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Crossing your fingers is great when you're telling your
mother -in -law you'd love to have her visit for a month. But,
you are pressing your luck when you run your computer
system without backup protection.
Crossed fingers won't help when a crash wipes out your data
and you have to spend hour after hour trying to retrieve
what has been lost, recreate what has been
forgotten or re -enter what is gone.
But, a Cipher 5400 tape backup system can
offer dependable security for that important
data. Designed for today's high capacity
disks systems on the IBM PC XT, AT and
compatibles, the Cipher 5400 is available as a
Q

stand alone, self powered unit offering 60 megabytes of fast
backup and compatibility with such networks as Novell. The
5400 is completely read /write compatible with IBM's 6157
tape backup system. And, Cipher backs it with a two -year
warranty and six -month warranty exchange program.*
Best of all, the Cipher 5400 frees your fingers for more
important tasks, like signing contracts and
shaking hands after a successful deal.
So, why not uncross your fingers and use one
to dial 1- 800 -843 -3751, Ext. 9; or within
California, 1- 800 -722 -0670, Ext. 9, for more
information about the Cipher
5400 backup system.
111
5400 TAPE BAtlQf t 0

Circle number 1 on reply card.

alyhor

* If your SAW fails to operate within the first six months of use; Cipher will replace it. IBM PC XT AT and IBM 6157 are trademarks of IBM Corporation. Cipher is a Registered Trademark of Cipher Data Products, Inc.
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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
to be
checked

WhenThePressure'sOn
BringInTheBest.

Krrzf an Exgrri
Circle num be r 4 o n re ply c ard.
01986 Robert Half International Inc.
' Most offices independently owned and operated.
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accounremps,

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 aver- 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.
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Accounting for Merger Mania

20

By Milton L. Rock and Martin Sikora
Two exp erts say the m erger and acquisition trend, which rang up a banner year in 1986,
will contin ue strong. They see a major role for CFOs and controllers in analyzing possible
deals an d carry ing them out in a cost - effective manner.

1 +1 = 3

28

By Charles M. Anderson
Managing acq uisition s and venture capital is both an art and a science, according to the
president of J&J Development Corp. But when it is done well the company stands to profit
from th e synergistic effect.

Profiting from a Management Buyout

32

By Rebekah J. Maup in and Wayne A. Label
Com panies that change to private ownership through m anagement buyouts possess certain variab le ch aracteristics prior to the buyout. Results of a recent survey illustrate how
you can recognize such com panies —and capitalize on that information.

Careers

Time Management... or Learning How to Say No

38

By Jose L. Gon zalez
If you don't have time to read this article —and profit from it— perhaps you are not managing your time effectively.

How to Survive a Business Divorce

42

By Robert C. Sparks
Wh at d o y o u do wh en your com pany reorganizes and you end up on the street? Now
comptroller at an Air Force base, this former manager at a high -tech Fortune 500 company
tells h ow h e co ped.

Accounting
& Reporting

Should We Consolidate Finance Subsidiaries?

45

By Jo seph C. Rue an d David E. Tosh
FASB's new exposu re draft on consolidation means this is an issue whose time has come.
Results o f a su rvey , reported here, indicate that m any consolidated financial statem ents
would give a substantially different picture if the parent included finance subsidiaries.

Accounting for Deferred Charges —Is More Guidance Needed?

51

By Jam es R. Bradow
Tackling the cost deferral issue could be one of FASB's most challenging but necessary
projects to date.

Cost

Unabsorbed Overhead: What to Do When Contracts Are Cancelled 55
By Marie Sandra Carman -Stone
Fro m the Defense Department comes a form ula that can be used to determ ine an equitable ad ju stment in con tract prices in the event of contract cancellations, suspensions, or
interruptions.
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Finance

Justifying Retrofit Projects

59

By James H. Mo yle
When a company mo difies existing capacity to manuf acture new products, the ROI o ften is
overstated. Two remedies are suggested here —the replacement cost and o pportunity cost
metho ds.
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Stuart Cameron McLeod Society
Many of us who have served the Association at the national level are familiar with
the fine job the Stuart Cameron McLeod
Society does to help foster the well -being
of its members and NAA as an association. I have been a member for 25 years
and I have enjoyed every minute of it.
If I had to describe the McLeod Society
in one word it would have to be— fellowship. This organization provides the primary vehicle for us to maintain our interest in NAA during and after our term of
service at the national level. It holds two
primary meetings per year —one at the Annual Conference in June
and the fall gathering of the clan in October, just prior to the Executive Committee meetings.
The Society's meetings are generally social in nature. In June it
sponsors a hospitality room throughout the Conference and a gala
formal dinner for members and spouses on Monday evening, usually attended by around 600 people. In the fall it conducts a four -day
meeting, starting on Sunday and ending Wednesday morning. This
meeting includes three technical sessions and golf, tennis, bridge,
and lawn bowling tournaments for all attendees.
In recent years the Society has instituted a scholarship program
and contributed the Stuart Cameron McLeod Trophy to the third
place finishing chapter in the Stevenson Trophy competition, in addition to many other good deeds the Society is continually involved
in. The Society also serves as a repository of knowledge and experience that Association officers can call upon at any time.
If you have served as a national officer or director in NAA and are
not now a member of the McLeod Society, I urge you to become a
member and join in on the fun and good fellowship provided by this
fine organization. By the way, members of the McLeod Society only
go first class so be prepared to have a white dinner jacket for the
big event, the annual dinner —that is their tradition.
Stuart Cameron McLeod Society, please keep up the good work.
All of us in NAA sincerely appreciate the contributions you are making. It helps us all to continue the very pleasant relationships we
have generated through our NAA membership. Participate and
enjoy!

WOODY WOODSON
NAA President, 1986 -87
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For the best
mortgage refinancing deal,
come to the people
who wrote the book.
How Much Cash Can You Get?
When do you refinance? How much cash can you get out of it? What type of mortgage do you
want? What about points? Settlement charges? Fees? These questions affect your bottom line —and
you get profitable answers to every one, when you refinance with Beneficial Mortgage Corporation.

Your Faster Path To Profit
We wrote the book on Successful Refinancing, to give you the tips that will make your
deal most profitable and convenient. And because we specialize in refinancing, you
get quick, easy action at Beneficial Mortgage Corporation. Rates that make
refinancing even more attractive. Service that smoothes the way to a
speedy, profitable transaction.

Big Savings — Two Ways!
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You can use refinancing money to consolidate {
loans on which you're now paying non - deductible
interest, so that you may get an immediate tax advantage — as mortgage interest is still fully tax - deductible
under the new tax laws.* And with Beneficial you also
save through our competitive rate mortgages and low
processing fees.
Your savings start with our toll -free number:
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1 -800- 441 -9834

1

Call us for rates, information, a simple application.
Send in this coupon, and well rush you a free copy of "A
Homeowner's Guide to Successful Refinancing ", which gives you
all the facts, figures, and techniques you need to refinance —plus
practical examples and a special checklist.
*This tax advantage may not apply to mortgage loans in existence prior to August 17. 1986. Interest is
1
deductible only on outstanding debt that does not exceed what you paid for your house plus what you spent for
home improvements. The new tax law makes an exception if you borrow to pay medical and educational
expenses and to make home improvements.

