofa small noncontributory defined benefit pension plan the average employee is
38.3 years old, mean service level is 7.4 years, and
1984 average salary is $17,430. Assumptions and
plan benefits are as follows:
• Noncontributory defined benefit plan,
• Benefits accrue as a constant percentage of the
employee's final salary for each year of credited
service,
• At retirement a straight -life annuity is purchased for the retiree by the plan, and
• The plan's population is "inat.ure" (i.e., the average age and length of service of the plan's
members remains relatively constant).
Simplifying assumptions are:
• The plan uses the same actuarial cost method
for both reporting and funding purposes,
• The employer makes all required contributions
to the plan on December 31 each year,
• The plan does not provide ancillary or early retirement benefits,
• The plan does not provide survivors benefits,
• All turnover and each employees' birthday occurs on January 1 ofeach year, and
• The plan's benefits are not integrated with social security benefits.
Specific Assumptions:
• Estimates ofthe rate of merit salary increase which are greater for younger employees -were
those developed by Winklevoss [1977] as were
the annual survival probabilities used in the calculations.' The survival probabilities were obtained from a service table which shows the
number of employees out of an original group
(such as 100,000 or 1,000,000 employees) who
survive to each attained age. The service table
thus reflects decrements due to turnover, death,
disability, and retirement.
• Calculations were greatly facilitated by use ofa
microcomputer.
Financial statement users -and undoubtedly
some financial statement preparers -may find the
required accounting treatment difficult to comprehend. The basic computations are not only intricate but require some knowledge of actuarial
concepts and methods (see Figures 1 and 2). Even
the required method of prior service cost amortization is complex. Table I shows an approach to
estimating the expected future years ofservice for
each employee. In turn, these estimates are used
to determine the annual percentage of prior service cost to amortize (Table 2).
MANAGEMENT ACCOUNTING /DECEMBER 1986

Table 3
Initial Projected Benefit Obligations (PBO)
Under Various Actuarial Assumptions
Actuarial
Assumptions

Actuarially Assumed:
Rate of
Discount
Salary
Rate
Increase

Projected
Benefit
Obligation

%Change
In PBO from
Assumption
A

0.00%

A

7.0%

4.0%

532,053

B
C
D
E
F
G
H
1
J
L
M
N
O
P

6.0
5.0
8.0
9.0
7.0
7.0
7.0
7.0
6.0
8.0
8.0
5.0
5.0
5.5

4.0
4.0
4.0
4.0
3.0
2.0
5.0
6.0
5.0
3.0
5.0
3,0
5.0
1.7

645,835
793,456
443,226
373,036
472,041
421,080
603,143
687,849
737,386
395,707
499,110
694,129
912,882
534,751

21.39
49.13
-16.70
-29.89
-11.28
-20.86
13.36
29.28
38.59
-25.63
-6.19
30.46
71.58
0.51

Of perhaps even greater significance than the
complexity issue is the effect that small changes in
the actuarial assumptions have on the net periodic
pension cost and the projected benefit obligation.
For example, changes in the discount rate, rate of
salary increase, or plan benefits affect the net periodic cost. (Although not illustrated, changes in
other actuarial assumptions also would affect reported pension information.) Table 3 shows the effect of various interest and salary assumptions on
the plan's initial projected benefit obligation. Such
changes would not be unusual considering the volatility that interest rates have shown in recent
years. Under these accounting rules, the ability to
compare pension costs and obligations across
companies may be largely dependent upon the
similarity of the assumptions used by the companies; or, ifdissimilar assumptions are used, the decision maker's understanding of the effects of the
assumptions on the reported data.
Greater Understanding Required
Now that the FASB has completed its rules on
accounting for pensions, companies and financial
statement users must begin to assess the potential
impact of these rules and determine the implementation and analytical issues that must be addressed in order to comply with these new provisio ns. Al t h o u gh the new rul es en h an ce
comparability and relevance, the actuarial assumptions used by each company will significantly affect its reported financial results.
'Employee "turnover" includes turnover due to death, disability, termination, and
early retirement.
'William D. Nichols and Michael H. Morris. "The Ratc of Return Assumption:
Insights from the New FASB Statement No, 36 Disclosures," Financial Analysts
Journal, September- October 1982, pp. 10-11, 15.
'Howard E. Winklevoss, Pension Mathematics with Numerical illustrations, Irwin,
Homewood, III.. 1977.
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Straightening the Tortuous—
and Treacherous — ROI Path

The
division manager
may manipulate
his short -term
income and asset
base to improve
the R01 —at the
company's
expense.

By Leon B. Hoshower and Robert P. Crum
Return on investment (ROI), or one of its modifications like residual income (RI), is a popular
measure of divisional performance. But ROI includes numerous conceptual and practical measurement deficiencies, and unless a manager recognizes and compensates for them, the resulting
evaluation may be skewed. Furthermore, other
performance measures that emphasize the division's long -term health should be used with the
ROI. Otherwise, division managers may be tempted to use suboptimal and counterproductive strategies to improve their performance ratings at the
organization's expense.
One major problem with ROI is that it represents neither a division's nor a project's true rate of- return. ROI is based on accounting income and
on accounting book values, both ofwhich are subject to wide variations in accounting techniques.
One calculates a project's true rate of return by
the internal rate of return (IRR), which uses after tax cash inflows and outflows.
The ROI for a five -year investment project appear in Table 1. The project produces an annual
after -tax net income of $2,000 on an initial investment of $10,000_ It is depreciated ($2,000 annually) by the straight -line method and has no salvage
value at the end of its five -year life. Thus the asset
base starts at $10,000 and declines $2,000 per
MANAGEMENT ACCOUNTING/DECEMBER 1986

year.
Oddly enough, the average of the annual ROIs
does not equal the ROI over the project's life,
33.3% (Table 1).
(2 0 % + 2 5 % + 3 3 % + 5 0 % + 100 %) _ 5 =
45.6 %.
The project's after -tax cash flow is $4,000 annually ($2,000 after -tax net income plus $2,000 depreciation). The project's internal rate of return
(IRR), its true rate of return assuming cash flows
occur at the end ofeach year, is 28.6 %. In other
words, if you placed $10,000 in a bank account
and received 28.6% interest, compounded annually, and then withdrew $4,000 at the end of each
year, after the fifth year's withdrawal, the bank
account would have a zero balance. Thus, this
project's true return, 28.6 %, differs from any of
the calculated ROIs. The ROI is not always greater than the IRR, as it was in this example. Depending on the timing of the cash flows and net
incomes, the ROI could be less than the IRR.
Problems with ROI
To understand how ROI invites unwise investment decisions, consider two additional investment projects, X and Y, that require a $10,000
initial investment, have a five -year life with no salvage value, and are depreciated by the straight line method. Their after -tax cash flows, net incomes, annual ROIs, IRRs, lifetime ROIs, and
41
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the means of their annual ROIs, appear in Table
2. In addition, the investment project described in
Table I appears in Table 2 as project Z. All three
projects have similar risks. The only major differences among them are the amount and timing of
their cash flows.
A manager with only $10,000 ofhis own money
available for capital investment would probably
choose project Z because it involves the same risk
as projects X and Y while offering a higher true
rate -of- return. But now assume that the manager
is not investing his own money and is not the direct recipient of the project's return on investment. Instead, the manager receives a fixed - salary
compensation for his efforts with the prospect of a
bonus or a promotion or both. The manager is
acutely aware that his performance bonus and
possible promotion are based on some evaluation
system that includes an ROI. Being an economically rational man, the manager will disregard the
projects' IRRs and focus on those measures used
to evaluate his performance. Accordingly, he will
consider his standing within the organization and
choose the project with the ROIs that produce his
greatest career rewards.
If the manager believes he has only three years
to prove himself, he will select the project with the
best ROIs in its first three years, the ROIs of
years four and five are irrelevant to his personal
success. Thus, project X, with its negative ROIs in
early years, is out ofthe question. Project Z, with
its steadily rising ROIs, is attractive. But project
Y would probably be his choice. Although project
Y's ROI is lower than project Z's in year one and
equal in year two, its ROI in year three is superior
to project Z's and its average annual ROIs during
the three -year period also are higher. In addition,
project Y provides an ROI boost in year three, the
manager's critical evaluation year.
If, however, the manager is secure in his job, he
would probably choose project X. He would have
to feel secure in order to accept the negative ROIs

from project X in years one through four —there
would be little point in suffering through these
lean years only to bequeath the fifth - year's success
to his replacement.
We can attribute project X's enormous fifth year ROI to the timing of the cash flows. If the
$23,000 income in year five occurred in year one
when the asset base was $10,000, year one's ROI
would have been 230% ($23,000 = $10,000).
This result shows that income in the latter years
of a project's life affects the annual ROI more
strongly than income in the earlier years. Project
Z's ROI pattern also illustrates the impact of latter year incomes on the ROI as well as the favorable bias ROI lends to older projects. Project Z
generated the same income each year ofits life but
had an ROI of20% in its first year and 100% in
its last year.
Another important point illustrated by this example is that a project's annual ROIs, the mean of
these annual ROIs, and the project's lifetime ROI
differ widely from the project's true return. Also,
none of these ROIs will consistently rank the projects in the same order of preference as the IRR.
Goal Incongruence and Other Problems
Generally, investors tend to be risk - averse. That
is, given two projects with equal expected rates -ofreturn, an investor will choose the lower risk project. To induce an investor to accept a higher risk
project, it must have a higher expected rate- of -return. This is not to say that the project with the
higher risk will yield a higher return, only that it
must have a higher expected yield before a prudent investor will consider it. The high -risk, high expected- return project may prove to be a financial disaster. That is what makes it risky.
For purposes of evaluation, one normally compares a division's actual ROI to a required or
"goal ROI," If residual income (RI) is used as the
performance measurement, the required ROI will
be used to calculate required income. Therefore,
whether ROI or RI is the performance measure,
the required or goal ROI becomes a critical hurdle. Whenever a project promises an ROI greater
than the division's required ROI, the manager will
view the project favorably. Conversely, a manager
would be hesitant to accept a project whose expected ROI is less than his division's required
ROI. Unfortunately, these decision rules fail to
consider the differences in risk among projects,
thus creating goal incongruence between stockholders and managers. Figure 1 shows how the investment decisions of managers and the investment preferences of stockholders may differ.
The horizontal line represents a hurdle or required ROI imposed on managers set perhaps by
tradition, company politics, or any combination of
arbitrary and subjective measures. The diagonal
MANAGEMENT ACCOUNTING/ DECEMBER 1986
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equipment that has become obsolete. The current
manager finds himself saddled with a high depreciation charge, a high asset base, but with an asset
of relatively low productivity. The equipment purchase was not his fault, but it has become his
problem because it drags down his evaluation.
Of course, the new manager could scrap the
equipment and take a one time write -off. Because
the cost of the equipment is sunk, however, it
might be better from the organization's perspective to use it a few more years. In this case, to use
ROI to measure performance might encourage the
manager to place his personal career objectives
above what is best for the corporation.
Taking the idea that a previous manager's actions can affect the current manager's evaluation
one step further, consider the motives of a manager who expects a promotion or transfer. He may
be tempted to make decisions that will look good
in the short run but are bad for the long run.
Executives can always use sound management
techniques to improve the division's profitability;
accordingly, we are not criticizing "legitimate"
policies and strategies to improve the ROI. In
fact, because one objective of a responsibility accounting system is to modify managerial behavior,
providing an employee with a performance rating
and then rewarding him for improving that rating
are important elements of that system. Problems
occur when an employee can improve his rating
while simultaneously hindering the performance
of the entire organization.
Alleviating ROI Pitfalls
A manager often faces the temptation to increase his income over the short run by decreasing

Table 1
Annual ROI Calculation

Year

Net
Income

1
2
3
4
5

$2,000
2,000
2,000
2,000
2,000

Asset's
Book Value
$10,000
8,000
6,000
4,000
2,000

The ROI
performance
measurement
system tends to
push the firm
to accept
higher levels of
risk.

Rol
20%
25
33
50
100

The ROI over the life of the project could be
calculated as average income divided by
average investment:
$2,000
($10,000 $8,000 $6,000 $4,000 $2,000) 5
+

+

+

+

+

line represents the investors' aggregate risk -return
trade -off. When risk is defined as the standard deviation of return, studies show that the investors'
risk -return trade -offs, in the aggregate, are linear.'
Rf is the required risk -free rate, the rate comparable to that paid on 90 -day Treasury Bills. Points A
through D represent the risk and expected return
of four individual prospective projects.
Investors would like the firm to accept projects
A and B, because both of these projects promise a
higher expected return, given their level of risk,
than the investors require. Likewise, the investors
desire that projects C and D be rejected. If, however, the managers are evaluated by a required
ROI, they would ignore the risk factors and accept projects C and D and reject projects A and B.
This response can occur whenever an evaluation
system fai l s t o mak e t h e p rop er risk - return
adjustment.
Not only does the required ROI performance
measurement system foster goal incongruence between managers and shareholders, but it also
tends to push the company on to higher and higher risk levels. In this situation, the managers accepted the riskier projects, C and D, and rejected
the safer projects, A and B.
Making meaningful comparisons between ROIs
can be unusually troublesome. It is difficult to
compare, for example, a steel division's ROI to an
oil division's ROI, an electronic division's ROI to
an independent external electronic firm's ROI,
and a resort division's current ROI to its previous
year's ROI.
Investment theory tells us that we should demand a greater return from riskier investments,
thus, when evaluating a division, we should adjust
its required ROI according to its risk level. But
there exists no theoretical method of adjusting
ROIs for risk. The Capital Asset Pricing Model
provides a theoretical relationship between risk
and expected return, however, the ROI is not a
true rate of return. Consequently, any adjustment
made in comparing the divisions of an organization is, at best, subjective. For example, if a reasonable ROI for a wire manufacturer is 13 %, is
18% for an oil exploration division too high or
too low? Because we have no theoretical help in
setting the ROI for the wire manufacturer, establishing a required ROI for the oil explorer would
amount to making an indeterminable adjustment
from an indeterminable base.
A change of division managers also can distort
the evaluation of the current manager. We generally evaluate a manager by all the costs, revenues,
and assets under his control, but while a new
manager controls the current operations of his division, in all fairness we cannot hold him responsible for past operations and decisions. The previo u s man ager ma y h ave i n ves t ed h eavi l y i n

$2,000 =33.3%
$6,000

43

expenditures in research and development. Cutting R &D expenditures may well augment this
year's income and the ROI, but it could decrease
the firm's future earnings. But by then that would
be someone else's problem.
One suggestion, although flawed, is to impose a
minimum R &D budget on each division. This policy, however, violates the responsibility accounting principle because the person who issues the
mandate, and not the manager, is responsible for
the cost. Additionally, in response to an imposed
minimum R &D budget, a division manager could
short- circuit long -range R &D and direct the research staff to focus on projects that promise immediate payoffs. Finally, because the division is
charged for the mandated budget, whether it is
used or not, funds will be spent regardless of potential benefits.
A reasonable approach would be to create a
corporate R &D department to perform long range research projects and allow each division to
maintain its own divisional R &D department for
short-run product development research. In this
way, the corporation could maintain the basic
long -term research necessary for its success. The
centralization of R &D might, of course, lead to
politicization over the use of R &D resources because the benefits accruing from any particular
R &D project would affect some divisions more
than others. Consequently, each division manager
might jockey to secure the benefits of the R &D's
work for his department by campaigning for certain projects over others.
The long -range nature of corporate R &D, however, would reduce a manager's desire to influence
the direction of this research. Meanwhile, each di-

