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Streamline your accounting

with a Tandy 3000 HD multiuser system.
Multiuser efficiency
The Tandy 3000 HD is your key
to total office automation. That's
because it's designed to use the
XENIXOSystem V multiuser operating system. The result? With
shared resources, your office becomes more productive than ever.
With low -cost terminals (like our
DT -100),a total of six users can
share the power of the 3000 HD—
working independently while sharing software, data and peripherals.

XENIX Accounting Software
keeps your business running
smoothly. Increase productivity
with General Ledger, Accounts Receivable, Accounts Payable, Order
Entry/Inventory and Sales Analysis.

More than IBM' —for less
The Tandy 3000 HD is compatible with the IBM PCIAr —yet offers greater hard disk storage (40
megabytes vs. the PC1AT's 30),and
is priced at only $4299 (vs. $5295
for the PC /AT *).

Based on the 16 -bit Intel 80286
microprocessor, the Tandy 3000 HD
operates at 8 MHz for high -speed
performance. The 3000 HD features 640K main memory and a
high- capacity 51/ 4 " disk drive that
allows it to run either IBM PC or
PC/AT software.

Seeing is believing
Find out how your firm can benefit from a Tandy 3000 HD (25 -4011)
accounting system. Visit a Radio
Shack Computer Center today.

s

Avai l abl e at over 1200
Radi o Shac k C om puter Centers and at
par ti ci pati ng R adio Shac k st or es and dealers

TANDY COMPUTERS: In Business ... for Business"

RaWie thaek

'Based on IBM's price list as of November 1986, Tandy 3000 HD price applies at Radio Shack Computer Centers and
participatinpp stores and dealers. Monitor, data terminals and XENIX not included. XENIX/Reg. TM Microsoft Corp. IBM
and IBM PClAT1Reg. TM International Business Machines Corp.

COMPUTER
CENTERS
A DIVISION OF TANDY CORPORATION
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Bookkeeper on vacation
Quarterly audit deadline
Need programming help
Books don't balance
Special project deadline
Accounts receivable to be analyzed
Data entry backlog
Payroll taxes due
Inventory
checked

RE?

WhenThePressure'sOn
BringInTheBest.

accounrempse

The more the pressure builds up in your accounting, bookkeeping and data
processing departments, the more you may need professional temporary help.
Accountemps.
Accountemps professionals are slightly over - qualified' As a result, there's
almost no break -in time. They'll come in, get off to a fast start and complete their
assignments efficiently,
Our professionals are available immediately— wherever you need them —for a
day, a week, a month or longer. One specialist or an entire team.
We're the largest specialized temporary service of its kind in the world with
over 100 offices* on three continents. For the best temporary accountants,
bookkeepers and data processors —bring in Accountemps.

xrnd an 6xpen,
Circle number 4 on reply card.
®1986 Robert Halt International Inc.
'Most offices independently owned and operated.
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control.

Budgeting

How Successful Firms Budget
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By Srinivasan Umapathy
A key difference between a successful company and an unsuccessful one is the budgetary
practices. Based upon the experience of a number of successful companies, this researcher extracts 10 principles of good budgeting.
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audit resources. So it developed a computerized risk model and automated scheduling
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PERSPECTIVES
International NAA
During the months of November and December I had the pleasure of visiting NAA
chapters in Brazil and in Europe. I found
both areas to be extremely supportive
and kn owled g eab le reg arding our
Association.
In Brazil I presented a charter for a new
chapter in Salvador Bahia on Wednesday,
November 26. This is a small chapter with
51 chapter members, but the growth potential is high in a city with a population of
around a million and a half.
The next day we flew to Sao Paulo for a
noon meeting of 20 directors and officers of the Sao Paulo Chapter.
That evening we attended a gala technical meeting with three
speakers and more than 200 members attending. Sao Paulo, a very
large city and metropolitan area of around 12 million people, is the
center of industry and commerce in Brazil.
On Friday we flew to Rio de Janeiro for a luncheon technical session in downtown Rio attended by more than 100 members of the
Rio de Janeiro Chapter. The speaker was the top rated stockbroker
in Brazil and he held the audience's attention. His address was followed by a lively question- and - answer session —a sure sign of a
good speaker. On Friday evening in Rio, we again had a gala dinner
meeting where I presented the charter to the Brazilian Council and
the Regional Council principal, Antonio C. Lopes.
On December 10th we flew out of New York's Kennedy Airport to
our meeting with the NAA European Regional Council in Geneva on
December 12th. We had a very good meeting where I brought our
colleagues up to date on the latest happenings in NAA. They are
most interested in establishing a European council office in Paris,
and we reviewed in detail the procedure to be followed to accomplish their goal.
I then traveled to other cities in Switzerland, researching the possibility of other chapters- We currently have the Suisse Romande
chapter in Geneva and the Swiss chapter in Zurich, and I met with
the presidents of both chapters. They are well managed and operating smoothly. It was interesting to note that both of these chapters
elect their presidents for two -year terms to take advantage of the
experience gained during the first year.
It appears that our growth potential on both continents is excellent. In fact, in Brazil they promised 10,000 NAA members within 10
years. Can they do it —let's hope so!

WOODY WOODSON
NAA President, 1986 -87
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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-Corning, 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
of other FORTUNE 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, wed
Our customers know that it's important to keep
prefer to make your next ten years.
thepurchase pricein perspective. Thecost ofa
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 isby far 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 support bymanage- tually add several hundred thousand dollars to the
ment levelpeopleis 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 discountingand
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Financial software by Data Design. When you
can't afford anything but the best.

GENERALLEDGER
ACCOUNTSPAYABLE
PURCHASEORDERCONTROL
FIXEDASSETS
PROTECTACCOUNTINGSYSTEM
Learn more about the best financial software
available. Call Betty Fulton toll -free at 800- 556.5511.

D A T �D A
ETI�
Farcellenceinfinancialsoftware. Bydesrgn.
1279 0akmead Parkway, Sunnyvale, CA 94086

All companies are trying to create
value for shareholders.
The ones who are serious about it
are coming to Alcar.

Yet some companies are using
the wrong ruler to measure their
success. They are still relying on
conventional accounting numbers
such as EPS and ROE. In many
cases those accounting numbers
move in the opposite direction
from their stock price.
Fortunately, a more reliable
method has been developed by
Alcar, a firm that specializes in
helping companies create value
for shareholders.

From Corporate Restructuring
to Product -Line Analysis
Within many companies, different
— and occasionally conflicting —
criteria are used to evaluate strategic investments: Some are assessed based on accounting criteria,
while others are evaluated using
the discounted cash flow approach. This inconsistency may
work against the objective of
providing maximum returns to
shareholders.

The Opinion- Leaders
Are Relying on Alcar

Corporations and financial
advisors find that Alcar's shareholder value approach, on the
other hand, gives them a consistent way to evaluate all opportunities — from acquisitions and
LBOs to divisional plans and
product -line strategies.

They include:
• Corporations (100 of the
Fortune 500)
• Nine of the top ten banks
• "Big Eight" accounting firms
• Major consulting firms.

In addition, it gives operating
managers a way to identify and
measure the "value drivers" —
that is, the most critical financial
factors affecting the value of
the business.

These leading firms are using
Alcar's "shareholder value
approach" because it offers them
a more reliable method for evaluating how any restructuring
alternative or business plan would
affect shareholder returns.

How Your Company
Can Use Alcar's Shareholder
Value Approach

Alcar provides three types of
services and products to help
implement the shareholder value
approach:
• Management education
• Software
• Specialized consulting
Perhaps the greatest strength of
Alcar's products and services is
that they are based on years of
experience in helping clients
implement the shareholder value
approach.
The firm was founded in 1979
by Alfred Rappaport and Carl M.
Noble Jr. Rappaport's book, Creating Shareholder Value: The New
Standard for Business Performance,
was published by The Free Press
in the fall of 1986.
Alcar now has offices in the
Chicago area, New York and Los
Angeles. Please call us to request
information about how we can
help you use the shareholder
value approach.
The Alcar Group Inc.
Attn: Joy Buck
5215 Old Orchard Road
Suite 600
Skokie, IL 60077 -1035
(312) 967 -4200

You can incorporate the shareholder value approach into your
planning process using data that
is currently available in your
company.
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Imost every annual report
these days states that the
company's objective is "to
create value for shareholders."

Small
Business
Kathy Williams, Editor

Does Your Company Self- Insure?
The insurance industry has gone topsy -turvy in
the last couple of years, and the pattern shows
no signs of changing any time soon, especially
in the area of commercial insurance. Small
business owners who have been used to going
to an insurance company or broker, describing
their needs, obtaining a standard policy, then
paying their premiums and forgetting about the
issue until the next payment is due or a claim
arises may be in for a surprise. Take the group
benefits area, such as medical and life insurance, and the property and casualty area, such
as building, vehicle, and workers' compensation. Because of so many liability problems and
company closings, insurance companies have
become extremely cautious and conservative
in the business they will write and the risks they
will take, which usually means higher costs for
the policy holder. For example, a small business owner might go to his agent to renew a
policy and find that his premium has gone up
$300 this year even though his claims level
hasn't changed. Next year that same owner is
told that his coverage has been cut in half and
that his premium will be 200% higher. He decides immediately that he has to do something
and opts to self- insure, which means that his
company will administer its own insurance program for its emp loyees ins tead of goin g
through another party.
To help business people who decide to self insure, the Self- Insurance Exchange has set up
a network of consultants and services —a sort
of "grocery store of wrap- around insurance services," company President Andy Cmeil says.
The SIEX clearinghouse maintains names, addresses, and other information on consultants
such as claims administrators that will help a
company set up and administer a risk management program, medical liability contacts, loss
control and safety program experts, audit services, and others. It has consolidated, under
one roof, services that heretofore have been
fragmented and possibly difficult to find. For a
fee of $125 per year, member companies are
MANAGEMENT ACCOUNTING /FEBRUARY 1987

registered with the exchange and have unlimited use of the service during that year. If they
don 't like the expert with whom they are
matched, they are under no obligation to use
his help and may request another name. The
companies pay the consultant's fees — whether
for long -term administration, program setup, or
basic advice. It's up to the individuals. The service is geared for companies that are considering self- insurance or already are self- insuring
but may need additional services,
For more information about this growing
area, contact Andrew J. Cmiel, president, SIEX,
4141 MacArthur Blvd., Suite 200, Newport,
Calif. 92660, (714) 476 -8812.
Small Businesses Still Offer

Best Job Opportunities
This year should be a good one for small businesses as they are expected to contribute 43%
of all new jobs created by year -end. Last year
they consistently outperformed the U.S. economy as a whole and played a major part in its
growing recovery. These facts were reiterated
in President Reagan's recent annual report to
Congress on the state of small business in the
United States. Small business starts increased
by 16 %, making the overall tally more than 15
million. Unfortunately, businesses failures also
increased, by about 10 %, and bankruptcies by
about 12 %. Mr. Reagan focused on several
government matters that could help small businesses, citing curbing federal spending and
waste; reducing deficits; reducing regulatory
burdens; and passing liability reform legislation.
These suggestions were some of the recommendations that came out of the White House
Conference on Small Business that was held
last August with representatives from small
businesses throughout the country. Chief concerns that small business owners voiced included skyrocketing costs of liability insurance,
unfair competition from nonprofit tax - exempt
organizations that were using their tax - exempt
status and other advantages in selling products
and services also offered by small businesses,
foreign competition, and tax reform that would
hurt small businesses instead of helping them
as it was purported to do. To make sure these
and other problems and suggestions were examined thoroughly, last month the U.S. Chamber of Commerce held a Strategic Planning
Conference with White House Conference delegates and association, chamber of commerce,
and business executives. This group began
planning how to make sure federal, state, and
local governments were made aware of small
business executives' concerns.

Computers
and
Accounting
Alfred M. King, Editor

dBase Packages —the New Breed
of Software
A new breed of accounting software has appeared. Full- featured and easy to use, these
systems are written in nontraditional computer
languages, such as dBase III, which makes
them far easier to maintain and change, not to
mention cheaper, than older computerized accounting systems.
Four accounting packages are the market
leaders. They are Champion Business Accounting Software, Lake Avenue Assistant Controller
Accounting Series, Accountmate Accounting
Software, and SBT Database Accounting Library. What makes them special? Quite simply,
database languages, such as dBase III, have
advanced features which make them easier to
program in or use than standard languages such
as BASIC or COBOL. dBase III is not necessarily the best database language for microcomputers, but it is the most widely used. Therefore, the
best chance of finding competent local support
is for dBase applications.
Any of these four accounting systems can be
modified to meet your company's needs, but
this step should not be taken lightly. Future
software enhancements by the vendor may
mean that the custom modifications will have to
be done again. The costs and benefits to the
company should be weighed carefully before
changes are made to any software. The software that I reviewed was a compiled version,
so I did not modify it for review purposes. Because of the flexibility and power dBase provides, however, product development and enhancement by the vendors should proceed at a
more rapid pace than for systems written in
standard languages.
In addition, use of dBase means that many
report generators are available which can be
used to extract information from a dBase accounting system and report on it, even graphs
and charts. Custom reports can be developed

in a matter of hours versus days of programming with other systems.

What / Sought
In reviewing the programs, I used an ITT Xtra
XP, a fast IBM PC XT compatible microcomputer. I tested general ledger, accounts payable,
accounts receivable, and payroll software modules. I used a common test data set with a mid dle-of- the -year conversion assumed, I looked
for and evaluated the following factors:
• Ease of learning and use—consistency of operations among different modules and ability
to set up a dummy company for testing.
• Good documentation — quality and thoroughness of explanation; ease of finding information, such as organization, tabs, indexes, and
table of contents; a short overview of the system flow with the detailed explanations organized by menu selections; daily reference
guide separated from setup instructions.
• Vendor support— amount received with purchase. In my opinion, the best policy is one
where a customer receives a reasonable
amount of support with the system purchase,
and thereafter the charge should be based
on usage. That way, chronic users are not
subsidized by others, and any revenues generated can be used to decrease response
time by increased staffing. Speed and accurate answers are more important than cheap
answers.
• Other factors — adaptability to user needs
without programming changes, reporting only
needed information with range selection, and
minimum number of problems and surprises.
This month we'll review two dBase packages
and next month the other two.
Champion Business Accounting Software
Installation was automated through the use
of batch (BAT) files and went quite smoothly. It
is virtually self - installing.
Champion's documentation is outstanding.
Clear, detailed explanations with plenty of examples made the manual a joy to use. The
manual is keyed very closely to the menu selections in the software, so if difficulties arise
with a menu selection, you rapidly can find the
manual section that applies. A few minor suggestions are that the documentation be brought
up to the current version of the software and
that ring binders with tabs be used instead of
the spiral binding, which can fall apart.
A user - defined code can be entered for the
transactions in any of the modules. Then a report can be generated listing the transactions in
all modules that match the specified code. For
I # 62
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There i's a better way.
There's a financial decision
support system available that's
better than you ever dreamed.
Try this fantasy on for size ...
Imagine using the best
financial software (that you didn't
Exry for) tailored to your exacting
requirements. Then imagine
your existing accounting staff
easily running the system on
advanced IBM mainframes (that
you didn't huif.) And imagine the
whole system being developed,
integrated and maintained

by experienced computer
specialists (who areon saneone
else's payroll.)
Sound like a dream come
true? Pinch yourself and see if
you're still awake. (You are)

General Ledger, Accounts
Payable, Purchasing and more.
Ali from MSA ... all of then
running at Litton's new high
tech data center.
There is a better financial
system. Let us make your
dream come true.

Accounting experts who know
financial software know
Management Science America — LITTON COMPUTERSERVICES
MSA. And information experts
Call us about our
who know advanced processing
= z _
product seminars
technologies know Litton
n*saihmmcaq,&n, in California.
Computer Services.
(818) 715 -5240

Litton
Computer Services

GE i
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Taxes
Israel Blumenfrucht, Editor

More on T ax Reform
Taxpayers face new compliance rules and
stricter tax penalties under the Tax Reform Act
of 1986. Also, the Omnibus Budget Reconciliation Act of 1986 signed into law by the President on October 21, 1986, includes increased
tax penalties not mentioned in the Tax Reform
Act.
Every employee must submit a new W -4 form
to his employer by October 1, 1987. The purpose of this new filing is to require taxpayers to
recalculate their withholding requirements to
reflect the new tax rates and rules contained in
the 1986 Act. If an employee fails to file a new
W -4, the employer is required to claim only one
allowance if the employee checked the "single" box on the most recent W -4 form that the
employee filed or two allowances if the employee checked the "married" box.
Beginning with all returns due as of January
1988, (i.e., calendar tax year 1987) any individual claiming a dependency deduction for a dependent who is five years or older must report
the dependent's social security number on the
individual taxpayer's return. Congress imposed
this requirement because the IRS found that
many parents were claiming more dependency
exemptions than they were entitled to. For example, the IRS found that both divorced parents were claiming the exemptions for their
children even though only one parent may do
so.
Also, under th e n ew law, an ind ivid ual
claimed as a dependent by another taxpayer
cannot claim his or her own personal exemption. The Social Security Administration expects to issue an additional nine million social
security cards because of this new requirement. Parents are urged to apply for a new social security number for their children early in
1987. Failure to report a dependent's social security number results in a $5 penalty per return
per dependent.
Beginning with tax years starting after 1986,
taxpayers must report any tax - exempt interest
they receive. The purpose of this requirement is
10

to ensure that upper income taxpayers comply
with the new alternative minimum tax rules that
call for certain tax - exempt interest to be considered a tax preference item. In addition, the
amount of social security benefits received that
must be included in gross income is a function
of the amount of tax - exempt interest received.
The new law requires that Form 1099 must
be filed with the IRS and mailed to taxpayers
for real estate transactions, including the sale
of single - family homes, that have a closing date
after 1986. The responsibility for completing
the Form 1099 falls on a number of participants
in a descending order of responsibility. The first
person responsible is the individual responsible
for the closing — usually an attorney or a title
company. In the absence of such an individual,
the order of responsibility is as follows: the
mortgage lender, the seller's broker, the buyer's broker, and any other individual designated
in the regulations.
There is some uncertainty as to whether the
sale of a co -op apartment is included under this
new requirement because ownership in a co -op
is evidenced only by a stock certificate and not
a deed. However, condominium owners are
definitely included under the new law because
condo owners own the real estate in the same
manner as owners of single - family homes.
Form 1099 also must be filed for royalty payments in excess of $10. Royalties include payments with respect to the right to exploit natural
resources such as oil, gas, coal, timber, and
other mineral interests as well as payments for
intangible property such as copyrights, trade
names, trademarks, patents, books, and artistic
works. Under prior law, a Form 1099 was required to be filed only if payments exceeded
$600.
Failure to report income reported on a Form
1099 or any other information will be subject to
a negligence penalty of 5% of the underpaid
tax. Under prior law, only interest and dividend
income were subject to this penalty.
The new law also requires that information
returns, such as Form 1099, must contain the
following statement on the outside of the envelope: "Important Tax Return Document Enclosed." A mailing is not considered proper if
the payor encloses any other material, such as
an advertising promotion or even an annual
report.
Beginning in 1987, taxpayers who must pay
estimated taxes are required to pay at least
90% of the current year's tax liability in order to
avoid an underpayment penalty. The old law
only required an 80% payment. However, as
under previous law, an individual taxpayer can
$# 60
MANAGEMENT ACCOUNTING /FEBRUARY 1987

li mame nt o dk

RACE, the loser works
IjustNEVERY
as hard as the winner. But the

FAST-TAX mainframe system to give
you access to an unlimited database.
winner feels better.
CORPORATESERIES Sales Tax
The demands of sales and use tax
Administrator software is built
compliance can be–taxing. Many com- around comprehensive tax and dispanies pay more in these taxes than
count rate tables, applying in-house
they do in income tax. What's worse, automation to rate keeping, data
most companies pay too much.
collection, computations, and the
Here's where the FAST -TAX System
generation of tax forms. And because

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-TAX since 196&
Their reasons fit the sales tax scene
Get the whole corporate
like a snug runner's shoe: Why waste
tax in -bonce story:
Ask for oy uur
valuable professional time crunching

canThe
help
you -TAX
finishin-house
way
in front.
Y outsystem
PY
FAST

on the strategicYpart of compliance? g

to in -house and
integrated

combines a microprocessor, tax processing software, and a laser printer
into a single desktop workstation.
It is a flexible productivity tool
that can link easily into the

You could be spending your
energies better. You could be
running ahead. WithFAST-TAX.

processing.
Call 1.800 FAST-TAX.
Ask for Pete Roberts
Ext: 8421
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Computer Language Research — computerized tax processing for corporate proless onals • World HQ 2395 Midway Rd , Carrollton, TX 75006 - In Texas, call (214) 250.8800

Management
Accounting
Practices
Louis Bisgay, Editor

MAP Comments on Cash Flows, Taxes

GASB on Pension Disclosure

The MAP Committee recently commented to
the Financial Accounting Standards Board and
the International Accounting Standards Committee on several topics.
On FASB's "Statement of Cash Flows" project, the MAP Committee noted that it supports
the basic proposal to have a statement of cash
flows replace the statement of changes in financial position, but is critical of sp ecific
provisions.
On the Board's "Accounting for Income Taxes" project, the Committee supports the proposed principal approach to revamping accounting for income taxes, but has significant
reservations in certain areas.
On "Accounting for an Interest in the Residual Value of a Leased Asset," the MAP Committee believes that the proposed Technical Bulletin needs to be changed substantially before its
final issuance.
On the IASC's "Accounting for Investments
in Associates and Joint Ventures" project, the
MAP Committee drew attention to those areas
in which the exposure draft is not consistent
with Accounting Principles Board Opinion No.
18.
Any of the comment letters may be obtained
without charge by writing to Ms. Harriet Wink at
NAA's headquarters in Montvale.

The Governmental Accounting Standards
Board has published Statement No. 5, "Disclosure of Pension Information by Public Employee Retirement Systems and State and Local
Governmental Employers." It is the first of two
pension - related projects on the GASB's initial
agenda. The Statement addresses only disclosure issues; recognition and measurement issues will be dealt with next.
Statement 5 standardizes pension disclosure
guidance by superseding the requirements of
paragraph 9 of GASB Statement 1, "Authoritative Status of NCGA Pronouncements and
AICPA Industry Audit Guide." The disclosures
required by Statement 5 are intended to provide information needed to assess (a) funding
status of a public employee retirement system,
(b) progress made in accumulating sufficient
assets to p ay benefits when due, and (c)
whether employers are making actuarially determined calculations.
Another recent GASB release is the revised
exposure draft, "Objectives of Financial Reporting," This exposure draft reflects modifications stemming from comments on the original
exposure draft, which was issued in January
1986. It also incorporates the objectives of governmental business -type activities, which had
not been included in the first exposure draft.
For copies of GASB publications, write to
GASB, High Ridge Park, P.O. Box 3821, Stamford, Conn. 06905 -0821.

SEC New s
The staff of the Securities & Exchange Commission is authorized to issue Staff Accounting
Bulletins, which represent interpretations and
practices followed by the Division of Corporation Finance and the Office of the Chief Accountant in administering the disclosure requirements of the federal securities laws. Two
such bulletins recently issued were SAB -64 and
SAB -65.
SAB -64 express the SEC staff's views on the
applicability of guidance contained in SABs; re12

porting of income or loss applicable to common
stock; accounting for redeemable preferred
stock; and issuance of shares prior to an initial
public offering.
SAB -65 explains the staff's views on certain
matters involved in the application of Accounting Series Release Nos. 130 and 135 regarding
risk sharing in business combinations accounted for as pooling of interests.
The SEC Commissioners also unanimously
approved actions relating to banks dealing with
disclosure guidelines, loan loss accounting,
and shareholder communications rules.

FASB's Year -End Flurry
As 1986 ended, the FASB released three final
statements: No. 89, "Financial Reporting and
Changing Prices "; No. 90, "Regulated Enterprises— Accounting for Abandonments and
Disallowances of Plant Costs "; and No. 91,
''Accounting for Nonrefundable Fees and
Costs Associated With Originating or Acquiring
Loans and Initial Direct Costs of Leases."
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"moonlighting," 63% charge others for tax
preparation which means that 37% do it as a
personal favor.

GAO Looks at EDGAR

Robert F. Randall, Editor

KPMG Is Largest CPA Firm
The merger of Klynveld Main Goerdeler and
Peat Marwick International became effective
January 1, making it the largest public accounting firm in the world. The new company is expected to be fully operational by April 1. James
R. Brown, former chairman of PMI, is the chairman of Klyn veld P eat Marwick Goerdeler
(KPMG), and H. Caspar Broeksma, former
chairman of KMG, was named executive partner of the new organization. In the U.S. the firm
will be called Peat Marwick, but the name on
legal documents and auditors' statements will
be Peat Marwick Main & Co. Larry D. Horner is
chairman and chief executive of the new U.S.
organization.