YES, I want to increase my savings by refinancing my mortgage the quick,
easy , and most profitable way. Please send me completely without charge:
A Homeowner's Guide to Successful Refinancing
A simple mortgage application

Address
City

Please mail to: Department D
P.O. Box 6085
Newark, DE 19714 -6085
This offer not available in all states.
Circle number 8 on reply card,

State
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Zip
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Computers
and
Accounting
Alfred M. King, Editor

Integrated Software for Distributors
• Macola, Inc.
196 South Main St.
P.O. Box 485
Marion, Ohio 43302 -0485
• Solomon III
TLB, Inc.
Great Valley Corporate Center
267 Great Valley Parkway
Malvern, Pa. 19355
• BISINESS
Bristol Information Systems (BIS)
84 North Main St.
Fall River, Mass. 02720

These three packages are integrated software
for distributors. These PC -based products are
available in single- and multi -user versions for
the IBM PC, XT, AT, and IBM compatibles. Macola requires a 512K memory and hard disk.
BISNESS requires a 256K memory and recommends a hard disk. Solomon requires a 256K
memory for DOS 2.0 and 2.1 and 320K for 3 -0
and higher and requires a hard disk. Modules
offered in these packages include accounting,
purchasing, sales order processing, and inventory. This column will feature inventory.
All inventory packages perform certain basic
functions. They record descriptive information
and quantities on hand, on order, and required
for each item. They report on the contents and
value of inventory and advise when to reorder.
An inventory system should do more than
keep records; it should control inventory. In order to control inventory, four types of capabilities are required: inventory management, auditing, costing, and product -line analysis.
Inventory Management
Inventory management is the heart of inventory control because it embodies ordering and
stocking policies. The first requirement is the
calculation of ABC class for each item to focus
control efforts on the most important ones. A is

most important, B is next most important, and
so on.
Macola is the only one of the three packages
that calculates ABC class and prints an ABC
analysis. These calculations are based on annual usage in dollars, with the user specifying
the cutoffs between categories.
BIS can produce reports based on ABC
class, but the user must enter the class for
each item manually. Because ABC classes will
vary with changes in use, this approach is time consuming and subject to error.
Solomon has no provision for ABC classes.
For a company dealing with many distinct inventory items, sales forecasting and automatic
calculations of order quantitites can save a
great deal of time and minimize errors. Of
course, human judgment must be applied to the
computer's suggested order quantities.
Macola provides the most extensive order
calculation and forecasting. It forecasts using
exponential smoothing, allowing the user to define the weighting factor. The user also can
specify limits to prevent freak order quantities
from distorting the forecast. Macola calculates
safety stock, taking into account the customer
service level specified by the user. The minimum order quantity is calculated, but the user
must enter the economic order quantity. All calculated quantities are stored for the user's ordering information. There is a report of forecast
vs. actual usage, with error statistics, to indicate the forecast's reliability.
Solomon does no forecasting, but it does calculate order quantities automatically, allowing
the user to choose the algorithm. Neither lead
time nor safety stock fields are kept.
BIS requires the user to enter all ordering information, whether minimum and maximum values or reorder point and order quantity. It offers
a report of suggested reorder points based on
average usage and lead time. The problem
here is the same as with ABC codes —even if
the user is willing to enter these data for each
inventory item initially, changes in usage require continual review and update. Safety stock
is not recorded.
Inventory management also requires reports
of usage and obsolescence. All three packages
include reports of sales or usage, but BIS offers
the greatest variety of usage reports, some
even geared specifically toward controlling
turnover and obsolescence. The Turnover report shows year -to -date usage, quantity on
hand, and turnover per item. The Obsolete Item
report shows items not used in the past two
years. All BIS inventory reports can be summarized by product category.
Ill# 65
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New, free 1987 Survey
explores the latest trends in
accountingandfinancial
salariesandopportunities

Y

ou know how quickly economic conditions can change.
But, do you know how much salaries change or how
...
much difference there is in compensation levels paid
for professionals who perform comparable functions or how much
...
salaries vary by industry or geographic location?

Comprehensive review of salaries, trendsand demand
The new 1987 Accounting and Finance Salary Survey and
Career Planning Guide is based on information from thousands of accounting and financial professionals and firms that
hire them from coast to coast. Thirty -four position titles and
salaries are reviewed, covering all levels of public and private
accounting ranging from staff accountants to top financial
management,
Included in the new Survey are a series of charts, exhibits and
graphs to help you get a clearer picture of the profession and
how to advance. Proven methods for defining your career objectives, implementing strategies, monitoring your progress
and then taking corrective actions (when needed) are defined.

Call for your free copy
This valuable 24 -page Survey is available without charge.
Since 1972 we have distributed over one-half million copies to
other professionals like you who are determined to realize their
fullest career potential.
Source Finance is the world's largest recruiting firm that's
devoted exclusively to the accounting and financial professions.
Our staff is composed of CPA's who have attained a high
level of achievement in accounting and finance. So whether
you're seeking a new career —or just want information on the
profession —we can help.
For a new, free, Survev. call your nearest Source office.
Kansas City ..... ..... .8 1 6 /8 4 2 - 3 5 0 0
St. Louis, Westport ...... 314434-7070

New Hampshire
New Jersey

Colorado
Englewood ....... , .... 3031773.3799

Connecticut
Danb ury .............. 2 03 ,7 90 -5 14 4
Hartf ord ..............2 0 31 5 2 2 .6 6 2 2
New Haven ............ 2 031777 .3145
Stamford . . . ......... . 2031325.8200

Delaware
Wilmington ..... , ..... 3021652 -1888

District of Columbia
Washington, D.C. ...... , 2021822.0100

.

B a l ti m o re . .. . . .. . . .. . . 301/685 -4480

New York

Massachusetts

Downtown ......,.....2 121 94 3 -42 10
Midtown . . . . . . .
2121935 -3510
....
Nanue t ...............9 1 4 /6 3 8 .2 5 3 1
Penn Station . . . . . . . . . . 2121564 -5700
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Michigan
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Grand R ap id s .......... 6161459 -3600
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Minnesota
Bloomington ..........6 1 2 /5 4 6 .4 3 0 0
Minn e ap o li s .. ... ... ... 6121333 -4300
St. Paul . . . . . . . . . . . . . . 6 1 2 1 2 2 4 -1123

Ohio
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Pennsylvania
Buc ks C o untv .......... 2151860.9898
King of P russ ia ......... 215J265-7107
P hila d e lp h ia .. ..... .... 2151964.8900

Rhode Island
P ro vid e nc e . ... ... ... .. 4011273.6840

Texas
D a l l a s . . . . . . . . . . . . . . . . 2141696.1500
Fort Worth . . . . . . . .
.. 817/338.4750
Ho us to n ..............7 1 31 4 3 9 .0 2 8 0
,

Maryland

Syosset . . . . . . . . . . . . . . 5 1 6 1 4 9 6 -2150
W e s tc he s te r ........... 9141997 -0720

,

Overland Park .........91 3 18 8 8.3 05 4
T o p e k a . . . . . . . . . . . . . . . 913/232 -6722
Wichita . . . . . . . . . . . . . . 3 1 6 /688-1621

.