Table 2
Comparison of Three Investment Projects

After -Tax

Cash Flow

Net
Annual
Income
Rol

1
2
3
4
5

0
0
0
0
25,000

- $2,000
209/ 6
-2,000
25
-2,000
33
-2,000
50
23,000 1,150
-

Year

After -tax
Cash Flow

$3,500
4,000
4,500
2,000
2,000

Net
Annual
Income
ROI
$1,500
2,000
2,500
0
0

15%
25
42
0
0

After -Tax
CashFlow

Net
Income

Annual
Rol

$4,000
4,000
4,000
4,000
4,000

$2,000
2,000
2,000
2,000
2,000

20%
25
33
50
100

Mean of
Annual ROls
204%

Mean of
Annual ROIs
16.4%

Mean of
Annual ROls
45.6%

Lifetime ROI
50°

Lifetime ROI
20%

Lifetime ROI
33.3%

IRR
20%

IRR
20.3%

IRR
28.6%

/a
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Project Z

Project Y

Proje ct X

$

There exists no
theoretical
method of
adjusting ROIs
for risk.

vision would have a short -run oriented R &D department directly responsible for, and responsive
to, the needs of its division. Division managers
would be less tempted to curtail their division's
R &D activities unnecessarily because the consequences would be felt more quickly.
Several other manipulative strategies can distort a division's ROI. These practices include inadequate maintenance, advertising, and employee
training; reduced quality control; and the neglect
of customer relations and employee morale.'
The problems of using current reported income
as a managerial performance measure are a lot
more apparent than the solutions. Perhaps a company could use some combination of measures
that balance short -run profitability with long range profitability. Such measures should consider market share, personnel policies, consumer satisfaction, the division's public image, and perhaps
the company's stock performance.' For example,
Johnson Controls, Inc., bases its executives' bonuses on the seven -year performance of its stock
and dividends as compared to those of 25 other
manufacturing firms.'
Such tangible measures as absenteeism, turnover, the number of grievances filed, and job- related accidents might serve as useful measures of the
division's personnel policies. Also, one might interview a sample group of employees to gauge
their job satisfaction and their perceptions of the
organization.
The effects of advertising, promotions, and consumer satisfaction can at least be partially measured by gauging a product's market share. An increase in market share signals that consumers
prefer one product's price, quality, and other mar-
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keting factors to those of its competitors.

Table 3
Lease vs. Purchase

One way to reduce an organization's or division's reported asset base is to lease rather than
buy assets. In economic reality, a lifetime rental
agreement is much the same as a purchase with
borrowed money. FAS 13 recognizes this reality
and requires long -term leases to be capitalized by
entering both the asset and liability on the balance
sheet.
Where internal reporting for leases follows the
financial rules, divisional managers may want to
use leasing to disguise the amount of assets their
divisions actually use. The following illustration
demonstrates that an uncapitalized lease may
have a desirable impact, from the divisional manager's view, on the ROI. Given that leasing arrangements are desirable, managers will circumvent FASB's rules, just as entire corporations are
sometimes accused of doing. The illustration does
not capitalize the lease as FAS 13 would require,
but a lease for 70% of an asset's life, which would
circumvent financial accounting's capitalization
rules, would have the same impact. Consider the
asset shown in project Z (Table 2). If a leasing
company requires a 16% real return (IRR) on this
equipment, it would charge a $3,054 annual rental
fee:

Smoothing the ROI Path

$10,000 - 3.274 = $3,054
(cost) - present value factor
Annual
of an annuity at 16% = lease
for 5 years
payment.

The ROI is like a tortuous and treacherous
path. Managers who follow it blindly will stumble
and eventually fall into an abyss. Therefore, those
who guide their organization along the ROI path
should be aware of its pitfalls and:

If the asset were leased, the lessee would pay
$3,054 in rent and the asset would generate $4,000
of cash flow, or a net income of $946. Because there
is no investment, the asset's ROI is infinite and its
residual. income (RI) is $946. These results appear
in Table 3.
By comparison, the purchase ROIs range from
20% to 100 %. If one calculates RI assuming a
20% required ROI, the five -year RI under leasing
is $4,730 versus $4,000 under buying. In addition,
the leasing RIs are higher than those of the purchase alternative in the project's initial years. In
this example, the manager would choose the leasing
alternative because it produces both a larger ROI
and a larger RI.
Trimming inventories is another way to lower a
division's asset base. We do not refer to those proper management techniques that maintain inventory
at some theoretical optimal level, but rather the
strategy of temporarily cutting inventory below its
optimal level just before the year's end in order to
lower the division's asset base in the ROI calculation. One can avoid this sort of manipulation by using, if practicable, the daily average investment in
MANAGEMENT ACCOUNTING /DECEMBER 1986

Lease

946
946
946
946
946

0
-0-0-0-0-

Required
Income

ROI

Infinite
Infinite
Infinite
Infinite
Infinite

0
-0-0-0-0-

RI
946
946
946
946
946

$

$3,054
3,054
3,054
3,054
3,054

Asset
Base

$

$4,000
4,000
4,000
4,000
4,000

Income
$

1
2
3
4
5

Rental
moment

$

Year Cashnow

Total RI $4,730
Purchase

Year CasMtow
1
2
3
4
5

$4,000
4,000
4,000
4,000
4,000

Depreciation Income
$2,000
2,000
2,000
2,000
2,000

$2,000
2,000
2,000
2,000
2,000

Asset
Bass

20%
Required
Income

ROI

RI

$10,000
8,000
6,000
4,000
2,000

$2,000
1,600
1,200
800
400

200/ 6
25
33
50
100

-0400
800
1,200
1,600

Total RI

$

Asset Base Manipulations

$4,000

inventory rather than the average of the end -ofmonth inventories or an end -of -year inventory.

• Be conscious of an investment center manager's
inherent tendency to manipulate his short-run
income and his asset base to improve ROI -at
the company's expense;
• Consider such adjustments as price -level indexing to make the asset bases of divisions more
comparable;
• Supplement the ROI with other performance
measures that support long -range profitability,
such as market share, employee morale, and favorable public image; and
• Alter expected or required performance with
the division's life cycle and risk level.
Using these four factors to modify the ROI and
create a balanced performance evaluation system,
management accountants can begin to smooth
and straighten the rugged, twisted ROI road into
a useful and reliable thoroughfare.
'William F. Sharpe. Investments. Prentice -Hall, Englewood Chris, N.J., 1979.
'R. S. Kaplan. Advanced Management Accounting. Prentice-Hall, Englewood Cliffs,
N.J., 1982.
'Ibid, pp. 501 -502.
"'Big Executive Bonuses Now Come with a Catch: Lots or criticism,,, Walt Street
Journal. May 15, 1985, p. 35.
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By John R. Curtis
Columbia Companies were started in
the 1950s as a single block machine
plant making concrete blocks. The company has grown since then to include a
land holding company, three block
plants, two sand and gravel mines, two
redi -mix concrete plants, and an insulation company. Today it is one of the
major employers in Tucson with more
than 500 employees.
Throughout this period, Columbia's
safety program was limited with the insurance companies doing most of the
work aided by minor support or direction from the top management of the
company. This support took the form of
monthly inspections by the chief accountant. He would write a report of his
findings and file the report in the central office with no follow -up.
In fact, company policy was not even
stated, either in written or oral form.
The implied strategy was "keep things
running and just get by." Management
focused its attention on sales and production as the prime business concerns.
hen I came to work for the
company I was given re1
sponsibility for the safety
program as an additional assignment to
the positions of chief accountant and assistant data processing manager. The
fact that the company was in the process of computerization made things
very interesting. I started to formalize a
safety program for the company.
My fi rs t task was to i den ti fy t he
weaknesses and strengths of the prior
operations. The strengths I found were
that the company insurance carriers
were now in the process of pushing for
action by the company. Another was
that outside agencies, principally the
U.S. government, had just passed regulations that would affect our operations.
It seemed clear that when major problems were found, Columbia's management would have to respond in some
way.
The weakness in Columbia's program
was that not hing was written down.
There were no objectives and no mea-

W
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Making Safety Pay
surement of any implied objectives. The
workers had no policy to guide them or
goals to reach for. Each manager was
upset when reports were issued because
he or she had no input into the reports,
and the wording often caused a negative
reaction. Employees did not know what
to do or what was expected of them.
The insurance companies and outside
agencies in the state recognized the current p ro gr am as only a mi n i mal
approach.
When federal and state mine inspectors visited the various mines, generally
the mine managers would be issued a
minimum of two or three citations on
each visit. These citations were costing
the compan y a mi nimu m o f $100 to
$300 each time. Moreover, the insurance companies were charging Columbia high insurance premiums. The Department of Pub lic Safety also was
stopping company trucks and issuing
various citations for infractions ranging
from overweight vehicles to unsafe or
faulty equipment.
Needed: A Formal Policy
I identified all of these actions as part
of the problem. The lack of a stated
safety strategy and the absence of a way
to measure the effectiveness of any program lay at the root of the problem.
After identifying the major elements
of the problem, I persuaded management to state what the official safety
policy was and what our objectives
were. Management determined that Columbia's safety operations were to meet
and exceed the individual, company,
and legal requirements in providing a
safe work environment for all persons
concerned. All levels of management,
employees, and visitors would implement and measure this strategy.
After getting this policy issued in the
employee handbook we included it in
the operation policy and standards.
These publications were issued over the
chief executive officer's signature. The

next step was to have management appoint each operations manager as the
site saftey officer with the responsibility
for his operations. The manager then
had each foreman appoint a safety person for his area.
This approach of flowing everything
down from the top helped get management involved. Management previously
had thought the cost, estimated at several thousand dollars a year, was not
justified. As it turned out, the cost was
more than justified.
Employees were informed of the policy or strategy when the company issued
the handbooks. They also were involved
in setting up the individual area safety
policy and punishments. I started the
steps by sitting down with each employee, over a period of three months, and
getting his input.
he action plan was set in
place with management and
employee approval. The first
major change occurred in the actual inspecti on s and rep ort s. These were
changed to be reviews and the site safety
person was present during his site's review. The reports for each site were issued jointly by me and the site manager.
The site manager was then responsible
to report back to top management. an
action plan to correct any problems
found and a time frame in which they
would be corrected. The site manager
also had to report when the problems
were actually completed. There was an
automatic follow -up at the next review
as the prior items were checked again
and signed off by the site foreman and
review team.
The program considered the individual's point of view as well. My strategy
was based on the principle stated in the
operating safety manual that an individual cannot work safely if he does not
know how. To implement the strategy,
we arranged for employees to receive
safety training in individual and group
classes. Each employee in the mining di-
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If your company solved a problem... Management Accounting readers would like to know about itl

This company thought a formal safety program could not
be cost - justified. In fact, it saved thousands of dollars.
vision was notified of the additional requirements of state law. The training
program was submitted to and approved by the U.S. Department of Labor. It also was expanded to include all
other operations. The law did not require this but the results started to show
up as soon as we started.
Using Available Resources
One of our stated objectives was that
all classes would be conducted at a minimal cost. We could achieve this objective by using resources already on the
market. Our insurance carriers supplied
safety teachers. The local suppliers for
first aid equipment made their instructor available for classes in first aid. The
first aid department was used for classes
in C PR. The local fire extinguisher
company pro vi ded fi re t rain in g on
hand -held units. The employees also
taught many classes themselves.
It training was provided on
company time, a fact which
impressed on the employees
just how important the program was to
management. The formal policies provided for penalties for employees who
violated the policies. In th e ext reme
case of violation, punishment could
range from termination on the spot to
one to seven days off for each violation
over a six -month period. Each time an
employee was found in violation he was
given a copy of the policy and management also was informed both at the employee's work station, main office, and
the personnel department. Repeated violations could result in termination or
reduced pay increases.
Safety equipment was field tested by
the employees who would be required to
use it. The company then purchased the
equipment that met the needs of the law
and the individual. As a result, employees started to use the equipment and, in
fact, self - police each other. This fact of
the employees' self - policing was a major
milestone for the program.

,&

The underlying objective in the teaching part of the program was to overcome employees' differing education
levels. Field employees ranged from
those who were college trained to those
not able to read and write. Each person,
no matter what his educational level,
was treated with respect and any tests
were given in such a way as each was
recognized for the correct answer.
n evaluating the results of the
tests, we trained each person to
explain the logic used in arriving
at his answer. When the answer was incorrect we would discuss the possible
logical flaws and show an alternate way
to reach the correct answer.
Throughout the program we stressed
the importance of the individual.
An example is furnished by the drivers' license review program. Drivers
would be required to compl ete the
forms every six months even though the
law required it to be done once a year.
Drivers with problems would be given
time off without pay until they could
get the problem corrected. At times this
policy would leave the company short
of drivers for a period of time. Drivers
with license problems would have to
clear them with the main office before
they were allowed to drive. However, if
a driver was hurt, and could not drive,
we found work for him to do until he
could return to driving.
Our driver policy and background
checking started to pay off when drivers
began taking pride in the job. Our policy evolved to the point where we would
not let a driver drive unless we knew he
was qualified in all ways. The paperwork had to be complete or he did not
drive. This new strategy paid dividends
when we were audited by the state of
Arizona Department of Transportation.
The company came out clean in the last
audit I was involved in, In fact, the state
started requesting information from us
at times in their investigation of other
companies when our fo rmer drivers
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were involved.
The results of management's action
over the four -year period when this
strategy was followed were impressive.
The workmen's compensation carrier
ended up reducing our insurance premium to the lowest allowed and in one
year refunded 53% of that year's premium due to low claims. This amounted to
more than $58 thousand. The other insurance carriers also reduced premiums
for var i o u s o t h er pol ici es to the
company.
The premium stayed do wn fo r the
next several years. Employees who were
injured came back to work sooner, saving on lost wages. Actual production
rose because of fewer accidents and
breakdowns. Employees took pride in
what they were doing. When they had
to repair equipment it was done with
the idea of doing it right the first time
and doing it safely to begin with. The
drivers carried out their responsibilities
and, as a result, the Department of Public Safety citations decreased overall by
more than 50 %.
Customers complied with the safety
program after they were told that because of safety reasons we could not deliver or load at the plant until they were
standing in a safe zone. Our sales went
up because of this policy. The number
of customers injured at our sites was reduced, and other companies started to
follow suit by directing their employees
to wear safety equipment when they
worked with us.
Overall, the new safety strategy ended up saving to p management more
money than the entire cost for all the
prior years and the next five years to
come combined. To achieve this result,
all Columbia had to do was promulgate
a policy and implement it.
F_
John R. Curtis is an accounting analyst
with International Business Machines,
Inc. He was formerly with Columbia
Building Materials, Inc., as chief accountant and corporate safety officer.
This article was submitted through the
Tucson Chapter, of wh ich he i s a
member.
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Managing Your Career
Robert Half, Contributing Editor