The General Accounting Office has concluded
that the Securities & Exchange Commission
needs to resolve several key issues before proceeding with its Electronic Data Gathering
Analysis and Retrieval (EDGAR) project. In a
report to Rep. John Dingell, the GAO said that
the SEC needs to better determine the total
costs and quantitative benefits and to more adequately describe the qualitative benefits of
EDGAR. The SEC also must clearly identify the
extent of filer opposition to, and exemption
from, the electronic filing procedures the SEC
plans to mandate. GAO noted that the SEC
should also review its decision to finance the
receipt portion of the system through user fees
rather than with appropriated funds. The objectives of the EDGAR system are to provide investors, securities analysts, and the public with
instant access to corporate filings, allow companies to file electronically, and allow the SEC
staff to process and analyze filings more efficiently, (See June '85 issue.)

Insurance Agency for CPAs

will

Two million new jobs will be generated by the
U.S. economy in 1987, even though widespread layoffs will continue, according to a
Conference Board forecast published in the
January 1987 issue of Across the Board_ The
Board also notes that the nation's largest comcontinue to use restructuring and
panies
cost - cutting as major weapons in combating
stiff competition. Companies also are likely to
increase their use of temporary and part-time
workers. The Board warns that "Given the resentment that many workers feel in the wake of
downsizing and other restructuring, activist professional associations could grow in both membership and influence." As an example, it
points to the National Education Association.

Most Members Prepare
Own Tax Returns
Most members of NAA (94 %) prepare their
own tax returns, according to a recent survey of
1,000 members, but only 11% use a personal
computer. Almost half of the respondents prepare tax returns for others, and on the average
these corporate accountants prepare returns
for five individuals. Of those accountants
14

A nationwide insurance agency dealing exclusively with the insurance requirements of certified public accountants has been established
Boise, Idaho. The firm, Professional Services
Corp. (PSC), is expected to have an immediate
impact on the insurance industry because its
initial product, professional liability insurance
for CPAs, is in short supply. PSC's national office is at 250 Bobwhite Court, Suite 300, Boise,
Idaho 83706.
in

1987 Forecast: Two Million New Jobs

Business /Accounting Briefs
Assets in the private and public pension plans
are growing quickly and now approach $2 trillion, according to the Employee Benefit Research Institute. Pension plans hold 18% of all
equities in the U.S. economy, 16% of all government and corporate bonds, and 6% of all cash.
The Institute reports that the investment performance of private trusteed plans has exceeded
the inflation rate by significant margins, earning
real rates of return of 32.3% during the first six
months of 1986; 25% for the year ended June
30, 1986, and 12.4% over the last three years.
... Patrick C. Glisson, director of finance, Atlanta, Ga., has been named president -elect of the
D
Government Finance Officers Association.
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In addition to b35,000...5 very good
reasons to choose our credit line.
The convenience of a edit
revoiving
credit line. Once your cr
line is approved, you
have unlimited access
to any amount of cashd
up to your designate
credit limit, It only take s
a phone call to activa t e
your Credit —o check is
mailed immediately.
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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.
Asa member of the National Association of Accountants, you now have
access to an unsecured line of credit up
to $35,000.
Designed specifically for executive
clientele, this special program can provide you with major funds for major
expenditures. With all transactions hondled by mall and no collateral required,
the program is remarkably convenient.
As an association member, 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 moil loans, with a history doting

Y°u

Your ci gnature i s the
only collateral required. There's
no need to tie up any of your
valuable assets.

back to 1905. It is o subsidiary of Security Pacific Corporation, the notion's
seventh largest bank - holding company
with assets over $50 billion.
To cover the administrative costs of
arranging the notional program, the
Association receives a small fee. The
offer should not be construed as an
endorsement by the Association of the
lender, or any other products or services
included in the Group Discount program.
You'll find it easy to apply for your
line of credit. Just fill out the coupon
and mail it today. By return mail you'll
receive a one -page application. Its that
simple. For further information call toll free 1-800 -525 -1132. Colorado residents
coil collect 341 -6581. In California, tail
toll free at 1- 800 - 654 -7288.

'5murlry Pack Executive /Professional Services. Inc is on equal opportunity lender. Approval
of all loons, reW dless of amount, is subject to id rortnal credit policies.
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Managing Your Career
Robert Half, Contributing Editor

Getting Off on the Right Foot

I've just had the good fortune to worked as sales clerks in a candy
land a new job. It will be the third store. One of them, whose name was
for me in the internal auditing field, Susan, consistently sold more candy
and I start five weeks from now than the other, whose name was Marwith my new employer. I remember garet. The shop owner asked Susan
reading an article by you a few one day what her secret was. She
years ago in a trade journal about told him, "Margaret always puts too
how important it is to get off on the much candy in the bag, weighs it, and
right foot when beginning a new then has to remove some. I always
job. Any chance of lending m e put too little in and then add some.
some hard - and -fast rules on the The customers feel they're getting
subject?
more instead of having something
Hard - and -fast rules? How an indi- taken away, and they ask for me to
vidual begins a new job depends, to a wait on them."
great extent, on that person's style,
In line with this philosophy, come to
personality, and reaction to new situa- work a little early, and stay a little late.
tions. Still, there are certain basic Use some of your hours at home to
things to keep in mind that have stood get ahead by working on a project
the test of time and, if followed, seem that demands some quiet thinking
to work for a majority of people. Some time.
of them may sound overly simplistic,
Get to know your new company as
quickly
as possible. So many new embut most good ideas have that ring to
them. The trick is to think about them ployees flounder during their early
and to incorporate them into your ear- days on a job, and really don't dig into
what the company is all about beyond
ly days on the new job.
Be nice. Be pleasant. Extend those their day -to -day responsibilities. Every
attributes to employees at every level company has its own unique "culin your new company. It's remarkable ture." Size it up, and adapt your style
how many people come into a new to it. Fitting into this new corporate
job with a chip on their shoulder, usu- culture doesn't mean abandoning
ally because they're insecure. By the your own personal style. It does mean
time they achieve a sense of security, modifying it to fit comfortably into your
they've alienated a lot of people and new business family. And, speaking of
have to work doubly hard to over- dress, I've always advised dressing a
come negative feelings toward them. little better than others in your departNew employees often have idle ment, and in clothing that won't emtime on their hands until they've been barrass you in the event of a sudden
assimilated into the work flow. Use call to the president's office.
that time wisely and productively. Ask
Learn about your new employer by
for more work. Quickly demonstrate a carefully reading all company manwillingness to do a little more, rather uals, and by seeking out articles writthan a little less. An anecdote that re- ten about it and its people in trade
flects the benefits of this philosophy journals and local newspapers. Actuhas to do with two young women who ally, anyone seeking a new job should
16

do this sort of homework before the
first interview. Still, and assuming you
did, now that you're on -board doesn't
mean the digging stops. Learn everything you can about the total company, not just your department and immediate supervisors.
Prove right away that you're someone who can solve a problem and get
things done. Ask what questions are
necessary to understand whatever
project you're working on, but don't
overdo it. New employees sometimes
hesitate tackling a project head -on,
and procrastinate by leaning on their
relative newness to the department
and company. No one expects you to
come in and know everything, but if
you quickly establish the reputation of
being a doer, your early days in the
company will be smoother, and will
set up a solid foundation for the years
ahead.
Finally, avoid contributing to gossip.
Be a good listener, but stay out of the
office intrigue. Everyone stands a
chance of being hurt by it, especially
11
the new kid on the block.
Mr. Half is chairman of Robert Half,
International, Inc., a financial and data
processing recruiting firm with more
than 100 offices on three continents.
Mo s t o f f ic e s a re independently
owned and operated. His latest book,
Robert Half on Hiring, is now available in paperback.
I+
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"Never mind the 'adventures of Dick
and Jane' —tell me about how you
leveraged the takeover of Goliath, In;. "
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IT PAYS FOR ITSELF!!

REFLECTS 1986
TAX REFORM ACT!!

CCH's

co mprehensive,

three - volume PAYROLL MA NA GEM ENT

GUIDE

gives

yo u positive

assistance in managin g you r pay roll. By helping you make each move count, it practically pays for
itself in savings of time and effo rt. Accurately reflecting the federal 1986 Tax Reform Act and state
and local payroll laws, with current changes in place, the Guide is an invaluable tool in the decision making process.
Man aging yo ur pay ro ll and p ayroll taxes becomes easier with the help of the Guide. Skilled CCH
editorial discussion, combined with weekly reporting, keeps you informed and up to date, offering
soun d, p ractical answers to tough , every day payroll problems.
With PAYROLL MANAGEMENT GUIDE at your fingertips, everything seems to move more
smoothly. It helps to make sure that every move you make will count toward saving you time as well
as money. In short, it pays for itself over and over again!

4 . PAYROLL
01I MANAORME
IT
aUODE

Coverage Includes:
Collection & Payments

Local Withholding

Payroll Taxes

Disability Payments

State Withholding

Rate Tables

Employee Withholding

Due -Date Calendars

Social Security

Exempt Employment

Information Returns

Tax Saving s T ips

Employer Taxes

Medicare

Taxable Payroll

Forms & Records

Old -Age Contributions

Unemployment Insurance

Garnishment

Old -Age Benefits

Wage Assignment

Federal Withholding

Payroll Tables

Wage -Hour Rules

For a sample
Summary Letter
that accompanies
each weekly
Report, mail
the coupon
today.
NO
OBLIGATION
OF COURSE!

COMMERCE CLEARING HOUSE, INC. 4025 W. Peterson Ave., Chicago, IL 60646
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CCH: Please sen d me th e sample Su mmary Letter and additional infoinwiiur auuut your PAYROLI
MANAGEMENT GUIDE (9520) at no obligation whatsoever.
Name & Title
Firm
No . & S t —
City & State _

Tel.
Zip
MA - LS/
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Whenyougivecredit
where credit's not due,
you end up crying all the
waytothebank.
So howdo you minimizeyourcreditrisksand
maximize profitability?
BycallingManagement
ScienceAmerica,Inc.
After all, our credit managementsoftwarehas
earnedcreditasthemost
comprehensivesolution
V

1986nhragemen Science America, Inc

available.
Yousee,itletsyou
managemarginalaccounts
insteadofdoingbusiness
asusual.Becauseitintegratesorderprocessing,
invoicingandaccounts
receivable to give you
credit checking before it's
too late. In other words, at
thetimeanorderistaken.
Not after it's been -_
shipped.
INTBI
And it even offers
INFORMATIONEXPERTS
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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 is
not limited to comments about material previously
published in this magazine. Letters cannot be acknowledged individually, and the Editor reserves
the right to edit for space or for other reasons. AIt
correspondence must be signed, but your identity
will be protected if requested Address all letters to
The Editor, Management Accounting, Montvale,

NJ 07645 -1760.

Disputes Robert Half
I have always found the advice Mr.
Robert Half has given in his column to
be sound, helpful, and complete. But I

For IBM PC or compatible

Limited offer $99.95
Order now, only 1000 copies will be
sold at this price. (Regular Price
$195.00)

Money back guarantee Not copy protected
.. I found Lighthouse a very powerful
tool for Financial Management to
easily view statements, graphs, ratios,
and break even analysis" ... Management Accounting, December 1986
"It offers graphic and analytical features that we've never seen bundled
together in just this way. We rate it a
"very good performer" ... Info world, November 10, 1986
SMI Enterprises Corporation
Box 582221
Tulsa, OK 74158 (918) 560 -9536
MasterCard and Visa accepted.
Circle number
20
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am astonished by the response he gave
as a reply to "I Hate My Boss!" (Oct.
1986).
The superior /subordinate relationship is an important problem in our
business environment today due to the
erosion of authority, the "ME" generation, the disappearance of manners in
the office, and so on.
Th e bo s s does not h ave a c ar t e
blanche right to act as he /she pleases,
because of a moral responsibility to his/
her subordinates to protect their dig niity as human beings.
Furthermore, "What's important, of
course, is whether the job gets done." Is
it really? Are ends more important than
the means? Does it matter how you play
the game or is winning at any cost more
important.
The decades of work from the behavioral psychologists like Likert, Maslow,
MacGregor, and the like, are being totally ignored in this response. One proposed response to a difficult boss was,
"Learn what makes this person happy
and be willing to adjust your own personality... accordingly." Great, positive motivational theory! Wonderful advice to enhance self - esteem!
"Personal habits have little to do with
the quality of leadership being provided
you." The essence of leadership is personality. Very few people follow a leader they dislike or find difficult, especially in a corporate environment. They
follow because they have to; they
haven't a short -term choice. Leadership
has been mistaken for doing what you
are told, rather than inspiring a group
to work toward a clear, common goal
t h at en ri ch es each memb er to
excellence.
Finally, wh at d o s enio r managers
have in mind when they promote a difficult person (who can't get along with
anyone, except on his /her terms) to
management? Do they solely want to
just get the job done regardless of the
personnel costs? Does senior management pay any attention to morale? Is
any thought given to human resource
accounting? Senior management does
shoulder some responsibility in this case
for the boss' behavior and should act accordingly to help resolve this problem.
B. Herbert Dewey II, ABCE
Walcott, Iowa

Macro Documentation Is a Must
Jeffrey Hazard ( "Are You Wasting Time
With Your Micro ? ", May 1986) writes
with obvious enthusiasm about the hazards and traps a spreadsheet developer
may encounter during the design and
implementation phases of a program. I
was disappointed, however, that no mention of macro documentation was found.
Lengthy macros that offer no accompanying explanatory text are treacherous —
as anyone unfortunate to have had to
modify undocumented code can surely
attest. By the way, what is "psydocode "?
Sounds Hitchcockian to me.
Steve Jenkins
Systems Analyst
The Associates
Las Colinas, Texas
"Psydocode, " according to author Hazard, is the use in the planning stage of
words to express the command sequence,
just as symllols are used in developing a
flowchart. Ed.
MAP Statements Go International
I am requesting permission to translate
a series of Statements on Management
Accounting into Japanese [for publication] in the Hiroshima University of
Economics Review, which is edited by
The Economics Society of the University. I will, of course, give National Association of Accountants full credit for
the translation.
Kazumasa Yoshida
Assistant Professor
of Accounting
Hiroshima U. of Economics
Hiroshima, Japan
Permission was granted, with pleasure.
Ed.

Coming next month
complete
information
on
NAA's
Annual Conference
in San Diego.
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A CEOrs View of the

GOlYTROLLER
Daniel C. Ferguson, vice chairman
and chief executive officer of Newell
Company, spoke at the NAA/SMAC
Controllers' Conference in Toronto,
Canada, last year. He offered some
pithy comments on the controller
function and its relationship with the
chief executive officer. Following are
excerpts from his address.
By Daniel C. Ferguson

controller

Be a Controller, Not a Comptroller.
There's a comptro ller and controller
and, believe me, we've had them both. I
see th e comp troller as a recorder, a
bookkeeper, a guy who tells you what's
been happening. He records the numbers. He's an auditor.
I have seen plenty of bookkeepers record what happened, record the mess,
record the prob lem, and just think
that's their job. To me a bookkeeper is
what I call a comptroller. On the other
hand, it 's t he
who makes
things happen. He controls. If it's not
on course, he tries to get back on
course. Ifan operation is not on budget,
he tries to get it back on budget. And
there's no excuse not to be on budget. If
you can't make the budget, then change
the budget.
As soon as someone is off budget and
I let that stand, I've lost control. So
when we see brackets at the end of the
month and if there are more than two
brackets, we want to see the person resp on si bl e and his co n t r o l l er at
headquarters.
A controller controls. He makes it
happen. He plays the heavy. He can't be
Mr. Nice Guy. If he's good, he interprets, too. He can read the numbers.
The numbers tell him wh at has happened. Because Newell is about 70%
marketing, executives promoted to president are experienced in merchandising

fool around with cash, accounts receivable, office girls, and all that kind of
stuff. There just isn't enough time to understand all those numbers and make
sure they're coming though right.

or marketing. But some don't understand the numbers and don't have the
accounting background. It's so important to me to have a good controller
with that "mark et in g" pres id en t. A
good controller can tell him what's happening, what's going on, what's going
off course before it becomes a disaster.
The controllership in my book is a
full -time job. He doesn't have time to
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Finance and Controllership: Two Different Worlds. The CFO at our company is managing the assets. His perspective is long -term. He deals wit h t he
capital structure and the balance sheet,
with cash, insurance, real estate, acquisition and divestitures. The people he
works with for the most part are outsiders, bankers, consultants, and investment bankers. He does have contact
with some of the inside staff people.
The controller is inside working with
the sales manager, the manufacturing
manager, the president. He's dealing
with an entirely different group of guys.
The controller is monitoring what is
happening inside the company. He is responsible for telling them what's happening. His perspective isn't long range;
it is day -to- day —the short -term. His attention is on the income statement. He
is most interested in the bottom line.
The P &L is an entirely different piece of
paper from the balance sheet.
The controller is in a different world.
He deals with the income statements,
budgets, variances, operating reports.
He is in a different world than the finance guys. And, from where I sit, it's
21

The CFO worries
about the balanc
sheet. The
controller's attention
is on the
Income statement.

so important that these two positions
are separated. I don't want the finance
vice president blocking out or filtering
the operating information,
Can you think of a worse scenario:
There's a real problem in operations but
the controller reports to the vice president of finance who is in London trying
to raise money and not scheduled to return until next Monday? Nobody wants
to go around him, of course, so I don't
hear about the problem until next Monday. That is crazy. If the controller
knows today that we have a problem, I
want to know about the problem today.
In the real world I operate in, I see
that finance is one area and controllership is another area. So at Newell, the
vice president of finance and the controller both report to me. They are on
the same level.

Reporting to Two Bosses. In a multi divisional or multiproduct company the
controller needs two bosses. That's not
new. Every firm copes with this problem in a different way. Some designate
the rep ort in g rel at i on s hi p with a
straight line from one position and a
dotted line from another position. At
Newell, we have two straight lines. The
controller definitely has two bosses. The
president of the division or group is one
boss, and the other boss is the group
controller or the corporate controller or
whoever is at the next level up. I admit
it's a very tough job for the controller to
deal with that situation —to work with
two different bosses because they're
22

coming from two different directions.
The operating head wants him as a total
team member. But, on the other hand,
the corporate group wants to make sure
that the division is following the proper
accounting practices. When the numbers come up we want them to be accurate and true. This poses a conflict
sometimes. It's a difficult position. And
not everybody can handle that situation
with those two bosses pulling at you. I
don't have any answers except that the
guy must be very special and well paid.
If the controller gets too involved in
the division, he loses his perspective.
I've never had a president come to us
yet and say, "Hey, I don't want this
controller anymore. He's not on our
team. He's just too much of a corporate
guy." That's never happened. What
does happen is the other way around.
The guy loses his objectivity, his sense
of control. He becomes totally part of
the team and believes an operating executive when he says he can't market this
product for $5.00, it's got to be $3.95.
That's why it's important that the controller has two bosses.
Sending in the Controller. When we
create a new division or we buy another
company and we take over the management of it, I've learned the hard way
that it is vital to have either a president
who is from Newell, understands our
requirements, and is loyal to us, or have
a controller from headquarters. I can't
afford to take the risk of both the president and the controller coming from
outside. It's unfortunate but nevertheless it's a fact of life. Our latest acquisition, located in Massachusetts, does
roughly $50 million in sewing notions. I
personally went down there and found
this merchandising guy with a big talent. We made him president. He's great,
but we had to send a controller down
from Newell to make sure things went
our way. On the ot her hand, if th at
firm's controller was good, we would
have sent a president from Newell. The
important thing is we must either have
one or both fro m co r p o ra t e
headquarters.

Cocktails and Controllers. Cocktails
and controllers don't mix. When we
have an outing, it's okay for the sales

guy to party, we expect that. But the
controller is the guy we know is minding the till. He is Mr. Stable and can't
afford to lose control. He has to be the
minister, the chaplain, the respectable
man. He has to inspire confidence, and
he must have respect from his peers in
the company.
Now that leads me to the dress department. You have to dress the part.
The salesmen or the factory workers
can run around in tee shirts. The controller can't. He's got to look like Mr.
Clean. It is not an accident that the
same guys who, a year ago, were students had long hair, Levis, and sandals
are now walking around in the fanciest
$1,000 suits and red ties, calling themselves investment bankers and charging
a million bucks.
Uniform is a part of the routine. The
controller may be only 35, but he know,.
more about the numbers and what they
mean than the president who is 55 or 60
years old. If you can embellish that with
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a uniform, then you have power

The Right Environment. What is the
right environment for a successful controller? You may be an effective controller, but you won't succeed if you're
in a company that doesn't have the right
ingredients. The first ingredient is that
profit has to be the number one objective of the business. There has to be a
profit orientation. We've bought over 20
companies and I can tell you that in not
one ofthem was profit the main objective. The priorities always were a job for
the brother -in -law, or a bigger office
than any company in town, or a new
factory, or we want to be number one in
the market, or we don't want to lose
Woolworth, or whatever. But in none of
those cases was profit number one.
The key to turning those businesses
around was making the bottom line the
number one objective. The "take -over

guys" to me have done a fantastic job.
Look at what's happening right now in
companies that are restructuring to give
more value to the stockholders so they
won't be taken over by some rai der.
Well, what's the objective of business
but to give more value to stockholders?
It's crazy that we had to have the takeover guys come in to tell certain management, "Hey, give more value to
stockholders. Sell off the dogs, sell off
the losers, make the winners go. Go for
the gold, maximize that profit."
Measuring Performance. The only
way to measure profitability is through
return on investment (ROI) or assets
(ROA) and then pay your bonuses accordingly. Our operating guys are all
paid on an ROA basis. Our formula, an
ROA of 27 1/2% before taxes, is about
equivalent to about 20% ROI after
taxes.
We had the scale maximum one time
at 32 1/2 %, and since it is part of our
corporate culture to go for the gold, we
go for 32 1/2 %. And not one of our
presidents really believes he has made it
until he gets to 32 1/2% ROA.
Controllers and Discipline. Discipline
also is part of the culture. There are two
theories. One is the 55- mile -per hour
theory. We say the speed limit is 55 and
we expect and hope that nobody goes
over 65 and it's the same way with our
budgets. We put you at 90— that's the
max an d we h ope yo u d on't go o ver
100. The other theory is what do you
think you can do? And the controller
says maybe 100. And we say, okay, well
we'll put the budget at 105 —but we
don't expect 106. If you go past 105 —
big trouble. If we put the speed limit at
65 and you exceed 66 you're in the
stammer. Those are two different theories entirely. I don't think they mix.
On Variable Budgets. Let me put in a
plug for variable budgets. I don't know
where these got lost, but again we have
never bought a company that had variable budgets.
I'm sitting on the board of a $100
million company and they don't have
variable budgets. It blows my mind. We
couldn't operate without variable budgets. As soon as the sales are off 7% or
3 %, the budget figures don't mean anything. You've lost your control. Our
variable budgets take care of that. I
don't see how companies can operate ef-
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The salesmen or
the factory workers
can run around in
tee shirts —the
controller can't.

fectively and be in control unless they
have variable budgeting.
It is necessary to control heads as
well as dollars. If we have 149 people in
this area and devising a budget, I want
to know what's coming out at the end of
the year. Is it 149 heads, is it 150 heads,
or is it 162 heads, regardless of what the
dollars say? Because even though the
dollars look good, the 162 heads live
with you. I want to run the operation
lean and mean. I don't want to have one
of these mass layoffs and throw out 200
or 300 or 3,000 employees. I don't want
to build that kind of staff. I want to
keep it lean and mean all the way. In
order to control, you have to control the
head s in t he b ud get as wel l as t h e
dollars.

Why Ar en 't M o re C o n t ro l l ers
CEOs? I'm surprised that more controllers aren't making it to the top. In Newell Company only one of our presidents
came out of the controller ranks. The
logical guy to run the business is the
controller. But he has to fill in that other blank. He has to take off the green
eyeshade, go to the trade meetings, and
meet some of the customers so he feels
comfortable in that area of operation
and knows some of the jargon. We have
a couple of controllers who are doing
that very effectively right now.
There's no question in my mind that
if the controller can fill in the human
side, the personal side, the marketing
side, there is no reason why he can't be
CEO.
D
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Hove Successful Firms Budget
Unsuccessful
consider budgets as
necessary evil.