.

,

Kansas

C h e rr y H i ll .. . .. . .. . .. . 6091354.1676
Clifton ..
2011473.0200
Edison . . . .. .. .. ....... .. .. .. .. .. .2 0 1 /494 -2060
Freehold
. . . . . . . . . . . . 2011431 -1150
Morristown ...........2 0 1 1 2 6 7 .6 0 5 0
Newark ... ... .. ... .. .2 0 1 1 6 4 2 .3 5 2 2
Paramus ............. 2 0 1 1 8 4 3 .2 7 7 7
Princ eton .............60 91 520 -10 00
Somerville ............20 1 1 5 2 6 -5 9 7 6

.

Century City . , ......... 2131203.9911
I rvine ..... ...... ..... 7 1 4 /5 5 3 .8 1 1 5
Los Angeles ...... , .... 213 /688 -0082
Mountain View ......... 415/969.4990
San Francisco . , ........ 415/956 -4740
Sherman Oaks ......... 8 181 90 5.73 00
Walnut Creek ........ ..4 1 5 /9 4 5 .8 4 8 4

Chicago, L oo p .......... 312,346-7000
Rolling Meadows . . . . .
3121364.0070

..... ..,. .... 6 0 3 1 8 8 9 . 0 6 8 9

.

California

Illinois

Nashua

.

you

mail

you.

copy

Phoenix .......... . ... 6 02 1 26 5.5 59 9

Omaha . . . . . . . . . . . . . . 4 0 2 /346-0709

Atlanta, Perimtr.1400 .... 4041255 -4494
Atlanta. Dntwn. . . . . . . . . 4041523 -7000

a

Arizona

Nebraska

Georgia

call

To get your free copy of the 1 9 8 7
Accounting and Finance Salary
Survey and Career Planning
Guide.
the Source Finance
office nearest
We'll
in strict confidence, and
without o bligatio n.

Missouri

Jacksonville ........... 9041356 -1820
Melbourne . . . . . . . . . . . , 3 0 5 /725 -3095
Orlando ... .. ... .. .. ..3 0 5 1 2 8 2 . 9 4 5 5
Pinellas ... ... .. ... .. .8 1 3 1 4 4 3 .6 4 9 0
Tkmpa . .
8131221.5020
............
.

Calltoday

Florida

Virginia
McLean . . . . . . . . . . . . . . 7 0 3 /448.6000

Wisconsin
Milwaukee .. . .. . . .. . . .4 1 4 3 4 7 . 1 6 5 0

'Source Finance
Personnel S ervices

The world's largest recruiting firm devoted exclusivelyto the accounting and financial professions.
Clientcompanies assumeourcharges
Department 662, P 0Box7100, MountainView. CA 94039. Whenwriting. pleaseinclude your title

Taxes
Israel Blumenfrucht, Editor

placed into service and the year of disposition.
The mid -year convention allows the taxpayer to
take one -half year depreciation in the first year
regardless of when the property is placed into
service. Thus, both property purchased in January and December by a calendar year taxpayer will be allowed one -half year of depreciation_
Although the IRS has not published any official tables for calculating depreciation under
MACRS, the following unofficial table reflects
the new depreciation percentages.

Depreciation of Personal Property

will

The Tax Reform Act of 1986 changes the computation of depreciation of personal property
such as machinery and equipment used in a
trade or business. However, because the new
rules generally apply to property placed into
service after 1986, the old depreciation rules
remain in effect for property placed into service
prior to 1987. Thus, there are currently three
sets of depreciation rules in effect: (1) the old
"useful life" system for property placed into
service prior to 1981; (2) the accelerated cost
recovery system (ACRS) rules for property
placed into service from 1981 through 1986;
and (3) the modified accelerated cost recovery
system (MACRS) for property placed into service after 1986.
The new law puts most personal property
used in trade or business into three classes —
three -year, five -year, and seven -year. (There
are three other classes for specific types of
property).
Three -year property primarily includes special tools used for manufacturing and certain
racehorses. It does not include automobiles as
under the old ACRS rules. Five -year property
includes automobiles, light trucks, computers,
typewriters, duplicating equipment, heavy general purpose trucks, and trailers. Seven -year
property includes office furniture, fixtures, and
most machinery and equipment. Thus, when
compared to the classes of property under the
old ACRS, the most significant changes in the
new law are: most property that was three -year
property under old ACRS is now five -year property, and most property that was five -year property is now seven -year property.
While the class -life of most property has
been extended, however, the method used for
calculating depreciation has been accelerated
from 150% declining balance to 200% declining balance. The new law allows taxpayers to
switch to straight -line during the life of the property when straight -line
yield a greater
deduction.
Furthermore, the mid -year convention must
be used in both the first year the property is
8

Modified Accelerated Cost
Recovery System (Percentages)
Recovery Year

3 -year

1

33
45
15
7

2
3
4
5
6
7
8

5 -year

7-year

20
32
19.2
11.52
11.52
5.75

14.28
24.49
17.49
12.49
8.93
8.93
8.93
4.46

It is interesting to note that although the
class life of each property is either three, five or
seven years, the various properties are in actuality depreciated over four, six, and eight tax
years, respectively. This is due to the fact that
the mid -year convention must be used and only
one -half of a year's depreciation can be taken
in the first year.
One of the most novel new rules with respect
to depreciation is that if more than 40% of a
business' depreciable personal property is
placed into service during the last quarter of
the tax year, then a# the depreciable personal
property placed into service during the entire
tax year must be depreciated using a new
"mid- quarter" convention instead of the regular
mid -year convention.
Under the mid - quarter convention, depreciation deductions are determined from the middle
of the quarter of the year in which the property
was placed into service. The purpose of this
new rule is to deter businesses from purchasing property at the end of the year in order to
get a full half -year depreciation.
However, taxpayers can use this new rule to
their advantage as well. For example, if a business purchased property in the beginning of
the year it only would be allowed one -half year
depreciation. But, if it purchases additional
property in the last quarter of the year equal to
41 % of all its purchases, then the 59% of property purchased in the beginning of the year will
be allowed three-and-a- half quarters of a year
depreciation deduction!
The new law also allows taxpayers to elect to
j# 62
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YOUARETHERUNNER. The cor-

for some tax returns? Or do you want that makes running with FAST -TAX
porate tax runner. An independent.
the options to run all the functions second nature for anyone. You can
Your wants are simple: You want
of your department? TheFAST-TAX use it to explore any level of your
to finish ahead.
in -house system is a full complement corporate data base. And you don't
So you decide to run in- house. And of hardware, software, and laser
have to learn the FAST -TAX system.
what do you think of first? Software.
printing that embodies 20 years of
All you need to know is "tax."
But the question goes beyond software industry- leading technology. it is the
As you weigh your alternatives,
diskettes. The question is how easily only system with such a pedigree.
don't worry about expecting too
do you want to run? "Automated" or And the only one that does it all,
much from computer software. The
not, will you really be out in front,
TheCORPORATESERIESSoftware 1120 is a long race. Be sure that
or will you be struggling to keep up? features an integral Guidance System you expect enough.
Look at it this way. Wbat do you
want to run? Your P.C.? Or do you want
Running ahead.
to run the whole 1120? Will you settle