Dealing with a New Boss
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to apply renewed energy and dedication to your job and, especially, to
helping your new boss "look good."
Every successful manager realizes
that he or she is only as good as the
people working for him or her. Be loyal or, at least, don't be disloyal. Praise
your new boss to others whenever
possible, and avoid bad - mouthing.
Don't view your new working relationship in a negative light, bemoaning
the loss of your former superior and
"testin g" you r new one. Th at apget you ab solu tely
proac h
nowhere.
This is a perfect opportunity to
again establish your value to the department, and to the company. I
know— having to "start over" can be
discouraging. On the other hand, it
can serve to shake people out of situations that have become too comfortable and predictable. What you want
to strive for now is to reestablish your
"indispensable" role in the department, and to your new boss. Be willing to work longer hours, and to tackle projects that others are avoiding.
A couple of other ideas.
will

I went to work three years ago in
the internal auditing division of a
large corporation. One of the reasons I took the job was my boss. I
really respect him, and have thoroughly enjoyed our relationship.
The problem? He's leaving, and my
initial m eeting w ith his replacement was disappointing. Any rules
for dealing with a new boss?
Dealing with a new superior is anxiety- provoking, at best. You had three
years in which to learn what made
your boss tick, what made him happy,
and what triggered his displeasure.
That situation represents comfort and
security.
Now, you're forced to deal with a
new and unknown entity.
A great deal depends upon the circumstances of the replacement. If it
results from a takeover of your company, you have reason to be wary.
New management might be committed to cleaning house, waiting only
until your boss has had a chance to
pick the brains of those employees
he's inherited. If this is the scenario
as you read it, I strongly suggest you
get your resume in order and make
contact with those people you know
in your field. It's the kind of situation
that gives credence to what I constantly urge —that everyone keep an
updated personal "personnel file" on
himself, in which he or she makes
regular note of business accomplishments. Having this material handy not
only helps in preparing the right kind
of resume when it's needed, it provides the sort of factual ammunition
that's effective when it's time to ask
for a raise or promotion.
If you feel immediately threatened
by your new superior, you must adopt
the attitude of starting over. It's time

Call upon those people in the company with whom you've established a
good and positive working career during your three -year tenure. Again, say
nothing bad about the new boss, but
renew these relationships, especially
at higher levels. At the same time,
make an extra effort to be visible within your industry, and outside your present company. Get busy writing for
your trade journals, and giving talks to
community and professional groups.
This sort of activity not only reflects
favorably upon you with your new
boss, it helps in the event the axe
falls and it's time to seek employment
elsewhere.
Take the time to get to know your
boss on a more personal level, Remember that he's under a lot of strain,
too, and his actions from time to time
might not accurately reflect his true
personality, especially in the early going. Ask advice. Share your thoughts
and accomplishments with him. Try to
establish a rapport in which you make
it clear that while you enjoyed working
for your former boss, you're looking
forward to this new challenge in which
together you can accomplish significant success in the future.
Your former boss is gone. Your new
boss is on board. That's reality. Accepting it as such, and forging ahead
with a positive approach might well
provide for you an even better and
more rewarding career experience. El
Robert Half is the author of Robert
Half on Hiring. He heads Robert Half
Internationl Inc., which has more than
100 franchised offices.

"Gentlemen, it seems that Minnie here qualifies to be vested. "
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YR AMID CHAR TS AND P OS Ition descriptions provide valuable information about a company's structure, people, and activities. At HiTek Polymers we also use a linear
responsibility chart (LRC) to explain departmental responsibilities.
A linear responsibility chart — sometimes called
a responsibility matrix or schedule — includes position titles (columns) and organization responsibilities or functions (rows) (see figure). Symbols
are used to indicate the degree of responsibility
each position has for the various tasks.
The LRC can reflect the current organization
or the company's future goals. It can be used to
identify department conflicts, control weaknesses,
indicate an imbalance in responsibilities, and determine additional training needs.

Charting Staff
0 • Functions for
Better Management
By Linda K. Warren

A linear responsibility chart can help
strengthen internal control weaknesses
and resolve staffing conflicts.

Preparing the Chart
First, decide whether the chart will be prepared in
general terms for the entire organization or in detail
by department.Titles of the various positions should
be identified with each title representing one column
on the linear responsibility chart.
The next step is to identify individual tasks, activities, responsibilities and /or functions. Each
area of responsibility will represent one row on
the linear responsibility chart.
A series of symbols should be selected that will
show how much involvement is required for each
task. Numbers, geometric symbols, alphabetic
characters, and colors are examples of symbols
that can be used. Individual symbols should be
used to identify when a task is completed, if supervision is needed, who must be notified, who may
be consulted, and so on.
Using the Chart
Executives require information presented in a
concise manner that is also useful for decision
making. The LRC gives more information than a
pyramidal chart but is not nearly as detailed as
individual position descriptions. Advantages of
the chart include:
0

In this age of mergers, acquisitions, divestitures,
and frequent reorganizations, these charts explain how the department or company will be
restructured, and what changes in job assignments need to be made.
A linear responsibility chart also can be used to
introduce new employees to their areas of responsibility and to show how their work relates
to others in the company or department.
As a management tool, the chart can improve a
manager's ability to plan and control activities
in his department. For example, one chart
could show what the current responsibilities are
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and a second chart could show the "ideal" organization of assignments. Examining the differences between the two charts could help the
manager develop a plan to improve his department's efficiency. The chart also can serve as a
check to see that all work is carried out as originally planned.
Corporations can use the LRC to compare the
performance of their various offices and departments. For example, if the company has financial departments at multiple plant locations, the
LRCs. of the offices can be studied to determine
any similarities or differences in work practices.
The charts of the offices that are performing
well may yield information that can improve
the efficiency of other offices.
A linear responsibility chart is a valuable project management tool. For example, your company decides to install a new automated system
and staff members from information systems,
accounting, and financial analysis departments
are assigned to the project. In order for the project to be successful, it is extremely important
that each project team member have a clear understanding of his responsibilities. Preparation
of a linear responsibility chart is a good initial
step in assigning specific duties.
Drawbacks and Benefits
The LRC emphasizes the interaction between
tasks rather than people. Because it does not specifically state "who reports to whom," the reader
is not getting vital information. Staff relationships
often are important to understand how tasks are
completed. This weakness can be minimized if the
linear responsibility chart is prepared in enough
detail so that reporting relationships are evident
from the distribution of job assignments_
Preparation of the linear responsibility chart

Linda K. Warren, CMA,
is manager of special
reports for Hi -Tek
Polymers, Inc.
(formerly part of
Celanese Corporation).
She is an instructor at
Beflarmine College,
and is a member of
NAA's Louisville
Chapter, through which
this article was
submitted.
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Linear Responsibility Chart
General Accounting Dept.
Accounting
Manager

Gen Acctg
Supervisor

Senior
Accountant

Gen Acctg
Clerk

Data Entry
Clerk

BANKING:

Prepare weekly bank deposits
Prepare monthly bank recons
Implement banking changes
Investigate transaction errors

•

GENERALLEDGER:

Prepare journal entries
Key journal entries
Distribute computer reports
Establish closing schedule
Prepare account analyses
Analyze accrual balances
FINANCIAL REPORTING:

Prepare subsidiary statements
Prepare consolidated stmts.
Prepare tax dept. schedules
Research questions from corp.
MISCELLANEOUS

Type and record misc. invoices
Handle petty cash duties
Record interco. transactions
Reconcile intercompany balances

Guide to Symbols
= Does work
= Provides guidance
= Supervises task
= Provides assistance
= Reviews /approves

can be very time consuming. It cannot be prepared properly unless there is a clear understanding of the responsibilities associated with each position. Line managers and team members should
be given an opportunity to discuss the chart to
identify potential areas of conflict or weakness. It
often is difficult to determine the degree of responsibility held by higher -level employees for individual tasks because they may only get involved
in the job when there is a problem.
The LRC is of limited benefit if it is not completed with future improvements in mind. It is
helpful for communication or accountability purposes. If, however, it identifies a department's
strengths and weaknesses, it is well worth the time
and effort it takes to create.
Preparation of an LRC can be an important
50

first step in identifying organizational strengths
and weaknesses. When I prepared an LRC for my
department I discovered that two staff positions
had responsibility for one task. If the task was not
completed would both employees be accountable
or neither? I also identified areas of responsibility
with only one person in charge. In these areas I've
tried to improve control by involving other employees in the work.
Recently Hi -Tek Polymers, a wholly owned
subsidiary of Celanese Corporation, was acquired
by Roi Tinto Zinc Corporation. As a result, a
number of organizational changes will have to be
made to meet different corporate reporting requirements and other financial needs. This will be
a great opportunity for our department and company to use the linear responsibility chart.
❑
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NOWTHEREISAFASTER,EASIERWAY
TOEARNYOURAPECREDITS
The Accountants
Television Network provides the important facts
you need to be more competi tive and b ett er informed. In easy -to- digest
videotape magazine form.
Each mo nth yo u will
receive two hours of
video in four half -hour
segmen ts , alo ng wit h
writ t en wo rkb oo k material. Together these cons ti tute four hours of

instruction time, enough
to provide a total of 48 CPE
credits for the year.

Network provides 48
credit hours annually.
The total cost is just
$100 per credit hour.
Whether it is used to
train five, ten, fifty or
two hundred people.
Compare that with the
cost of sending people
to seminars.
The Accountants

THEINFORMATIONYOUNEED,THECPE
CREDITSYOUWANT.INAMONTHLY
VIDEOTAPEMAGAZINEFORMAT

THELATEST NEWS.THENEWESTVIDEO
TECHNIQUES.
The Accountants Television Network delivers news that is both timely and practical. You'll
be made aware of pronouncements from the
FASB, SEC, NAA, AICPA and others. There will
be summaries of new tax legislation. Plus information on new regulations and developments
you should know about.
Additionally, the videotapes will feature
useful and informative how -to ideas to help you
sharpen your professional skills. They will also
explore non - technical subjects that will aid your
development as a well rounded executive.
All of this very valuable and helpful information is showcased in the form of an energetic,
fast -paced television magazine. Produced by the
Center for Video Education in conjunction with
the National Association of Accountants, these
programs employ state -of -the -art computer generated graphics and video optical techniques that
will keep you continually stimulated and
engrossed.
A COMPLETE YEAR -LONG TRAINING PROGRAM.
The Accountants Television Network
provides everything needed to manage and
direct this program. Including a monthly, two hour videotape, comprehensive workbook material, and a leader's discussion guide.
What's more, the Accountants Television
Network will administer the CPE credits for each
participant, maintaining all records.

ONLY$100.PER CREDIT HOUR.NO MATTER
HOW MANYPEOPLE PARTICIPATE.

Television
Network iv
your�training�program�

complete flexibility.
Schedule regular weekly
or monthly group sessions, make the program
available for individuals, or use it both ways.
,

SCREENTHELATESTPROGRAM
IN THIS VIDEO SERIES.
FffL
Just fill out and
return the coupon
and we'll send
you the latest program in the Accountants Television Network
series, at no cost. Along with a companion workbook�and�leader's�guide—�everything�you�need
to conduct an actual 4 -hour CPE training session.
Keep the videotape and written materials
for as long as 30 days. Show them to your associates. Judge their value for yourself. Then, if you
elect to keep them, we'll bill your company for a
year's subscription at $4800.00, payable in
monthly installments. If not, return them and
there's no obligation.
seal in eke wino .. . Or =M I -IW621 -0041
IN NM Vwk MA4 tV nubr is (914) 4W%20.

ACCOUNTANTSTELEVISIONNETWORK
56 Lafayette Avenue, North White Plains, N.Y. 10603
Yes, I'd like to screen the latest issue of the Accountants
Television Network's videotape magazine. Please send it to me
along
with athat
comp
set of
companion
rial. I no
understand
ilIlete
return
it within
thirtywritten
days I mate
am under
obligation, financial or otherwise.
Video format: -1/a"

VHS

Be ta 1 -Be ta 2

Na me :
Title:
C ompa ny N
Company Ai
City ture
Signa

State

Date:
Zip

A subscription to the Accountants Television
*$600 annual surcharge for 3/4", $300 surcharge for Beta 1.
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ANNUALINTERNATIONAL
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Partner s- r -i. ithaWorkp ace
Through open communication, management
and employees at Faultless Caster Corp.
have learned Mow to work together
,-,toward -a common goal— improving

>A

productivity ar d product quality.

`

II
By Linda S. Owen
Six years ago Fau ltless
Caster Corp ., a m aj o r

3,'„

4:"`

manufacturer o f fu rn iture parts and ind u strial
cas ter s, im p lem en te d a
s p e c ia l p r o g r a m d e signed to im p r o v e co m m un ica tio n s late rally , up ward, and d o wnward between
bargaining u n it an d s u p erviso ry
personnel as well as b etween d ep artm en ts. Fau ltless had a histo ry o f p oo r com mu nicatio n that had
caused adversarial relation sh ip s an d misu nd erstandings, wh ich in tu rn h ad affected m o rale an d
productivity ad versely . Th e co m p an y h o p ed th at
if comm unicatio n co u ld b e imp roved , so cou ld th e
quality of its em p lo y ees' wo rk life an d , thereby,
the quality of its p rod u cts. Fau ltless h as ach ieved
its goals.
The program wo rks b ecause emp loy ees feel that
they are a vital lin k in th e co m p an y 's o p eratio n s,
decision m akin g, an d pro fitab ility . Wh en th eir
suggestions resu lt in b en efits to th e co mp an y's op erations, th ey are reco gn ized an d reward ed an d ,
in turn, wo rk even hard er. Mo rale an d p ro d u ctivity have reached an all -time high, an d Fau ltless
has increased its co mp etitive stand ing in th e furniture m arketp lace.
What Are Fau ltless I m p ro vem en t Circles?
Th e co m p an y has established a sp ecially tailored q uality circle p ro g ram ca lled F au ltle ss Im provem ent Circles (FIC). Th e Fau ltless Im p ro vement Circles are gro u p s of th ree to 12 em p lo y ees
who do sim ila r wo rk. Th ey m ee t o n ce a w eek to
identify an d an a ly ze c au ses o f p ro b lem s in th eir
work area, co m e u p with solution s, reco mm en d
solutions to m an agement, an d, where po ssib le, im plem ent th e so lu tio n s th em selves . Th eir su p ervisor is grou p lead er, resp on sib le fo r th e o p eratio n
of the circle. He o r she train s n ew circle m em b ers
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and works closely with an overall
program facilitator. Participation is voluntar y. An average of
30% of th e em ployees in the
first three job shop areas targeted for circles volunteered.
Af t e r t h e first thr ee p ilot groups
had been trained and had been
given tim e to e xperience the techniques of problem solving, two new
areas in th e s ho p w er e added. New areas
then were chosen every three months. Fr om
1981 through 1986, the num ber of F ault less Im p ro vem ent Circles has grown to 27.
Everyon e Participates
Faultless Caster Corp. m anufactures industrial,
h o use hold, an d co m m e rc ia l cast ers, fu rn it ur e
hardware, wheels, and office chair controls and
bases. This kind of job shop generates m any types
of problem s that require im aginative solutions.
Part icipative m an agem ent is the key to circle
op erations. Under this system everyone accepts
responsibility and works toward im provements.
Participative problem - solving team s help control
an d m anage unexpected problem s so managers
can organize, schedule, and p lan. Mana gers and
em ployees share in setting and fulfilling departm ent goals. Em p loy ees m a ke gro up decisions
ab o ut their jobs with guidance from their leaders.
Participative m anagem ent includes three steps:
1. Problem solving (im provem ent circles).
2. Goal setting (leaders and circle m em bers).
3. Change (planning and carrying out departm ent
goals toward change).
A facilitator, a ppointe d by m an agem ent, is resp o nsible for the overall FIC program . The facilitator train s lea ders a nd m e m bers , m ain tains reco rd s, co o rd in at e s F I C op er at io ns , in te rf ac es
b etween FIC and com pany organizations and dep artm ents, and works clo sely with the FIC steer-
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ing committee. Joe Adkins, the company's operations manager, appointed Pat Black facilitator.
Before this full -time assignment, Pat had been a
supervisor in charge of a production department
for several years. Management felt she had the
personality, conviction of circle philosophies, rapport with people, and drive that made her the logical choice.
The circle concept was instituted after one of
the plant superintendents had written a consulting
group for information on how to improve communication among hourly and management personnel. Joe Adkins and Pat Black were given the oppo rt un i t y to st art a pilot gro u p with the
understanding that, if it were successful, the concept could be expanded. Management agreed to
support the FIC program and participate in FIC
actions. Managers may suggest problems to FIC
members, and they ensure that once FIC members
have a project, other company programs don't interfere with it.
Faultless Caster's management believes that no
one knows a job better than the employee who has
the responsibility to perform that job. Therefore,
ideas for improving a job performance should be
the responsibility of the person who knows the job
best. Circles have proved to be a good avenue by
which employees have communicated job improvement ideas.
Circle Policy and Organization
Circles are operating in all four Faultless
plants: the Evansville Caster Plant and the Rubber Plant in Evansville, Ind.; the Faultless Blytheville Plant in Blytheville, Ark.; and the Faultless
Portland Plant in Portland, Tenn. All circles
come under the jurisdiction of the FIC steering
committee composed of 10 representatives from