By Srinivasan Umapathy
Although most U.S. firms use budgets and managers believe that these budgets are helpful, we
seem to know very little about what constitutes effective budgeting. Managers are especially interested in answers to these questions: Are the budgetary practices in successful firms different from
those in unsuccessful firms? Is there a systematic
approach to improving budgetary effectiveness?
To answer these questions, I conducted a survey of budget practices under the sponsorship of
the National Association of Accountants. The
questionnaire survey, which yielded 402 responses
and included nine industry segments, found that
successful firms do indeed adopt certain practices
that make their budgets effective. The "success"
of a firm was determined by four measures: self ratings of relative financial peformance, self -ratings of budgetary effectiveness, average return on
equity during the past five years, and price -toearnings ratios.
These practices can be classified into four broad
groups. Successful companies:
• Generate commitment to budgets.
• Build linkages to connect the firm's long -, medium-, and short -term plans.
• Adopt detailed and comprehensive procedures
to prepare budgets.
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• Analyze budget variances and take corrective
action.
Budget Practices in Successful Firms
A closer look at these practices will show how
they contribute to a successful budget.
GENERATE COMMITMENT
Successful companies believe in budgets, invest
substantial resources in preparing and using them,
and achieve challenging goals. In contrast, unsuccessful firms consider budgets to be a necessary
evil, invest very little in budgeting, and finally
complain that the budgets were not helpful. This
finding suggests that budgeting is a self - fulfilling
prophecy, and the support and commitment of the
senior managers to achieving budgetary targets is
vital.
People make bu dgets work, no t vice versa.
Hence, it is necessary to create an organizational
climate that encourages managers to support the
budget. The senior managers set an example by
committing themselves to budgetary targets, by
investing sufficient time in budgetary processes,
and by monitoring budget variances closely. Senior managers also nurture a bottom -up process
of preparing budgetary targets, so that the budge tees are motivated to commit themselves to the
targets.
Successful firms also go out of their way to en-
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sure that their budgetary targets are reasonable.
They avoid imposing difficult targets, and formally review budgets for possible revision of goals
used in managerial evaluation. Their control reports outlining the variances between the actuals
and the budgets are matched with the responsibilities of the manager. Budget managers in successful firms are assigned a senior title, and have considerable experience in accounting finance.
BUILD LINKAGES

In addition to a basic commitment to the budgeting process, successful firms establish strong
linkages between long -term strategic plans, medium -term programs or projects, and short -term

niques such as Gantt Charts, Critical Path Method (CPM), and Program Evaluation and Review
Technique (PERT) are used to schedule and monitor budget preparation. Successful firms also use
refined budgeting techniques such as flexible budgeting, contingency plans, rolling budgets, and
budgets subdivided by organizational subunits.
These companies believe that budgets are important and invest considerable resources in preparing them. Consequently, their budgets are accurate and acceptable to managers. Careful
preparation of budgets reinforces and demonstrates the commitment of senior managers to using budgets as a powerful tool to implement
strategy.

Management
accountants
must focus
both on the
content and
process aspects
of budgeting.

budgets. Such linkages are essential to translate
qualitative, long -term plans encompassing the entire organization into quantitative, short -term targets which are identified with specific managers.
Once corporate strategies have been formulated, successful firms develop programs or projects
to implement the strategies, and the resource requirements of various programs during the next
year are then summarized into next year's budget.
These companies also maintain a tight linkage between the numbers used in the first year of the
long -range plan and those in the operating budget.
They also include in their budgets nonfinancial
targets that are aligned with the qualitative goals
of the long -term plans.
ADOPT DETAILED PROCEDURES

In successful firms, a high proportion of budgeting activities have detailed and comprehensive
procedures. Budget preparation is regarded as a
major project, and project management techP8

ANALYZE BUDGET VARIANCES

Successful companies require their managers to
explain deviations from budget targets and describe corrective actions taken. The proportion of
time spent in follow -up and corrective actions is
higher in successful firms. As a result of the close
monitoring of budget variances, managers seem to
engage less frequently in budget games, such as
getting approvals after spending the money, accelerating a sale, and deferring a needed expenditure.
Successful firms do not prepare budgets and
just file them away. They consider budgets to be
commitments and work toward meeting budgetary goals. They also use formal procedures to
evaluate the extent to which budgets are prepared
and used effectively.
10 Steps to Improve Budgeting
Because budgetary practices in successful firms
are quite similar across nine different industries,
adoption of these practices by any firm should
MANAGEMENT ACCOUNTING /FEBRUARY 1987

lead to improved performance. The results of this
survey suggest this ten -step approach:
1. The senior management of the firm should
commit itself to using budgetary processes
effectively.
2. Budgetary targets should be reasonable and
acceptable to the managers.
3. Budgetary targets should match responsibilities of the managers.
4. Senior managers should announce long- and
medium -term plans and overall assumptions
of the firm before their subordinates prepare
their budgets.
5. Meaningful linkages should be built between

who play dysfunctional "budget games."
10. Senior managers periodically should audit the
existing budgetary processes and make the
necessary changes.
These 10 steps should be implemented in this
order. Some steps may be skipped, however, if the
senior managers believe that the firm is already
using the recommended processes satisfactorily.
Sometimes it may even be appropriate to implement two or more steps simultaneously. Senior
managers should prepare a project schedule to implement the steps in the most suitable way for
their firm.
Implications for Management Accountants

<

\y

long -term plans and operating budgets.
6. Budgeting in medium -sized and large firms
should be treated as a major project, and project management tools, such as CP M and
PERT, should be used to schedule and monitor budget preparation.
7. The routine aspects of budgeting should be
standardized by using budget manuals, budget forms, formal procedures, and flowcharts.
Certain proven techniques of budgeting (e.g.,
flexible budgets, contingency plans, and rolling budgets) should be prepared on a regular
basis.
8. The differences between budgetary targets
and actuals should be monitored closely, and
variances analyzed to understand why actuals
are different from the budgets. The analyses
should be followed up by senior managers
and the necessary actions taken.
9. Senior managers should reiterate their commitment to budgets and penalize managers
MANAGEMENT ACCOUNTING/ FEBRUARY 1987

Budgeting is a major responsibility of management accountants. By implementing this ten -step
approach, management accountants can help to
improve the profitability and morale of the firm's
managers. Management accountants also can
make significant contributions during the budgetary process by helping senior managers prepare
the budgets and analyze any variances.
To enhance their role in budgeting, management accountants must remember to: focus on
both the content and the process aspects of budgeting, and include nonfinancial targets in the
budgets.
Books and courses on budgeting emphasize the
procedural or content aspects of budgeting. This
focus may, however, ignore the interpersonal and
small group processes essential to effective budgeting. Management accountants should learn to
understand, monitor, and influence managers in
one -on -one and small group settings. By doing so,
they can make valuable contributions during the
budgetary process by blending the content and
process aspects of budgeting. Management accountants can acquire these behavioral skills
through customized management development
programs.
Management accountants should learn to use
both financial and nonfinancial budgetary targets.
In addition to financial targets such as net profit,
gross margin, sales, and return on assets, nonfinancial targets should be established in such major areas as quality, productivity, quality of work
life, and product leadership. This balanced emphasis on both financial and nonfinancial targets
will lead to superior performance.
Management accountants need skills in working with human resources, marketing, and engineering as they establish nonfinancial budgetary
targets. Once they begin to develop nonfinancial
targets, they will be able to increase the motivation an d co mmit ment t o bu dget s wi th in the
firm —and thereby make the budgets oftheir firms
work more effectively.
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Risk Management
of the
Internal Audit Function
By Howard L. Siers and Joanne K. Blyskal

tim etable. It focused on tw o thrusts: assess risk
an d allocate resources. Under the first, assess risk,
it d eterm ined to:

The increasing complexity and growth of the DuPont Company, combined with the need to improve productivity and make effective use of our • Define an auditable unit,
limited audit resources, led to a detailed review of • Establish risk criteria,
the management process for the internal audit • Determ ine the audit universe,
function during 1984. It became apparent that bet- • Construct the com puter m odel, and
ter utilization of manpower and scheduling of audit • Prioritize the audit universe.
activities were keys to improvement in this area.
The multinational character and size of our audit
Under the second, allocate resources, it was necuniverse dictated consideration of a computerized essary to:
risk model and automated scheduling techniques.
To accomplish this purpose, a team of internal • Determ ine m anpower needs,
and external auditors, plus consultants and con- • Plot geographic dispersion of audit risk, and
tractors, was formed. Specific project objectives • Fit regions to workload.
were assigned to (1) develop a flexible resource allocation model which would prioritize audit asMilestone review meetings were held on a perisignments by quantifying their associated risk, od ic basis (approxim ately every two weeks) to soand (2) determine optimum worldwide staffing re- licit input and advice from Du Po nt 's Auditing
quirements and appropriate regional locations. Departm ent m anagem ent and to update all parties
This action coincided with the integration of the on the project status, accom plishm ents, and techConoco audit function into the DuPont Audit De- nical and conceptual issues.
partment. A department -wide commitment of reInitially, the project team gathered and resources in support of this effort was key to success viewed inform ation regarding audit risk in general
of the project. Another key to its success was the an d risk analysis audit approaches used by other
joint cooperation between Price Waterhouse, our co m panies. Th e prim ary research m aterials inexternal audit firm, and DuPont during the pro- clu ded books, articles, studies, an d co rr es po nject. This cooperative effort constituted a major d en ce from num erous sources. Audit approaches
step toward our goal of optimizing internal and u sed by other co m panies were re searched in two
external audit efforts.
phases. Firs t, prior to t he com m en cem e nt of the
Project Approach
The P roje ct Team ' s first task was to m eet an d
det er m ine a pro ject ap p ro ach an d critical path
MANAGEMENT ACCOUNTING /FEBRUARY 1987

pro ject, DuPont's Auditing Departm ent surveyed
various other internal auditin g departm ents, prim arily in the pe troleum and chem ical industries,
regarding their risk assessment programs. Second,
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members of the project team visited the audit departments of several companies to obtain a more
in -depth knowledge of other auditing organizations, audit planning models, and risk assessment
techniques.
When members of the project team studied
what had been done in the field of audit risk measurement, they learned that for the most part they
were plowing virgin territory. Yes, there had been
a few preliminary studies by various professional
accounting organizations. The majority of internal
audit departments have given some thought to audit risk as evidenced by audit schedules done on a
rotational or cyclical basis. No company, however, had accepted the challenge of defining, identifying, and prioritizing its audit risk yearly or more
frequently, and then had enough faith in this measurement to allow it to drive the efforts of the audit function. This includes identifying the staff
headcount deemed appropriate for prudent risk
management.
Data collection was the most important activity
on the critical path of the project. At this stage in
the collection of data the team had to define a auditable unit and determine the audit risk criteria
to evaluate.
The standard definition of an auditable unit or
unit of audit risk measurement was determined to
be an audit subject /program at a location. An effort was undertaken to identify all company locations, business activities, and functions. Based on
this information, thousands of auditable units
were identified to facilitate planning of audit coverage. These units also were categorized by subsidiary, department, geographic location, country,
state, and "business system." A "business system"
was viewed as the broad accounting and financial
system used to control and report on the conduct
of our business. The business systems, defined
were:
• Accounts receivable and revenues,
• Purchasing, payables, and expenses,
• Inventories and conversions,
• Cash management /treasury,
• Management and financial reporting,
• Employee compensation and benefits, and
• Permanent investment.
Measures of Audit Risk
But what criteria would be used to define audit
risk? This decision, like many others, was viewed
as a logical process where we have a certain set of
factors which we consider in making our decision.
The challenge was in identifying what these risk
criteria were. After study of the general topic we
identified approximately 36 different items. However, it was recognized that, at best, most of us
can only utilize seven, possibly eight, factors in
30

our decision process. We add, balance, and trade
off these factors, depending on their level of magnitude or importance in our mind. The difference
in the levels of magnitude must be obvious to us to
make a difference when we trade off criteria —
black, white, and gray. Shades of gray only tend
to confuse us, so we tend to ignore the differences.
With this understanding in mind, we reduced the
initial list of 36 criteria or risk factors to six primary subjective criteria and two objective criteria.
The primary criteria were:
1. Prior Audit Findings. Findings in previous audits are one indication of the internal control
discipline within an organization. Serious problems are often characterized by fraud, major
control weaknesses, or a significant number of
problems and /or major repetitive problems
identified on prior audits.
2. Sensitivity. This represents an assessment of the
inherent risk associated with the assets and /or
adverse publicity or legal liability associated
with the auditable unit from a corporate perspective. Examples include environmental or
safety regulations, antitrust laws, and the Foreign Corrupt Practices Act, in addition to relative ex po su re or prob abi li t y of frau d or
misappropriation.
3. Control Environment. This criterion represents

The audit risk environment of
a company can be viewed as a
dynamic 'boiling pot.'
an assessment of the control of an auditable
unit. Essential are documented procedures.
Then, a higher degree of adherence to prescribed procedures, timely processing of transactions, prompt detection and resolution of errors, and reliable information systems that
accurately reflect the underlying transaction
are indicative of a strong control environment
Conversely, high error rates, unbalanced or un resolved control accounts, large backlogs of
unfinished work, and inappropriate treatment
of nonroutine transactions are symptoms of a
poor control environment.
4. Comfort With Operating Management. This
criterion reflects the confidence that audit
management places in the commitment to internal control of the management directly responsible for the auditable unit. Comfort with
operating management can be characterized by
many factors, such as past audit interaction,
timely correction to poor prior audit findings,
experience of management in the work enviMANAGEMENT ACCOUNTING /FEBRUARY 1987

Figure 1
The Boiling Pot

Universe

High Risk (10 %)

Sensitive Risk (30 %)

Moderate Risk (40 %)

Low Risk (20 %)

ronment., and level and quality of management
staff. Because of a change in management since
the last audit, it is possible that there will not
be a direct correlation between the current
Comfort with Operating Management and the
prior known Control Environment or Prior
Audit Findings.
5. Changes — People, Systems, Environment. During periods of rapid business, organizational, or
systems change, internal controls are often
weakened and require increased audit coverage. Change includes personnel turnover, reorganization, new product lines, new systems, acquisitions, dispositions, and new accounting or
transaction processing systems.
6. Complexity. This criterion describes the potential for errors or misappropriation to go undetected due to a compli cat ed environment.
Complexity may be characterized by many factors, such as: degree of related activities, differing products, number of services or processes,
and extent of automation.
The objective criteria are:
7. Size. This criterion measures materiality of the
auditable unit. Size can be measured concretely
either in dollars, people, number of transactions, etc. Size intensifies risk. If all else is
equal, the larger the size, the larger the risk.
We agree size is important for most audits, but
not all. We believe that for external auditors
size has more importance than for internal auditors. For external auditors, the financial materiality of an auditable unit probably is the
single most important criterion used when considering risk from their financial perspective.
MANAGEMENT ACCOUNTING /FEBRUARY 1987

But for an internal audit department, our perspective is much broader and somewhat different. In some areas, there are audits which
would not have a size measure, for instance
business ethics or environmental safety audits,
but su ch act i vi t i es sh ou ld be au d i t ed
nevertheless.
8. Last Audit Date. Like many things in life, the
older the information gets, the less confidence
you have in it. Because we were moving from a
rotational audit basis to a risk basis, it was
deemed appropriate to minimize the impact
the date of the last audit had in our risk model.
It was used as a tie breaker between audits of
perceived equal risk, with the older audit given
preference in rank order.
To use the above criteria effectively and efficiently in a risk model, we needed to approximate the decision process a person goes
through when he decides on the risk of an auditable unit before size impacts it.
After the criteria had been identified, therefore,
we needed to validate the levels of magnitude or
importance that actually meant something to individuals when they assessed risk. We were able to
accomplish this step through the use of a preliminary risk questionnaire which varied the measurement scale or number of options available to a
person answering the questionnaire. Some questions provided for three levels of magnitude.
1 = Probably not a problem —
No change; not complex;
2 = Possibly a problem —
Some change or routine exception;
3 = Probably a problem —
Poor control environment,
extensive changes.
Other questions provided a five -point scale. In
other words, shades of gray were provided.
Our analysis of the results of this preliminary
questionnaire indicated that many of those who
answered the questionnaire found it easier to evaluate a probable problem on a three -point scale
than on a five -point scale. What we saw was that
people would go out on a short limb and indicate
either a "1" or a "3" on a three -point scale; but
when given a choice on a five -point scale, the limb
was too long and they tended to cluster in the
middle indicating "2's, 3's and 4's."
Because we needed to approximate how they
really did make their risk decisions, it appeared
that a three -point scale was a better measure for
the subjective criteria. It identified high risk when
there was a high probability that it truly existed,
and also identified the probability of low risk by
forcing a clear decision. For size, a five -point scale
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could be objectively determined, based on abso- levels of magnitude or importance that really matlute figures.
tered when people made their risk decisions, all
that was left was to identify how individuals used
Model Concepts—�`Boiling Pot'
them in making their decisions. Did individuals
consider
only the highest level of magnitude of
The audit risk environment of any company
can be viewed as a dynamic "boiling pot" (Figure each criterion first, then the next level, then the
1). Within this pot the individual auditable units last? Did individuals place more weight on some
that make up the company's audit universe boil criteria, regardless of their level of magnitude,
higher in the pot as the risk to the company in- than they did on other criteria? If we asked the
creases. Auditable units with similar risk will seek question explicitly: "What value should we put on
the same level or stratum within the pot. Our pro- each level of each criterion ?," would we get the
ject team was able to build a risk model which en- same answer from each person? If not, who is
ables us to literally pinpoint via a risk curve (Fig- right? These were some of the questions we strugure 2) where each auditable unit is positioned gled with during our project.
Our theory was that this risk decision was like
within our risk "boiling pot." We are now able to
plot the risk distribution of our company's audit many other decisions. An individual normally will
universe (Figure 3).
have a key criterion that he considers most imporOnce risk is identified and measured, it can be tant, probably at its highest level of magnitude.
managed by allocating auditing resources to test Then he will add criteria, one by one, trading off
the control climate of the risk strata. An appropri- the criteria against levels of magnitude until he is
ate number of auditable units within each risk comfortable with his decision.
stratum is then sampled through audits. If an auThis process is a conscious joining or adding of
dit results in a favorable opinion on the soundness factors. An example we can all relate to is the deof the control climate, the appropriate level of cision process we go through when we buy a car.
management control and resource allocation has The first decision you resolve is whether you want
been achieved. If the auditing opinion is negative, a sports car or dependable family transportation.
the need for increased attention of the entire orga- Then, perhaps, you add the price range; then the
nization is signaled. This would include corrective quality of the manufact urers within th e price
range; then options, one by one, trading off options against price until you have the decision criFigure 2
teria at the levels of magnitude or importance that
Distribution of Risk
make you comfortable with your decision. You
Universe
us e d a n additive model to make your decision.
100
But, did an additive model best approximate the
decision process used to evaluate perceived audit
risk?
80
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actio n b y th e o p eratin g u n it an d tim ely re testing
by th e Au ditin g Dep artm en t u n til the risk clim ate
is im p ro ved . Th is wo u ld lo wer the risk of the auditab le u n it to th e co mp an y an d its position within th e risk "b o ilin g p ot." Th e results are cost efficien t risk an d au d it reso u rce m anagem ent.
Risk Decisio n Pro cess
On ce we h ad id en tified the risk criteria and the
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A "Conjoint" card test was developed by our
decision support consultant to give us insight into
the audit risk decision process. This test is a decision capturing technique which helps determine
the approximate decision process an individual
follows. The test consists of requesting an individual to prioritize 27 cards from highest risk to lowest risk, each card depicting the control climate o-i
an individual auditable unit. The respondent arranges the deck of 27 cards so that the highest risic
auditable unit —from his perspective —is the first
card in the deck, with all other cards positioned
by decreasing risk (front to back) so that the lowest risk auditable unit is the last card in the deck.
We chose this approach because it: (1) repro;
sented an idealized ranking of the auditable units,
(2) did not require the decision maker to know his
own decision process, and (3) was easy to execute.
Approximately 40 DuPont internal audit managers and supervisors, 16 general auditors of other
companies, and a number of partners from public
MANAGEMENT ACCOUNTING /FEBRUARY 1E187

accounting firms were asked to participate in the
test.
When we talked with people who took the conjoint card test, they remarked how their eye hit
first on one key criterion then fell to another, then
another. They were building to their risk decisions
by adding criteria, trading off the level of magnitude of one against the importance of another in
their own minds.
By using this technique we eliminated bias and
obtained a more correct picture of a person's decision process. The test was just complex enough
that if a person were attempting to anticipate the
"desired" result, he would find it difficult to do
so. His own personal decision process would still
show through in the rankings. The conjoint test
also provided a numeric value for each criterion
so we could efficiently translate the decision rule
of each individual (Figure 4).
By analyzing the conjoint results we learned
that there was a primary difference in the way risk
was perceived by two distinct populations within
our group who participated in the test, although
all were trained accountants and auditors. One
group, the "academic accountants," placed most
value on Prior Audit Findings and Control Environment, while the other group, the "general accountants," placed more value on Sensitivity and
Comfort with Operating Management.. In researching the possible reason for this difference,
we focused on the fact that the academic accountants had a strong academic background in accounting and often advanced certification in the
profession. On the other hand, the general accountants had a more general academic and business background and were often in visible management positions interacting with various other
organizations. Both risk perceptions are important to the control environment of an organization, especially an internal auditing department.
The value of the conjoint test was that it supported our additive model theory and also pointed out
that each person's decision process is unique.
Within our Risk Model, each subjective criterion for each auditable unit is rated either a 3, 2, or
1. These ratings are then translated into the numeric value established by the conjoint test for
each individual who took the test and was included in our logic. The conjoint values are then added for the criteria of each auditable unit (an additive model), resulting in a summed risk factor for
each auditable unit. Individual by individual, all
the auditable units are ranked from highest risk to
lowest risk by this summed risk factor.
The challenge before us now was to develop a
way to exploit the collective "unique" skills of our
audit management team in assessing audit risk
through the risk model. It was imperative that we
do this because an average of all values for the risk
MANAGEMENT ACCOUNTING/ FEBRUARY 1987

criteria of all individuals would not identify the
highest risk auditable units. This process would
only identify the average risk of all respondents.
We solved this problem through a "synthetic voting process."
The concept of "synthetic voting" is nothing
more than voting on a slate of candidates (auditable units) for certain positions (strata and rank

within stratum). The process is designed to emphasize agreement among individual choices and
facilitated our "boiling pot" risk model concept.
Picture a room in which each member of our audit management team has gat hered and has
ranked by risk strata all auditable units in our
company's audit universe. Remember, for DuPont, this universe numbered approximately
11,000. Then, auditable unit by auditable unit,
each individual casts his vote first for the risk strata and then rank within stratum. Through the use
of a computer, we were able to duplicate this voting process.
Within the risk model "boiling pot," the highest
risk auditable units boil to the top of our audit
universe pot every year and are audited 100 %.
Then, depending on their risk, the remaining auditable units are randomly sampled by stratum
with certain constraints to produce a portfolio of
scheduled audits to be done throughout the world.
Through the use of the risk model, it is possible
to plot the risk curve of a company's audit universe; then pinpoint natural breakpoints on the
risk curve to delineate the risk strata. The audit
department is then in a position to evaluate what
33

risk strategy or selection policy will manage the
audit risk of the company most cost efficiently.
There are several strategy options, but the strategy that afforded us the greatest confidence was to
audit 100% each year of the highest risk group,
stratum 1 (Figure 5). Then, we randomly sample
50% of the next sensitive group, stratum 2, with a
policy of automatic selection of any unit in this
stratum not done within the past two years. We
also randomly sample 25% of the next moderate
risk group, stratum 3, with automatic selection of
any unit not done within the past four years. And,
finally, we randomly sample 10% of our lowest
risk group, stratum 4, with automatic selection of
units in this stratum not done within the past 10
years.
We now have a powerful decision tool for audit
management; a reporting tool which makes our
communication more meaningful and therefore
better understood by our auditee clients, Corporate management, and our Audit Committee; a
vehicle which facilitates better internal and external audit coordination; and a means with which
Figure 4
Decision Analysis Results

Prior Audit Findings
Changes
Comfort with
Operating Management
Control Environment
Complexity
Sensitivity

7

= M id d l e Level
= Hi ghes t Level
(2 on a 3 Point Scale)
(3 on a 3 Point Scale)
Note: 1 on the 3 Point Scale = 0
we can achieve a much higher quality effort within the audit function than had existed in the past.
Path Forward
Once we had the data made available to us from
our DuPont Audit Risk Model, we began to realize its greater potential. We are now in a position
to build our internal audit management approach
around it. It prompted us to authorize a second
project to build a computerized management control system which we call the DuPont Audit Net34

work Environment (DANE) under the leadership
of a member of the original project team.
The DANE Team is responsible for ongoing enhancements to the original Audit Risk Model, developing a personal computer decision support
system of the Risk Model, and for developing
worldwide integrated timekeeping, scheduling,
and results- tracking systems for our audit management team at both the departmental and regional office level. Our overall goal is to provide
the audit function with an operating personal
computer -based decision support system to handle
the audit unit selection process and to support
continued modernization of DANE.
Four objectives are being emphasized: (1) Improve the DuPont PC Risk Model, (2) Develop
and test improved decision capturing (conjoint)
procedures to more fully include size and system
as risk criteria, (3) Develop a graphics system for
the decision support system, and (4) Develop
through "goal programming" and statistical validation the most effective corporate -wide decision
policy for annual updates.
"Goal programming" is a computerized system
that will enable us to evaluate various priorities
that will be balanced and analyzed so that appropriate policy decisions can be made and implemented relative to internal and external audit coverage of the various DuPont -owned companies,
business systems, and departments.
This audit selection policy ensures that the Audit Department is efficiently allocating its resources, i.e., manpower, by addressing each year
the company's highest risk, while also sampling
the control environment of the rest of the audit
universe based on its relative risk. By so doing, we
provide to our Risk Model feedback of timely information on the stability of the perceived risk of
the entire audit universe, ensuring that DuPont's
Audit Risk Model remains dynamic and responsive to any changes in our environment.
Payback
Initially, we used DuPont. Audit Risk Model to
help guide our 1985 year -end effort. It has only
been during 1986 that we have made full use of
this management tool to drive our audit effort
worldwide. In this short timeframe, however, we
have already begun to reap tangible benefits. Our
Audit Risk Model was key to determining minimum manpower requirements to perform the optimum audit schedule for 1986.
Our Risk Model confirmed for us the opportu .
nity to improve the quality of our audit effort bit
reevaluating historically used audit methodology,
and the significant potential utility of computers
used both as an audit tool and to manage our internal audit effort. Our Risk Model also enables
us to understand the true dimensions of our dvMANAGEMENT ACCOUNTING/ FEBRUARY 1987