TheRoonrr]fuidr

Get the whole corporate
tax story: Ask for your
1986 Runner's Guides

to full service, in- house, and
integrated tax processing.
Cal!1- 800 - FAST -TALC
Circle number 5 on reply card.
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COMPUTER L A N G U A l RE5EARGH

Computer Language Research— Computerized tax processing for corporate professionals • World HO. 2395 Midway Rd , Carrollton, TX 75006 • In Texas. call (214) 250 -8800

Small
Business
Kathy Williams, Editor

Accountants Top Advisor Lists
Accountants still head the list of top advisors to
whom small business owners and managers
turn for advice, the public accounting firm of Laventhol & Horwath discovered from a survey of
owners of privately held businesses. They also
listen to their bankers and lawyers, but call on
accountants first. In fact, 63% of the owners
would be "very likely" to call on their accountant for sound advice, and 50% say they would
be "very likely" to consult their lawyer, mainly
because these two are familiar with their business goals and concerns. Fewer (only 32 %)
would be "very likely" to consult their banker
on a major business decision. Also, the entrepreneurs said they rely mostly on "gut feel"
when making major long -range business decisions. Only one out of five owners of smaller
companies has a written strategic plan —a situation management accountants could possibly
help rectify. In addition, a great majority (80 %)
do not have an independent board of directors.
Of those who do, a majority find the board's advice helpful. Survey participants were drawn
from a random sample provided by Dun &
Bradstreet of heads of for - profit companies in
U.S. industrial and service industries_

Business Assistance Directory
The National Technical Information Service has
published the Directory of Federal and State
Business Assistance, 1986 -1987: A Guide for
New and Growing Companies, which describes
more than 180 federal and 400 state programs
providing financial and consulting assistance to
new or growing small businesses. Included are
a summary of the services offered, the eligibility
requirements for businesses, and the address
and telephone number of the appropriate contacts. Price of the Directory is $19 plus a $3
handling charge, and orders must be prepaid.
To obtain your copy, send the $22 to NTIS,
U,S. Department of Commerce, 5285 Port Roy10

al Road, Springfield, Va. 22161, and mention
order no. P686100344.

R &D Funding Opportunities
Research and development are vital to a company's growth and potential profitability, but
they also can be some of the company's highest and most difficult to measure costs. To help
small businesses find sources of R &D funding,
Bernan Associates is offering a Small Business
Guide to Federal R &D Funding Opportunities,
an introduction to federal R &D procurement
and the opportunities that exist for obtaining
federal funding. The book shows business
owners how to find and where to obtain federal
funding, points out sources of technical information concerning previous R &D work performed under partial or total federal funding,
and explains how to get venture capital. To order a copy, send $7 to Bernan Associates,
4611 -F Assembly Drive, Lanham, Md. 207064391, and mention order number 87002. Include your name, title, organization, city, state,
and zip. For further information, call the group
at (301) 459 -7666.
Along the same lines, President Reagan has
signed a bill that extends the life of the Small
Business Innovat ion Research Program
through fiscal 1993. It had been scheduled to
expire in October 1988. Under this program,
federal agencies with annual R &D budgets of
$100 million or more have been required to earmark 1.25% of those funds for small businesses. To obtain information on funding through
the program, write Office of Innovation Research and Technology, U.S. Small Business
Administration, 1441 L Street NW, Room 500,
Washington, D.C. 20416.

Am I Paying the Right Salary?
Salary levels are a chief concern for employers
and employees alike. Employees want to know
if they are making the appropriate salary for
their job title and duties, and employers want to
be reassured that they are paying their staffs
appropriately. The Bureau of Labor Statistics
has published a report which shows the average 1986 salary ranges for selected occupations from entry-level positions to top management. This is the first time small business data
have been included. To get a copy of the findings, send $4.75 to Superintendent of Documents, U-S. Government Printing Office, Washington, D.C. 20402. Order National Survey of
Professional, Administrative, Technical, and
Clerical Pay, March 1986, Bulletin 2271, Stock
No. 029 - 001 - 02914 -4.
0
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Running ahead.

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

None of the above.
Now you can give up giving up. CLR/
FAST -TAX has developed a new
family of corporate tax micro software with a plus: No compromises.
You can have it all with CORPO-

RATE SERIES SOFTWARE: The economy and convenience of off -line micro processing, plus the advanced

does the documentation. The applications follow identical formats. An
independent national consultant

rates the simplified CORPORATE SERIES menus "superior."
Plus Factor #3: Automatic Data
Entry ... From your corporate mainframe, from micro spreadsheets, or

straight from the books. CORPORATE
SERIES SOFTWARE lets you enter data
— automatically — from 1120 trial
balances. So much for the source
data bottleneck!
Plus Factor #4: Instant tax code
updates. . . No waiting for new diskettes. Electronic software distribution is the secret, and only FAST -TAX
can do it. Key the menu, get the online updates, proceed off -line.
Plus Factor #5: Speed . . . A c cording to an independent consul-

technology of the FAST -TAX system.
Plus Factor #1: A family of software . . . The CORPORATE SERIES
automates federal and state income
tax calculations ... and more. State
allocation /apportionment, and tax
planning, and sales tax, and an
electronic calendar are all part of the
family
Plus Factor #2: Simplicity ... The
family resemblance is very easy to
live with. All screens look alike. So

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

The same number will put you in
touch with your FAST -TAX representative. You can have the power and
versatility of a mainframe computer
on your own desk. And you can make
your next trade up: toCORPORATE
SERIES SOFTWARE. It'll be your last.