Table 1
Faultless Improvement Circle Benefit Distribution
#

1st. Quarter— Project 1

$1,000
300
$

700
175
35

Value Per Share ($175
Member

Jones
Smith
Brown
Green
Black
Total
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Clock No.
1000
2000
3000
4000
5000

35)

Shares
8
10
4
3
10
35

$

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

...........

What Happens in Circle Meetings?

5

Value
(1) Share
$5.00
5.00
5.00
5.00
5.00

Member
Total
40
$

@

Gross Savings
...............................
Installation Costs
...........................
Net Savings
.... ...............................
Circle Distribution
($700 25 %)..
Total Shares

the two Evansville plants, five in the company and
five in the union. Volunteers come from four vital
management areas: engineering, quality control,
manufacturing, and accounting. The steering
committee is responsible for recommending to
management program policies, procedures, and
resources. It guides and directs the FIC program
and publicizes FIC activities inside and outside
the company. For example, a hotline is posted
throughout all plants once a circle has solved a
problem or improved a situation, each issue of the
Quarter Faultless Newspaper includes circle activities, and department bulletin boards contain minutes of circle meetings.
Its members meet with the facilitator once a
month, attend FIC presentations, and incorporate
Faultless Improvement Circles throughout the
company. The first three areas selected were those
where there seemed to be a solid rapport between
the employees and their supervisor,
In its first major policy decision, the steering
committee provided for monetary rewards for
FIC solutions that result in cost savings. It felt
that adoption of a usual quality circle payback
policy through a suggestion award system would
present a potential conflict of interest, so it selected a distribution of benefits policy. This policy
helps improve communications through all levels
of management and hourly personnel.
In a distribution of benefits program, there's a
special way to determine benefits. After a circle
project is implemented, records are maintained
that measure the benefit of the improvement and
the installation costs. The benefit and installation
costs are totalled quarterly and the net benefit (total benefit minus installation) reported. Twenty five percent of this net benefit is credited to the
individual FIC for distribution quarterly. Each
FIC improvement follows this procedure for four
consecutive quarters. Distribution to each member is made on the basis of his or her participation
in the total meetings held concerning an individual project. For example, members attend circle
meetings once a week. The more weeks an employee participates in a project, the more he or she
will earn when the circle benefits are distributed.
See Table 1 and Figure I.

50
20
15
50
$175

To teach new FIC leaders and members, Pat
prepares eight weeks of training sessions. This
training involves techniques of effective brainstorming and cause - and -effect diagrams, charts,
and graphs. Pat demonstrates techniques of group
participation in problem identification and in
problem solving. When the sessions are complete,
the circle members are prepared to search for
problems, prove their cause, and decide the best
way to solve them. Searching, proving, solving,
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Figure 1
Faultless Improvement Circle Participation Record
PROJECT #1
Project Worked

5000

Name

Black

2

3

4

5

✓

✓
✓

✓
✓

✓
✓

✓
✓

✓

Total Shares

35

22

✓

✓

✓

✓

✓

✓

✓

✓
✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

Clock No.

✓

Green

1

✓

Name

✓

4000

✓

Clock No.

✓

Brown

✓

Name

8

5

✓

3000

✓

Clock No.

6 7

4

9 10 6 7 8 9 10
14115
11 12 13 14 15 11 12 13
11 12 13 14 15

✓

Smith

3

✓

Name

9 10

2

1

✓

2000

8

5

✓

Clock No.

7

✓

Jones

6

✓

Name

4

✓

1000

3

✓

Clock No.

2

PROJECT #3

✓

on at Meeting

PROJECT #2

1

✓

and presenting the results of this investigation to
management is the basic quality circle process
that she teaches leaders and members,
During their first solo session, newly incorporated circl e members b rains torm for a group
name. Three circles, for example, agreed to call
themselves the Mean Green Machine, The Warden's Boys, and the Peace - Makers.
Next they select a project and choose a project
leader who helps analyze the causes of the problem and collects data to verify the analysis. Data
are collected from any necessary area inside the
plant and office and, when needed, sources from
outside the company. For example, ifa circle decides to buy a piece of equipment, it can invite
representatives from various firms to speak about
the proposed purchase.
Once the members select a solution, the project
leader organizes an effective presentation by the
circle members to the plant operations manager,
the FIC leaders, and the department supervisors
affected. If management feels the circle members
have a good project, it gives a green light to implement the solution. Finally, the circle members follow up monthly on the results of their implementation for a period of one year; in subsequent
years, they monitor the project quarterly.
Circle operations have been highly successful
and have led to a genuine team effort in improving
employee participation in Faultless Caster's
productivity.

6

Mean Green Machine
The Mean Green Machine is a group of first shift employees from the production area of Department One at the Evansville Caster Plant. Department One, which consists of header machines
and large presses, represents the basic second
phase crucial to the production ofcasters. Large
coils of slit steel and wire stock are fed into presses and headers. The presses produce plates, horns,
and retainers for the casters, while the headers
produce the stems. The Mean Green Machine
brainstormed the problems in their area and focused on reducing tooling and scrap expenses on
header machine #2923.
The circle first analyzed the automation design
of #2 92 3. Header machines run automatically
once they are started by operators. Because ofthe
automatic design, a header machine operator is
scheduled to operate one to three machines simultaneously. Operating the machine involves feeding
large coils of wire stock into the machine and
making sure the machine is functioning properly.
Header machine #2923 consists offive sequential
stations. As the coil of wire stock automatically
feeds through each station, a blow is struck forming the individual stem. However, there is no
automatic stop on header machine #2923. In the
MANAGEMENT ACCOUNTING /DECEMBER 1986

event one or more of the stations should start to
malfunction, the machine must be stopped by the
operator. If the malfunction should occur while
the operator is at another header machine, feeding
a coil of wire stock, then serious damage can occur to header machine #2923 before the operator
is able to turn the machine off. When #2923 malfunctions, defective parts are produced, which results in scrap expense.
The M ean Green Machine verified machine
#2923 expenses relating to this problem. Historical data from records of the previous 12 months
were collected on tooling, scrap, and lost time.
The circle also began to verify the same information as it happened on the floor. That was for the
next nine months. The data for historical and current scrap expenses were collected from scrap reports. To obtain data on the amount oftime header machine $#2923 was down in order to make
tooling repairs, the members kept. a log. Expenses
for the nine months of the project were:
Tooling Costs
Scrap
Downtime
Total Expenses

Participative
management is
the key to
circle
operations.

$2,648.64
4,488.96
2,583.00
$9,720.60
55

Faultless
believes that
no one knows
a job better
than the
person
responsible for
performing it.

The Mean Green Machine members decided to
install a process controller that would automatically stop the header machine when it began to
malfunction. Representatives from the process
controller firm were invited to explain in detail
the controller and its operations. Then circle
members prepared their presentation to management and discussed the causes of the problem,
their proposed solution, and the cost of the process controller.
They had selected a model that cost approximately $10,000. No other Faultless Improvement
Circle had presented a proposed expenditure of
that magnitude in order to solve a problem. Furthermore, no other circle had proposed that a cost
saving would begin during the second year after
the project had been implemented.
During the question- and - answer session, the
project leader, who is the operator of header machine #2923, explained that the circle members
had presented total expenses that could be tied directly to #2923. These included defective parts
that totalled $4,488 a year, and machine breakage,
caused by parts misfeeding, totalling $2,648.64.
The group had excluded indirect expenses because
they were subject to interpretation. As an example
of an indirect expense, the project leader cited his
overtime labor charges resulting after downtime.
Management accepted the direct costs and acknowledged the indirect costs, then told the circle
that the project must be submitted as a capital
project an d b e ap pro ved by the accou nti ng
department.
Historically, the required capital expenditure
forms were submitted by management only. Because of the uniqueness of the situation, however,
the Mean Green Machine was allowed to initiate
the capital project form and meet with the capital
project accountant. Management agreed that control of the project should remain with the circle
members. Their participation with the accounting
department would give them expanded knowledge
of yet another communication process involving
cost expenditures versus cost savings.
After a special quality circle presentation, the
capital project accountant requested more data on
process controller models. Subsequently, he computed the payback and approved a process controller that cost $5,400. Based on the total expense
of $9,720.60, the proposed savin gs wou ld be
$4,320.60 the first year. The Mean Green Machine agreed to the less expensive process controller, and the project was implemented.
The Warden's Boys
The Warden's Boys are a group of second -shift
employees from the production area of Department Three at the Evansville rubber plant. Department Three consists of press lines that make
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preforms —part of the initial process to make a
wheel for a caster. The Boys discovered that foreign material in the preforms from their department caused scrap. The circle members proposed
to buy extended hoses for more flexible spraying
and larger nozzles for the spray guns that are used
to clean out the foreign material in the molds for
the preforms. The Boys concluded that scrap
could be reduced further if the first and third
shifts also cooperated_ Management encouraged
the Boys to share their knowledge with the other
shifts, which it did. On advice from Pat, they
asked the other employees attending the meeting
for their cooperation. Pat usually discourages circle memb ers from telling nonmembers to do
something. After the communication meetings
scrap reports showed a dramatic reduction in the
scrap.
The Peace - Makers
The Peace - Makers are a group of second -shift
employees from the production areas of Departments One and Sixteen at the Evansville caster
plant. They were losing members to other departments or to other shifts because of layoffs. They
brainstormed and decided to invite new second shift employees to a regularly scheduled meeting.
The Peace - Makers served refreshments and
showed a fil m on "People and Productivity."
They led a discussion on the importance of getting
everyone involved in circle projects, and then
signed up new members.
Fortified with the new members, the Peace Makers brainstormed for a project. Their discussion evolved to the topic of the queue list their department supervisor referred to when deciding job
assignments. A queue list is a computer printout
from the Material Requirements Planning (MRP)
system. The printout contains information such as
the code numbers and description of the part
scheduled to be produced that day, the raw material code used to produce the part, the number of
the machine used to produce the part, the work
order number, and the quantity of parts to be produced. Some of the Peace - Makers knew about the
queue list but others were not as familiar so the
group decided that the benefits derived from understanding the queue list should be available to
those circle members who were less informed.
The supervisor agreed to their solution of devoting a circle meeting to a queue list training session. As a result of their training, the operators
and setup men began to refer directly to the queue
list each time they completed a work order and
needed a new job assignment. By referring to the
quantity of parts scheduled, an operator knew
how long he or she would be on the assignment,
and all operators became aware of the importance
of not overrunning or underrunning the quantity
MANAGEMENT ACCOUNTING /DECEMBER 1986

of parts scheduled.
As a result, the Peace- Makers began to feel and
act like a team with one goal. As members of the
Faultless Caster Express team, they try to have
the finished casters shipped to the customer on
the promised delivery date, and they now understand that the queue list makes this happen.
When they learned that employees in other departments were not as familiar with the daily
queue lists, the Peace- Makers scheduled a meeting
with management. They presented their findings
and asked for approval to schedule communication meetings about the queue list with other employees and supervisors. Management said yes
and commended the group for undertaking such a
monumental task.
Other problems found in the shop that circles
may select to work on and try to improve will
vary in each department. The Dust - Busters circle
chose to reduce the cost of a chemical used to control slab rubber from sticking together as it is folded on a skid. The Deliverers chose to find a better
system for storing cards and rolls of labels in their
stores area. The suggested solution saved many labor hours and improved deliveries coming out of
stores. The Circle thinkers from the tool room
area added a tool crib in their department to handle spare parts that may be needed on tooling

jobs.
A Common Goal
Through Faultless Improvement Circles, management and employees have become partners in
the workplace. An effective means for improving
the quality of work life within the company has
been established. Faultless Caster Corp. employees involved in the circles are learning to interact
and communicat e with fellow employees and
management, laying the foundation for participative management. As is the case with most large
organizations, there was a diversity of opinion
among employees at first. Some were convinced of
the benefits right away; some were skeptical but
receptive; others still are not convinced after six
years. Nevertheless, the cost of implementing the
circles has been far surpassed by the savings the

company has experienced from the employees'
suggestions and improvements.
In the process of learning how to analyze, investigate, and solve work problems, circle members have shared many feelings of frustration, as
well as joys of accomplishments that heretofore only
owners and managers felt. As a result, the company
is stronger, the quality of its products is higher, and
all employees share a common goal— making the
company the best possible place to work.
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While recent attention has focused on tax reform
that retains revenue neutrality, rising deficits are
forcing our lawmakers to think about ways to increase revenues. One recommendation talked
about is a value -added tax (VAT).
A VAT is a broad -based tax imposed on the
value added at each stage of the production and
distribution of goods and services. As each stage
of the production process is completed, a VAT
rate is applied to the value of production added,
and the tax liability is calculated. The VAT is included in the price that is passed on and paid by
the buyer to the producer, so while companies pay