Figure 5
Sampling Strategy
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namic audit universe while providing us with a
dynamic tool which allows us to manage better.
In order for our Risk Model to operate effectively as a decision support system, graphical reports in the form of bar, line, and pie charts need
to be generated in a fairly automated fashion. We
have developed a PC program for the tabulation
and analysis of our audit universe and the generation of appropriate charts.
The key to the success of this project was the
development of our Risk Model, a management
tool which would permit us to identify our audit

universe, assess related risk, and then stratify
from highest to lowest the perceived risk of every
auditable unit within our audit universe. With this
tool, we are able to locate and measure stable
pockets of audit effort to support regional office
locations, determine the number of auditors called
for to manage our audit risk, and analyze the
characteristics of not only our audit universe, but
also of our risk climate within this universe by
company, business segment, subsidiary, department, "business system," and type of location.
Any comparison of the current audit management environment, particularly including the
computerized tools available to us, with that prevailing prior to development of these projects
would confirm that we have moved light years
ahead in our ability to manage the audit function
effectively. Even so, each new development has revealed new paths and new opportunities that will
need to be pursued in our quest for an even more
efficient discharge of the audit function. Development of these projects has sparked an avalanche of
new ideas that will pay dividends well into the
future.
❑
Note: The authors will be happy to answer any
questions concerning the DuPont Audit Risk Model. Please direct your inquiries to Joanne K. Blyskal, E. 1. du Pont de Nemours and Company, Inc.,
Finance Department, Auditing Division, BOD
1418 -7, Wilmington, DE 19898.
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VARIABLE
COSTING:
Despite what the literature
sa ys, variable costing has
been acceptable for public
reporting, tax reporting, and
in defense of illegal pricing
practices.
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Variable costing or direct costing has been available as an alternative to fully absorbed costing for
more than 50 years. While accounting textbooks
suggest that absorption costing must be used for
financial statements, income tax reporting, and in
defending pricing practices before government
regulatory bodies the fact is, however, that some
form of variable costing has been acceptable for
public reporting, tax reporting, and in defense of
some pricing practices.
The requirement that fully absorbed costing be
used for financial reporting derives from Statement 3 in ARB 43, Ch 4:
"As applied to inventories , cost means in
prin cip le th e su m o f th e ap p licable expenditu r es an d c h ar ge s d ire ct ly o r indirectly incu rred in b r in gin g a n ar ticle to its exis ting
c o n d i t i o n a n d lo c a t i o n . " ( e m p h a s i s
su pp lied )
Th e d iscu ssio n sectio n th at fo llows this quotation lists so m e o f th e p ro b lem s tha t m a y be e nco u n tered wh en ap p ly in g th e Sta tem ent's definition of cost to in ven to ries of finished goods and
wo rk-in- process. ARB 43 th en s tates:
"It sh o u ld b e reco gn iz ed th at the exclusion
of all overhea ds fro m inventory costs does
no t co n stitu te an accepted accounting proce-
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dur e." ( em phasis supplied)
According to ARB 43, indirect costs need to be
included in inventory costs. However, the negative wording of t he last quotation suggests that
som e overhead costs can be properly excluded.
Th re e years after A R B 43 was released, the

American Accounting Assn. published Accounting and Reporting Standards for Corporate Financial Statement, 1957 Revision. The AAA s tandards took the following position on inventory
costs:
"... the cost of a manufactured product is
the sum of the acquisition costs reasonably
traceable to that product and should include
both direct and indirect factors . The omission of any element of manufacturing cost is
not acceptable. " (em phasis supplied)
In contrast to the ARB's rather vague languag ,�
which leaves the door open to omitting some overhead, the A A A 's position unam biguously supports fully absorbed costing and has been the posit io n g e n e r a l l y a d o p t e d by f i n a n c i a l a n d
managerial accounting textbooks.
Som e corporations have interpreted ARB 43 to
mean that om issions of som e fixed overhead costs
from inventory values can be carried to such a
poin t th at s om e form of variable cos ting is used
for public reporting. In 1961, the National Asso. .-iation of Accountants studied the issue and reportMANAGEMENT ACCOUNTING /FEBRUARY 1987

so

ed that 17 out of 50 manufacturing companies
surveyed had used variable costing for public reporting of inventory value, and that five had used
a partial absorption basis.
In 1972,a more extensive survey was conducted
to ascertain the extent to which fixed overhead
costs were excluded from inventories in published
financial statements. It was reported that out of
1,200 manufacturing firms (representing about a
22% response rate), 671 companies (56 %) did not
generally allocate to inventories all expenditures
that are indirectly related to production. Examples ofitems treated as period costs included: expenditure for service departments (personnel,
stores, costing), depreciation, property taxes, fire
and cas u al t y i n s u ran ce, an d pens ion
contributions.'
It appears that accountants and auditors accept
neither the narrow interpretation of th e ARB
Statement nor the more precise AAA Statement.
Instead, preparers and certifiers evidently assume
that provided all overheads are not excluded, an
acceptable inventory costing base is provided. Absent any recent surveys, it is fair to assume a continued practice of omitting all or some overhead
items from reported inventory values.
There is no requirement to disclose the use of
ariable costing or a modification ofit in financial
eporting
it is difficult to ascertain whether a
ompany uses this costing approach to inventory
aluation. Some companies report the practice.
or example, U.S. Steel (now USX Corp.) states
its annual report that "cost of sales excluded
ms shown below." This refers to lines in the inme statement and lists: selling and general adnistrative expenses, pensions, insurance and
ployee benefits, depreciation, depletion and
ortization, miscellaneous taxes, and exploraexpense. The treatment of depreciation exse as a period cost consistent with the variable
ling approach is widely practiced in the steel
stry. Two companies, Cyclops and Inland re"cost of products sold (exclusive of deprecia," (sic) Six other steel companies do not indithat they follow this same practice in their
al reports but direct communication with
companies shows that they exclude deprecifrom cost of sales and inventories (Armco,
ehem, Copperweld, National Intergroup,
r, Republic, and Wheeling- Pittsburgh).
separate listing of depreciation in published
e statements may convey the notion that
epreciation is excluded from cost of sales
ventories. This is not necessarily true. For
le, in the forest products industry, both
ascade and International Paper list depreas a separate item in their income state Direct communication with these compadicates that International Paper does
MENT ACCOUNTING /FEBRUARY 1987

indeed treat depreciation as a period cost and excludes it from inventory while Boise Cascade
treats depreciation as a product cost, making an
adjustment which decreases cost of sales and increases inventory value; the latter for the capitalized portion of depreciation.
There is reason to believe that a form of "pseudo" variable costing is being practiced in public
reporting by manufacturing companies. To the extent that it occurs in capital intensive industries
and is not uniformly practiced as it is in the steel
industry, comparability among companies is limited. With no disclosure required, the analyst is best
advised to make direct inquiry to the company.

Shifting to variable costing
enables companies to
achieve consistency
between the way
business decisions are
made relying on variable
costing and the way the
financial accounting system
reports the results
of these decisions.
Income Tax Reporting
Not unlike GAAP, The Internal Revenue Service (Reg Para 1. 47 1 -11)states:
"In order to conform as nearly as may be
possible to the best accounting practices and
to clearly reflect income (as required by section 471 of the Code), both direct and indirect production costs must be taken into account in the computation of inventoriable
costs in accordance with the 'full absorption' method of inventory costing."
In addit ion, th e prime cost and direct cost
methods are outlawed (Para 1. 471 -11).However,
the regulations in paragraph (c) of this same section state:
"Cost described in subparagraph (2)(iii) of
this paragraph must be included in or excluded from the taxpayer's computation of
the amount of inventoriable costs in accordance with the treatment ofsuch costs by the
taxpayer in his financial report and generally
37

accepted accounting principles. " ( emphasis
supplied).
The costs that may be excluded are: taxes (other than state and local and foreign income taxes);
depreciation and depletion; employee benefits;
costs attributable to strikes; rework labor and
spoilage; factory administrative expenses; salaries
paid to officers attributable to services performed
incident to and necessary for production or manufacturing operations or processes; and insurance
costs.
Apart from accepting a practice of inventory
valuation which approximates variable costing,
the regulations assume that this approach is acceptable under GAAP. It also imposes a "conformity" rule, but unlike the case of LIFO where
adoption for tax reporting requires use in financial
reporting, omission of some fixed manufacturing
overhead from inventories is permitted if financial
reports are prepared on the same basis. It is worth
noting that accounting texts identify LIFO as the
one situation where conformity between tax and
financial reporting is required. It appears however, that the tax regulations cited introduce another
illustration of "conformity. "'
Defending Illegal Pricing Practices
Predatory pricing has been defined as the practice of driving out or excluding business rivals by
"selling at unrenumerative prices and not competing on its own merits." This practice can be included as an "antitrust offense within the prescription of mon op ol izat io n or at t emp t to
monopolize in section 2 of the Sherman Act. "'
Defining "unrenumerative prices" requires that
relevant costs be determined and a number of possible approaches have been suggested. Areeda and
Turner in the Harvard Law Review addressed the
problem of defining costs in discerning if predation existed by reviewing case history and applying the tools of microeconomics. They concluded
that:
"A price at or above reasonably anticipated
average variable cost should be conclusively
presumed lawful. A price below reasonably
expected average variable cost should be
conclusively unlawful."
This was the first attempt to discard the fully
absorbed costing approach in evaluating the existence of predation, and Areeda and Turner argued
that their cost standard would enhance the maintenance of competition in the marketplace.
R.A. Posner defined predatory pricing as: pricing at a level calculated to exclude from the market an equally or more efficient competitor.' He
rejects the Areeda and Turner view and recom38

mends the use of long -run marginal cost, which he
identifies as "average balance sheet costs as stated
in its books." He implies that this means fully absorbed manufacturing and marketing costs, the
method traditionally used by the Federal Trade
Commission (FTC).
Recent Case History
In 1978 the FTC barred Borden Inc. from pricing its ReaLemon reconstituted lemon joice at
"unreasonably low levels." [In the matter of Borden Inc., 92 FTC 699,778,832 (1978)] The FTC
decision based on the full cost approach was upheld by a federal appeals court. [674 F_ 2d 498
(6th Cir. 1982)] Borden filed a petition for a Writ
of Certiorari in the Supreme Court in 1982 [No.
82 -328]. The FTC filed a brief with the Supreme
Court in 1983 suggesting mootness because the
Commissioner had agreed with Borden to settle
the proceedings [48 F Reg. 9023 et seg (1983)].

A form of 'pseudo'
variable costing is being
practiced in public reporting
by manufacturing companies.
On May 23, 1983, the Supreme Court entered
order that vacated the judgment and remam
the case to the Appeals Court for the Sixth Cin
with instructions to accept the order to which
FTC and Borden had agreed. [No. 79. 3028,
Cir. 19831.
The FTC order [FTC Docket 1978, Sept.
1983] states that Borden should cease and de
from selling ReaLemon "at a price or prices
that respondent's net revenue during any fig
quarter for any sales district is below responde
variable cost of the product sold in that qu•
and sales district." The order defined variable
as "the sum of all costs included within total
which respondent could have avoided during
relevant period." (emphasis supplied)
The FTC with the Court's blessing shift
the variable costing basis for judging pred
One of the FTC Commissioners observed th
new FTC order is "so lenient and so unen
able that it is highly unlikely [the FTC] coul
establish a violation no matter what Borden
In a subsequent case, the FTC extend
statement of guidelines for determining if
tion exists. The case [in re International
phone and Telegraph Corp. Dkt No. 9000
25/84 (rel. 8/6/84)] involved the Conti
MANAGEMENT ACCOUNTING /FEBRU

Baking Co., an ITT wholly owned subsidiary. In
1981, an FTC administrative law judge ruled that
Continental, based on the full cost criterion, sold
whit e b read at p red ato ry and di scrimi nat ory
prices for significant periods of time in five relevant geographic markets. The judge found that
Continental attempted to monopolize white bread
product sales in each of these markets and, as a
result , caused injury . to competing sellers in each
of these markets.
The FTC in overturning the administrative law
judge's ruling stated that three interrelative elements need to be reviewed: specific intent to control prices or otherwise injure competition, anticompetitive conduct, and a dangerous probability
of success.
The FTC set forth the following predatory pricing rules which are apparently derived from the
Areeda- Turner standards:
"(1) Sales at prices that equal or exceed average variable cost should be strongly, often
conclusively presumed to be legal;
(2) Sales at prices below average variable
cost for a significant period of time should
be rebuttably presumed to be anti- competitive; and
(3) Sales at prices that equal or exceed average total cost should be conclusively presu med to be l egi t i mat e . " ( emp h as i s
supplied)
The Commission goes on to cite cases where
les below average variable costs over a signifint period of time could rebut the presumption
illegality. These sales include: "sales of prod ts that were obsolete, perishable, or otherwise
bject to rapid value deterioration; sale at intro ctory prices designed to induce trial use of a
Dduct; sales made to avoid losing goodwill, such
product loyalty, that would be very costly to
ai n were t he fi rm t o sh ut do wn and o pen

�

ie two cases cited ab o ve d eal with co n su m er
ucts, an d th e significant costs fo r th e p u r; of p ro vin g p red atio n were m arketin g co sts.
rother case, a su it was b ro u gh t b y a com p an y
ling th at a c o m p etito r was p ract icin g p red apricing po licies in marketin g in du strial pro d The p lain t if f w as D.E. R o g er s I n c ., a re la i sm all d istr ib u t o r o f rat ch et wren ch es an d
(cem ent p arts. Th e p la in t if f su e d G a r d n e r

er Co., the largest producer of the product,
ag p red ato ry p rice p ractices. Th e fed eral ap cou rt acc ep ted th e Areed a -Tu rn er variab le
es t an d r u le d in f a vo r o f Ga rd n er D e n v er .
urt, ho wever, d eclin ed to d efin e rigid cateof variab le an d fix ed co sts an d wen t o n to
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"Beyond the general statement that fixed
costs are not affected by output while variable costs are, it is impossible to determine
in advance and outside the specific factual
context the variability of any particular expense" [ D.E. Rogers Associates, Inc., v
Gardner Denver Co., No. 81 -1314 CAG.,
10/21/83]
Although there is no specific reference to manufacturing costs, it can be assumed that because
nonmanufacturing costs are relatively less important in the sale of industrial products, the costing
standard set by the court extends to manufacturing costs.
Thus, there is an evident shift away from fully
absorbed costing and a move toward variable costing as a test for predatory pricing. While there is a
bit of fudging on the part of the FTC in its errone-

ous equating of variable costs with avoidable costs
as was seen in the Borden case, it is apparent that
the variable cost rule has replaced the traditional
full cost approach in judging predation . It is conceivable that this change may extend to the evaluation of the legality of other price policies currently subject to federal regulation.
Benefits
The apparent acceptance of variable costing or
a modification of it for financial and tax reporting
suggests that management accountants should
recognize this approach as a viable alternative and
not as one proscribed by GAAP and the tax law.
Apart from any one -time tax benefits that may be
achieved in the year when one shifts from fully
absorbed costing to variable costing, and subsequent benefits where inventory levels increase in
size, there is the other advantage of achieving consistency between the way business decisions are
generally made, relying on variable costing, and
the way the financial accounting system reports
the results of these decisions. Absent any required
disclosure of the omission of fixed factory overhead from inventories, comparability among companies in capital -intensive industries is limited.
Finally, the recognition by the Federal Trade
Commission of variable costing as the costing approach in evaluating predatory pricing practices
might just be a minor deviation from fully absorbed costing by a regulatory body, yet it could
suggest a broader adoption at least by the FTC
and other regulatory bodies. As such, management accounting texts should at least acknowledge that a crack in the dike has occurred. ❑
'S. Landekich, "Cost Allocations to Inventory," MA NA O EMINT A CCT NINT INO , March
1973, p. 72.
'Subsequent to the submission of this paper, the Tax Reform Act of 1986 was
passed. The new law requires the capitalization of manufacturing costs which were
treated as period costs in the regulations.
'P. Areeda and D.F. Turner, "Predatory Pricing and Related Practices Under Section 2 of the Sherman Act," 88 Harvard Law Review. February 1973. pA 697.733.
'R.A. Posner, Antitrust and the low. An Economic Perspective. University of Chicago Press, Chicago, 1976.

39

How Management Accountants
Can Communicate Better
Mana gement accou nta nts overestimate the a bility
of nonaccou nta nts to u ndersta nd sprea dsheets.

Many communication problems arise because
managerial accounting reports are primarily
quantitative in nature with little or no narrative
Accounting uses a very specialized language, the explanation. Detailed narrative discussions acmeaning of which is not intuitively obvious to the companying every report are unrealistic, but naruninitiated. Unfortunately, many companies pro- rative explanations appended to monthly, quartervide little or no training for new managers on how ly, or semi - annual rep ort s coul d pro ve to be
highly productive. Brief narrative comments withto read and understand accounting reports.
As a result, a communication gap often yawns in the body of a tabular report can be used to
between a management accountant and an operat- highlight problem areas or to explain unusual or
ing manager. Accountants must be aware of this unfamiliar items.
New managers, in particular, have difficulty
missing link when they prepare reports, In an internal reporting setting, the reporter is not con- understanding the causes and effects of such crypstrained by external reporting nomenclature, and tic phrases as "unfavorable direct labor efficiency
can be mo re crea t i ve in th e select io n of variance." How much clearer it would be if the
management accountant specifically identified the
terminology.
Even widely used terms, such as "allowance for variance: the use of a new materials supplier o
depreciation" and "retained earnings," often higher than usual turnover of manufacturing em
cause difficulties. When faced with these terms, ployees! Such explanations should be brief and t
some managers envision a stockpile of cash. By the point, and should not require large inves
using descriptive words we can enhance the un- ments of time and money. Table 2 illustrates a tr
derstandability of the reports that contain confus- ditional report with narrative explanations.
A transmittal letter also can be used to impro
ing terms.
The term "depreciation expense," for example, the understandability of accounting reports. T
might be described as "write -off of original cost of technique has been used successfully by public
equipment and buildings," and "retained earn- countants or auditors for many years and could
ings" could be "profits reinvested in the busi- adapted very simply for internal use.
The traditional transmittal letter begins wit
ness." Such changes (see Table 1) could reduce
description
of the nature and purpose of the
communication problems and help to educate
port.
The
sender
also should explain how the
nonaccounting managers.
port
can
be
used.
The important items in the
Management accountants seem to have several
misconceptions about the chain of communication port should be emphasized in the text of the le
between accountants and managers. First, they Finally, a courtesy paragraph may he used
underestimate the difficulty of making their points closing. (See Table 3)
The transmittal letter gives the reader a fr
in written reports, and, accordingly, spend insufficient time on the process. Second, they overesti- work in which to read the report and assis
mate the clarity of tabular reports or spreadsheets. drawing attention to the important sections
Third, they overestimate the ability of managers may require some response. A brief introdu
to the report helps to improve the manager
to understand complex accounting reports.
The first step in preparing understandable ac- ceptiveness to the "meat," or the tables and
counting reports is to realize that the communica- bers which typically follow.
tion process is very difficult and that the receiver
Anticipate Communication Problems
is not solely responsible for successful completion
Accountants and doctors are notorious
of the process. The sender has a more valuable
communicators.
The tendency has been
role to play in the process.

By Jean M. DuPree, Al H. Hartgraves,
and William H. Thralls
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to focus on accuracy and timeliness rather than
understandability. Several techniques can be used
by management accountants to improve the understandability of narrative reports, whether the
rep o rt s are b ri ef d es cri p t i o n s or len gt h y
documents.
The first consideration is to identify the audience. The report writer must focus on the question, "what does the manager need to know,"
rather than, "what do I need to say."
Worse still is the report writer who begins by
identifying what information is available on the
subject at hand and proceeds to provide it —all of
it!
The accounting report preparer must anticipate
problems with reader comprehension by considering the needs and background of the audience.
Narrative reports should be more than a rehash of
the spreadsheet data. Reports should be written to
simplify complex information. Background information, information about the economic environment, and other relevant facts should be included.
Planning is the most important and most difficult step in the process of writing an effective accounting report. Once the audience and the objective of the report have been identified, every
project should begin with an outline, The outline
will simplify the writing process and will result in
a better organized and more readable document.
Exhibits should be prepared either during or at
the completion of t he o utli ning pro cess and

Table 1
Simplified Terminology Illustrated
Traditional

Descriptive

Allowance for
depreciation

Accumulated write -off
of original cost of
equipment and buildings

Retained eamings

Profits reinvested in
the business

Marketable equity
securities

Short-term investments
in stocks

Trade accounts payable

Amounts payable to
vendor

Unearned revenues

Advance payments by
customers

should be placed in the order in which they will
appear in the final report.
To make a narrative report more readable, the
management accountant should write it so that
the manager can scan the report quickly. The
same techniques that enhance scanning will ensure that the report can be reviewed easily when
the manager wishes to refresh his or her memory.
Scanning and reviewing can be facilitated by
several techniques. Titles and captions can be used
to describe, not label, even if brevity is sacrificed.