The "PLUS FACTOR" Software for Corporate Tax Departments
rocessing for corporate tax professionals

LANGUAGE RESEARCh
W orld

Headquarters:

2395 Midway Road, Carrollton, Texas 75006
1 -800 FAST -TAX In Texas: (214) 250 -8800
Circ le. numb er 6 on rep ly c ard

T0: Pete Roberts, CLR /FAST•TAX, 2395 Midway Rd., Carrollton, TX 75006
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I'l trade a stamp for more information about CORPORATE SERIES SOFTWARE.
Trial Balance Interface
1120 Consolidation

NAME
COMPANY

State Processing
Tax Planning

Sales Tax
Automatic Tax Calendar

TITLE

AooRESS
Cn

PROSE

STATE

ZIP
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Management
Accounting
Practices
Louis Bisgay, Editor

MAP on GASB /FASB Jurisdiction
In a letter to the chairman of the Financial Accounting Foundation's Structure Committee,
the Management Accounting Practices Committee expressed concern about potential inconsistencies in standard - setting between the
Governmental Accounting Standards Board
and the Financial Accounting Standards Board.
The letter, submitted by MAP Committee Chairman William Ihlanfeldt, voiced the committee's
belief that "the credibility of the standard -setting process would be severely damaged if the
two boards were to establish different standards for accounting for similar economic
events without providing adequate reasons for
the difference." Examples of circumstances in
which the problem could occur are accounting
standards for hospitals, colleges and universities, and utilities, which could vary because
GASB has responsibility for entities sponsored
by a governmental body and FASB deals with
the private sector organizations_
The MAP Committee's letter echoed comments expressed last September by participants at an NAA- sponsored Roundtable on Jurisdictional Concerns. Negative reactions to
conflicting standards by critics of the accounting profession are not desirable, especially now
when accountants are frequently in the spotlight. The MAP Committee suggested that the
FAF's Structure Committee establish a joint
subcommittee of the two boards, which would
monitor each board's agenda and examine proposed standards that would impact entities that
could be under either one's purview. If, after
conducting such a review, different standards
seem justified, the supporting rationale would
be incorporated into the new standard.

On Governmental Reporting
The MAP Committee commented generally favorably on the GASB's re- exposure draft of
12

"Objectives of Financial Reporting" (by government entities). Some of the points made by
NAA's representatives are:
• The Committee is pleased that the Board has
incorporated the reporting objectives for both
"business- type" and "governmental- type"
activities of governmental entities. This
change strengthens the Concepts Statement
and elimin ates need less confusion and
speculation.
• The Board has distinguished more clearly
among general purpose financial reporting,
general purpose financial statements, and
other means of communicating financial
information.
• MAP finds the discussion of the "accountability" and "interperiod equity" concepts illuminating and helpful, especially the elaboration and conceptual foundation provided in
Appendix A.
Along with these comments, which generally
were positive, the letter suggested changes
that the MAP Committee thinks would ensure
broader understanding of the Statement, such
as:
• Describing the "exchange relationship" characteristic, which is supposed to distinguish
business -type activities from governmental type activities, in more general terms —because employing the notion of the exchange
relationship for that purpose is fraught with
dif f iculty.

• Placing the Board's conclusion about the importance of accountability and interperiod
equity in a section immediately following the
Purpose and Scope section —to emphasize
the point and to improve the overall flow of
the document.
• Including the term "expense" in the Statement— it is a term with a well- understood
meaning in accounting and its application to
governmental accounting should be comprehended by this concepts statement.

On Depreciation
In response to the FASB's proposed Statement, "Recognition of Depreciation by Not -ForProfit Organizations, "the MAP Committee said:
The exposure document requires that all
long -lived tangible assets be depreciated. As
reasons for doing this, it gives the needs to:
assess an organization's performance and
that of its managers, measure the cost of
providing services, measure the eficiency
and effectiveness with which the organiza0 62
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OUR SOFTWARE IS PREFERRED
BYAN ELITE CIRCLE.

Thisworldhasmanycompanieswhose
path of inquiry. In effect, thisdevelopment
productsaremarketedacrossborders.But
erasedthe bordersbetweenpackagesand
onlyonewhosesoftwarecrossesborders— in created a single informational environment
two important respects.
for corporate decision-making.
First, our technology.
Second—andevenmoreimportantthan
Severalyearsago,McCormack &Dodge our celebratedborderlesstechnology— isthe
pioneered a technique of integration which McCormack &Dodgeapproachtomultialloweduserstomoveeffortlesslyfromone national serviceandsupport.Trulyborder,
application to the next while pursuing a
less inthe classic geographicsense.

McCormack & Dodge

Wehaveprofessionalsinover 40 countries.Weoffer systemsanddocumentation
inmultiplelanguages.Wedesignour systemstoaccommodatethe myriadlawsand
businesspractices foundthroughout the
world.And torun in several differenthardware environments.
IntheworldofMcCormack &Dodge,
knowledgehasno borders.
Circle number 2 on reply card.

ny of
BB = V 8,BLItrcctCorporation
Financial,human resource. manufacturingand application development software formainframe and minicomputerenvironments.Call1.800.343.0325.

Data Sheet
Robert F. Randall, Editor

`The Biggest Lump of Money'
Although the nation's pension plans represent
"the biggest lump of money in the world," their
proportionate share of the financial markets is
not much higher today than it was in 1980, according to the Employee Benefit Research Institute. Private and public pension funds have
shifted their investment emphasis from bonds
to equities, however. In 1950, private trusteed
funds invested almost five dollars in bonds to
one dollar in equities. Their current bond /equity
mix is just under one dollar to two dollars. EBRI
reports that new investment strategies and instruments being used include portfolio insurance— selling index futures to hedge against
market collapse— incentive fees, and the growing use of equity index funds. The Institute says
that assets in the private and public pension
system have grown so rapidly that by the end
of 1986 they approached $2 trillion.

Social Forces Stifle Investments
The American economy is suffering from shortterm decision making, an emphasis on consumption at the expense of saving, and a relatively uned ucated lab or forc e. Alb ert T.
Sommers, a Conference Board economic
counselor, notes that "Under the financial research tradition in Wall Street, itself now wholly
short-term in perspective, corporate managements find it exceedingly hazardous to engage
in the long -term planning that leads to major investment programs." Consumption patterns in
the U.S. are the largest in the world, he added,
and "Educational levels do not appear to compare favorably with most industrialized countries, especially such subjects as mathematics
that are increasingly required to maintain and
advance the technological levels of U.S. industry." He concludes, "The role of policy must be
to provide an environment in which business
managers will again find it feasible and rewarding —and not threatening to their jobs —to do
things that are pro - productivity: to research,
and develop, and invest, in a long -term context,
14

and to provide the supervision and incentives
that evoke efficient work effort."

Liability Crisis: Who's at Fault
Vague definitions of liability and inadequate
legislation are at the root of the problem of liability insurance costs, according to the results
of a recent Peat Marwick survey of 2,532 corporate executives and directors — "Directors'
and Officers' Liability: A Crisis in the Making."
"Nearly two- thirds of the survey respondents
indicated that they believed lawyers and juries
granting large awards were important causes of
the D &O problem," said Peat Marwick partner
Bruce Bunner. "Half the participants blamed
the insurance industry, and there's no question
that the industry has played a part in this problem. Insurance companies priced themselves
out of the middle market —they made the unfortunate mistake of abandoning the market." But
legislators are "the true culprits" because they
failed to define the intent of the law and to establish clear criteria for liability standards.