VAT when purchasing goods in production, they
also receive rebates for the tax when they sell the
goods. The only taxpayer that does not get a rebate is the final consumer. He bears the ultimate
burden ofall of the taxes that have been added on.
For example, assume a 10% value -added tax
rate. If a miner extracts and sells iron ore to a
steel mill for $10, he would owe $1 in value -added
tax. Ifthe mill turns the ore into steel and sells the
steel to an automaker for $20, the mill would owe
another dollar, or 10% of the $10 of production
(including profit) that it added to the value of the
ore. If the automaker then uses the steel in an
automobile part which it sells to a dealer for $30,
the maker would owe another $1 in tax on the $10
MANAGEMENT ACCOUNTING /DECEMBER 1986

it added.
Finally, if the dealer sold the part to a customer
for $50, the dealer would owe $2 more on its $20
ofadded value. The total tax would be $5 spread
out among all the stages ofproduction and distribution. The consumer would pay the full $5 in the
form of a higher price (as each stage would have
increased its price by the amount of tax it owed),
while each taxpayer except the final consumer was
rebated by the next stage as the process went
along.
This is a simple illustration —the actual implementation of a VAT system is more complex because of the several variatio ns of a VAT tax.
These variations reflect the manner in which businbsses are allowed to recover VAT paid on capital
items, the method used to determine the tax base,
and the method of allowing exemptions.
Recovery of a VAT
Businesses can recover any VAT they pay on
capital items. The most common methods are:
• Th e consumption type is used by most countries
that have a VAT. The U.S. would probably use
this system as well. It stipulates that full recovery is allowed as soon as the VAT is paid for
capital goods. When firms calculate VAT on
the difference between sales and purchases, the
full amount of capital goods purchased would
be deducted in the period the purchase was
made. Because an immediate deduction is allowed, it can be an incen ti ve to cap it al
formation.
• Th e income type works much the same way as
depreciation expense. It allows a company to
recover the tax paid on capital goods over a period of years (for example, eight years, or the
"life" of the asset). Although it is not as much
an incentive to capital formation as the consumption type because the immediate return is
not there, it does not discourage capital investment. The main difference between the income
and consumption methods is that firms would
have to keep track of the amortization of each
asset over its estimated life, and thus it requires
a little more bookkeeping (although this type of
record keeping is currently required anyway).
• The Gross Product type, allows no recovery of
VAT paid on capital items, neither immediately
nor over the life of the asset. It offers no incentive to capital formation. The only way for the
purchaser to recover his expenditure would be
to raise his price by the amount he paid.
Calculating the Tax Liability
There are three basic methods for determining
the tax liability.
The invoice method is the predominant method
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used in Europe. Most U.S. proponents of a VAT
support this method. A vendor (or company) multiplies that period's sales by the VAT rate and
shows this amount oftax as a separate item on his
sales invoice. Every business making purchases
from other businesses, therefore, finds the amount
of the tax on each purchase separately stated on
the invoice he receives. To compute the amount of
tax he pays to the government, he adds up all the
VAT he has "charged " his customers (as evidenced by his sales invoices), subtracts all the
VAT his suppliers have "charged" him (as evidenced by his purchase invoices), deducts VAT on
capital expenditures (if the consumption method)
or VAT depreciated (ifthe income type), and the
remainder is his VAT liability_
The invoice method uses business invoices as
the primary means to calculate taxes. Included in
the calculation (and on the invoice) are adjustments for bad debts, prompt payment discount,
and other situations where the amount on the regular invoice would not represent the actual value
added.
Supporters say it reduces tax evasion at the expense ofincreased paperwork. For example, using
the invoice method makes cross- checking of tax
returns simpler, thus minimizing possible tax evasion. Tax collection agencies could match all invoices and quickly spot discrepancies between
what company A says it sold to company B, and
what company B said it bought from company A.
The alternative for company A and B would be to
go to a "cash only" system on some deals. Over a
period oftime, however, the IRS would be able to
identify companies that buy an abnormally high
amount of inputs for their low level of outputs,
and thus catch companies who deal strictly in
cash for major amounts.
The addition method calculates tax liability by
periodically summing all the components of value
added: wages, profits, dividends, interest, rents,
and royalties paid less dividends, interest, rents
and royalties received, and the net ofthese is then
multiplied by the VAT rate. In the case ofa consumption -type VAT, depreciation expense would
have to be added back, and any capital expenditures for the period would be deducted. An income -type VAT would require no adjustments,
because depreciation expense is the main method
used to recover capital expenditures. The gross product type VAT would require depreciation expense to be added back, and no deduction would
be given at all.
Supporters of the addition method argue that it
is much simpler than the invoice method to put
into use, because businesses already keep records
in this fashion (essentially, a profit and loss statement.). Thus, tax liability would only have to be
computed once a period, rather than on each sep-

A powerful
argument
against a value added tax is its
regressivity.
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arate invoice. Opponents claim that this puts an
undue burden on smaller companies, because such
records as profit and loss statements often are prepared only once a year or quarter, Many businesses would have to change their record - keeping procedures to adhere to this tax law.
Under the subtraction method, a company subtracts the total of all purchased goods on which it
paid a VAT from its total taxable sales. The tax is
computed on the difference. With a consumption type VAT, total capital expenditures would be deducted at the time incurred, reducing the tax payment or creating a refund (as opposed to just
deducting depreciation expense, or nothing at all).
The subtraction method is very similar to the addit ion met h o d in its ad van t ag es an d
disadvantages.
Major Drawbacks to a VAT
Opponents to VAT have raised some or all of
the following objections:

5>

VAT vs. A Sales Tax
The VAT and the retail sales tax are both consumption taxes. The
two taxes are different, however, for administrative reasons and because of differences in their tax bases. VAT is collected at each level
of the business process. A retail sales tax is only levied at the point
of final sale. This means that VAT requires more paperwork and
causes more administrative problems than a national sales tax. At
the same time, the dispersion of VAT collection makes evasion
more difficult and ensures that any one violation is limited in revenue effect. For example, any particular case of tax evasion under
VAT would be limited to the level of production where it occurred,
while a case of evasion under a sales tax totally eliminates the potential tax revenue.
Besides these subtle differences, another difference between a national retail sales tax and a value added tax would be how both are
viewed politically. Most states already have a sales tax, and could
be expected to be hostile to' having the federal government infringe
on their revenue source.
❑
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Regressivity. This is a powerful argument
against a value -added tax. For example, although
a family with $25,000 of income might still pay
more tax than one with a $15,000 income (assuming more consumption by the higher income family), the burden as a percentage of income would
probably be less on the family making $25,000,
because everyone has basic necessities that they
must purchase, while everything above the necessities can be regulated and controlled. To the exten t t hat a VAT is sh ift ed forward in higher
prices, consumers are burdened in proportion to
their consumption. Consumers at lower income
levels spend porportionately more on goods and
services and save less, thus their tax burdens will
be greater percentage -wise.
To tak e some of t he regress ivity out o f the
VAT, exemptions or lower rates would have to be
provided on many basics such as food purchases,
prescription drugs, rents, and so on. Exempting
such items from the tax base is the approach used
by many American states to modify their general
sales tax, and it is also what is done in many European countries. Some believe that this practice
would seriously increase the difficulties in administering the new tax. Estimates have been made
that the use of multiple rates would hike governmental administrative costs by 50% to 80 %, and
also would increase compliance costs for buiiness
forms.
Another method of reducing the tax burden on
the lower - income level consumers would be to
grant taxpayers a credit for a portion of the VAT
taxes they pay in any given year (much the same
way we deduct general sales tax when we itemize
deductions). This type of modification was advocated by former President Nixon in his January
1972 consideration of a federal value -added tax.
He suggested that families with income up to
$20,000 be granted a deduction against their individual income taxes for all or part of the VAT
they might pay. If such a system was enacted, taxpayers low enough to escape any income taxes but
who still paid VAT would still be entitled to rebates up to a certain amount.
Inflationary Effects. No one wants to suggest an
additional tax on the production of goods unless
they are certain that this tax wouldn't be inflationary. Critics have contended that a VAT would set
off a chain reaction of price increases that would
affect both the price and wage structure.
If a value -added tax were added to the present
tax system as an additional tax, with no offsetting
reductions in other taxes, it would naturally lead
to an increase in prices to the consumer by the
amount of the tax (unless business bore the entire
cost, which is highly unlikely, considering the
large reductions in profits that would occur. They
may bear some of the tax, but probably not all). In
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bly a local sales tax).
A Hidden Tax. Because the tax is assessed on a
series of transactions and simply accumulates in
the final price, the taxpayer may never be
aware of his annual tax liability (much the same
as presently trying to compute exactly how much
state and local sales tax we pay). It seems that a
VAT makes it easy for Congress to increase rates
at a future date. Its money- raising potential would
be a continuing temptation for the government to
increase its level of spending.
Administrative Burdens. The VAT system requires millions of monthly or quarterly returns.
Small businesses will probably get hit the hardest,
with the additional maintenance of record -keeping systems, requiring additional personnel and
time, Any added costs will have to be passed on in
the form of price increases, adding to inflation and
reducing the competitiveness of these businesses.
fully

turn, this would lead to immediate increases in
wages that are tied to cost -of- living clauses (and
even other wage increases not automatic, but designed to maintain parity), and then this would
lead to cost recovery through increased prices and
further inflation. Moreover, there could be the socalled "u n warran t ed " increases beyond the
amount of VAT due to ignorance and opportunity
on the part of many businesses.
On the other hand, if the VAT were to partially
replace social security taxes, and the reduction in
social security taxes is shifted forward at all levels
into lower prices, then any inflationary effect due
to VAT price increases theoretically should be offset. The same also holds true if the corporate income tax was substituted for, in part or wholly. In
any event, once in place, the VAT should not have
a continuing inflationary effect unless rates are
constantly increased or the applicability ofthe tax
is broadened.
Attempting to project what the inflation impact
on the U.S. would be by observing the European
experience is generally inconclusive. A study by
Arthur Andersen & Co. of the histories of inflation in Belgium, France, Germany, the United
Kingdom, Argentina, and Brazil found little overall correlation between the adoption of the value added tax and the rate of inflation.' But these
countries substituted the value -added tax for other
indirect taxes.
Federal and State Relations. Advocates of state
rights have many reservations about a federally
imposed value -added tax, because it would interfere with state sales taxes. State and local governments are naturally reluctant to see the federal
government impose a levy on a tax base which up
until now has been largely their own_
Supporters of VAT argue that the federal government already is involved with excise taxes on
many consumer items. These taxes don't seem to
interfere with any state collection of taxes. In fact,
states obtain large amounts of revenues on some
of these same items. States may even get additional revenues from a VAT, because prices before a
state sales tax would include a VAT, and the state
would thus levy taxes on higher prices.
While possible infringement on collections and
bases is an issue, another more important and
philosophical argument is the possible unwanted
change this might bring to federal and state government relations. Some forms of taxation, local
government officials argue, should be the sole domain of the states. They fear that decision making
on taxation will shift out of the hands of local taxpayers and voters, and into the hands of Congress.
Over and above all else is the more concrete
consideration of possible administrative difficulties that a retail business plight face with both a
federal VAT and a state sales tax (and also possi-

Harmful to the Economy
Adding a VAT to the existing tax system without any corresponding reductions in other taxes
could do more harm than good to the U.S. economy. If it was simply tacked on to the prices paid
by the consumer, it would increase prices, increase inflation, and decrease personal savings. It
would also mean an increase in the costs of capital
services to businesses. This would have the effect
of decreasing capital formation and investment,
and the economy would contract. To the extent
that the additional VAT is borne by producers,
and not passed forward, it would reduce profits,
and lower the rate -of- return on capital. This also
would decrease capital formation.
VAT as an additional tax might improve the
balance of trade in the short run, yet hurt it in the
long run. Exports would have no change in prices,
because the tax is rebated, but the price of imports
would increase because imports are subject to the
tax. The volume of imports might then decrease
due to the increase in prices. With unchanged exports and diminished imports, the balance of trade
would improve at first. But, as the reduced capital
formation catches up with the U.S. economy, the
American export competitiveness would be hurt.
The more productive U.S. producers are, the better their chance of competing in world markets. If
VAT were imposed as an additional tax, it could
lower the rate of capital formation and eventually
hurt U.S. exports.
Probably the only sector that would benefit
from VAT as an additional tax would be the federal government. The benefits of the additional
revenue, however, would have to be weighed
against the possible disruptive effects a permanent
VAT could have on the U.S. economy.
❑
'Art hur And ers en a nd Co-

VAT in Other Countries: an Arthur Andersen and Cn.

Adding a VAT
to the existing
tax system
without any
corresponding
reduction in
other taxes
could do more
harm than
good to the
U. S . economy.

Study. Chicago, 1980, p. I.
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New York, is a leading producer of video -based programs for accountants, auditors, and the financial community in
general. Its client list is a verit able
"Who's Who" of corporate America,
numbering more than 200 of the Fortune 500 among its more than 700 clients in the United States and 15 foreign
countries. CVE's generic continuing
education courses are offered by the
American Institute of CPAs, Institute
of Internal Auditors, EDP Auditors Association, and Canadian Institute of
Chartered Accountants, as well as the
NAA.
CVE has pioneered the Video Active
Learning approach, which it will implement into the new network. This approach features:

NAA AIR$
PROGRAMS
ON ATV
NETWORK .
By William K. Grollman
Take a successful concept, improve the
quality, make the learning process more
enjoyable and offer increased value.
What do you get: the new Accountants
Television Network.
Since its inception in 1982, the NAA
Video Network has catered to some of
the nation's most prominent companies:
IBM, Johnson & Johnson, Morgan
Guaranty Trust, 3M Company, Coca Cola, Rockwell International, Pillsbury,
Borg - Warner, Apple Computer, Bethlehem Steel, Dupont, B.F. Goodrich, Eli
Lilly, GTE, J.C. Penney, and Ralston
Purina, among others.
In the words of C lark J o h ns o n ,
CMA, corporate controller, Johnson &
Johnson, "The Video Network is a good
way to keep our staff current on a variety of financial and accounting subjects." Now, the Network is sporting a
new name (Accountants Television Network) and a new collaborator with the
NAA, Cen ter for Vid eo Education
(CVE).
CVE, based in North White Plains,

• Broadcast - quality video featuring
professional actors, sophisticated
graphics, extensive on- location shooting, and vignettes with actors to portray human behavior situations;
• Extensive interaction between short
video segments (up to 10 minutes),
print materials, and group discussion;
• Educational design featuring exercises, case studies, and a self- testing
quiz at the end of the program to reinforce the basic concepts.
All of these features are intended to
change the video education process
from a passive experience into an active
learning process. In our educational
concept at CVE, video is merely a
means to an end. It is essential that the
quality of the video be comparable to

what individuals watch on home TV.
However, unlike home TV, where individuals sit by passively as spectators, we
want them to be an active part of the
learning process. Therefore, video becomes the motivating element to foster
the learning process. Normally, if individuals watch the TV for more than 10
minutes at a time, the experience tends
to become both passive and tedious. In
this respect, our programs differ significantly from those ofother vendors.
An ot her impo rt an t featu re o f th e
CVE approach is dual formatting of all
programs so that they can be either taken in group study format or as self study. All instructions are included on
the video and print materials for self study. For group study, an individual
from the subscribing company serves as
facilitator by using a Discussion Leader
Guide which gives a complete road map
through the program.
The facilitator need not be a technical
expert in the subject matter or a trained
instructor u nder the CVE approach;
however, he or she should have basic
knowledge of the subject matter.
The Accountants Television Network, which begins operations in January 1987, has several other improved
new features:
• Each monthly program will contain
four hours of continuing education
credits, giving an annual total of 48
hours rather than the 40 offered previously. Consequently, an individual
wishing to receive 40 hours of education annually, can meet this commitmen t by taking just 10 of the 12
programs.
• Each program will contain four separate programs consisting of approximately 25 -30 minutes of video each.
The programs can be taken individually or at the same time. This flexibility enables the subscriber to take
the program in one four -hour segment, or as many as four one -hour
segments.
• The programs wil l feature a much
greater range of video techniques.
There will be extensive use of electronic graphics to highlight the key
po i nt s mad e by the ex p ert or
moderator.
• There will be extensive on- location
shooting to show actual operations of

businesses. One of the first such efforts will be to videotape an automated assembly line tied into a sophisticat ed man ag emen t acco u n t i n g
system.
• Vignettes featuring actors who have
appeared on network television or in
the theater will be used to present
management develo pment topics
such as effective listening skills, time
management, selling ideas within the
corporation, and writing skills. Vignettes will also be included, where
appropriate, to present behavioral aspects made by speakers.
• All of the embellishments normally
found on network TV, such as music,
opening and closing credits, will be
included.
• NAA /CVE are currently lining up
featured speakers to appear as video
columnists three or four times a year.
Topics will include an update of activities of the Financial Accounting
Standards Board and an update on
the sto ck mark et by a lead in g
forecaster.
As in the past, where such prominent
speakers as F.B.I. Director William
Webster have appeared, the NAA will
continue to arrange for some of the nation's foremost speakers to appear on
the Network. Those who have already
accepted NAA's invitation include Lee
J. Seidler, Bear Stearns partner; Dennis
Beresford, new FASB chairman; and
Don Kirk, outgoing FASB chairman.