Table 2
National Telephone Equipment Corporation Profit Report
Profits for June are $28,000 below budget. While expenditures $142,000 above budget. Year to
total sales are up, profits are below budget due to date gross profit remains 5% over budget due to
decreases in sales in the Midwest and advertising the market acceptance of the profitable trim line model.
Budget Comparison
Favorable (Unfavorable)

$102,000
64,000

660
(380)

5
(4)

5,428

38,000

280

5

(132)
(142)
(34)

(10)
(28)
(5)

(308)

(10)

(28)

(1)

$
$

$

%

$

$ 16,000

$

2,300

Amount

$

$22,000

$

3,128

$

$10,000
6,000
6,000

$

1,428

$

Operating profit

1,000
700

$

$14,566
9,138

$

Operating expenses
Selling
Advertising
Administrative

Amount

$

Gross profit

Year
To Date

$

Net sales
Cost of sales

To Date

June

$

'Operating Results
June 1986

June

%

Amount

4,600
(2,800)

5
(5)

1,800

5

(1,100)

(12)

(650)
(250)

(12)
(4)

(2,000)

(10)

(200)

(1)

'Dollar amounts presented in thousands.
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(Negative and passive)

Table 3
Sample Transmittal Letter
Accompanying Management Accounting Report
Mr. John Doe, Manager
Telecommunications Division
National Communications Company
Center. Illinois
The accompanying reports present the budgeted and actual results of
operations for your division for the Month of June and year to date. Variances
between budgeted and actual amounts are also presented along with reports
(not included in Table 2) showing the supporting detail of the performance
report These reports have been prepared in accordance with company
accounting policies as explained in the firm's corporate internal accounting
and reporting manual. This manual explains methods and assumptions for
determining both direct costs and allocated costs.
Company policy requires you to present to your immediate superior within 14
days a written explanation of all favorable and unfavorable variances exceeding
5% of budget. A copy of this response should also be sent to the division
controller and department of internal auditing. Variance explanation reports
from your department managers are required to be submitted to you within
seven days.
Any questions concerning your division's peformance report should be
addressed to the assistant division controller for your division.
Sincerely
Joe Jones, CMA
Division Controller

Parallel construction is often a problem for report preparers. Either one should "research, organize, and write" or the subject should be "researched, organized and written." This problem
surfaces in lists or when ideas are discussed over
the course of several paragraphs. Finally, a successful writer should avoid vague pronoun references. Words such as it, these, those, theirs, this,
that, and there are often used when the antecedents are unclear.
Accounting reports should be free from preparer bias. Any assumptions or opinions should be
clearly identified and the basis for conclusions described. Recommendations are often required, but
they should be labelled and set apart from the
main body of the report. If recommendations are
appropriate, they should be listed in order of importance. Finally, brevity is critical; nothing succeeds in losing the reader like excess.
Use Graphics and Design

For example, see how much more is communicated by the phrases in the right -hand column below:
Brief
Profits
Inventories
New product

Descriptive
Profits down from last year
Inventory levels over budget
New product orders up 8%

Lists and underlining also can be used effectively to enhance scanning and reviewing.
Use Appropriate (Language
The lan guage u sed in an acco unting report
should suit the audience. Only if the readers are to
be other accountants should accounting jargon be
used. When technical terms are unavoidable, they
should be defined in the body of the report. Technical language is appropriate only if the audience
consists of technicians.
Sentences should be short and arranged in their
simplest order. Modifying words and phrases often complicate sentences unnecessarily. The subject of a sentence generally should precede the
verb and should be followed closely by it. A positive, active sentence usually is superior to a negative, passive one. For example, consider the following sentences:
Increasing raw materials inventories has not
been considered by the manufacturing manager.
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The manufacturing manager should consider
increasing raw materials inventories. (Positive and
active)

Accountants are not known for their creativity
in the design of financial reports. The basic external financial report has gone essenti ally unchanged for decades. Like public accountants or
auditors, management accountants have been
more attuned to the information content of their
reports than to the style of presentation. But in
order to communicate the message accurately and
successfully to the receiver, the substance of the
message must be properly packaged.
It is not enough merely to send a collection of
data to managers. The data must be organized
and translated into meaningful information ifit is
going to be used effectively in decision making.
This process involves the arrangement of the information including selection of type faces, and
sizes, and the use of contrasting shades and colors.
Computer technology has made possible a number of enhancements that once were not practicable for routine periodic reporting.
A typical performance report (Table 4) can be
made more readable, interesting, and useful to the
manager receiving the report. It not only provides
information regarding cost classifications, but it
also highlights actual data and identifies significant variances requiring manager response. The
use of line item reference numbers allows simple
presentation of budget variances in graphical
form. The typical version has the advantage of
simplicity, but it is much less informative than a
graphic version.
Graphic presentation, or the use of symbols to
MANAGEMENT ACCOUNTING /FEBRUARY 1987

Table 4
Stamping Department
John Doe, Manager
Cost Report
Month of March and Year to Date, 1984
Current Mo nth
Controllable
Costs:
Variable:
Direct Materials:
Sheet Metal
Bands
Pads
Direct Labor:
Operators
Overhead
Rivets
Machines
Supplies
Shop Supplies
Utilities
Fixed:
Overhead:
Foreman
Repairs 8
Maintenance

Year to Date

Actual Budget Variance

Actual

15,500
3,600
1,200

15.500
2,900
1,500

(500)
(700)
300

42.000
12,400
4,200

43,000
13,000
4,000

1,000
600
(200)

9,100

10,000

900

28.000

30,000

2,000

800

750

(50)

2,200

2,400

200

730
420
1,800

800
400
1,950

70
(20)
150

2,100
1,300
5,500

2,400
1,200
5,800

300
(100)
300

33,150

33,300

150

3,000

3,000

0

9,400

Budget

97,700 101.800

9,000

Variance

4,100

(400)

350

500

150

1200

1,230

30

3,350

3.350

150

10,600

10,230

370

36,500

36.800

300

108.300 112,030

3,730

6,000

6,000

0

350
210
100

300
200
100

6,660

6.660

Total Departmental
Costs:
43,160

43,400

Total Controllable
Costs:
Noncontrollable
Costs:
Direct:
Dept. Manager
Allocated:
Payroll Dept.
Computer Center
Security
Total
Noncontrollable
Costs:

6.000

6,000

0

(50)
(10)
0

850
600
300

900
600
300

50
0
0

(60)

7,750

7,800

50

116,050 119,830

3.780

240

UNFAVORABLE variance greater than 10% of bud ge t- Written explanation
requested.
FAVORABLE variance greater than 15% of budget- Written explanation requested.
Year•to -date variance greater than 5 %-Managerial attention advised.

illustrate relationships among various data values,
can improve significantly both the efficiency and
effectiveness of communications. Extensive reserach findings support the principle that information communicated in multiple forms (e.g., oral,
written, graphical, etc.) is more likely to be remembered and with greater accuracy than if it is
communicated in only one medium.
Up until now the use of graphics in management accounting reporting could not be justified
based upon cost and time factors. With current
computer technology there is little additional effort or cost required to produce graphical presenMANAGEMENT ACCOUNTING /FEBRUARY 1987

tations to supplement traditional quantitative reports. Notice how graphs can be used to enhance
the Stamping Department's performance report
(Table 4). Graphic representation of the budget
variances by item tells the story at a glance.
Most of the more powerful electronic spreadsheet and database software packages now have
built -in graphics capabilities that can readily produce sophisticated multi - colored chart s and
graphs. Management accounting reports are ideal
for this kind of presentation. Technology, then,
can help repair the missing link in the management accounting chain of communication.
11
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Accounting
Education
James R. Emore and James Cress, Contributing Editors

On Teaching Management Accountants
Colleges and universities should stop
ignoring the needs of management
accounting students. Today's accounting curricula— except for financial accounting, statement preparation, and auditing —do not adequately
address most of the areas identified
as facets of management accounting
by the NAA's Management Accounting Practices Committee (Statement
on Management Accounting 1A), If
schools are going to prepare students
for a career in corporate accounting,
then courses should focus on the internal needs of the decision makers
and only secondarily on external financial reporting conventions and requirements. This would necessitate
the teaching of how to convert accounting data from internal reports to
external financial statements.
Nonaccounting business courses
also are important because management accountants interact with the
production, marketing, and finance areas of their firm. Unfortunately, the
few courses that undergraduate accounting students take in these areas
do not prepare them to understand
what information these departments
require. Also, too much time is spent
memorizing the almost infinite number of official pronouncements by the
Financial Accounting Standards
Board and Securities & Exchange
Commission.
This leads to a comprehensive
study of the detailed record keeping
needed to fulfill preparation and presentation requirements for external
reportin g. As a res ult , a lim ited
amount of study is devoted to the use
of financial data for decision making
44

and strategy recommendations. Yet,
this is precisely what management
accountants need. As long as industry continues to have a preference for
internal accounting systems based on
the same principles and requirements
used for external reporting, then
these same firms will prefer to hire
CPAs whose major responsibility is to
fulfill these requirements and accounting education will continue to
emphasize preparation for the CPA
rather than the CMA exam.
However, with the development of
less expensive and more advanced
computers, it is now possible to have
accounting systems that provide information for both external reporting
and internal users. We already have
seen evidence that more corporate
accountants will be expected to perform managerial accounting -type
analyses.
One company we are familiar with
has approximately 500 professional
accounting personnel. Twelve are engaged in tax work, 24 are in internal
auditing, six to eight work strictly in
external reporting activities, and the
remainder are involved in managerial
accounting activities. If these numbers are at all typical, accounting educators should recognize the need to
change existing accounting course requirements, course content, and encourage more interaction with other
business disciplines. Business and industry should work with colleges and
universities to ensure that the course
content accurately reflects management accounting practices.
Some companies contribute money
to accounting departments for schol-

arships and other educational purposes. Financial support is greatly appreciated, but more than dollars are
needed for firms to become a major
force on campus. One suggestion is
for firms to conduct seminars for accounting faculty to describe the activities of their management accountants. During these seminars, the
people who are management accountants can show how the data that are
used for internal decision making differs from the data that are reported to
the external financial community. We
have participated in several such
seminars and they have been informative and thought - provoking. Our
only regret is that faculty members
had to initiate the scheduling of these
events. To date, companies have not
made an effort to request that our faculty members participate in a seminar
they are sponsoring.
Many firms conduct internal seminars and training programs for their
own employees, use such services as
NAA's video network, or offer computer -based business training
courses. Why not allow the faculty to
participate along with the company's
personnel?
Firms should hire professors to
work as consultants or as interns in
their accounting and finance departments. When professors are unable
to obtain consulting engagements directly in managerial accounting areas,
the only consulting positions available
are in small businesses as tax and audit experts. Their attention is diverted
to external financial reporting activities. Frequently, consulting activities
will strongly influence the type of case
studies professors present to their
classes.
Another way that companies can
become more visible on campus is to
provide knowledgeable speakers for
classes and student group gatherings. This could be as simple as making a presentation to a single class or
as elaborate as participation in an organized business day on campus that
features personnel from several firms
and various disciplines_ Although
many firms indicate a desire to participate in such activities, when the time
comes to make a commitment, they
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NAA
Research
By Patrick L. Romano, Editor

Techniques in Inventory Management and Control

This month NAA is publishing Techniques in Inventory Management and
Control by Charles D. Mecimore and
James K. Weeks of the University of
North Carolina, Greensboro, N.C. To
obtain a copy of this publication, see
ad on page 35. Following is a summary of the book by the authors.
In 1964, The National Association of
Accountants published Research Report 40, Research in Inventory Management. Since then, several events
have occurred that have had a direct
imp act on the man ag ement of
inventory:
1. The computer has become widely
applied in inventory management;
2. Material Requirements Planning
(MRP) has been developed and installed in many manufacturing
concerns;
3. Foreign competition, particularly
the Japanese, have successfully
implemented innovative inventory
management approaches. An outgrowth of this success and increased competition has been the
wide adoption of the Just -In -Time/
Zero Inventory approach;
4. The concept of management accoun ting resp ons ibilit y has
changed and in some companies
individuals in these positions are
actively involved in the design and
implementation of computerized
inventory management systems.
These changes make the 1964 report outdated and in need of revision.
Our objective in this report is to pro46

vide a more current presentation of
inventory management techniques
and applications.
In one of two field studies, a general survey of inventory management
practices was conducted with a reference group of 351 accountants. Of
this group, 88 responded to a questionnaire for a response rate of 25 %.
As the data from these questionnaires were being analyzed, and after
reviewing the literature in this area, it
became apparent that a new philosophy of inventory management was
being considered and implemented at
many manufacturing companies.
Originating with Japanese companies,
the Just -In- Time /Zero Inventory management philosophy was being installed at many companies. A second,
more specific, questionnaire was designed to survey firms on the JIT /ZI
implementations. Two hundred twenty -five manufacturing companies were
surveyed, of whom 77 responded.
Follow -up telephone interviews with
selected respondents of both studies
were conducted to verify the data, to
clarify responses, and to supplement
responses with additional information.
Survey results indicate that experience is used much more frequently
than quantitative models to manage
inventories. What is surprising is the
relative infrequency of quantitative
models reported being used to supplement experience -based decision
making. Basic inventory concepts,
such as the establishment of service
level policies and balancing stockout
costs and carrying costs, were not reported as being used frequently in

making inventory decisions.
One of the major changes in inventory management occurring since the
1964 study is the widespread reported use of computerized time - phased
ordering approaches such as MRP
and DRP. With the development of
computerized systems this change
was to be expected. Computerized
time - phased ordering systems were
reported in over 72% of the manufacturing and in 48% of the nonmanufacturing respondents. In a 20 -year period, this type of in ven t ory
management system has received
widespread support and experienced
an evolution from a narrow focus on
exploding material requirements to a
business planning focus on integrating all functional units.
More than 85% of the respondents
indicated no plan to change their inventory management systems, undoubtedly reflecting the high financial
and organizational costs necessary to
make such changes — particularly so
for those who have already adopted
MRP and oth er comp ut eriz ed
systems.
Survey results indicate the subsystems of management information systems that are most frequently computerized include bill of materials,
materials requirement planning, master scheduling, cost accounting, general ledger accounting, and transaction history. Software programs for
these subsystems were reported
most frequently as designed in -house
on a modular basis.
Two methods of evaluating existing
inventory system effectiveness were
reported. One method relies on ratios
while th e oth er calcu alted d ollar
amounts. It seems that, based upon
an analysis of responses to the questionnaire, turnover ratios are the most
popular method of performance measurement while calculation of dollars
of obsolete inventory is the second
most popular tool. Each compares
actual data with standards derived primarily from past experience.
These new approaches are being
implemented without the development of supporting financial and accounting systems_ This fact has significant implications for management
accountants of the future.
u
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By Robert M. Filipski
The new overhead capitalization rules promulgated under the Tax Reform Act of 1986 have potentially significant implications for the financial
and cost accounting systems and practices of
many companies. As the keepers of these systems,
management accountants will ultimately be called
on by their company's tax department or tax pre parer to supply the information needed to conform with the new tax law.
It is imperative, therefore, that management accountants take immediate steps to evaluate the capabilities of their financial and cost accounting
systems and procedures for providing the additional information. Through this evaluation, the
modifications needed to comply with the law can
be identified and implemented in time to avoid a
major analytical effort at tax return time.
New Rules
The new capitalization rules can be segregated
into three categories affecting: manufacturers,
self- constructed assets, and wholesalers and
retailers.
Manufacturers now are required to capitalize
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overhead costs into inventory based on the current extended period long -term contract rules.
Specifically, certain costs previously expensed,
such as excess tax depreciation, must now be included in inventory. In addition, certain costs for
which capitalization was optional, depending on
financial statement treatment, must now be included in inventory. These include:
• Taxes other than state and local income taxes
(Treatment of federal income tax is not affected
by the 1986 Act);
• Financial statement depreciation /depletion;
• Rework labor, scrap, and spoilage;
• Factory administrative expenses and employee
benefits;
• Production officers' salary and insurance; and
• Bid costs on awarded contracts.
Self- constructed assets are now subject to the
same capitalization rules as extended period longterm contracts currently are. This requirement
could necessitate maintaining separate book and
tax gross asset values for self - constructed assets.
Wholesalers and retailers are now required to
capitalize a mach broader range of overhead costs
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Management accountants will be called on to supply the
into inventory than in the past, including
• Costs incident to purchasing inventory;
• Handling, processing, repackaging, assembly,
and loading and unloading shipments to retail
facilities;
• Cost of storing goods offsite; and
• General and administrative costs allocable to
these functions.
The extended period long -term contract rules
indentify the types of overhead costs generally required to be capitalized to include:
• Manufacturing administration;
• Personnel operations related to employees
whose labor costs are inventoriable;
• Purchasing operations;
• Mat eri al s han d l i n g an d wareh o u s i n g
operations;
• Accounting and data services operations related
to manufacturing activities;
• Data processing;
• Security services; and
• Legal costs related to manufacturing activities.
These rules further specify that direct allocation, Step - allocation, or other reasonable methods
of allocating service costs can be used and that a
single base or multiple allocation bases may be
used to allocate the various items of overhead. Finally, because the new Alternative Minimum Tax
(AMT) rules require the use of a depreciation
method potentially different than that used for
book and regular tax purposes, another set of inventory and cost of sales values may have to be
developed for the calculation of AMT income.
Implications for Accounting Systems and
Procedures
The type and degree of sophistication of cost
accounting policies, practices, and systems in use
today varies across industries and even among
companies within the same industry. As a result,
the impact of the new overhead capitalization
rules must be assessed on a company by company
basis by considering the factors within each company that will influence the magnitude of that impact, These factors and the implications they have
for your company's accounting systems and procedures include the following.
Overhead costs currently capitalized. If a company is currently capitalizing the overhead costs
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specified by the new legislation, the effect on its
cost accounting systems and practices will be lessened. However, adjustments to financial statement inventory and cost of sales for tax purposes
will still be required because excess tax depreciation cannot be capitalized for book reporting.
Companies that are not currently capitalizing the
additional costs must decide whether these costs
will now be included in inventory for book purposes. The matching of book and tax accounting,
on a going- forward basis, could minimize the impact on accounting systems. However, the financial statement and AMT consequences must be
considered.
Identifiability ofadditional costs within existing
systems. In order for a cost to be capitalized it
first must be identified within the existing accounting data. To the extent that the costs associated with capitalizable and noncapitalizable functions are co mb i n ed , id en ti ficat io n o f t h e
appropriate costs to include in inventory becomes
more difficult. For example, the labor and operating cost of the data processing function at a factory location may be captured and included in the
divisional or home office data processing department accounting data and reports. Or, as another
example, each member of an engineering department may spend a portion of his or her time in
support of manufacturing activities and a portion
in R & D activities. Cost identification can have
far - reaching implications because an organization's costs are captured using a number of financial systems including general ledger, payroll, accounts payable, work o rder, fixed asset, and
materials management.
If current systems and procedures do not capture costs in sufficient detail, a finer classification
must be instituted. This might involve adding cost
centers or account codes to the general ledger and
its supporting systems (payroll, accounts payable,
materials management, work order, fixed asset,
etc.). This issue, however, takes on greater significance if one or more of the accounting systems is
being used at full capacity. In that case, any further breakdown of accounting data requires an expansion of classification code fields within the system. If system modifications are not feasible in the
short run, an analytical approach to cost identification must be developed that will provide a rational separation of capitalizable and noncapitalizable costs.
Complexity of current overhead allocation methods. A company's current methods for allocating
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information needed to conform to the new tax law.
overhead costs carry significant weight in evaluating the acceptability of the methods chosen for allocating the additional items. For example, the
IRS could deem unacceptable an allocation of the
book /tax depreciation difference using a single
burden rate if the company's current method for
allocating book depreciation involves determining
a separate burden rate for each cost center or
work center. Thus, the more complex the current
methods are — multiple pools and bases vs. single
pool and base; or reciprocal or step -down vs. direct —the greater will be the impact of the new
law.
This consideration may hold further consequence if meaningful allocation bases for the additional items are not readily available. For example, data processing costs are more appropriately
allocated to user departments based on some combination of computer time, storage space, and peripheral equipment usage rather than being allocated directly to product based on direct labor
hours or costs. This data may not have been captured for each user department in the past and
may, therefore, be difficult to identify. Here again,
a rational approach for allocating these costs may
have to be developed if a method for capturing the
appropriate statistics cannot be feasibly instituted
in the short run.
Degree of automation of overhead allocation and
cost accounting systems To the extent that the allocation of overhead is automated, the systems
impact of the tax changes will be greater. Sophisticated overhead allocation systems that link the
general ledger with a product cost development
system or an inventory accounting system may require significant updating in order to accommodate the additional items of overhead. The allocation algorithms in these systems must be modified
to retrieve and distribute the additional costs and
this information must be stored separately to
avoid distorting the financial statement inventory
and cost of sales values.
A related issue is the extent to which product
cost development (either standard or actual) is
automated and the type of system in place. State of -the -art cost development systems can maintain
a multitude of different costs for each item and,
therefore, could easily satisfy the additional needs
created by the tax act. However, "multiple- cost"
type cost systems installed in the last 10 years or
so may be limited to three or four different costs
for each item. Companies that depend on their
current "multiple- cost" type systems to satisfy tax
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reporting requirements, and those that will now
need "multiple- cost" capabilities, may have to implement significant modifications to meet the new
requirements.
Finally, the type of inventory valuation system
in use must be considered in light of the new tax
law, not only from a going - forward standpoint but
also in terms of the need to restate the 12/31/86
(or fiscal year -end) inventory balances. For example, companies using a system for valuing yearend inventory on a FIFO basis, which develops
the overhead portion of product cost by matching
the most recent overhead incurred to the most recent production comprising the ending inventory,
may have to make modifications to that system.
Degree of integration of decentralized computer
systems. The degree of centralization or decentralization of a company's computer systems can be a
factor in evaluating the impact of the tax act. Assume, for example, a factory location has its own
computer that is not linked with the home office
computer and all cost accounting is performed on
the factory computer. Any of the newly capitalizable costs that reside in the home office system
must now be integrated into the factory systems.
Depending on the complexity of the factory systems, this effort could range from simple "spreadsheet" adjustments to system modifications in order to facilitate entry of the home office costs.
Take Immediate Action
Determination of how the Tax Reform Act's
new capitalization rules will affect your company,
and your solutions for compliance should be made
as soon as possible. Although the 1987 tax return
is not filed until 1988, the information required
for that return must be captured beginning with
the first day of the tax year (January 1, 1987,for
calendar year taxpayers). What might have been
handled with a minor system or procedure change
at the beginning of the year could require a major
analytical effort at tax reporting time if the opportunity for immediate action is foregone.
One final point brings us back to one of management accounting's basic tenets. That is, a cost/benefit evaluation of proposed alternative solutions
must not be disregarded. This is especially important for companies that have a very high rate of
inventory turnover. Very often, we can get caught
up in developing solutions that are technically gratifying, while losing sight of the real objective. The
cost/benefit analysis is our way of putting those alternative solutions in proper perspective.
O
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By W. Keith Schilit
Are you ready to start your own business but not
sure where to get the money? Is your company
operating now but in need of some additional financing? Are you advising a small business person
who is in a similar predicament?
The two basic sources to explore are equity financing and debt financing. Equity funding —
funding a venture in exchange for part ownership— has become increasingly popular with new
and existing businesses in recent years. Others opt
for debt financing — obtaining a loan from a bank
or other source.
Equity financing gives you the necessary cash
to begin or expand operations without putting the
company severely into debt, which also reduces
the likelihood of problems because of undercapetalization. Equity financing also dilutes your ownership. Remember: the greater the amount of equity others have in your business, the more you
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are working for someone else, and, presumably,
you began the business partly to be your own
boss.
Debt financing provides you with the necessary
leverage to begin operations and enables you to
maintain ownership. Using too much debt financing, however, could result in severe cash flow
problems. Therefore, you should combine the
types of financing into the most workable plan of
action for you and your company.

The Equity Business
All kinds of equity funding sources are available, ranging from friends and relatives to venture
capital firms to investment banking firms to corporations to banks. Informal sources, such as
friends, potential customers, or private investors,
generally can lend up to $100,000.
Where additional funding is needed, you'll
probably need to call on more formal sources,
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such as private placement of stock through investors or investment companies or through a public
stock offering. No matter what sources you find,
they will want an adequate return on their investment and assurance that you have a long -range
plan for your business, not just a dream or vision.
After all, your business is their business, so they
want to make sure you are worth the risk.
A company may place its stock privately if
there are no more than 35 purchasers of the stock
in any consecutive 12 -month period, the issuer has
good reason to believe that each investor has the
ability to evaluate the risk of the investment, each
investor has access to the same information, the
purchasers are not underwriters who will resell
the stock, there is no general advertising of the offering, and the securities are sold through direct
communication between the issuer and purchaser.
A limited amount of capital called "seed capital" is available to finance new ventures or merely
new ideas, while other capital is available to finance businesses with some operating history.
(For a rundown on the sources of equity funding,
see the sidebar titled "Sources of Funding. ")
If you choose to raise capital through a public
stock offering, you should be aware that the costs
of underwriting fees, legal fees, audits, prospects,
and s o forth can be as much as 20% of the
amount raised. In addition, the terms of the public
offering as reflected by its valuation are generally
more attractive for mature companies than for
start -up companies. During "bull" markets, however, small companies can raise large amounts of
cash by an initial public offering. Numerous entrepreneurs have realized paper profits in the hundreds of millions of dollars in their personal investment in their company at the time of a public
offering.
Small businesses should be wary of going public. One successful small businessman says the
only reason to go public is if you need money to
finance a specific project. His company, which has
been financed basically through its earnings, is a
manufacturing company that has been able to realize record - breaking profits (despite a poor economy) while remaining private and without taking
out additional debt. This case is not the norm,
however.
How to Obtain Venture Capital
The venture business is risky. Only a limited
number of ventures provide significant returns, so
venture capitalists set rigorous standards in evaluating business proposals. They reject more than
90% because of the nature of the product or service, the quality of the venture business, the capabilities of management, or the preparation of the
proposal itself. They use four guidelines when
they evaluate a proposal:
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• S ize of Proposal: Generally, proposals that are
accepted are in the range of $250,000 to $2 million. The costs of investigating new ventures —
several thousand dollars per venture proposal —
mak e it proh i bi t ive t o eval u at e small er
proposals.
• Management ofthe Company: Venture capitalists look for experienced managers who can
work together as a managerial team. The management team should have demonstrated competence in each of the critical functional areas— marketing, finance, product design,
production, control, and personnel.
• Maturity of the Company: Venture capitalists
usually will fund only companies with some operating history although the new venture
doesn't have to be operating profitably.
• Competitive Advantage: Venture capitalists always are looking for that "something extra" in
a firm that will give it a decided advantage over
its competitors —a new product feature, a cost
advantage, technical competence, or similar
characteristics.
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In addition, venture capitalists prefer to invest
in businesses that have been referred to them by
other companies in which they have invested.
Thus, you or other owners can enhance the likelihood of obtaining funding by establishing links
with business people currently being funded by
venture capital firms.
Venture capitalists reject more than 80% of the
preliminary proposals within a few hours after
they receive them. If a proposal passes the initial
screening, then the evaluators ask for a formal
written business plan. A large percentage of those
plans are rejected. Further rejections are made on
the basis of a subsequent oral presentation. A final
evaluation occurs two to three months after the
oral presentation when the venture capitalists
have discussed the business with experts in the
field as well as with suppliers, customers, and
competitors of the new business. As you can see,
the likelihood of obtaining venture capital funding
is rather slim. Only about 1 % or 2% of all ventures will be accepted.
Developing a Good Proposal
One of your most important steps is preparing a
formal written proposal —in reality a business
plan. A proper plan should contain: your purpose
and objectives; description of product or service;
brief history of the company including backgrounds of employees, description of projects, and
the like; characteristics of your market segment,
plans for reaching the segment, and other marketing information; and what you consider your competitive advantages. The plan also must include
names of principal suppliers and customers; finan51