Curbs Proposed for Corporate Takeovers
A bill to increase shareholder protections during a corporate takeover has been re- introduced in the Senate by Sen. Alfonse D'Amato
(R.- N.Y.). The bill would prohibit the award of
golden parachute agreements during a tender
offer and "greenmail" payments. It would retract the "10 -day window" reporting requirements for anyone acquiring more than 5% of a
class of equity securities. Instead, the party
would be required to announce the acquisition,
file a report within 24 hours, and then be precluded from further purchase activity for two
business days.

Business /Accounting Briefs
Stockholder meetings probably will focus on
taxes, takeover, and drug testing, according to
Deloitte Haskins & Sells which has just issued a
52 -page booklet, "Questions at Stockholders
Meetings- 1987." Copies are available by writing on company stationery to any Deloitte office.... The Securities & Exchange Commission staff has reacted favorably to a proposal
by General Motors Corp. that would permit the
issuance of a summary annual report. The
complete audited financial statements still
would be sent to all stockholders but, at the
same time, GM would be able to issue a more
readable and understandable annual report.
Because of the lead time required, GM is not
expected to adopt the approach this year. El
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Now, a retail m nagement
system you'll applaud:

on the an
Are you in control of your retail
business? Do you
know what's
selling hot and
what's not?
What's in
stock and
�r-.� ...
what's

-

n o t?

Who's paid,
who's not? That's why we
created a retail management system that can't
be beat, featuring the
Tandy 3000 HL
and Bravo!®business software.
The 512K
Tandy 3000 HL
computer (25 -4070,
$1699) is perfectly suited
to your everyday business
concerns of retail marketing. It

has the power and the speed to
get the job done.
Bravo! takes the guesswork out
of retail management. It's a fine tuned, flexible system that packs
four powerful, fully integrated applications for Point -of -Sale, Inventory Control, Accounts Receivable
and Billing. Each application is instantly at your command. With
these systems you handle both
routine and sophisticated operations with speed, accuracy
and simplicity. And
Bravo! includes
features you'd expect to find only
in the most expensive management
systems�—such�as
custom report formatting and a pop -up calculator. And the system is
easy to expand with Payroll,

Accounts Payable and General
Ledger modules.
Thousands of satisfied customers rely on Bravo! to control inventory and margins, and simplify
selling in almost every conceivable kind of business. Retailers,
distributors, dealerships and service businesses have found Bravo!
to be just what they needed for a
top -rate performance. Best of all,
Bravo! is easy to learn and even
eas ier to us e.

Take control of your business
with one of the best retail management systems available. Bravo!
and the Tandy 3000 HL will put
the answers you need right at
your fingertips. With the most sophisticated and practical accounting and reporting techniques
available today, you'll lead the applause every time.

TANDY COMPUTERS: In Business . . . for Business"
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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 far other reasons. All
correspondence must be signed, but your identity
will be protected if requested. Address all letters to
The Editor, Management Accounting, 10 Paragon
Drive, Montvale. NJ 07645 -1760.

More on `Push -Down' Accounting
"The Push -Down Accounting Controversy" by Holley, Spede, and Chester
(January 1987) provides a very good

A

summary of the opposing viewpoints on
this emerging issue. I was disappointed,
however, that the authors didn't express
their recommendation for the resolution
of this controversy.
I believe that the current controversy
is conceptually very simil ar to the
1960s' dispute concerning the proper
accounting for business combinations in
consolidated financial statements. In
that dispute, advocates of the pooling of
interests method contended that the existing bases of the acquired company's
assets and liabilities should be carried
forward. Proponents of the purchase
method argued that the acquiring corporation should record the acquired net
assets at its purchase cost.
In a dissenting opinion to APB Opinion 16, which attempted to resolve that
earlier dispute, it was argued that one of
the primary defects of pooling of interest accounting is that "pooling ignores
the asset values on which the parties (to
a business combination) have traded
and substitutes a wholly irrelevant figure —the amount on the seller's books."
The failure to follow "push- down"
accounting for a purchased company results in these same "wholly irrelevant"
figures being presented on the separate
company financial statements; figures
which may be significantly different
from those included for the same company in the consolidated financial statements of the majority owner. I have to

Seeks `Grass Roots' Support
Speaking before our chapter, a man who
had worked in the Grace Commission
task force told us that when they presented their report to a committee of
Congress, one senior senator told them
it was a fine report, but it was just a pile
of paper unless people around the country supported it and told their representatives of their support.
Undoubtedly, Congressman DioGuardi's proposal for accounting reform (August 1986) will also be a dead
issue without grass roots support.
It woul d b e appropriat e for NAA
members throughout the country to express to their representatives and senators their support for these proposals.
David W. Prudden, ELA
Cedar Rapids, Iowa
February Issue Delayed
F e b r u ar y is s u es o f MA N AG EM E NT AC -

COUNTING were mislaid by the U.S. Post
O ffic e. All NAA memb ers and s u b s c rib ers
s ho uld ha ve re c eiv ed t h eir is s u es o f th e
magazine b y no w. If no t, c o ntac t the NAA

Publications Dept. in Montvale.

i

by
Irvin N. Gleim
Dale L. Flesher

seriously question whether financial
statements presented on this basis provide truly "useful" information.
Michael J. Fischer
Department of Accounting
Saint Bonaventure University
Saint Bonaventure, N. Y.

P1 CHIATR15T

• Third Edition
• Covers All 5 Parts
• New Two -Volume Format
I — Outlines & S tudy Guides
II — Problems & Solutions

• Send $21.95 for Each Volume
Accounting Publications, Inc.
P.O. Box 12848
University Station
Gainesville, FL 32604
or call (904) 375 -0772
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'It's really quite simple —you have merger- mania. "
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Managing Your Career
Robert Half, Contributing Editor