Another important feature of the new
Network is the expansion and improvement of supporting written materials.
These materials will include both participant materials and a Discussion Leader
Guide, both of which may be reproduced in multiple quantities for program users. The participant materials
will feature relevant readings, short review questions on the subjects, and case
studies testing the ability of participants
to implement the knowledge. The Discussion Leader Guide will include instructions for setting up the room and
conducting the session, as well as introductory remarks for all video segments,
answers to all review questions and case
studies, and an outline of key points
made in each segment.
The participant materials also will include a self - testing quiz, which can be
sent to NAA for grading and accreditation purposes for those taking the program as self -study for required continuing professional education.
Alfred King, managing director,
NAA Professional Services, believes
that the new Network will offer real value to subscribers. In Mr. King's own
words, "We've decided to cut the cost
slightly as well as improving the quality.
The cost per credit hour will be substantially less, and we believe that program
subscribers will gain added benefits and
look forward to taking the program
each month."
The Network's value is maximized
when subscribers use the programs ef-
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fectively on a regular basis. Those who
have benefitted most in the past have assigned one individual to coordinate the
effort in their company and have scheduled monthly meetings on a regular
basis.
The new Network will help users to
achieve this result. "We are developing
an ATV (Accountants Television Network) Coordinator's Kit ," says Mr.
King. "This innovative approach will
show the designated individual how to
best implement the program in his or
her company in terms of scheduling,
room set -up, record keeping for continuing education credits and briefing of
discussion leaders."
Both NAA and CVE are so confident
that subscribers will enjoy the new format that they are making a unique offer.
Th os e wh o wi sh to view the first
month's program before making a final
decision on whether to subscribe can do
so on a no- obligation basis. All video
and print materials will be sent to the
prospective subscriber on a 30 -day approval basis. At the end of that period,
the company can agree to subscribe and
be billed monthly or return the materials intact without any amount being
due.
That sounds like an offer too good to
refuse!
William K. Grollman is president ofAccountants' Television Network, and also
Robert M. Schaeberle Professor of Accounting at Pace University.
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NAA
Research
Patrick L. Romano, Editor

Decision Support Systems and Management Accounting
This month NAA is publishing Decision Support Systems and Management Accounting by Germain Boer. A
summary of the research publication
by Or. Boer is published below. To obtain a copy of this NAA publication,
see coupon advertisement on page
57 in this issue.
Decision support systems (DSS) deal
with the relationship between decision makers and computers. The concept includes the software and hardware issues affec t in g the way
decision makers interact with and use
the computer as a decision aid. The
computer complements a manager's
abilities by acting as a "staff assistant" who memorizes and instantly recalls huge quantities of information
and who can do complex calculations
in the blink of an eye.
Much of the work on decision support systems deals with computer interface issues that enable managers
to do analyses and recall data without
ever calling on a computer technician.
An ideal decision support system
blends the manager's intuition and
judgment with the computer's computational and data retrieval abilities to
produce a powerful, flexible decision making system that rapidly adapts to
new problems.
Some DSS focus on data retrieval
and data analysis. For example, systems that enable plant managers to
determine inventory levels of critical
parts instantly, or systems that combine external economic data with internal company data to guide material
purchase decisions fit this category.
Others deal mostly with the modeling
64

of decisions. Budget projection and
consolidation systems, capital budgeting analyses, and linear programming fall into this latter category.
All these applications are developed and used by personnel outside
the data processing function of the
business. In other words, the end users create the computer instructions,
feed in the data, and interpret the output. For example, in two companies
visited for this study, accountants using DSS tools had devised budget reporting systems without any help from
data processing. They used the DSS
tools to extract data from the transaction database, match the data with
budget information in another file,
and, finally, format and produce the
accounting reports.
Decision support systems have
three major components: models,
data, and user interfaces. The model
segment contains definitions of relationships among elements, e.g., sales
= units x price. The data module includes instructions, data, or combinations of the two.
A major concern in DSS applications is how users access data already stored in the system and how
they move it from one application
(budgeting) to another (management
report). Data access and movement
were considered significant issues by
all companies interviewed for this
study. The user interface is one of the
most critical elements of the DSS because it directly impacts the degree to
which managers will use the system.
To make its DSS easy to use, one
company created a system with a limited set of easily learned commands

that managers could use to access
data and system models, and another
used software that accepted ordinary
English words as data retrieval or
model commands.
Some companies establish separate decision support groups to help
users learn the tools, and others rely
on the users to train themselves. Organization of this activity depends on
company philosophy and the level of
technical skills already present in the
company. One company used the
DSS group to conduct numerous
training sessions to teach managers,
analysts, and secretaries to use DSS
tools; another provided staff support
to users who wanted to create new
applications. Most analysts interviewed stressed the importance of
adequate training for DSS users to
maximize their benefits from DSS.
Top management must consider a
number of policy issues in implementing a DSS. They must decide whether
to target operational managers, analytical staff, or executive decision
makers. They can choose highly focused software for single applications
or general purpose software that
serves many applications. The support group can be a group of specialists who provide extensive help to users, or it may consist of a few people
wh o an s wer q u es t ion s over t h e
phone about problems.
Many companies use decision support systems for strategic planning
analyses. Several of the companies
studied cited specific cases of how
they used DSS tools for strategic
planning. Typically, these applications
deal with cash flow projections for alternative scenarios.
Decision Support Systems are having a significant impact on the way accountants and managers prepare and
use financial data. Budgetary planning, cash flow projections, and strategic analyses are being automated
and incorporated into the daily routines of numerous managers. The incorporation of these analytical tools
into management activities means
that management accountants will
have to shift their efforts from the direct preparation of these analyses for
managers to the tasks of data system
Ll
design and problem definition.
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`We are proud
that so many of
our people
have earned
the CMA
as part of
their career
development,"

'. 1

10

Dennis R. Beresford
National Director of
Accounting Standards
Ernst & Whinny.

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

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

And as Denny Beresford knows, the CMA program
helps to develop qualified people. By attaining this
professional designation, these staff members demonstrate a strong commitment to better understanding
complex business operations and understanding and
meeting their clients' needs.

I

- - - - - - - - - - - - - - - - - - - - -

I

Institute of Certified Management Accountants
Department D -11
10 Paragon Drive
Montvale, NJ 07645 -1759

Please send me more information about the CMA program.

II

Name

I

TfOe

II

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

- - - -J
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I

A program of the National Association of Accountants

In the Library
Members may borrow the books listed in
this section by telephoning M Redrick,
(201) 573 -6235.
Cost Accounting: Processing,
Evaluating, and Using
Cost Data Ord edition)
Wayne Morse and Harold Roth, Addison- Wesley Publishing Co., Reading,
Mass. 01867, 1986, 980 pp. —An excellent textbook, this volume will be helpful for practicing management accountants who need a refresher on specific
aspects of cost accounting. As an example, what is the proper approach to the
disposal value of spoiled units? Do you
need a quick refresher on decision trees?
A modern, up -to -date textbook can be
very handy. When the NAA library receives questions on technical aspects of
cost accounting, this is one of the volumes often used for reference.
Alfred M. King

Miriam Redrick and Stan Stec, Editors

used in NAA's library.

pay for itself in terms of its own positive
cash flow. If you are asked by a business
owner to value his business, you might
be well advised to read this book before
going on to mo re so p h i s ti cat ed
methods.
AMK

liv-

Personal Financial Planning Handbook
Jonathan D. Pond, Warren, Gorham &
Lamont, Inc., 210 South St., Boston,
Mass. 02111, 1986, variously paginated— Although written for the professional financial planner, this handbook
can be an important and useful addition
to anyone's business reference library. It
covers in detail the many diverse and
complex financial planning issues such
as having appropriate insurance coverage, minimizing taxes, evaluating the
many resources available for providing
retirement income, and tax considerations in estate planning. A thorough
study of the book's contents enables the
reader to acquire a well - rounded backBusiness Valuation Manual
Thomas Horn, Charter Oak Press, P.O. ground of the field and improve his abilBox 7783, Lancaster, Pa. 17604, 1985, ity to man age his financial affairs
218 pp. —This truly is a "do it yourself' successfully.
In addition to providing current inapproach to business valuation. While
the answers developed from the book's formation on every financial planning
approach might not stand up in a full - issue (the Handbook is updated every
scale court trial or to a rigorous chal- six months), it covers the role of a finanlenge by the IRS, most business owners cial planner in each area. For example,
don't need that degree of precision. As the au thor advises that professional
the author himself points out, to obtain planners, as part of retirement planning,
a professional valuation might cost up- should review with clients who are in
wards of $15,000. This $30 manual is their preretirement years the following
designed to show nonaccountants, as important topics: comprehensive insurwell as accountants, step by step how to ance coverage; capital accumulation
determine the value of a business using during preretirement years to provide
any one of several different techniques. additional resources for retirement
The author covers the "ability to pay" ing; and tax and estate planning promethod, discounted cash flow, and capi- grams to help the client maximize retalization of income techniques as well tirement assets and income and ensure
as economic value of assets and the IRS the transfer of his estate to his heirs acmethod. A useful chapter describes cording to his wishes.
Another plus is that the book is exmethods that should be avoided.
Perhaps the most valuable section of tensively cross referenced to allow the
the book is its last two chap ters in reader to focus on the relation between
which the author provides some person- planning requirements and strategies.
(For Mr. Pond's advice on managing
al advice on evaluating a company, deciding whether it should be bought, and your investments please see page 29 of
the price at which a business transaction this issue.)
Note: This book is a reference work
can really be accomplished. The author
says that any business should be able to and may not be circulated but must be
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Macmillan Executive
Summary Program
Macmillan Book Clubs Inc., 866 Third
Ave., New York, N. Y. 10022 —The fact
that there are more books published
than there is time to read them is a fact
of life. In this column NAA offers brief
reviews of books that would interest
management accountants. At best, a
book review here can whet the appetite
and lead a member to request a copy
from the library. Another approach is
to subscribe to the Macmillan Executive
Summary Program. For an annual fee
of $90, this service provides 8- to 12page summaries of some 60 books each
year, or $1.50 a summary.
The first month's set of summaries
sent to subscribers included A Passion
for Excellence, by Tom Peters and Nancy Austin; In Search of Excellence, by
Tom Peters; Managing, by Harold Gen een; Robert Half on Hiring; Intrepreneuring, by Gifford Pinchot, a featured
speaker at a recent NAA confence.
No subscriber is going to be interested in all 60 books. This program represents an inexpensive way to be exposed
to major business books. If the book
then appears worth reading, one can order it with high assurance that the material is of direct interest..
AMK
Careers in Public Accounting
1986/1987—A Comprehensive
Comparison of the Big
Eight Firms
The Big Eight Review, Inc., 2824 Sahalee Drive East, Redmond, Va. 98053,
1986, 261 pp. —What is the compensation for beginning partners at each of
the now nine 'Big 8' firms? What is the
average compensat ion at each firm?
How does each firm rate with respect to
professional liability problems? Which
firm is strongest in the Northwest? Who
are the major clients of Coopers & Lybrand? This reference work, a much
needed addition to existing sources, answers these and many other questions.
Written specifically for graduating
accountants or others making a career
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decision, the book offers thumbnail
sketches of each of the nine accounting
firms covered plus innumerable statistics on each firm and on its clients. This
information, however, will interest all
accountants.
Did you know that, in the retail
trade, Touche Ross and Peat Marwick
are the major players, while in the utilities, Arthur Andersen and DH &S have
a commanding position? This is just a
sample of the data developed. The editor has more than met his goal of providing comprehensive information on
the nine Big 8 firms.
How was the material obtained? The
editors attempted to ensure accuracy by
requesting that each firm co rrect or
confirm information provided. Because
of the competitive nature of the industry and the desire of each firm to put its
best foot forward, it is likely that most
of the data are accurate; otherwise a
competitor is likely to call attention to
somebody else's optimistic thinking.
Readers thus can probably have a high
degree of confidence in the information
provided.
To satisfy the curiosity of many readers, the editors estimate that the first year partner compensation at the Big 8
firms ranges from $60,000 to $120,000
and that average partner compensation,
for those who have been partners for
seven to ten years, is from M 10,000 to
$220,000.
Note.' This valuable reference work
cannot circulate from the NAA library.
AM K

3. Productivity and profits
4. Key management reports and how to
produce them

ful to members who have recently begun working in this specialty.
Miriam J. Redrick

There are numerous charts, examples, and how- to -do -it approaches offered. Written in a conversational style,
with good chapter summaries, this book
is highly recommended.
AMK

Encyclopedia of U.S.
Government Benefits
Edited by Beryl Frank, Dodd Mead &
Company, Inc., 79 Madison Ave., New
York, N. Y. 10016, 1985, 518 pp. —Many
people miss out on available government benefits simply because they're
Agribusiness Accounting and Taxation
not aware of them. How informed are
Gary L. Maydew, Commerce Clearing you? This "encyclopedia," complete
House, Inc., 4025 West Peterson Ave., from A to Z, tells the who, what, and
Chicago, Ill. 60646, 1986, 344 pp. —In- how of federal programs including dedustry specific accounting handbooks scriptions and eligibility requirements.
are always in demand at the NAA li- Addresses for federal agencies to conbrary. Therefore, we were pleased to see tact for further information also are listthis recent effort on agribusiness. The ed. Some of the areas discussed include:
author has treated the subject in a very low - interest loans to start or expand
forthright manner, which enables the your own business, grants, scholarships,
practitioner to get right down to work. Social Security benefits, rehabilitation
Very detailed footnotes and references for the disabled, home improvement
lead the reader to further resources, loans, and crime insurance.
which clarify the complex tax issues dis- Please note, this book is not permitted to
cussed. Although this book has a very leave the library.
limited audience, it will prove very help- Kim Serocke

Cost Accounting Desk Reference Book:
Common Weaknesses in Cost Systems
and How to Correct Them
Thomas S. Dudick, Van Nostrand Reinhold, 115 Fifth Ave., New York, N. Y.
10003, 1986, 262 pp. —The author is a
one -man cottage industry writing books
on cost accounting issues. His books are
uniformly valuable for the practitioner.
This volume is no exception. Mr. Dudick works in the latest production
technology and computer -based inventory systems.
The four sections addressed in the
book are:
1. Product costing deficiencies
2. Inventory management and mismanagement
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People in the News
Promotions and New Positions

Illinois Lighting Co).