SourcesofFunding
Seed Capital Firms
Some of the major seed capital companies, with at least $10 million of capital raised over the past two years, are Primus Capital
Fund, Cleveland; Southern California Ventures, Culver City, Calif.;
Cross Point Venture Partners, Palo Alto, Calif; Aegis Fund, Boston; Alpha Partners, Menlo Park, Calif.; The Seed Co., Malveme,
Pa.; and Northern Carolina Seed Fund, Winston - Salem, N.C.
Other Equity Investors
There are several other sources of equity funding, most which
finance businesses with some operating history. On occasion, they
even will finance start -ups. They are: venture capital firms, investment banking firms, insurance companies, large corporations,
Small Business Investment Companies (SBICs), Minority Enterprise Small Business Investments Companies (MESBICs), banks,
and accounting firms.
VENTURE CAPITAL FIRMS

Venture capital is a pool of equity capital that is managed professionally. Venture capital firms generally include institutional investors as well as traditional partnerships established by wealthy families to manage a portion of their funds aggressively. These sources
usually will make investments under $2 million.
Some of the notable venture capital companies include: Brentwood Associates, Los Angeles; DSV Associates, Princeton, N.J.;
Mayfield Fund, Menlo Park, Calif.; Sutter Hill Ventures, Palo
Alto, Calif.; Greylock Management Corp., Boston; The Palmer Organization, Boston; Sprout Group, New York; and WestVen, San
Francisco.
Many entrepreneurs have begun to make contact with venture
capitalists at venture capital fairs. The fairs, which are conducted
throughout the nation, but especially in areas with high growth in
new ventures such as San Francisco, Boston, Atlanta, and Dallas,
enable owners of fledgling companies to make proposals to investors. The most notable fair is sponsored by the American Electronics Assn. in Monterey, Calif. Thanks to a screening process, only
the most qualified new ventures are invited to attend this fair.
A biannual directory of venture capital sources, called Guide to
Venture Capital Sources, provides information on the size of investments, types of industries, and locations of venture companies.
Published by Capital Publishing Corp. in Wellesley, Mass., it can
be used as a good starting point in screening potential venture capital sources. Capital Publishing Corp. also publishes Venture Capital
Journal, another valuable source of information on venture capital.
Venture magazine also prepares a biannual directory of venture
capital sources. It can be obtained by contacting Venture magazine,
35 West 45th St., New York, N.Y. 10036, (212) 840 -5580.
Two associations provide valuable information on venture capital. They are: Western Association of Venture Capitalists, 3000
Sand Hill Road, Building 2, Suite 260, Menlo Park, Calif. 94025,
(415) 854 -1322 (serves the western half of the nation), and National
Venture Capital Association, 2030 M St, NW, Suite 403, Washington, D.C. 20036, (202) 659 -5756.
INVESTMENT BANKING FIRMS

Some of the larger investment banking firms that provide venture
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vial statements projected for three to five years; a
discussion of your proposed financing, such as
amoun t of money needed and purpose of the
funds; notes on your capitalization, including list
of shareholders, amount of money already invested in company, percent of debt to equity; biographical sketches of key individuals; and anticipated problems and critical risks.
After carefully screening the written business
plan, venture capital firms then ask top management to make an oral presentation, usually a summary of the key features of the written plan. At
that same session, all members of your management team should be prepared to answer questions asked by the investors.
The investors will be interested in determining
if your management team has- the capability to
make critical decisions and to funct ion as a
"team." They will be particularly interested in determining the expertise key executives have in finance, marketing, and, perhaps, production. In
addition, venture capitalists usually insist that all
key managers be owners of the company in order
to foster the necessary teamwork to stimulate
growth.
Negotiating the Venture Agreement
Once a proposal has been accepted by a venture
capital firm, top management meets with the investors to negotiate the final financing agreement
and to make compromises on ownership, control,
and financial objectives. Remember: Venture capital is not a "free loan." Several sacrifices must be
made in order to obtain it.
For example, ownership can range from 10%
for established, profitable companies, to 90% for
beginning or financially troubled firms. Most venture capitalists, however, do not want to own
more than 50% of the business in order to ensure
that the firm is managed as an entrepreneurial
concern by its current managers.
Operating control generally remains in the
hands of the management team, although the venture capitalists usually ask for representation (occasionally, major representation) on the company's board of directors in order to have some
input in important strategic decisions that may alter the company's direction.
Venture capitalists realize their profits by providing for a stock buy -back or by arranging for a
public stock offering within five to seven years of
their investment. These provisions are discussed
when you negotiate the long -term financial
objectives.
Although the terms of the venture agreement
can be negotiated, it is essential for your company
to maint ain a mutually beneficial relationship
with the venture capital firms. Specifically, venture capitalists should be able to put your business
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in contact with suppliers, customers, and bankers
and to assist you in recruiting experienced managers. If the relationship is adversarial and lacks
genuine sharing between the two parties involved,
then it's advisable to seek funding elsewhere.
At the same time, you and other top managers
should check out the success of the venture firm
before accepting an offer. In addition, you should
seek funding from several firms and compare their
proposals before making a decision.
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INSURANCE COMPANIES
Allstate Insurance Co., Equitable Life Assurance Society, and
Prudential Insuranc e Co. have funded several n ew ventur es in recent years.
LARGE CORPORATIONS
Corporate venture groups often are an attractive source of capital
because they can inves t $10420 m illion in s om e ventures. Several
have started divisions or subsidiaries for just this purpose: General
Electric Venture Capital Corp., Fairfield, Conn.; Am erican Research a nd Deve lopm ent [A R D ] (a divis ion of Textron), Boston;
Lubrizol Enterprises, Wickliffe, Ohio.
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Choosing Debt Financing
Sm all b u sin ess o wn ers wh o h ave h ad th e m o st
success with d ebt fu nd in g h ave b een the on es wh o
have plan n ed effectively fo r th eir bu sin esses.
Thus, if yo u o r so m eo n e yo u are advising n eed s a
loan to start a b u sin ess or to get a b usin ess go in g
in th e righ t d irec tio n , it is e ssen t ial to se t go als,
develop cash -flow pro jection s an d bu d gets, forecast revenu es an d earn in gs, evalu ate th e strength s
and weaknesses o f th e business, assess en viron m enta l o p p o rt u n ities a n d t h rea ts, a n d d eter m in e
how the stren gth s can b e u sed to cap tu re th e o p portunities an d to avoid th e th reats facin g th e
business.
Before lo an o fficers will len d mo n ey to a b u siness, they mu st b e satisfied with an s wer s t o t h e
following q uestio ns:
0 What so rt o f p erso n is th e pro sp ective b o rro wMANAGEMENT ACCOUNTING /FEBRUARY 1987

SMALL BUSINESS INVESTMENT COMPANIES (SBIC)
AND MINORITY ENTERPRISE SMALL BUSINESS
INVESTMENT COMPANIES (MESBIC)
These groups are licensed by the Sm all Business Adm inistration
and may provide m anagem ent assistance as well as capital to sm all
businesses. When dealing with an SBIC or an MESBIC, you should
determ ine if it is interested prim arily in an equity position as venture capital or m erely in long -term lending on a fully secured basis.
There are several hundred SBICs in this country, m ost of which
are found in New York, California, Texas, Con necticut, and Massachusetts. Some SBICs specialize in specific industry groups, such
as high technology or health care, while others provide funding for
all types of ventures. SBICs usually fund businesses with a f ew
years of operating experience.
A com plete list of SBICs with their investm ent preferen ces and
their capitalization is available from National Association of Sm all
Business Investm ent Com panies, 618 Washington Bldg., Washington, D.C. 20005, (202) 638 -3411.
About 100 Minority Enterprise Sm all Business Investm ent Com panies (MESBICs) provide funding to businesses owned by racial
minorities. For m ore inform ation on MESBICs, contact: Am erican
Association of M ino r it y Enterprise Sm all Business Investm ent
Companies, 1413 K St ., NW, W ashingto n, D.C. 20005, (202) 3478600.
BANKS
Banks have begun funding new ventures through equity financing rather than m erely through debt financing. Currently, there are
about 70 ban ks that have venture capital subsidiaries. Although
large banks such as BankAm erica have been funding new ventures
through equity financing for years, sm aller regional banks such as
Suburban Trust of Bethesda, Md., have turned to the venture capital business.
ACCOUNTING FIRMS
Many business owners receive financial backing from accounting
firms. In addition to financial support, often in t he f orm of s eed
money, accounting firms have provided im portant introductions to
venture capitalists and investm ent bankers, assistance in preparing
business plans and financial projections, evaluations of ca pit al
needs, and screening and negotiating of deals.
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er? Your character precedes your ability to
manage the business.
• What is the borrower going to do with the money? The answer to this question will determine
the type of loan, short- or long -term. Money to
be used for the purchase of seasonal inventory
will require quicker payment than money used
to buy fixed assets,
• When and how does the borrower plan to pay it
back? The loan officer's judgment of your business ability and the type of loan will be a deciding factor in the answer to these questions.
• Is the cushion in the loan large enough? In other words, does the amount requested make suitable allowance for unexpected developments?
The loan officer decides this question on the basis of your or your client's financial statements,
which set forth the conditions of the loan and of
the collateral pledged.
The answers to these questions should be found
in your comprehensive business plan, which must
include the appropriate financial statements. The
loan officer will determine your financial position
based largely on the company's earnings statement and balance sheet. The lender will be particularly interested in general information, such as
record of revenues and earnings, projected earnings, salaries of owners, and tax situation; and receivables and payables such as accounts receivable
turnover, percentage of total accounts owed by
the largest account, reserve for doubtful accounts,
condition of payables, and ratio of debt to net
worth. The lender also will look at inventory
items such as need for markdowns, amount ofraw
material vs. work in process vs. finished goods,
and obsolescence; and fixed asset factors such as
condition of equipment, depreciation policy, and
plans for additional purchases.
You also must have some type of collateral to
back up the loan. Securities that are used for collateral include endorsers or co- signers, accounts
receivable, warehouse receipts, savings and stocks
and bonds, life insurance, assigned leases, and real
estate.
Building a Relationship with a Banker
The worst time for you to ask for a loan is when
you need it. By that ti me, it 's oft en too late.
Therefore, develop a good business relationship
with a banker as early as possible. Avoid choosing
one who is near retirement, or you probably will
lose your rapport with the bank when the banker
leaves. Also, don't choose a stand -out banker that
is "on the move up" because your relationship
with the bank could dwindle if the banker is either
promoted or accepts a better position at another
bank. The ideal solution is to get to know more
than one.
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After you have selected your banker, invite him
or her to visit your facility, making sure it is shipshape. A dirty plant or office or restaurant may be
suggestive of inept management.
You also must learn what is important to your
loan officer. Most need and love financial statements. Thus, your or your client should bring the
appropriate quarterly pro forma statements when
seeking a loan. The more you have, the more difficult it will be for the banker to find out anything
about the assumptions that have been used to produce the statements.
Negotiate, Too
Loans are always negotiable. You can negotiate
the amount, the interest rate, the payment rate,
and so on. However, if you don't ask, don't expect
the loan officer to stray from the existing lending
policy. One of the best times for you or your client
to negotiate with a banker is when you have run
out offunds but the project has not been completed. In such a situation, bankers are more likely to
overcome their reluctance to "throw bad money
after good money" than to foreclose the deal because foreclosures will look bad for the lending officer and will hurt the bank's earnings.
Although negotiation is advisable, it is unwise
to haggle too much over interest rates, especially
for a percentage point or less. This can hurt your
relationship with your banker in the long run.
One last note: Use more than one banker. This
policy may enable you to get better terms on a
loan and will enable you to increase the leverage
for your business.
Obvious —But Necessary
Although some of these suggestions may seem
basic, rememb er that when start ing yo ur own
business, you don't want details to slip through
the cracks. Plan for capital requirements, and balance debt and equity. Do not overrely on one
source of funding. Maintain a liquid position by
avoiding excessive fixed assets, avoiding excessive
inventories, and maintaining adequate working
capital. Do not seek more funding than you need.
It often is extremely difficult for a business —
especially a new business —to obtain the desired
funding. To improve your chances, you must invest adequate time to plan your financial position
and financial needs. You must demonstrate to investors that you are a competent manager and
that you have a potential edge over your competitors. You must prepare cash budgets, projected
earnings statements and balance sheets, and projectio ns for capi tal eq uip men t for up to fi ve
years —in essence, a business plan. While preparing these statements will not guarantee that you'll
receive the funding, not preparing them probably
will guarantee that you won't.
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Miller Comprehensive GAAP Guider"
by Martin A. Miller
Contains a complete restatement —in plain English —of every promulgated generally accepted accounting principle in use, plus FASB Technical Bulletins and Interpretations and essential nonpromulgated accounting principles. Includes a discussion of FASB Statements 87 and 88, dealing with the controversial issue of
pension accounting. Topically organized, cross - referenced, indexed. $29, softcover;
$37, hardcover; 10% off sets of any two —or all three — Miller Accounting Guides.

Miller Comprehensive GARS Guide'
by Martin A. Miller and Larry P. Bailey
Restates and analyzes gene rally acc epted auditing st andards, including Statements, Int erpretations, and other material issued by the AICPA. Cont ains sections on tax responsibilities, legal liability, and management advisory services,
plus new chapters on attestation engagements, prospective financial information,
and audits of credit uni ons and governmental units. $32, softcover; $42,
hardcover; 10% off sets of any two —or all three — Miller Accounting Guides.

Miller Comprehensive Governmental GAAP Guide r"
(the Gvt -GAAP Guide) by Larry P. Bailey
Covers all promulgated pronouncements of the NCGA and the GASB, plus AICPA
Accounting and Auditing Guides and SOPs applying to state and local governments. Also discusses nonprofit governmental units. Special features include observation paragraphs highlighting important data, bibliographies of official
sources, and an appendix illustrating an annual financial report. $35, softcover;
$45, hardcover; 10% off sets of any two —or all three —Miller Accounting Guides,

Miller Accounting Updates"
Call our toll-free number for information about our Update Services, which offer up -to- the - minute
bulletins containing technical analyses of officially promulgated GAAP and Governmental GAAP.

TOLL
FREE

CA and AK call collect
1=800-5434918 In619-699-6335

Circle number 10 on reply card.

MAP CommitteeIssues SMA4F,
'Allocation of Information Systems Costs'

Preface

T

HE E XPLOSIVE GR OWTH IN VARIED MAN agement information systems and their accompanying
costs is a reality of today's business. The Management Accounting Practices Committee of the National Association of
Accountants has authorized publication of Statement on
Management Accounting No. 4F, "Allocation of Information
Systems Costs," to help financial managers, accountants, and
other business executives control these costs and fulfill related
managerial responsibilities.
This Statement is one of a series on allocation of costs,
which includes Statement 413, "Allocation of Service and Administrative Costs," and SMAs currently being developed on
allocating the cost of capital and accounting for indirect production costs.
Louis Bisgay
Director
Management Accounting Practices
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Introduction
1. The allocation of information systems costs is of concern
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to operating executives as well as to management accountants. This concern stems from the substantial and growing nature of the costs that are often involved and their
impact on segment profitability, product cost determination, and cost -type contract pricing.
2. This Statement is intended to help management accountants deal with specific issues associated with the allocation of these costs to internal users. It expands upon
Statement on Management Accounting (SMA) No. 413,
"Allocation of Service and Administrative Costs." It discusses the elements of information systems costs, conceptual considerations, advantages and disadvantages of allocation, reasons for allocation, allocation methods, and
pricing alternatives. A bibliography also is included.
3. There are three general types of cost construction: full
costs, responsibility costs, and differential costs (see SMA
413 for a description of these concepts). Costs should be
allocated for full costing and may be allocated for responsibility accounting purposes, but for differential costing
the only relevant costs are those future costs that relate to
the specific alternatives being considered. The term allocation in this Statement refers primarily to allocations for
responsibility accounting purposes.
4. For purposes of responsibility accounting:
a. Allocation should be applied where appropriate, generally by employing predetermined or standard rates
or amounts, because business unit managers should
not be held responsible for variances in certain shared
service and administrative costs not traceable to their
actions.
b. Allocated expenses should be separated from nonallocated expenses in order to focus the cost object manager's attention on the costs that he or she can control
directly.
5. Information systems cost control is enhanced if controllaMANAGEMENT ACCOUNTING/ FEBRUARY 1987

ble information systems costs are charged to users on a
predetermined or standard cost basis for responsibility
accounting purposes. There are several appropriate methods for accounting for such allocations. A summary of
recommendations may be found in paragraphs 25 -28.

Responsibility Accounting Considerations
12. The decision to allocate information systems costs to users is a management accounting decision and depends on
the concepts employed and the facts and circumstances of
each case. Some advantages of allocation to users are:

Elements of Information Systems Costs
6. There are three types of information systems costs: systems development costs, operating costs, and software
maintenance costs. Systems development includes feasibility analysis, conceptual and detail design, coding, testing, training, and maintenance, all of which are involved
when a new system or application is developed. Operating costs are the payroll and expenses incurred in the
day -to -day operation of the data processing facility. They
include the use of hardware, software, and telecommunications resources. Software maintenance includes monitoring of the updating cycle to assure that all valid transactions are processed properly, that corrections to invalid
transactions are expedited, and that new procedures are
designed, tested, and used.
7 Hardware consists of the physical equipment that can be
located in an information systems department or in a user's area. If the hardware is used by one user exclusively,
all costs of the hardware, including depreciation and operating costs, are assigned to that user, If the hardware is
shared by more than one user, these costs should be allocated to those users on an appropriate basis.
8 Systems software makes the hardware usable. It usually is
provided by the equipment manufacturer in the case of
mainframes and minicomputers. It sometimes is provided
by the manufacturer of a microcomputer. Where systems
software is included with the equipment, it is said to be
bundled with the hardware. When it is a separate cost
item, it is said to be unbundled. The cost of systems software should be assigned or allocated to the users in the
same manner as hardware costs.
9 Applications software usually is either purchased from
outside vendors or written by or for a particular user.
Whether costs of software for use internally are capitalized or expensed, the costs or amortization should be assigned to a user if the software was written specifically for
that user.
10. Telecommunications hardware includes terminals, modems, multiplexers, and other similar equipment. Operating costs depend upon the location of various pieces of
hardware and the type of communication link used. The
communication link is the transmission medium over
which the message is sent.
In a centralized information systems facility, all data
must pass from the user directly to the information systems department. If the user sends input forms directly to
the information systems department for entry into the
system, the communications costs will consist totally of
the transportation costs of the input forms. However, if
input is performed by the user, then the communications
costs will include the connect time and cost of the communications link in addition to the cost of the hardware
and software.
MANAGEMENT ACCOUNTING/ FEBRUARY 1987

a. It increases user involvement. Allocation to users for
information systems services causes managers to monitor their usage of information systems services and
to discuss alternative solutions with the information
systems department manager.
b. It encourages efficient operation and allocation of resources. Allocating information systems services encourages users to decide which services are worthwhile to use and how extensively they should be used.
It also motivates information systems managers to
monitor costs more closely because costs will be
scrutinized by users as well as by the accounting
and internal audit departments.
13. Although allocating information systems costs is an effective responsibility accounting tool and generally is recommended, there may be circumstances in which problems
arising from such allocations seem to outweigh the benefits. Some arguments that have been advanced for not
charging users for information systems services are:
a. Charging discourages development of new computer
applications and may create conflict between the information systems department and users. If a new application cannot be utilized by several users, its cost
must be borne by one or a few users. Charging full
costs in such situations may seem unfair to users and
may discourage them from using a new application.
b. The cost of determining the amount to charge may be
greater than the benefits to be derived from charging.
c. Charging involves systems resources that could be
used for other purposes.
d. The amount to be charged is not easy to determine,
and the procedure used to arrive at the charge may be
difficult to explain to users.
e. Charging for information systems services adds another layer of administrative detail to an already complex
accounting system.
The following section discusses several methods associated with the allocation of information systems costs.
Allocation Methods
14. The allocation to users for information systems services
may be based on a full cost construction or something
less than a full cost construction. The allocation also may
be based on cost plus an allowance or market price for an
appropriate return on investment (mark -up).
15. Full costing allocates all information systems costs to the
users. However, this method may discourage use of information systems services if rates are high as a result of
underutilized facilities.
16. Use of less than full costing encourages the full utilization
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of information systems facilities. This method is especially appropriate in the early phases of computerization.
However, it may lead to the overuse of facilities, thus creating bottlenecks and delays.
17. Cost plus profit allocation reflects the concept that the
information systems organization should seek to earn an
adequate return on the entity's tangible and intangible investments in its facilities.
18. Market price charging seeks to provide an arm's - length
price that would be paid for information systems services
if they were provided by outside services. However, this
price may be difficult to determine or may not exist.
19. The method selected should be appropriate and workable. Thus, the choice will depend on the organization,
goals, and stage of computerization of each entity.
Allocation Bases
20. Allocations may be made using different bases, depending on the costs involved and particular circumstances:
a. A labor -based charge (labor hours, labor costs)
may be appropriate in those situations in which labor
is a reasonable surrogate for total information system
costs. Examples of such situations include high levels
of systems development or systems maintenance.
b. A machine -based charge, or cen tral processing
unit (CPU) time, may be appropriate in those situations in which machine usage is a reasonable surrogate
for total information system costs. Examples of such
situations would include environments in which operations predominate and systems development and
maintenance are less significant.
c. A multiple -based charge, such as labo r and machine time, or additional factors, also may be deemed
appropriate. Such multiple factors are, however, more
difficult to develop and support and, thus, should be
considered carefully.
d. Allocated charges for recurring services such as
payroll, billing, general ledger accouting, and so on
may be fixed at the beginning of a period and reviewed
at specific intervals. This permits the user to know the
allocated charges and gives the provider the incentive
to meet the budgeted charges.
21 The amount allocated to users may be based upon a single rate for all services or multiple prices based upon the
services actually received by the users. The single- factor
approach is the easiest to implement and explain to users.
It is not always the most appropriate method to use.
22. A single- factor -based allocation is most appropriate when
the information system is unsophisticated and /or is used
primarily to process similar types of data. In this instance, the allocation can be based upon the amount of
time utilized by the user as shown in the following
algorithm:
Amount allocated to user = (Unit Rate) x (Time Used)
23. Multiple- factor allocation methods usually are more sat58

isfactory than single- factor methods in environments
built around mainframes or large minicomputers because
users are charged for the specific resources they consume.
All applications do not use the same amount of computer
time or computer resources. For example, an application
may require the availability of more input /output devices
than another application that takes approximately the
same amount of time to run. In this situation, the user of
the first application is utilizing more resources and therefore should pay more for them. It should be noted that
this method usually requires a sophisticated computer
operations and control system and is therefore more expensive than a single- factor method. In addition, multiple- factor methods often are difficult to explain to users.
24. A multiple- factor system is more appropriate in information system environments that involve a significant
amount of communications. The following algorithm, for
example, may be used to allocate communications costs:
Amount allocated to user = (Communications
Price x Usage) +
(Systems Price x Usage)
This is a simple example because it combines only two
factors, but the algorithm may be expanded to include
many more.
The following section contains summary recommendations reflective of the content of this Statement:
Summary of Recommendations
25. For responsibility accounting purposes, allocations
should be made to users for information systems services
that they receive. In most cases, a predetermined or standard rate should be used for this allocation.
26. When management wants to encourage the use of a new
system and when the benefits of allocating information
systems costs are outweighed by the costs of this allocation, not allocating information systems costs may be
desirable.
27. Full costing, less than full costing, cost plus profit, or
market pricing methods may be used, depending on the
entity's organization, goals, and stage of computerization.
28. The amount allocated should be determined by using the
single- or multi- factor algorithm appropriate for the
circumstances.
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Accounting
Education
44 "
too often seem to have more pressing
demands.
Student recruitment has been one
way that industry has been visible on
campus. We recommend that companies send their senior managerial accounting personnel to recruit rather
than delegating this responsibility to the
personnel or human resources department. If these senior level recruiters
meet with faculty when they are on
campus, stronger ties will be developed
between the faculty and executives.
In addition to working with faculty
and taking an active role in college activities, companies should join together
to influence the accreditation process.
The accounting curriculum of all accredited business programs is largely
dictated by the American Assembly of
Co l legiat e Sch oo ls of Business
(AACSB). If there is a lack of manage-

ment- oriented and interdisciplinary
courses in accounting programs, it is in
part the result of the AACSB's recommendations. Management accounting
executives should become active members of the various accounting organization, such as the NAA, FEI, IIA, and
AAA, to ensure there is a local and national agenda to change the current situation and call for the course changes
that are needed.
We have intentionally avoided recommending specific changes to current
accounting curricula. Rather, our intent
is to share some of our observations on
how the business community and academe can work together to improve the
education of tomorrow's management
accountants.
❑
James Emore, DBA, is assistant professor ofaccounting at the University of Akron. He is a member of the Akron Summit Chapter of NAA.
James Cress, DBA, CPA, is associate
professor ofaccounting at the University
of Akron.