I'm Looking for a Job in a Small Town

My wife and I were brought up in
small towns, but we've been living
in a large city for the past six years
because of my job in the controller's office of a major corporation.
We've both had enough of big -city
life and I want to use our next vacation to look for a job in a smaller
place. Are the job- hunting rules different as I try to go from large to
small?
Not substantially, but there are certain factors you should keep in mind
that might make things go a little
smoother.
My first advice is to not rush into
changing jobs for the reason you've
stated. I don't mean you shouldn't live
where you and your family will be happiest. Quality of life is generally more
important than climbing a corporate
ladder. My concern is that people like
yourself, who've been away from a
typical "small town," sometimes are
unpleasantly surprised when they try
to do what Thomas Wolfe said you
can't do—go home again.
If you're planning to move back to
where either your or your wife were
brought up, you have an advantage in
knowing the area and, presumably,
having a family network there with
sufficient business contacts to open a
few doors for you. Even then (and assuming one of these contacts results
in a job offer), make sure you and
your family haven't been away too
long to comfortably fit in again. After
all, you've substantially altered your
lifestyle for the past six years.
Assuming you and your family have
done this and have decided on a particular smaller town or city that fulfills
your personal needs, approach the
18

job s earch meth odically, set ting
things u p a s fa r in ad vanc e as
possible,
First, contact a respected specialized personnel recruiting service that
has an office in a city relatively close
to the town you've selected (assuming there is such a service in geographic proximity). Because small
towns have smaller populations, companies often need to look far outside
their immediate areas for top -notch
talent. Chances are the personnel
service will welcome an inquiry from
you.
Simultaneously, develop your own
network of cont ac ts . A potential
source is your college's alumni office.
Contact them and ask for a list of
alumni who've settled in the area to
which you've chosen to relocate.
Don't be disappointed, however, if
your request is denied. Some alumni
offices hesitate in giving out such information in order to protect the privacy of graduates. But, assuming you're
successful, write or call the graduates, indicate what your plans are,
and be direct in asking for the names
of potential employers who might
have a need for someone with your
background and experience.
Also, get a hold of the telephone directory of the town or city, and obtain
an industrial directory from the local
Chamber of Commerce. Use it to research the companies whose needs
match up with your skills and experience and send them a resume and
letter. Or, you might even call the personnel manager and ask for some
time in the future when you could sit
down and gain some insight into the
community and its job potentials. I

suggest calling someone in personnel
because the smaller the town, the
more important is business protocol —
chain of command, I also caution you
to not turn what was billed as an "information interview" into one in which
you aggressively seek a job. That
doesn't set well anywhere, especially
in smaller communities.
The experience and knowledge
you've gained from your six years with
a major corporation might be eagerly
snapped up and put to excellent use
by a smaller firm, in a smaller community. There's another factor that you
might run into, however, and that's
the reluctance of some smaller firms
to hire someone from a major corporation. People like yourself, who've
worked in a large company, are often
overly departmentalized, focusing
only on a small piece of the overall
corporate objective. Approaching the
marketplace takes on different perspectives, depending upon the size of
the company and the market in which
it competes.
Large corporations are no longer
bastions of security, not in this age of
mergers and takeovers. My adivice is
to seek a contract with your new employer. If that proves too difficult to
negotiate, at least seek a separation
agreement in which the terms of a future job loss are spelled out. Separation agreements needn't be long or
complicated, and are generally less
threatening to an employer. In line
with this, you should also consider the
cost of making the move you're contemplating. Smaller firms are less likely to pay for a move, unless the person th ey're im port in g is a
much - needed specialist.
I'm not trying to be negative, but I
do feel the need to point out to you
some of the downside considerations
that are sometimes overlooked in the
enthusiastic contemplation of such a
major move.
My instincts tell me the chances
are good that you'll decide against
making this move.
El
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 ff ic es are in d ep e nd e nt ly
owned and operated.
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In addition to b35,000 ... 5 very good
reasons to choose our credit line.
The convenience of a revo Iving
'
credit line. Once your credit
line is approved, you
have unlimited access
to any amount of cash
up to your designated
credit limit. It only takes
a phone call to activot e
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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.
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treturn the

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

As a member of the National Asso-

back to 1905. It is a subsidiary of Secu-

ciation of Accountants, you now have
access to an unsecured line of credit up
to $35,000.
Designed specifically for executive
clientele, this special program can provide you with major funds for major
expenditures. With all transactions handled by mail and no collateral required,
the program is remarkably convenient.
As on 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. —o national leader in providing mail loans, with a historydating

rity Pacific Corporation, the nation's
seventh largest bank - holding company
with assets over $50 billion.
To cover the administrative costs of
arranging the national program, the
Association receives a small fee. The
offer should not be construed as an
endorsement by the Association of the
lender, or any other products or services
included in the Group Discount program.
You'll find it easy to apply for your
line of credit. Just fill out the coupon

and mail it today. By return mail you'll
receive a one -page application. It's that
simple. For further information call toll free 1- 800 - 525 -1132. Colorado residents
call collect 341 -6581. In California, call
toll free at 1- 800 - 654 -7288.
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The mergers, acquisitions, and divestitures marketplace rang up s till anot her banner year in
1986 —the best, in fact, since the conglomerate era
of the late 1960s and early 1970s in terms of numbers of deals. According to the Mergers & Acquisitions Data Base, there were about 4,050 completed transactions worth at least $1 million each
in 1986, with aggregate dollar volume reaching a
record - smashing $190 billion. The 1986 performance represented an acceleration of an upward
trend in deal - making activity that has been under
way since the start of the decade.
Despite the glittering statistics and the eye catching pace, there has been a tendency to write
1986 off as something of an unmatchable high watermark that will be followed by a protracted decline in mergers and acquisitions. The most pessimi s ti c ou tl oo k has been mo u n t ed by
academicians, economists, and many corporate
and financial executives whose views manifest an
unfamiliarity with the modern merger and acquisition process. This group apparently has been
persuaded that M &A trends of the 1980s are
dominated by headline - grabbing hostile takeover
bids and mega- mergers and that even if these
deals are discounted, the mergers, acquisitions,

and divestitures movement is largely a faddish
phenomenon that will fizzle out in time.
Neither the facts nor the forces that have contributed to the last seven years of M &A activity
confirm those gloomy forecasts. A probing look at
the modern M &A movement suggests that mergers, acquisitions, and divestitures will continue to
run strong for years to come. The M &A mainstream hardly is represented by the ephemeral
big -bucks transactions with their often - colorful
characters and seige mentalities but by the bread and- butter, strategically driven deals designed to
add value or sharpen the competitive edge of the
buyer. If not every deal is a ringing success,
enough have worked to encourage corporate development people to elevate acquisitions (and divestitures) to the status of investments that must
undergo rigorous screening before there is a decision to buy, much less to settle on a specific
target.
A comment on the continuity of this strategic
process was voiced in the Mergers & Acquisitions
Handbook (published by McGraw -Hill and edited
by the authors of this article) by Peter Lorange
and Harbir Singh of the Wharton School and Eugene Ko t l arch u k o f M ari n e Midland Bank.
"Long -term survival of any corporation depends
on its continued ability to develop strength relaMANAGEMENT ACCOUNTING /APRIL 1987

tive to competitors," they wrote in the book which
describes the strategic M &A process from start to
finish. "Success in achieving this strength depends
on the ability to shift resources from well- established mature business activities to emerging business activities with growth potential. Within this
ongoing process of self- renewal, the company
must decide whether, given its basic strategy, it is
better off shifting these resources through acquisitions or through redistribution among existing
entities."
J, Fred Weston of the Graduate School of Management at UCLA points up the importance of
growth in maintaining a firm's viability and how
external expansions or contractions play into the
basic long -term goal. "Without growth possibilities, most firms would lose their purposes for existing, stagnate, wither, and then die," he stated in
the M &A Handbook. "For the soundly operated
firm, restructuring and realignments frequently
are necessary adjuncts of growth —either to expand the firm as a whole, or in many cases, to cut
back the overall size of the company so that emphasis can be placed on the business segments
with the best growth prospects."
Will Merger Activity Continue?