Thomas J. Harrington , Akron Cascade,
was named manager of Goodyear's Minority Enterprise Small Business Investmen t Co. o p erat i o n s , co n d u ct ed
through the Rubber City Capital Corp.,
a Goodyear su bs i di ary. .. . M ari lyn
Horner is now controller with Valley
Savings and Loan, Cuyahoga Falls.

Donald B. Meyer, Central Minnesota,
was promoted to manager with Kern,
Poganski, and Hirschfeld.

Robert L. Crespo, Bergen- Rockland,
has been appointed assistant treasurer
of Witco Corp., Woodcliff Lake, N.J.
Gregory M. Gormican, Boston, is now
vice president— finance and administration and chief financial officer at Legal
Sea Foods, Inc.
Thomas Romanowski, Central Illinois,
recently was promoted to vice president— finance group at CILCO (Central

When It's Important ...
Measure Up

withMicroMash!
MICRO MAnaged Study Help
� O � Diaym ti� s � for CMA,CIA,CPAExams
-0 CPA Review - mulloeAtoke

A may
-- - -- O PayorRefundProgcm...CPA
-OPersonnelEvaluator

Gloria Abrams, Cincinnati, is now financial director for Kohl Packing
... Pamela A . Pollitt has been admitted
to partnership in the firm of Gary Verleye, CPA.
Ronald E. Seeholzer, Cleveland, CPA,
CMA, has joined Source Finance, as director of the Cleveland office.
Carol -Ann Schindel, Cleveland East,
was promoted to manager at Bond, Sip pols & DeJoy.
Robert W. Caster, Columbus, is now
vice president and general manager of
the eastern division of Lennox Industries, Inc.... Christopher Pietrangeli
has joined ChemLawn Services Corp.,
Worthington, as director of corporate
taxes.
Doris Greenberg, Connecticut Gateway,
was named assistant treasurer of Stamford Water Co. She also will continue to
serve as chief accountant.
Robert F. Doviak , II, Dallas, has joined
Prudential -Bache Securities, Dallas,
Tex., as vice president— investments.

Durland L. Ball, Elmira Area, is now
controller of the Corning Hilton Inn.
Donald J. Morin , Fox River Valley, is
now controller at the American Academy of Periodontology, Chicago.
James M . Tot aro , Long Island, was
promoted to vice president —loan accounting and operations, Long Island
Trust Co., N.A.
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Joseph S. La Gambina , Minneapolis Northstar, is now executive vice president and chief admnistrative officer of
the Financial Accounting Foundation,
Mild red Bograd, Morris- Essex, was
named vice president— finance of Keyes
Martin & Co., Springfield, N.J.
William A. Kowalsky, New York, was
promoted to vice president — finance
and planning of ACB, Inc., a business
info rmat ion and financial services
company.
Roger Sandeen, Omaha, was promoted
to vice president— finance for Northern
Natural Gas.

RINCON
Palm Beach Area

A

VERRECCHIA
Providence

Edward A. Rincon, Palm Beach Area,
has been prom oted to senior vice president and treasurer of Snelling and Snelling, Inc.

Ro b ert J . Dircks, Detroit, has been
elected executive vice president of Cheryl S. Billings, Peninsula -Palo Alto,
ha s p a s se d bo t h t h e C M A & C P A e x Warner- Lambert Co.

--0 Recruitment

Circle number 14 on reply card.

ciates, Inc., a marketing and computer
consulting firm, as vice president and
chief financial officer.

P. Lynn Middlewood, Miami, has
joined Raymond Thibault and Asso-

am inations and is now associated with
Price Waterhouse and Co., San Jose, as
a staff accountant, com prehensive professional services departm ent.
A lf r e d J . Verr ecch ia, Providence, was
nam ed exe cu tive vice president —finance and adm inistration, at Hasbro,
Inc., P awtucke t, R.I.
M a r c B. Moye rs, Ri chmond Jackson,
was adm itted to the partnership of Peat,
Marw ick, Mit chell & Co.
David J . Byrd, Rockford, was nam ed
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David J. Fisher, Princeton, past nation- Director, and member of the Executive
Committee. In 1969, Mr. Tucker initiatal director, 1972 -74. SCMS.
S. James Galley, Illowa.
ed the Washington Chapter's Disadvantaged Small Business Advisory ComHedley J. George, Morris - Essex.
mi tt ee, fo reru n n er o f t h e NAA' s
James B. Graves, Dallas.
Edwin A. Hahn, Central Texas,
wide - ranging Socio- Economic Program.
Marvin L. Haight, Member -at- Large, Mr. Tucker formed the Committee to
provide free assistance to struggling
USA.
Gary Scott, Rochester, was named vice Clint L. Hall, Montgomery.
business people, and to encourage mipresident— finance at St, Mary's Health F. Glenn Heins, Tr en t on , past nority business enterprises.
Care Services.
president.
W.E. Baird, 102, Kansas City, 1926.
Greg W. Herron, St. Louis.
Michael E. Castorino, Sacramento, was E. W. Holub, Packerland.
Emeritus Life Associate (ELA).
appointed vice president /controller for Edwin J. Kaphan, Peninsula -Palo Alto. John T. Barry, 66, Central Arkansas,
Eigen Video
Hobson T. Vaught, Jr., William C. Kelly, Reading.
1976. ELA.
... manager of the Man- Keith C. Kent, Central Texas.
was named senior
Reginald S. Bickford, 85, Greater
agement Consulting Department of Rudolph C. Kreimer, Cincinnati,
Ozarks, 1942. ELA.
Peat, Marwick, Mitchell & Co.
Alex V. Krolikowski, Macomb County - Walter F. Blick, 66, Chicago, 1965.
Michigan.
John G. Blocker, 84, Kansas City, 1944.
Douglas J. Schmalz, Sangamon Valley, William J. McCarthy, Massachusetts Edie M. Broeckelman, 44, Salinas Valhas been elected vice president at Ar- Route 128, past president.
ley- Monterey, 1982.
cher Daniels Midland Co., Decatur, Edward C. Menne, Cincinnati.
John D. Crouch, 72, Kansas City, 1947.
Ill.
Henry E. Mollman, St, Louis.
ELA.
Richard M. Owen, Richmond- Jackson. Gary R. Dittmer, 42, Orange County,
Leonard A. Gravel, Jr., Springfield, is Marvin G. Rogers, Minneapolis Viking. 1976.
now controller at Hershon Jewelers,
John J. Roth, Morris- Essex.
Michael J. Donovan, 73, Mohawk Valley, 1944. ELA.
Robert W. Rowe, Beaver Valley.
Timothy B. Clay, South Birmingham, Ewald Schneider, Heart of Wisconsin, D.R. Downing, 84, Houston -Blue Bonwas named comptroller at Protective past national director, 1974 -76. SCMS. net, 1953.
Industrial Insurance Co.
W. James Shaw, Jr., West Tennessee, Betty Ann Fil, 53, Massachusetts Piopast president.
neer Valley, 1984.
Beverly A. Battle, Southern Maine, was Norman H. Smith, Trenton.
David E. Geiss, 78, Mowaak Valley,
promoted to assistant controller at Ac- Daniel F. Vas con cello s, New 1935. ELA.
cutemp, Inc.
Hampshire.
William I. Hummer, III, 38, Morris -EsRichard S. Weir, Peninsula -Palo Alto.
sex, 1975.
Lawrence H. Colborne, Tulsa, was pro- John B. M. Westerlund, York.
E. Parks Jones, Jr., 50, Greater Greenmoted to vice president — finance for Arnold Weyand, Wichita.
ville, 1973.
Rapid Lube Inc.
Oscar B. Wilday, Jr., New Orleans.
Kenneth B. Kirkwood, 64, Detroit, past
president, 1958. ELA, Stuart Cameron
Calvin G. Clouser, Waterbury, was ap- In Memoriam
McLeod Society (SCMS).
pointed controller and chief financial
Thomas J. Lampe, 42, St. Louis, 1976.
officer of Intelligent Optics Corp, Clin- Charles W. Tucker, 89, CPA, ELA, Gary D. Larson, 27, Oklahoma City,
ton, Conn.... John B. Varlese has been past president, former NAA National 1986.
promoted to treasurer and corporate
Harry E. Malmfeldt, 90, Kansas City,
vUI Alum ANNI
secretary at F.B_ Mattson Co.
1926. ELA.
James A. Masters, 89, Kansas City,
Emeritus Life Associates (ELAs)
1937.
Eugene F. Mathes, 62, Buffalo, 1958.
Arley R. Blankenburg, Cedar Rapids,
Cary J. Mullett, 48, West Central Ohio,
past president.
1985.
Norwin Lee Blankenship, Tucson.
D. L. Mullins, 45, Jacksonville, 1971.
Clair A. Burgdorff, Madison.
Terence D. O'Connor, 55, Raritan ValElizabeth Bozigian, Detroit,
ley, 1984.
Rosemary W. Damon, Peninsula -Palo
John D. Owens, 80, Chicago, 1951.
Alto.
ELA.
James P. Delfino, Rockford.
Robert W. Pelkey, 42, Greater San GaGerald W. Devlin, New York, past nabriel Valley, 1984.
tional vice president, 1977 -78. Stuart
Philip R. Peters, 74, Southern Maine,
"Just keep busy and let me worry
about product liability. "
Cameron McLeod Society (SCMS).
1955. ELA.

partner with Coopers & Lybrand in
Minneapolis; Jonathan D. Cumpton was
named p artn er with Co opers & Lybrand in the Rockford office; and Gary
M. Davenport was named partner with
Coopers & Lybrand in the New York
City office.
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New Products /Services

Elizabeth Warren, Editor

business card can be converted to the
card /calculator. For further inform atio n, call the com pany in San Pedro,
Calif., at (213) 514 -8666.

Disketech's DiskSafe.

Disketech International, Inc. has introduced DiskSafe, a file management and
security storage safe for floppy diskettes. DiskSafe is constructed of high impact styrene and corrosion- resistant
steel parts and has two mounting alternatives: rubberized feet for free - standing
installation or a steel mounting plate
which lo cks th e m e ch an is m to a wo rkstation. DiskSafe req u ires a m in im al
space of 9 1/4 " h igh x 81/4 " wid e x 73/4 "
deep. Its th ree filing systems pro vid e:
quick- reference in d ividu al labels which
adhere to rigid, sty ren e en velo p es th at
com pletely en case each diskette; DiskSafe index card s wh ich pro vid e sp ace
for m ore d etailed inform ation an d fit in sid e e ach en velo pe; an d self- adhesive
circ ula r la b els fo r t h e d isk ett es t o f u rther ens u re p ro p er m an agem en t an d to
afford easy in ventory. Fo r m o r e in fo rmation, co n tact Ed Ko ssack, p resid en t,
D i s k e t e c h I n t e r n a t i o n a l , I n c . , at
(305)848 -7005.
C P Pro d u c ts h as in tro d u ced "b u sin ess
ca rd wit h a b ra in , " a m eth o d fo r co n verting b u sin e ss card s in to a card /calculator. Cu sto m ers su p p ly th eir own
business ca r d wh ich is im p r e gn a te d
with clear plastic an d bo nd ed to th e
back of a wafer -thin, solar - powered, six function (with m em o ry ) electro n ic calculator. Th e card /calculato r weigh s less
than an o u nce and th ere are n o b atteries
to w ear o u t. Alm ost an y stand ard -size
70

D e lu x e C o m p u t e r F o rm s has an nou nced that IRS approved W -2 and
1099 fo rms are availabe for the 1986 tax
y ear. Th e new tax form s are fully com patib le with most m icrocom puter acco un tin g /payroll software packages and
co m plement a wide ran ge of sta nda rd
an d cu s t o m ch e c ks an d fo r m s . Th e
co m p an y also offers a toll -free telep h o n e se rvic e to ans wer any tax form
qu estio ns. For more inform ation, or for
a free co m puter form s catalog, call 1800- 328 -0304, or write to Deluxe Com p u ter Fo rm s, P.O. Box 64046, St. Paul,
Min n . 55164.

Data Cable Sales, Inc.'s TypeStore.
Data Cab le Sales, Inc. has introduced
Ty peStore, a full- screen word processin g u p g r a d e s y s t e m f o r t h e I B M
Wh eelwriter 3 and 5 line. The system
co nsists o f a C P U (central processing
u n it ), a 14" high - resolution m o no ch ro m e m on ito r w ith built -in tilt and
swivel base, one 3 i " double -sided floppy d isk d rive, and a cable that connects
th e Ty p eStore to the IBM Wheelwriter.
Th e Ty p e Store un it store s all ty ping to
d isk m em o ry (up to 140,000 characters
per d isk) where it can be altered, saved
or prin ted like any full- featured word
pro cesso r. The system requires no software or com puter training. A concise
o p e r a t o r ' s m a n u a l w a l ks t h e us e r
th ro ugh sim ple coding instructions. For
m o re in fo rm at ion, c all th e com p any in
Irvin e, Calif., at 1 -800- 331 -0558.
Access Technology, Inc. has introduced

20/20 Release 2, an enhanced version of
the spreadsheet which im proves 20/20's
user interface and gives the software
greater com patibility with Lotus 1 -2 -3.
Release 2 builds on 20/20's spreadsheet,
gra ph ic s, da t a ba s e m a n age m e n t and
project modeling facilities by adding
more than 50 enhancem ents, including:
a global rounding capability to control
calculation precision; an iterative recalculation option to solve sim ultaneous
equ ations and resolve cir c ula r references; a powerful new m acro facility;
model password protection; and more
than 30 new modeling functions. Release 2's expanded data im port /export
capability enables users to access information stored on outside databases or
other application program s, including
Lotus WKS files. With 20/20 Release 2,
graphic setups, print form ats and consolidation links are now autom atically
moved with the worksheet. Release 2 is
available im m ediately for VA X minicom puters and will be made available
for a wide variety o f m icro, mini, and
m ainfram e com puters during the next
few months. Fo r further inform ation,
call (617) 655 -9191.
Xerox Corporation has released the Xerox Telecopier 7020 Facsim ile Ter m inal, a ther m al transfer facsim ile machine that prints on plain, cut -sheet
bond paper, including com pany letterhead and colored paper, and als o doubles as a copier. The Teleco pier 7020
transm its docum ents at 18 seconds per
page and is the fastest facsim ile machine
offered by Xerox, designed for users
who average up to 1,000 operations per
month. Th e m achine measures 19 1/2"
wide, 18" deep, a nd 8 in ches high, and
weighs 50 pounds. It pr ints on 8 1/2" by
11" or 81fi" by 14" sheets of paper and
its autom atic docum ent feed er can hold
up to 50 doc um ent s. Th e term inal is
com pat ible w ith Co nsulta tive C om m ittee on In t e rn a t io n a l Te le p h o n e and
Te l e gr a p h ( C C I T T ) G r o u p 2 a n d
Gro up 3 ter m inals. Us ers c an pr ogr am
as many as 99 frequently called telephone numbers in the 7020's memory
and dial any nu m b er in m em ory by
pressing one or two keys on the keypad.