Taxes
10"
avoid the underpayment penalty by paying 100% of last year's tax liability. Furthermore, if the tax liability is less than
$500, no estimated taxes are required.
The first quarterly payment to be affected by the 90% guideline will be April 15,
1987❑—the❑due❑date❑of❑the❑first❑estimated
payment for the 1987 tax year.
The Omnibus Budget Reconciliation
Act of 1986 includes an increase in two
tax penalties effective for penalties assessed after October 21, 1986, regardless
of when the failure occured. First, the
penalty for failure to deposit certain
taxes as required under the federal tax
depository system is increased from 5%
to 10 %n of the amount not deposited as
required. This penalty applies to among
others, the following tax forms: Employer's Quarterly Federal Tax Return,
Employer's Annual Federal Unemployment Tax Return (FUTA), Quarterly
Federal Excise Tax Return, U.S. Corporation Tax Return, Exempt Organiza-
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tion Business Income Tax Return, and
U.S. Annual Return of Income Tax
Paid at Source.
The second penalty increase included
in the 1986 Budget Act effectively
amends a similar provision included in
the Tax Reform Act. A penalty is imposed on a taxpayer for a "substantial
understatement" of tax. A substantial
understatement is more than 10% of
the correct tax liability or more than
$5,000, whichever is greater. The Tax
Act increased the penalty from 10% to
20 %, but the Budget Act increased the
penalty to 25 %. Note that there is some
controversy as to whether the higher
25% penalty can be applied after 1986
because the Tax Act was signed into law
on October 22, 1986, one day after the
Budget Act.
With respect to tax shelters, the 1986
Tax Act imposes and increases interest

and penalties effective for returns filed
after October 22, 1986. The increased
penalties include a $250 (up from $50)
penalty for investors who fail to report
the shelter registration number on their
income tax return and a maximum
$100,000 (up from $50,000) penalty for
shelter organizers who fail to maintain a
list of investors in a potentially abusive
tax shelter.
The new law also increases the penalty for failure to either pay the tax shown
or required to be shown on a taxpayer's
return from 1/2% to 1% per month. In
addition, prior law allowed taxpayers to
reduce the penalty of failure to pay tax
by the penalty imposed for failure to file
a return. For amounts assessed after
1986, taxpayers will have to pay both
penalties, where applicable, and will be
unable to offset one penalty against
another.

Tax Special
The Research Institute of America, one of the country's three leading tax research publishing organizations, has just developed a two- and- one -half hour videotape on the 1986 Tax Reform Act. Presented by some of the leading tax experts on the RIA staff, the material is divided into seven sections, each of which
stands on its own, and covers such subjects as real estate, alternative minimum
tax, travel and entertainment expense, taxable years for partnerships, and passive losses.
While designed primarily as an overview of the tax act for professionals in
public accounting and tax consulting, the material also is appropriate for most
management accountants. In each section, a moderator, Jan Hopkins, interviews
the relevant RIA tax attorney. This give- and -take format, familiar to viewers of
the NAA video network, avoids the monotony of listening to a single speaker.
The video production was developed by the Center for Video Education, a
group working with NAA to produce its Accountants Television Network and
rioted for the high quality of its technical productions.
This program qualifies for a minimum of four hours of continuing professional education when handled on a group training basis. It might be more realistic,
however, to plan on spending a total of six hours to cover the material thoroughly. A discussion leader guide is provided, and the program's unique use of
graphics makes the videotape an effective means of education. Management accountants will find this type of communication much better than trying to read
this tax material from a handbook. While the overview is comprehensive, it does
not go into nearly as much detail as another more comprehensive video program
RIA has developed. The more comprehensive program, which provides 24 hours
of CPE and sells for $295, will be reviewed next month.
NAA members who are interested in acquiring the tax reform video briefing
for $195 can obtain complete information by contacting the Research Institute
of America, 111 Radio Circle, Mount Kisco, N.Y. 10549, (914) 241 -7500.
Alfred M. King, Managing Director
Professional Services
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Computers
8 "
special reporting needs, this could be a
very powerful tool.
The general ledger module is required
before any of the other modules can be
used. Be advised that the transactions
for all modules are stored in one file,
which means that if the accounts payable transactions are damaged, payroll
transactions also could be damaged. I
would be more comfortable with separate data files and frequent backups.
Generally, information from the last
transaction entered is shown as the next
entry is made. For example, the last
customer entered is displayed while the
next customer is being entered. Many
Champion field lengths are shorter than
normal, which can cause a bind on entering some addresses, names, and similar information.
If you want to use Champion support, buy a speaker phone. Then, while
waiting on the phone for a response,
you still can work. Champion includes
the least amount of free support with a
system purchase, so most of the support
calls probably are paying customers
who deserve better.
The Packages
General Ledger: Ten characters are
available for base general ledger numbers, and up to nine of these can be used
for departments or divisions. The flexibility to adapt to user needs is excellent.
Budget amounts are annual figures, and
there is no automatic allocation of accounts to others by percentage for general journal entries. Intercompany adjustments cannot be allocated and
posted automatically.
Debits and credits do not appear in
separate columns although journal entries are easy and a running balance is
available. The module doesn't have the
ability to retain and post recurring
entries.
Financial statements can show current period vs. year to date but not current period vs, budget or statements of
changes in financial position. The statements can be summary amounts with
supporting detailed schedules.
It would be helpful if a page break
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command could be issued as needed on
the schedules that list the support detail
for a summary set of financial statements. Then separate schedules could
be generated by functional area such as
manufacturing, sales, and so on without
resorting to cut and paste.
Accounts Payable: The system supports the accrual method of accounting.
When entering invoices or payments,
you can enter a purchase order number
and a comment for each general ledger
account distribution amount, but you
can't enter a comment for the invoice or
pull discount and terms from the vendor file. You can pay invoices by due
date, by vendor, or by invoice. Manual
checks cannot be posted to open invoices, and you cannot retain and post
recurring invoices.
A minor item is that the check -writing edit report lists one vendor per page
when printed.
Accounts Receivable: This module
will let a cash receipt be entered for a
given customer, not applied to any valid
invoice, and seemingly accept it as an
open credit. When posted, however, it is
posted to the appropriate GL accounts
but not to the customer's account, causing a discrepancy between the control
account and the detail.
Payroll: A fundamental reason for
having a computer is to handle the routine detail. In this goal, Champion payroll falls short. When the payroll is run,
each employee to be paid must be selected, whether salaried or hourly. The account numbers to debit for the wage expense must be en t ered . Th en any
deductions for insurance, savings plans,
and the like must be entered along with
their account numbers.
There is no reason for this nonsense.
Comput ers are p erfectly capab le of
keeping up with standard deductions
and the default account number to
which an employee should be expensed.
Payday should be a matter of choosing
what groups to pay, entering a few exceptions, the hours worked, and then
printing the checks.
Other modules available are inventory, job cost, and freeway (a report
writer and spread sheet interface).
Champion plans to have on -board help
in addition to its outstanding documentation. Then, as questions arise, you will
press a key, and a explanation of that

field will display on the screen. Also, a
multiuser Champion version is targeted
for early this year.
Accountmate Accounting Software
Installation was easy, and the information required during the process was
quite reasonable.
When any module is started, a graphic
menu is displayed with the following
choices: posting, maintenance, reports,
miscellaneous. -'his consistency among
modules and the presence of many other
features designed with a user in mind
makes operation of t he system very
smooth, fast, and almost intuitive. For
example, while entering vendor invoices,
there is an invoice whose vendor code
doesn't come to mind. Use a "T' and all
vendors on file will be displayed. If it is a
new vendor, then it can be added to the
vendor file while still in invoice entry.
The user interface is very well done.
The documentation is being revised,
and the new version is a definite improvement. The page headings might be
tied closer to the menu selections, and
the explanation for items such as new
vendor information should be under the
maintenance section rather than posting.
The most pressing need is for the user
to be able to enter range selections for reports. The diversity of the reports offered
is very good —but it is an all -or- nothing
proposition in many cases. For example,
the printed AP check register is for the
entire month. There is not a date selection to generate one just for the checks
written this week.
The Packages
General Ledger: Initially you enter a
valid account range for account types
such as current assets, sales, and so on.
When accounts need to be added, first
the type is selected, then the account is
entered. These account types are used to
generate the financial statements and are
used on other reports as well. During
journal entry, a warning is issued if a
credit entry is made to an account with a
normal debit balance.
Debits and credits appear in separate
columns, there is a running balance for
journal entries, you can retain and post
recurring entries, and it's very easy to
make an entry.
Accounts Payable: The vendors can be
classified by related groups with reports
$# 69
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PEP AT A GLANCE...

Keeping current is essential to your professional well- being.
The business environment in which you operate changes

SAN
FRANCISCO

daily; you owe it to yourself to know what those changes are
and how they will affect you and your company.
The courses shown can serve as the springboard to
broadening your knowledge of today's accounting problems

and how to deal with them.
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Cost Management Systems An Overview (CMS)
Installing a World Class Accounting System (WCA)
Introduction to Statistical Sampling for Accountants (ISS)
Lotus 1 -2.3: Intermediate /Advanced Applications and Introduction to Macros (MML)
Lotus 1 -2 -3Macros (MMM)
Tricks. Traps and Techniques of Financial Problem Solving Using Lotus 1 -2 -3 (TTT)
Using the Disk Operating System (DOS)
Introduction to dBase III (DBA)
Enhancing the Controller's Performance: How to Playon the Executive Team (ACS)
Controllership Responsibilities and Techniques (CRT)
Developing and Using Standard Costs (DSC)
Direct Costing Techniques: How to Evaluate Internal Performance (DCC)
Cost Allocations for Service Industries (AS])
Standard Costs for Process Industries (SPI)
Flexible Budgeting and Performance Reporting (FBP)
EffectiveCashManagement (ECM)
Economic Evaluation of Capital Expenditures (ECE)
CurrentFASB Issues: AOne -DayBriefing (FAB)
Financial Accounting Standards Update (FAS)
Strategic Planning (LRP)
Long Range Financial Forecasting: Theory and Practice (LRF)
Management and Control of Fixed Assets and Construction Accounting (CFA)
Pensions andDeferred Compensation(PDC)
Managerial Skills for Running an Accounting Department (MAF)

For information and registration
call toll free (840) 223-4545 1n New Jersey (201) 573 -6213
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Accounting Profession
The Management Accountant's
Role in World Business
By Harry A. Ha mmerly and Jac k Gray

Can American companies compete
with the Japanese? According to the
authors, management accountants
can develop the skills necessary to
become effective members of international management
No, 6350, 12 pp.
An Argument for
State Control of Accountants
By Annette Saarinen

The author believes that the regulation of accountancy is an appropriate
use of s tat e p ower, an d that t he
states should take the form of regulatory power rather than the permissive
form of just granting titles. The article
discusses the need for increased regulation and the potential and advantages of such regulation.
No. 6458, 13 pp.
Noncompete (Or Better Called
Client Sales) Agreements Are Workable
By Blane I). Clark

Noncompete agreements can be
workable and enforceable. The author explores the legalities of such
agreements, and explains how to set
them up.
No. 6336, 7 pp.
Government Influence and the
Accounting Profession
By John W. Atkinson

Governmental influence and control
in the accounting profession is changing as Congress determines what
course regulation of the industry will
64

take. The AICPA and some members
of Congress disagree in their views on
the need and justification for accounting regulation. The article discusses
the history of governmental involvement in accounting, current intervention, and the opposing opinions on
regulation. The author also offers an
evaluation of what the future holds for
the accounting industry.
No. 6659, 12 pp.
A Conceptual Framework from
the History of Accounting

ines recent developments in that field,
with particular attention to the GASB.
The author identifies some conceptual and practical issues being addressed by governmental accountants and explores their options.
No. 6505, 18 pp.
United States Securities and
Exchange Commission: Activities
of the Enforcement Division
In Fighting Corporations' Financial
Reporting Violations
By Laszlo J. Urmenyhazi

By Jeremy G. Cripps

The article offers an in -depth examination of the history of the accounting
profession from prehistoric times up
to the present. Generally accepted
accounting principles (GAAP) and different aspects and ideas of the profession are examined. The author explains ways in which history provides
a conceptual foundation that current
and future accountants may learn
from.
No. 6051, 23 pp.

The article provides an overview of
the activities of the Securities & Exchange Commission. It describes the
purpose of the Enforcement Division,
the most common violations, and how
the agency conducts its investigations. The author suggests ways the
SEC procedures may be improved.
No. 6153, 31 pp.

Management
The Scanlon Plan in Review
By Sharon Giertz

Finance
Ins and Outs for
Obtaining Bank Loans
By Gerard J. Wen

Commercial banks generally will provide funding for companies' needs
such as equipment purchases and
construction financing. The article
provides a general overview explaining how a company should approach
a bank in order to obtain such additional working capital.
No. 6373, 13 pp.

The Scanlon Plan is really not a
"plan" at all. It is a concept of management that uses a company -wide
bonus system to reward increases in
productivity or efficiency. The author
reviews the history of the plan and explains how it operates. Cases of success and failure of the plan are studied, as well as managem ent and
union attitudes toward it.
No. 6352, 16 pp.

Management Information
Systems

By James F. Mahone

Tax Preparation Software for
Individual Tax Returns:
A Survey and Evaluation for
Small CPA Firms with
In -house Microcomputers

The creation of the Governmental Accounting Standards Board opened a
new era for accountability and fiscal
management in the public sector of
the American economy. The article
describes the current governmental
accounting environment and exam-

A review of some of the tax software
packages for preparation of individual
tax returns. The article evaluates
goals in using in -house tax software,
characteristics of the CPA firm that affect software selection, criteria in that

Government
Governmental Financial Reporting,
Whither Goest Thou?

By Louis W. Petro and Amelia A. Whitebeck
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selection, and some of the specific
user functions available in tax packages today. The authors not only
summarize the features of 16 tax software packages on the market today,
but compare and evaluate the packages and offer their personal endorsement of several of those packages surveyed. All of the software
included in the survey had to be compatible with the IBM PC /XT systems,
but was not necessarily limited to
these systems.
No. 6104, 40 pp.
Computers in Management
By Laurie O'Neill

The article discusses the increasing
use of computers in management and
the variations of the techniques involved. The author explains the advantages of computer use in the field
of management and offers many examples of their successful employment at different corporations.
No. 6493, 12 pp.
The Role of the Accountant
in the Management of
Information Resources
By Lakshmi U. Tatikonda

The article explains why information
cost controls are necessary and provides guidelines for information management. The role of the managemen t ac c oun t ant in in form at ion
management is explained.
No. 6397, 18 pp.
The Accounting Profession:
French Style
By Laszlo J. Urmenyhazi

A more detailed explanation of standard operation costing and a number
of exhibits are presented.
No. 6608, 21 pp.

and information dealing with the financial aspects of such nonstudent
programs on college campuses.
No. 5441, 11 pp.

Costing Methodology in Transportation

Small Business

By Preston L. Richardson, Jr.

The various methods for determination of motor carrier services have not
been well documented or explained.
With deregulated motor carrier industry, management needs to have good
estimates of up -to -date costs and
how to apply these costs to determine profit or loss margins for individual shippers. The author explains how
management can develop, apply, and
enforce practical costing methods in
the transportation industry.
No. 6577, 28 pp.
That's Your Third Variance:
You Are Out
By Patrick J. Karr

The author shows how accounting
measures of performance can be applied to baseball. Standard cost accounting principles also can be used
to identify variances in quantity or efficiencies in baseball players.
No- 6520, 15 pp.
Accounting for Alternative Programs
on College and University Campuses
By Duane R. Milano and Dorothy J. Metcalf

College campuses provide the ideal
setting for activities and programs
such as seminars, conferences, and
concerts. The revenue from such programs can range from a few dollars to
thousands. The authors prepared a
study based on the need for research

This study examines the differences
between the accounting profession in
France and in the U.S.A. A comparison of accounting education, careers,
and the professional associations that
exist in the two countries is made.
No. 6470, 19 pp.

A Small Business Collection
Cycle Primer for Accountants
By Paul Grosso and Sheila M, Baniak

If creditors do not assertively pursue
their accounts receivable then they
will be paid haphazardly. Though few
businessmen will argue with this concept, many allow their customers to
dictate payment terms to them. The
article explains how the independent
accountant can help turn this situation
around by offering collection cycle
consulting. A collection cycle process
chart is included.
No. 6144, 13 pp.
SBA 503 Loan Program:
A Stepwise Procurement Approach
By J. Dennis Coates, Anthony P. Curatola,
Debra P. Salvadras

A small business owner in need of
capital for expansion often finds his
capital procurement options limited.
Unlike large corporations that have
access to a well- defined debt and equity market, the small -scale entrepreneur is constrained by his company's
existing line of bank credit. The solution to this problem may be an under publicized federal program known as
the Small Business Administration
(SBA) 503 Loan. The authors describe how to qualify for the SBA 503
Loan.
No. 6260, 16 pp.
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Performance Measurement,
Reporting, and Control
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By Douglas A. Sledge

The author briefly describes the advantages and disadvantages of the
three basic costing techniques: job
order, process, and operation costing.
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In the Library
Members may borrow the books listed in
this section by telephoning M. Redrick,
(201) 573 -6235.
Leveraged Acquisitions and Buyouts1986
Harvey E. Benjamin, Michael B. Goldberg, Practising Law Institute, 810 Seventh Ave., New York, N. Y. 10019, 1986,
435 pp. —While this book is presented
by and for lawyers, any financial manager who is involved in or contemplating a leveraged buyout should obtain a
copy. Presentations on the lender's perspective, the buyer's perspective, and
the selling company's perspective are
combined with a discussion of the investment banker's role and securities
law implications of leveraged buyouts.
Good material is presented on the tax
aspects for a leveraged buyout, but it
may be out of date with regard to certain information because the 1986 Tax
Reform Act was enacted after this material was developed. It still is an excellent volume, however, for anyone who
wants to "get up to speed" quickly.
Alfred M. King
A Guide to Financial
Statement Disclosures
Paul Munter and Thomas A. Ratcliffe,
Quorum Books, Greenwood Press, Inc.,
88 Post Road West, Westport, Conn.
06881, 273 pp.— Professors Munter and
Ratcliffe have written a comprehensive
overview of financial statement disclosures required by generally accepted accounting principles (GAAP). After describing the nature and development of
GAAP an d the basic financial statements, the authors examine in detail the
types of disclosures appropriate to the
components of financial statements and
identify th e so u rce o f t h e relevant
GAAP.
Chap ters cover working capital;
property, plant, and equipment; investments, intangible assets; long -term debt;
leases; pensions; income taxes; earnings
per share, segment reporting; supplemental information; and interim reporting. The descriptions are illustrated by
examples taken from actual financial reports of major companies, A bibliogra66

Miriam Redrick and Stan Stec, Editors

phy features literature pertinent to each
type of disclosure.
The authors have done an excellent
job in bringing together in a clear, organized fashion a wealth of information
on financial statement disclosures that
reflects current GAAP, including the
major changes in reporting pension information caused by FASB Statement
87, Working accountants and students
alike will find this volume useful.
Louis Bisgay
Seventeenth Annual Institute
on Securities Regulation
Edited by Stephen J. Friedman, et al.,
Practising Law Institute, 810 Seventh
Ave., New York, N. Y. 10019, 1986, 547
pp. —The timely list of topics covered in
this volume ranges from the impact of
tax reform to the financing revolution
to mergers and acquisitions, financial
statement fraud, and security fraud.
Presentations on interstate banking,
bank underwriting, and deposit insurance reform probably would not interest
NAA members, however.
An article by Ray Groves of Ernst &
Whinney and Alan Levenson, a lawyer
in Washington, deals with financial
statement fraud. It discusses the SEC
approach to management's responsibility for preparing registrant financial
statements and to public accounting
firms' responsibility for detecting fraud.
Regarding quarterly financial statements, the authors explain that "quarterly financials have become a very important part of the integrated disclosure
system... serious attention will be given
to such statements in any financial reporting investigation... not too much
comfort should be taken by an issuer
from an outside accounting firm's review of interim statements." [ p. 281]
Anyone involved in mergers and acquisitions would be well advised to read
the case study of the recent TWA saga.
Reading a lawyer's inside view of a
takeover contest gives one quite a different picture from the one discussed in
the business press.
A presentation by Charles Phillips,
managing director of Morgan Stanley &
Co., on high -yield securities —also

known as junk bonds —gives readers
new insight into this fast- developing
method of financing.
This volume is a very timely summary of some of the most current issues
with which financial managers deal. It
is strongly recommended.
AMK
Investment Banking and Diligence:
What Price Deregulation?
Joseph Auerbach and Samuel L. Hayes,
III, Harvard Business School Press, Boston, Mass. 02163, 1986, 266 pp. —Reviewing the past 50 years of the securities in du st ry's ex peri en ce wit h the
Securities Act, the authors conclude
that the basic procedures of underwriting securities, involving full disclosure
by the issuer and due diligence by the
underwriter, have worked remarkably
well. In fact, the authors claim, "The
success of the process of regulation by
information is due almost wholly to the
conduct of the investment banker...."
[p. 8 1 ] They do not stress the role of the
corporate financial manager or even the
public accountant. They do, however,
provide an interesting history of the underwriting process.
The authors also offer an interesting
analysis of Rule 415, which permits
"shelf registration" of securities. The
authors say there is a risk in shelf registration because of the absence of close
due diligence by the underwriters. Material that is up to two years old may
not protect the public. The aut ho rs
comment that the efficient market,
which is supposed to keep the price of
securities in line with all knowledge pertaining to that company, really does not
provide the same degree of assurance or
protection as does the due diligence effort of an underwriter responsible for
the accuracy of a registration statement.
While the arguments regarding shelf
registration are interesting to specialists
in the area, the greatest value of the
book is its historical perspective of the
entire underwriting process. Financial
executives involved in a corporate underwriting will find reading this book,
which describes the history of capital
markets and the process of security
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sales, very effective and of great value.
AMK
Accountants' Tools:
Tax Preparation Software
Robert Wolfe, Omnibus Solutions, Inc.,
15080 Beltwood Parkway East, Dallas,
Tex. 75234, 1986, 250 pp. —If you are
going to use a personal computer to prepare tax returns for clients but are not
sure which of at least 37 available tax
software packages to use, call Bob
Wolfe at 214 - 733 -0065 and order this
volume immediately.
NAA has been reviewing accounting
software but has tended to stay away
from tax preparation packages because
of the complexity of the subject and the
difficulty in getting a tax professional to
evaluate more than one package. This
outstanding volume does everything but
tell you which package to buy. In fact,
the author makes no recommendations.
He simply provides a detailed description for every conceivable feature of
each package and then urges the reader
to evaluate those features in relation to
the needs of the particular tax accounting practice.
For example, if you are in Alabama,
only 10 of the 37 packages do Alabama
state returns. Is jobs credit important?
Not all packages do Form 5884. Does a
particular package support a laser printer? Do you want a package that runs on
the Apple Macintosh? If so, you may be
limited to one vendor. How fast is each
software on an HP Laser Jet Printer?
This type of objective information will
save literally hours, if not days or
weeks, spent comparing and evaluating
various software. Information on the
base price of the software, the number
of years a package has been available on
the market, and an estimate ofthe number of users is helpful.
I highly recommend this outstanding
volume.
AMK
Executive Achievement:
Making It at the Top
Robert R. Blake and Jane S. Mouton,
McGraw -Hill Book Co., 1221 Ave. ofthe
Americas, New York, N. Y. 10020, 1986
177 pp.— Countless books have been
written on leadership and management
styles, many of them much longer than
this one. In its 177 pages, Executive

Achievement has a lot to say in a clear,
concise, and entertaining manner. The
authors have drawn on the leadership
styles of several noted entrepreneurs for
their examples, using actual case histories of factual circumstances in American business. In addition, they have interviewed many successful chief executive officers and presidents to give us a
firsthand look at strong leadership in
action.
The book consists of 13 chapters that
discuss, among other topics:
• How to define effective leadership using the proven Managerial Gri d
concept;
• How the wrong leadership style can
defeat nuts - and -bolts productivity;
• How to connect higher excellence
with profit;
• Why bottom -line measurement is not
the only standard for success;
• How to look beyond the fiscal quarter
and develop long -range strategies for
success;
• How to make organizational changes
using a step -by -step mode;
• What tactics to use to achieve effective teamwork;
• How to encourage creativity and
innovation;
• Ho w to mai n t ai n high - quality
performance;
• How to be ready for the future.
The overall thrust of this book is:
There is a definite connection between
making it at the top and controlling the
bottom line.
Norman E. Hadad
Cost Analysis and Control in Banks
Leonard P. Cole, Bankers Publishing
Co., 210 South St., Boston, Mass. 02111,
1985, 358 pp. —It is welcome to see
books on the cost accounting problems
of service organizations. Too many resources have been devoted to cost accounting applications in the manufacturing environment and not enough in
service. The author, a member of NAA
associated with Price Waterhouse & Co.
in Los Angeles, is a former bank officer.
While banks have certain characteristics not shared by other service businesses —such as substantial deposit levels— questions of o rgan i zat i o n al
profitability, product profitability, and
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customer profitability pervade all non manufacturing operations. These topics
are covered effectively in Mr. Cole's
book.
In discussing allocation concepts and
systems, many of the ideas he develops
are appropriate not only for banks but
for other organizations. The author's
comment, however, that "Allocations
establish accountability within and
across organizational lines," may not be
accepted by all management accountants. Some, including this reviewer,
think that allocations may be necessary
for certain functions such as pricing but
that they do not enhance "organizational accountability" unless there is a direct correlation between the using department and the providing department.
Charging a cost center with overhead
costs that the manager cannot control
may well be counterproductive.
While aimed at banks, the book also
would be helpful to management accountants in solving cost accounting
pro blems in most types of s ervice
industries.
AMK

The Executive Guide to Grammar
2nd ed ., Albert Joseph, International
Writing Institute, Inc., Hanna Bldg.,
Cleveland, Ohio 44115, 1985, 157 pp.—
Grammar is simply a set of rules for using a language correctly. "Corporate executives know that good English is good
business. Sloppy English, especially
poor grammar, hurts business by creating mistakes —and by causing people to
lose confidence in the writer and his or
her own company," notes author Albert
Joseph.
Here is a book that will help executives learn, review, or b rush up on
grammar and assist those who cannot
turn out a clearly written report or letter. Written in a self -study style,the
book provides tests, answer keys, and
explanations. Topics include words,
phrases, clauses, punctuation, commonly misused words, spelling tips, proofreading symbols, and nonsexist writing
guidelines —plus many more.
This reference book is written in an
understandable manner and will serve
as a useful guide to answering grammatical and writing questions.
Kim Serocke
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People in the News
Promotions and New Positions
Andrea C. Friede, Akron Cascade, recently was appointed to the board of directors at Akron Equipment Co.
Maryanne Whatley, Alameda County
South, is no w manager of the P aper
Factory Store, a division of Peterson
Pacific Parchment,
Terry L. Smith, Asheville, was promoted to controller at White Knight Textiles, Ozark, Ala.
John Bodycombe, Beaver Valley, is now
secretary- treasurer at Damascus Steel
Casting Co.
Kim E. King, Canton, was promoted to
MIS /financial director with the Eastern
Stark County Mental Health Association.... Thorpe J. McConville is now
controller of manufacturing and development with Diebold, Inc.
David E. Wilson, Cedar Rapids, was
promoted to vice president and chief fiscal officer of Peoples Bank & Trust Co.

Associates.... Keith A. Moreland is
now vice president -- controller at Roto
Rooter Services.
Ronald R. Termeer, Columbus, was appointed controller of the Huntington
National Bank. He is vice president of
the bank.
Elizabeth L. Ruble, Corpus Christi, was
admitted as partner in Whittington &
Cummins, P.C.
Douglas C. Phelps, Hartford, was appointed director of financial services at
the Brand -Rex Cable Systems Division,
BRIntec Corp.
Mark E . Rennhack, Kalamazoo, was
promoted to manager, international financial analysis, at Upjohn International, Inc.
Thomas W. Freeman, Kansas City, was
named vice president — controller of
Missouri Public Service.
Jimmy D. Pendergrass , Lubbock Area,
is now a partner with the firm Pratas,
Smith and Moore.

Ronald L. Lockenvitz, Central Illinois,
is now supervisor of government and
OEM accounts, corporate sales finance,
at Caterpillar.

David Kutz, Mid -Ohio, recently was
named co ntroller for the Velvet Ice
Cream Co., Utica, Ohio.

Donald A. Richter, Chicago, is now accoun ting man ager at Jack Levy &
Associates.

Richard Hall, Min n eapolis-Northstar,
has joined Gerber Industries, Inc., as
vice president— finance and controller.

Gloria Abrams, Cincinnati, is now fi- Lisa M . Ellram, Minneapolis Viking.
nancial director of the E.A. Kohl Pack- was promoted to manager— accounting,
ing Co ... . Nichol as Floyd -Scott has control, and analysis for growth and debeen appointed controller at Foxx & velopment at Pillsbury Co.... Philip D.

Nelson is now manager of accounting at
the Haagen Dazs Distribution Center in
Fridley.... Scott J. Takekawa was promoted to di rect or o f fi nance, U.S.
Foods, New Business Development.
.. Anthony L. Youga is now divisional
manager, planning and analysis, at Burger King International.
Steven M. Johnson, Muskegon, is now
treasurer of Anderson - Bolling, Spring
Lake, Mich.... Cecilia L. Perkins, is
now assistant controller for Herp's of
Michigan.
David F. Martin , New Jersey- Meadowlands, is now controller for the Venture
Capital Group at Chemical Bank, New
York City.
Ellen B. White, Northwest Ohio, was
promoted to manager of financial research and compliance at Cooper Tire
& Rubber Co.
David M. Turner , Oakland -East Bay,
was named vice president — finance at
Sybase, Inc.
Glenn H. Ruff, Omaha, was appointed
secretary- treasurer of Nox -Crete Chemicals, Inc., Omaha, Neb.
Robert E. O'Brien, Racine- Kenosha, is
now manager - financial analysis at Sur gitek /Medical Engineering Corp.
Randall W . Rentfro, Sangamon Valley,
is now accounting manager at Decatur
Memorial Ho s p i t al . . . . Do u gl as J .
Schmalz has been elected a vice president of Archer Daniels Midland Co.
Robert K. Day, Winnebagoland, is now
vice president— finance at Wells Manufacturing Corp.

Emeritus Life Associates
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Charles T. Althans, New Orleans.
G e o r ge L . Ba t t i s t a , Tr en t on , pa st
president.
Olivia Be cke r, New Orleans, past president. Stuar t Cam eron McLeod Society
(SCMS).
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Julian G. Bernier, New Hampshire.
Peter Meo, New Orleans, has been
J . Earle Bliley, Erie.
appointed a director of the AssociRalph Braaf, New York.
ation. He will fill the unexpired
Ray W. Brower, Jr., Orange County.
term of Velma Ray, who has reEdward W. Buge, Tucso n, past
signed.
Mr. Meo's term of office
president.
took effect on October 1, 1986,
Howard P. Carter, Kansas City.
and will run to June 30, 1987.
Carlos A. Chinchilla, San Juan.
Albert P. Chouinard, Massachusetts
North Shore, past president. SCMS.
Robert E. Curtis, Lake Superior.
In :Memoriam
George M. Dulik, San Francisco.
Phillip T. Dunk, Jr., Baltimore.
Walter H. Barnum, 70, Cedar Rapids,
Earl W. Ehlke, Madison.
past president, 1952. Stuart Cameron
Frank J. Fazzalore, Trenton.
McLeod Society (SCMS). Emeritus Life
Alan H. Friedland, Lehigh Valley.
Associate (ELA).
Alexander Georges, Milwaukee.
George J. Becker, Jr., 72, New Orleans,
Stanley A. Gilbert, Salt Lake Area, past 1 972.
president.
Everett L. Coombs, 68, Central Illinois,
Robert M. Gundersen, Birmingham - 1959. ELA.
Magic City.
John J. Connan, 73, Savannah, 1966.
Joseph F. Guth, Binghamton, past pres- James A. Core, 74, New York, 1956.
ident. SCMS.
D. R. Downing, Houston - Bluebonnet,
Allen J. Hardy, Phoenix.
1953.
Donn R. Hartford, Member -at- Large, Leo P. Frederick, 43, Corpus Christi,
USA.
1968.
Robert B. Hetherington, Baltimore.
William H. Hall, 79, Portland, 1945.
Charles J. Horvath, Morris- Essex.
ELA.
William H. Jewell, Delaware, past Charles G. Hart, 64, Central Arkansas,
president.
1975.
Richard R. Joseph, Southern Maine, Fred H. Higgins, 72, Member -at- Large,
past president.
USA, 1966.
Vernon K. Kowal sky, Minneapolis William R. Kimbrough, 78, AlbuquerViking.
que, 1966. ELA.
Orvis S. Kustanbauter, Harrisburg John J. Kronen, 53, Bridgeport, 1964,
Area, past president.
William B. Leitch, 79, North Penn.,
Joel E. Miller, Wichita.
1946. ELA.
Paul R. Norris, Des Moines, past Gerald K. Olshanski, 46, Wisconsin president,
Lakeshore, 1977.
Helen U. O'Brien, Boston.
Walter R. Richardson, Jr., 66, BaltiHarold
E.
P fiefer,
Cen tr al more, 1956. ELA
Pennsylvania.
K.E. Sidle, 77, Morris- Essex, 1974.
James T. Powers, Princeton.
ELA.
Harold L. Prettyman, Ann Arbor,
N.G. Trentin, 73, Morris- Essex, 1942,
Carroll E. Retallick, Waterbury.
ELA.
David W. Rewick, Chicago, past nation- Robert L. Turgeua, Jr., 32, New Oral vice president, 1965 -66. SCMS.
leans, 1971.
Gerald P. Rooney, Long Island, past Gale O. Wabel, 76, Central Illinois,
president.
1947. ELA
John C. Rosser, Pittsburgh, past
president.
If you would like to pay tribute to
Leo A. Ruof, Jr., Member -at- Large,
a deceased member of the AssociaUSA.
tion, a fitting way might be to send
Gilbert C. Schaber, Louisville, past
a
tax - deductible contribution to
president.
the
NAA Memorial Ed ucation
Arthur D. Slavin, Spartanburg Area.
Fund,
10 Paragon Drive, MontHarold J . Smolinski, Shreveport.
vale,
N.J. 07645-1760.
Warren N. Waggenspack, Baton Rouge,
past national director, 1969 -71.
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Computers
62 "
available on each. One excellent feature
is that the normal debit accounts can be
entered for each vendor. During invoice
entry, these accounts are shown, which
helps answer the question of to which
accounts this invoice should be charged.
The check writing functions are not
centralized; they are scattered among
menu selections. It would speed up
check writing if these functions were
centralized, perhaps by creating another
main menu box for check writing.
Accounts Receivable: The sales tax
rate and taxing district code are contained in the customer information file,
which would present quite an update
problem if the sales tax rate changed.
Some accounting transactions, once entered and processed, should not have
changes allowed. This system will permit a printed and paid -in -full invoice to
have items added to it subsequently.
This hole should be fixed.
Payroll: Deduction information is set
up on a companywide basis with the deduction amounts entered in the employee record. Also entered in the employee
record is the default GL account to
which this employee should be charged.
Federal withholding is calculated using all the eight percentage withholding
tables in Circular E, It would be simpler
to maintain the single annual percentage table and use that to calculate the
income tax withholding amounts.
Other modules available are inventory (included in AR), sales order, purchase order, manufacturing inventory
control, time and billing, fund accounting, and consolidated statements.
In the next few months, a multi -user
compiled version will be released, which
should be materially faster than the current source version. Job costing and
fixed assets also will be added.
If you would like to receive charts
comparing the features of all four software packages, send a self- addressed,
stamped (S.39 postage) envelope to Alvin Dziurzynski, Access Systems, Inc.,
P.O. Box 266733, Knoxville, Tenn.
37933.
Alvin Dziurzynski, CPA, CDP
President, Access Systems, Inc.
Knoxville, Tenn.
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New Products /Services

Elizabeth Warren, Editor
low, and dashed. A print multi -chart
feature lets the program print up to five
chart files in sequence, and with the full
DOS path support, the computer will
do t h e l o ad i n g an d p ri n t i n g. Flow
Charting 11-x- comes in a newl y designed binder with slipcase, typeset
manual, and index sections. For more
information, contact the company in
San Jose, Calif., at (408) 629 -5376.

r

Sharp Electronics Corp.'s PC -7100 portable computer.

a

Sharp Electronics Corp. has introduced
the PC -7100 and the PC- 7000A, lightweight portable computers. The PC7100 feat ures one 5.25 -inch floppy
drive, a 49 ms 20MB hard disk on an
internal expansion card, 320KB user
RAM memory, on -board RAM expansion to 704KB, full -sized IBM /ATstyle keyboard, MS -DOS 2. 1, plus serial
and parallel ports. The PC -7000A contains the same features, except that in
place of the hard disk are dual 5.25 floppies. Both models incorporate an advanced LCD (liquid crystal display)
screen that increases both the character/background contrast ratio and the
screen viewing angle. Each unit also
uses highly - integrated components that
significantly reduce the number of chips
on the system board allowing for less
power consumption and increased reliability. An optional color /monochrome
CRT adaptor makes it easy for either
model to be used as a small- footprint replacement for an IBM desktop unit. For
more information, call (201) 529 -9500,
or write Sharp Electronics Corp., Systems Division, Sharp Plaza, Mahwah,
N.J. 07430.
Dynamic Analysis & Testing Associates
(DATA) has released Government Cost
Accounting Software (GCAS), a government job cost accounting system designed for small to medium -sized com70

panies doing business with government
agencies. GCAS uses the data processing methods found in relational database managers. Data entry is made simple by automatic easy -to- understand
prompts. On -line help, function keys,
and pop -up windows make GCAS particularly user - friendly, and it encompasses the full range of required job cost
accounting functions including: general
ledger, job cost, accounting reports,
time sheets with labor distribution, financial analysis, accounts payable, accounts receivable, and a wide range of
special reports. The program also meets
the complex requirements of the Cost
Accounting Standards Board, the Defense Contractors Audit Agency, the
Federal Acquisition Regulations, and
Generally Accepted Accounting Principles. For information, call the company
in Encinitas, Calif., at (619) 942 -3282.
Patton & Patton Software Corp, has released Flow Charting 11 +, an advanced software program for creating,
editing, and printing flowcharts and organizational charts on the IBM personal compu ter. Th e p rogram feat ures
eight new text fonts, an intelligent line
insert mode, and full DOS path support.
The new fonts include high, wide, title,
fat, Greek, and super /sub scripts. The
line insert mode allows the user to draw
lines of four widths: normal, bold, hol-

Hollingsworth Business Services is offering TAXWORKS, an updated 1986
income tax preparation program for microcomputers. The program is designed
for professional tax preparers or home
users who want the simplest and most
economical method for preparing accurate and professional - looking personal
income tax returns. No complicated setup or training is required. A few simple to- follow instructions are included with
the program manual. All data that has
been entered is automatically stored and

v

I

TAXWORKS, an income tax preparation
program from Hollingsworth Business

Services.
may be recalled at any time for review
or correction. Different tax strategies
can be experimented with to optimize
the taxpayer's position. TAXWORK's
federal package, designed for the professional tax preparer, prepares 18 federal
forms and schedules. Smaller versions
of the program, containing fewer schedules, are designed for individual users.
A California program, which transfers
applicable data from the federal schedule to the California schedule without
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Ohm /Electronics, Inc.'s Scooter Anti Static Touch Pad.

Ohm /Electronics, Inc, has introduced
the Scooter Anti - Static Touch Pad for
users of electronic equipment containing sensitive microcomputer chips and
circuits. The Anti - Static Touch Pad
measures 2 3/8" x 3 3/4" x 3/8" and
has a pressure sensitive backing which
mounts to any equipment or work surface. A fully conductive front surface
connects to 10 feet of cord that terminates with a banana plug and /or alligator clip for easy connection to any adjacent ground. Users simply touch the
black conductive pad before equipment
operation for positive grounding between themselves and the equipment.
For further information, write to Scooter /Products, Ohm /Electronics, Inc.,
746 Vermont St., Palatine, Ill. 60067, or
call toll free, (800) 323 -2727; in Illinois,
call (312) 359 -6040.
Reality Technologies has introduced
Business Strategist, a customizable business strategy software application. Business Strategist enables a user to enter information on any company's operations,
competitors, and market environment.
The user then competes, devising real
strategies, facing real choices, and learn-

Chorus Data Systems, Inc. 's Doculdeve
1000.

Chorus Data Systems, Inc. has introduced Docutrieve 1000, an integrated
turnkey document storage and retrieval
system that allows instant access to filed
documents and is capable of storing up
to 10,000 document pages on a single, 5
1/4" optical disk. More than 100,000
documents can be stored in less than 1/
4 cubic foot. Documents are not limited
to text format. The system can store exact images of any kind of paperwork, including handwritten logs, memos with
notes, sketches, and legal documents
with signatures. Each document can be
stored with many cross - referenced indexes. Up to 12 cross - reference categories can be used when making retrieval
selections. The system includes a high
resolution document scanner capable of
scanning 10,000 document pages on -line
to millions of pages available in seconds;
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a CPU for database management and
control; a 20" video display; a high performance laser printer with 200 -300 dpi
resolution; both Winchester and removeable write -once optical disks; and a
custom keyboard for simple, operator
interaction. As a turnkey system, the
Docutrieve 1000 is ideal for end users.
Place the system on a desk, plug it in,
and begin storing documents. Functions
are displayed on the screen at all times,
and are activated by a single keystroke.
For further information, contact Bruce
Monk in Merrimack, N.H., at (6 03)
424 -2900.
Xerox Corporation has introduced the
Xerox 645E Memorywriter, an electronic typewriter that connects directly
to an Ethernet local -area network enabling the 645E to exchange information with other network workstations,
print documents on laser printers, and
send or recieve electronic mail messages. When not using network services,
the 645E is a high -level electronic typewriter. The 645E Memorywriter has a
print s peed of 20 cps and a 158,700
character memory, an d a co rrecti on
memo ry of 1 8 0 c h a ra ct er s . It is
equipped with two 5 1/4" floppy disk
drives and a 9 ", 22 -line video screen on
a swivel mount. All models of the Xerox 600 Memorywriter Series can be upgraded at a customer location to the
645E configuration to provide network
compatability. For more information,
call Daniel C. Minchen, Xerox Corp.,
Rochester, N.Y., at (716) 423 -3539.
Advertise rs' I ndex
Accountemps
.....Ltd . . . . . . . . . . . . . . 7 2
Behrens Pensions
Beneficial Business Development ......24
Ca non USA .. . . .. . .. . . .. . .. . . .. . .. 1 3
C omme rc e C le a ringhous e . . . . . . . . . . . . 17
Comshare
C-3
Da ta De s .......................
ign As s o c ia te s . . . . . . . . . . . . . . 5
Fa s t T a x . . . . . . . . . . . . . . . . . . . . . . . . . . II
Li gh t h o u s e . . . . . . . . . . . . . . . . . . . . . . . . 2 0
Litton C ompute r Se rvic e s . . . . . . . . . . . . . 9
Malibu Publishing . . . . . . . . . . . . . . . . . . 4 5
Mic ro Ma s h . . . . . . . . . . . . . . . . . . . . . . . . 61
Miller Accounting Publications
55
MSA . . . . . . . . . . . . . . . . . . . . . ..
. ....
..
1.8..
-19
NAA Professional Education Program 63
NAA Re s e a rc h Publica tion . . . . . . . . . . 35
Radio Shack
C -2
Resource N .....................
.......................72
Robert Half
C-4
Romac
As.s.o..
c.
ia..
t e..
s ...
..
..
. ..
..
..
. ..
..
..
..
. ..
..28
Security Pacific
15.72
T he A l c a r G r .
o.
u.
p..
..
..
. ..
..
..
..
. ..
..
..
..
. ..
..
.....6
.

ing from mistakes made in the environment of computer simulation. The company also provides competitors and case
histories from the following industries:
computers, oil and gas, brewing, automotive, and pharmaceutical. The simulation models contain economic informat i o n on real -wo rld s it u at io n s ,
consumers, investors, and expert analysts, and are designed to reflect real world business conditions. An additional 60 case histories will be available in
the next few months. Business Strategist
requires an IBM PC, XT /AT or compatible microcomputer, a minimum of
384K, two floppy disk drives and /or a
hard disk drive, and PC -DOS 2.0 or
higher. For more information, call (800)
346 -2024, or write to Reality Technologies, 3624 Market St., Philadelphia, Pa.
19104.

&

re -entry, is also available. The California program prep ares 13 California
forms and schedules. All TAXWORKS
programs run on IBM PC and CP/M
computers. For further information,
call (213) 459 -2746, or write to the company at 881 Alma Real Drive, Suite T2, Pacific Palisades, Calif. 90272.

71

Classified
PROFESSIONAL
OPPORTUNITIES
TIR ED O F TH E CORPORATE RAT
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 train ing and software. Call Accounts Unlimited for Details at (800) 6422729; in N.J. call (609) 629 -2900.

HELP
WANTED
AEROSPACE /DEFENSE — Openings nationwide for Finance /accounting professionals with working knowledge of Federal

Line of Credit
As a member of the National Association of Accountants, you can apply for a line of credit up
to $35,000 . , , cm Noursignature only.
■ All transactions handled by mail.
■ Special interest rate of 5.9% over prime.
■ No fees of any kind.
Fakeadrcanmgeof this specialoffer.Writeus,orcalItollfree. You'll receive our mini-application right away!
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available at any price. IBM- PC /XT /AT
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methods. Full screen editing of detailed records custom reports, sorting, splitting and
merging, variable FYE and more. NEW,
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701, consideration must be given to the
potential impact of the new excise taxes
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To minimize the impact of this tax
burden, we offer a Comprehensive
Distribution Plan (CDP) with reasonable
and practical solutions.
Fo r m o re inform ation, write for
FORM CDP.
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hundreds of thousands
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303 Fifth Avenue, New York, N.Y.10016

Cobrrlo _tdmts call collect 337 -9494
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PLANS in TOTALS(tm)
Discover why THE JOURNAL OF CORPORATE COMPUTING said "for all aspects of
business planning, budgeting, forecasting manpower, P &L, operational analyses, financial
analyses, and financial statements — including
variances, for up to 5 years" and "if your budget allows only one software purchase P &T
should be it." And why THE BOOK OF IBM
SOFTWARE said "overall rating 'A'." And
why ONLINE TODAY said "provides sophistication otherwise out of the reach of most
enterprises." Over 100 built -in reports. Only
$99 factory direct. Credit cards. Money back
guarantee. Resource N, 721 Lowell Street,
Carlisle, Mass. 01741. (617) 264 -4450.
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Why 200 of the
World's Largest Companies
Use System W
Budgeting and
Performance
Monitoring
'Deadlines. "In spite of starting the
budgeting cycle earlier every year,
manyofthese companies continued to
experience a problem meeting their
annual budget development deadline
and theirmonthlybudget performance
reporting deadlines.
Using System W. these same
companies have significantly reduced
theamount of timerequired toprepare
their annual budget and to provide
monthly performance reports for,
management.
Time savings of 50% or more
are not unusual with System W..
even when budgeting locations are
spread around the world or when a
major structural change, likea reorgani
zation or an acquisition, needs to be
incorporated at the last minute.

L

Financial
Consolidation
and Reporting

"Too little, too late.'This was the way
many of these companies described
their management's attitude about their
internal financial reporting systems.
Too little.,, because only actuals by
legal entity were reported when
management also needs actuals and
forecasts by lines of business, by
geographic location, and more. Too
late... because turnaround time for
consolidations often exceeded two
weeks, particularly when their subsidiaries have general ledger software
packages which are not compatible
with the corporate general ledger.
Nowusing System W, thecontroller's staff often can gatherthe data and
prepare monthly reports and forecasts
in days rather than weeks to meet
managements needs.
Time savings of this kind are
not unusual with System W...even
when complexallocations and eliminations are required, or when multinational divisions and different general
ledger systems are involved in the
consolidations.

3

Long Term
Planning

"Change is constant " Plain and
simple, many of these companies claim
that the other software they tried was
just too inflexible to accommodate their
planning assumptions. And, planners

start from an assumption of change.
The lack of a way to view their companies' plans from many different
perspectives was mentioned most
often when thesecompanies described
the Achilles heel of their long-term
planning process.
Using System W, these planners
nowoften develop alternative scenarios
quantifying many different strategic
perspectives with full confidence that
the long -term plan can be changed
quickly and easily to accommodate
just about any change in business
conditions.
Time savings and productivity
increases of this nature are commonplace with System W...even if
you reorganize twice ayear, acquire or
divest companies regularly, or if external conditions change dramatically.

Copyngm 1987 by COMSHARE. INCORPORATED

Softwarefor Business Management. System W,a completeproduct lineofmainframeand microcomputer software, makesitpossible
to build a reporting system of essential corporate information for management control in budgeting, financial consolidations, long -term planning and
other management accounting applications. From investigative analysis to reports and charts for formal presentation, System W's reporting capabilities
are flexible enough to answer the full range of management's requests. System W solves the chronic problem most corporations face of accessing data
from incompatible software products for use in management reporting. System W helps you succeed in your corporate mission despite a constantly
changing business environment. Whatever happens, System W can smoothlysupport your management needs for information.
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Get the facts on System W!
Forcasestudies on howindividualcompanies use
System W, write or call Chris Kelly at Comshare
1-800-922 -7979.InMichigan, 313-994-4800, In
Canada, 416- 675 -6363.
s ystem ,and on nlBMmain MS.T epngVMCMSputercmponent run
systems, and onDECVAXNMS. The personal computer components run
on IBMPRAT or fullycompatible microcomputers.
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