MANAGEMENT ACCOUNTING/ DECEMBER 1986

A delayed start feature allows users to
send documents at times when telephone rates are lower. The 7020 can
also be programmed to complete up to
15 separate facsimile transmissions, or
"jobs," unattended. The user can program inst ructions for each job even
while the machine is in use, load the
documents into the automatic feeder,
and leave to perform other tasks. The
7020's memory lets users store and recall frequently used job instructions,
such as important telephone numbers to
be called and specific functions to be
carried out. After 50 transmissions, the
terminal automatically prints a report
about all send - and - receive activity, including time, date, and identification of
remote terminals contacted. Other reports include a send confirmation report, which verifies that a transmission
was successfully sent; an options report,
which lists all currently selected fea-

Xerox Corporation's Te/ecopier 7020.

tures; a diagnostic report, which verifies
machine functions; and a dial report,
which lists all telephone numbers stored
in the 7020 memory. As a convenience
copier, the 7020 terminal can generate
up to 99 copies of an original and can be
programmed to reduce documents to
65, 75, or 80% of their original size. In
the facsimile mode, oversized documents, such as computer printouts, can
be automatically reduced to fit the paper in the receiving tray. For further information, call Xerox Corporation in
Rochester, N.Y., at (716) 423 -5078.
Troy has released the Troy 308, a desktop financial document laser printer
that prints complete checks from blank
stock. The compact MICR (Magnetic
Ink Character Recognition) laser printer p rin t s lo gos , bank informat io n,

The Troy 308, Troy's financial document
laser printer.

amount, signatures, and MICR in one
pass. It can produce a variety of financial documents and checks such as accounts payable, payroll, pre - authorized
checks, depository checks, explanation
of benefits and bank drafts. The laser
printer offers several security features
including a key lock disable switch,
MICR fonts and signatures that are
stored on removable cartridges, and access to software that requires multilevel
passwords. The CheckSelect software
was developed specifically for the Troy
308 enabling it to be used with a personal computer or host mainframe from local or remote sites. CheckSelect tracks
all information and provides daily register and check issue reports, as well as
monthly reports for reconciliation purposes. The MICR laser printer prints
eight pages a minute on 8'/i" x 11" cut
sheet stock. It al so produces office
forms, letters, and graphs. Multiple
fonts are stored in the printer and company artwork, logos and signatures are
available on cartridges provided by
Troy's digitizing service. For more information, call the company at (714)
250 -3280 or (800) 854 -6040,

New Publications
The Big Eight Review, Inc. has published "Careers in Public Accounting
1986/1987 —A Comprehensive Comparison of the Big Eight Firms." The
260 -page volume profiles each of the
nine(!) major accounting firms, provides
statistics on clients, and further breaks
down each firm by office location. It is
designed primarily for accounting students trying to make a career decision
as well as for university career planning
and placement offices. For further information, contact James C. Emerson,
publisher, The Big Eight Review, Inc.,
2824 Sahalee Drive East, Redmond,
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Wash . 980 53, or call (206) 747529 4 . .. Que Corporation announces
publication of "1 -2 -3 Tips, Tricks, and
Traps," 2nd edition, for beginning to
advanced users of Release 2. The 480 page desktop reference offers hundreds
of practical tips and problem- solving
hints when developing spreadsheets,
producing graphs, using macros, and
much more. To order directly, call 1800- 428 -5331 ... EZWare Corporation
has released a free tax planning guide,
EZTax -PLAN, for computer users of
IBM PC and compatibles, Macintosh,
and TRS Model 4 and 4P computer, requiring Lotus 1 -2 -3, Multiplan or Excel
spreadsheets. The guide covers current
law, transition rules, and rules under
the final tax overhaul. It lists major areas where the average taxpayer has a
degree of control. It can be used by individuals doing their own planning, as
well as by tax professionals preparing
reports for clients. For a free copy, call
the
co mp an y
at
1- 800 -5431 0 4 0 . . . . Aardvark /McGraw -Hill offers a free booklet "A Guide to Automated In -House Tax Preparation," to
help tax professionals determine whether in -house tax preparation is feasible
and profitable for them. The guide discusses tax preparation options, benefits
of in -house preparation, assessing your
practice, determining your objectives,
evaluating the software, and more. It
also provides pointers on selecting and
implementing an in -house tax preparation system. To receive a copy, call 1800 -558 -1538, operator 15.
Advertisers' Index
Aardvark McGraw -Hill .
Accountemps
Be c k e r C PA..
R..
e v..
ie..
w..
. .. .. .. .. .. .. .. .67
CMA. .. .. .. .. .. .. . .. .. .. .. .. .. .. .65
Comprehensive Accounting
16
C ontr olle rs ' Q ua rt e rly . . ..... .. ..... .. ....... .. 40
Da ta De s i gn A s s oc ia te s . . . . . . . . . . . . . . 5
Fa s t T a x . . .. . .. . . .. . . .. . .. . . .. . . .. 1 3
IBM . . . . . . . . . . . . . . . . . . . . . . . . . . 3 6 -37
Mic ro Ma s h . . . . . . . . . . . . . . . . . . . . . . . . 69
Mille r Ac counting Public ations . .. .. .. .7
MS A. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 8
NAA Annual Conference
51
. . . . .... ... .. .. ..... .. 57
NAA Re s e a rc h Publica tion
NA A Vid e o Ne two rk . . . . . . . . . . . . . . . 5 1
Quil l O ffi c e S upp lie s . . . . . . . . . . . . . . . . . 9
Re a l T ime So ftwa r e . . . . . . . . . . . . . . . . . 15
Radio Shack
C -3
Robert Half ..................... C -4
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
R o s s S y s t e ms . . . . . . . . . . . . . . . . . . . . . . 1 7
Security Pacific
C -2
. . .s.te. .ms
. . .... .. ..... ....... ..... . . 72
Simpl e Sup e r Sy
Society of Real Estate Appraisers
8

.. .. ..

71

Classified
COMPUTER
SOFTWARE

TRANSLATION
SERVICE

Do you

DEPRECIATION /FIXED ASSET CONTROL. IBM- PC /XT /AT and Com patibles. Federal, State and Book detail by
month. SL, DB, DDB and ACRS methods. Full screen editing of detailed records
custom rep orts, so rtin g, sp littin g an d
merging, variable FYE and more. $50.00.
Visa /MC accepted. Money Back Guarantee. Softlink, 10 Avon Road, Binghamton,
N.Y. 13905. (607) 722 -4652.

YOUR ARTICLES OR DOCUMENTS
can be translated to foreign languages.
Write to: PAN INTERNATIONAL, 67
Beverley Road, Upper Montclair, N.J.
07043.

want

WANTED

to reach

PROFESSIONAL
OPPORTUNITIES
TI R E D O F TH E C O R P OR A TE R A T
RACE? You can start your p ractice with
$30,000 in annual billing, the ability to secure 10 to 15 new clients every month,
computer training an d software. Call Accounts Unlimited for details at (800) 6422729; in N.J. call (609) 629 -2900.

BUSINESS
FORMS
SOFTWARE COMPATIBLE FORMS in
five days, 500 to 5,000. Imprinted. Color
and type choice. 24 lb. paper. Call (800)
854 -2750 or (800) 552 -8817 in Calif.
CHECKS TO -GO.

72

accountants

ACCOUNTANTS: Positions throughout
U.S.A. 100 affiliates. Managed by past
president, NAA chapter, former controller, CPC. Send resume to Henry Labus
Personnel, 820 Ford Building, Detroit,
Mich. 48226.

with your
product or service?

TOP FINDERS FEE PAID for qualified
venture capital leads. if you are a CMA
with extensive corporate contacts seeking
outside income, we want to hear from you.
Write CMA, P.O. Box 1044, Sandy, Ore.
97055.

CONFIDENTIAL: We work with professional recruiters nationwide to provide you
with new career opportunities. Your identity is protected until a match is found. No
cost to you. Accounting /Finance positions. Mail your resume indicating salary
level and desired location along with a self addressed stamped envelope to: Confidential Resume Referrals, P.O. Box 21211,
Little Rock, Ark. 72212.

WANTED: Advertisers who want to reach
th o u san d s o f M A N A G E M E N T ACCOUNTI NG decision makers for only
$2,00 a word, Whether you are buying,
selling, booking, or hiring, you will be
more effective in the MANAGEMENT ACCOUNTING Classified page. Con ta ct
Doryne Gerstein (201) 573 -6275.

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

Copy: All advertising must be submitted in type written, double spaced 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: Write Doryne Gersteinat MANAGEMENT ACCOUNTING,

Call Doryne Gerstein
(201) 573 -6275
s
a

s

S A V E
5 2 5 , 0 0 0
f o r only
$ 9 9

New r e g u l a t i o n s r e q u i r e c o m p a n i e s
s u b m i t t i n g 5 0 0 o r mo re W -2's t o r e p o r t
o n m a g n e t i c m e d ia o r b e s u b j e c t t o s
$ 5 0 p e n a l t y p e r W - 2. ( $ 5 0 x 5 0 0
$ 2 5 , 0 0 0 ) Yo u c a n a v o i d p e n a l t i e s .
IBM P C / X T , AT o r c o m p a t i b l e w i t h h a r d
dis k r eq uir ed.
Our so f t w a r e i s e asy t o u s e . En t e r t h e
d a t a f r om t h e W -2's, pr od uc e an e d i t
r e p o r t , and a d i s k e t t e f o r m a t t e d in
a c c o r d a n c e w i t h SSA r e q u i r e m e n t s . T o
o r d e r , m a il c hec k f o r $99 t o i
Sim p le Su per Sy st ems , I n c .
2942 Co un tr y S q u ir e Lane
De c a t ur , Ga. 30033
G a . r e s i d e n t s ad d 4 1 s a l e s t a x , No t
u s e by S t a t e o r Lo c a l G o v t s .
1 4 0 4 ) 93 9 - 6 61 2 a s k f o r P a t s y .

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.
COUNTING Classified.

for

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

nsenions.

MICROCOMPUTER MANAGEMENT
ACCOUNTING SIMULATION. Introduction to Ma nag ement Acco un tin g: A
Business Simulation has been successfully
used in management accounting courses in
over 100 colleges and universities. Also , it
has been used in ex ecu tive training p rograms and NAA professional development
seminars. Price of MS -DOS version —$95.
For free brochure describing simulation
and details of how to purchase, write: Kenneth R. Goosen, Ph.D., CPA, P.O. Box
5830, Little Rock, Ark. 72215.

of corporate

sce

APPROVED CONTINUING EDUCATION for CPAs, CMAs, NAA. Openbook
"Quarterly CPE exams" on Management
Accounting, Journal of Accountancy, Practical Accountant or Taxation for Accountants. Free info rmation. 1500 -MA Independence, Greensboro, N.C. 27408. (800)
544 -1574, Extension 650. Satisfaction
guaranteed.

hundreds of thousands

to

CONTINUING EDUCATION
COURSES

WANTED: Staff and Senior Accountants,
Financial Analysts, Accounting Managers,
Auditors, Controllers, Cost Accountants.
We are a full- service professional employment agency specializing in Accounting/
Financial executives. Send resumes to: T.J.
HAYES ASSOCIATES, INC. P.O. Box
2725, Fall River, MA 02722, or call Donna Ozug at (617) 679 -0202.

MANAGEMENT ACCOUNTING /DECEMBER 1986

Streamline your accounting with a
Aft

Tandy" 6000 HD multiuser system
For many firms, it's hard to justify the cost of a separate computer
for each individual user. That's why
we designed the Tandy 6000 multiuser computer. With its XENIX®
operating system, several people
can perform different accounting
tasks simultaneously, using low -cost
display terminals.
And whether you choose a three user or a six -user system, you'll only
need one copy of software, making
the system more cost effective by
eliminating the need for duplicate

files, All files are stored at the
Tandy 6000 and can be accessed by
each remote user.*
We offer the software you need,
too. Increase office productivity
with our integrated accounting software, including: General Ledger,
Accounts Receivable, Accounts Payable, Payroll, Order EntrylInventory Control and Sales Analysis.
Find out how your firm can benefit from a Tandy 6000 accounting
system. Stop by a Radio Shack
Computer Center today.
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Send me an RSC -18
Software Reference Guide
Mail To: Radio Shack, Dept. 67 -A -665
300 One Tandy Center, For[ W orth. TX 76102
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Available at over 1 2 0 0
Radio Shack C om puter Cent er s and at
par ti cipat ing R adi o Shack st or es and dealer s.

In Business ... for Business"
'Files can be password protected to restrict access to certain users only.
XENIX /Registered TM Microsoft Corp.

Radio thaek
COMPUTER CENTERS
A DIVISION OF TANDY CORPORATION

Circle number 3 on reply card.
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"In oursuit -happy societl; checking references for the

real meaning is as difficult an art as writing them. No
service booklet could be more valuable than this. "

'A san y clear- headed look at the tough business of getting a job candidate's old employer to open up to you. "
Ed Foley, Editor, Executive Productivity

Malcolm S. Forbes, Chairman, Forbes Magazine
"Never hire another manager without following Robert
'Any businessperson who doesn't read this booklet
carefully is missing a wealth ofpractical information."
Martin Edelston, Publisher, Boardroom Reports

Hap advice. Business would be better run if executives
took the time to do what this booklet suggests. "
Alfred M. King, National Assn. of Accountants

FREE
Published as a public service. This booklet is yoursfree by
contacting your Robert Half office, or writing to:
Robert Half International Inc., Administrative Services Dept.,
522 Fifth Avenue, New York, NY 10036.
rT-

R
OBERT IMLF
accounting, financial and edp personnel specialists
Circle number 6 on reply card

O 1986 Robert Half International Inc.
All offices independently ownedand operated