they were not, in the strategic sense, the causes.
Strategic M &A activity would continue to hum
right along even if acquirers sharply cut back their
acquisitions of public companies or dropped out
of that market altogether. An interesting statistic
produced by the M &A Data Base is that in any
given year, the number of privately owned companies acquired is about five times as great as the
number of publicly held firms. Moreover, there is
no evidence that the scandal's shock waves crumbled the bedrock elements of strategic M &A.
There have been no discernible signs of reluctance
by buyers to continue buying, sellers to continue
selling, or lenders to continue lending for fear of
being stigmatized by the scandals.
Indeed, M &A activity in the final three months
of 1986, as the revelations of the scandal swirled
around the marketplace, reached the highest levels on record, with, according to the M &A Data

Financial officers need a
change in mindset —
to a proactive attitude
on mergers and
acquisitions.

If none of these commentaries appears especially novel, the anti -M &A group — ranging from authorities who believe mergers and acquisitions will
die of their own weight to legislators who propose
to restrict merger activity— appears to have trouble making the connection between the basic tenets expressed in the Handbook and external ex- Base, some 1,450 deals being completed and $70
pansion. Thus, many o f th em leaped on two billion changing hands in the process.
admittedly adverse developments of late 1986 —
That, of course, was a direct function of the dethe insider trading scandals and the changes in the sire of deal makers to conclude transactions by
U.S, tax laws —to pronounce them as staggering if December 31, 1986, so they could take advantage
not terminally crippling blows to the M &A pro- of the largely favorable provisions of the old tax
cess. In both cases, an appreciation of the truly laws. Certainly the new tax climate —with its restrategic elements of M &A was conspicuous by its peal of General Utilities, erasure of NOLs as a
absence.
factor in mergers and acquisitions, and setting of a
In the insider trading context, it is important to minimum corporate income tax rate —will not be
remember that the types of stock market turnover as lush as the old. But while tax considerations are
and arbitrage that apparently fostered the trading not irrelevant in the strategic deal, they are but
abuses are not integral elements of the strategic one of many factors assessed and often are suborM &A process. Arbs and oth er traders d o not dinated to elements such as the addition of value
make strategic deals nor contribute to the process or the honing of a competitive edge.
that results in their execution. They are sideline
And no acquirer or seller is likely to accept the
players who largely bet on whether the deal, once present tax situation as the status quo. M &A proannounced, actually will be completed.
fessionals confidently look toward creation of new
Although most of this activity is quite legiti- and novel ways of structuring transactions to minmate, few tears were shed by corporate acquirers imize the tax effects, and some say the new laws
for the arbs' problems. The belief among many is actually have opened additional opportunities for
that arbitrage activity, by massaging stock prices creative deal- making and obtaining money to fiupward, frequently raised purchase prices for tar- nance mergers and acquisitions.
get concerns.
If the mergers and acquisitions were the vehi- The Driving Forces
cles seized on by some to generate ill- gotten gains,
In the final analysis, the forces that have driven
MANAGEMENT ACCOUNTING /APRIL 1987
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M &A activity since 1980 basically have been undisturbed by the recent adversities and should
continue to propel deal - making momentum in the
foreseeable future.
Strategic planning: Any company —large or
small —worth its salt is looking carefully to its future and mapping plans accordingly. What products or services does it want to provide? What
markets does it want to serve? Most important,
what future operations will best stimulate growth,
profitability, and shareholder value? And once the
broad strategy is set, mergers and acquisitions are,
with increasing frequency, being plucked from the

basket of development alternatives to get the company where it wants to be in the fastest and most
cost- effective manner.
Buy vs. build:As the strategic process unfolds,
acquisition is becoming a preferred choice over internal development because of economic advantages, whether they are calculated by cold -eyed
numbers crunching or by qualitative measures.
The merger brings in a ready -made organization
replete with products, technologies, distribution
systems, bricks and mortar, and above all managerial talent, while elminating the expensive startups, recruitments, and learning curves that go
with de novo expansion.
Competition: Once the strategy has been set and
acquisition determined as the best route to implement, the savvy acquirer trains its analytical guns
on the most suitable companies to acquire. What
ensues is a highly systemized search process to
identify and approach the companies that most
pervasively meet the contents of the buyer's wish
22

list. But M &A wisdom is not the exclusive franchise of one acquirer or a small but hardy group.
So when the moment of truth finally comes, the
bidder is likely to find itself in stiff competition
with a corps of buyers who are just as savvy in
staking out a desirable target. Rather than shrink
from the challenge, the serious buyer treats the inevitable "auction" as a discipline to be fully prepared when approaching the target and going to
the negotiating table.
"Because of the competitive nature of the acquisition market, companies not only need to respond wisely but often must respond quickly as
well," wrote Alfred R. Rappaport of Northwestern University and the Alcar Group in the M &A
Handbook. Herald L. Ritch of Kidder, Peabody
& Company commented further that "would -be
acquirers can dramatically enhance their abilities
to identify and pursue acquisition candidates by,
first, understanding key trends in the merger
market and their causes, and,
second, being well prepared
in all major phases of the acquisition process in order to be
able to move intelligently on short
notice."
Money, money, money: The soundest theories and the best- conceived systems for
executing strategic mergers would
not work without adequate
funds to fuel the process.
And the merger movement of the
1980s indeed has been sparkplugged by
availability of large amounts of money. Traditional sources such as banks have been willing lenders,
in part because t heir historically important
sources of loan demand have been less than
strong. And they have been joined by a host of
innovative and nontraditional mechanisms such
as junk bonds, leveraged buyout pools, blind
pools, pension funds and insurance company investments, high net -worth individuals, and scores
of other investors who have found rewarding returns at a time when stratospheric stock prices
and low interest rates cloud the prospects for other commitments.
Admittedly, some of this money has found its
way into more financially driven transactions,
such as bust -up takeovers and many leveraged
buyouts. But the strategic acquirer with a sound
business plan does not lack for the money to make
a deal. In a commentary for the M &A Handbook,
Andrew A. Robertson of First National Bank of
Chicago says lenders like M &A financing because
"Interest rates tend to be higher than on other
loans, fees are attractive, and acquisition lending
can be a means of'up- turning' relationships, or securing other profitable lending transactions or service arrangements with the borrowing customer."
MANAGEMENT ACCOUNTING /APRIL 1987

Antitrust.- The Reagan Administration's high
tolerance for mergers and acquisitions has contributed an incremental dash of spice to merger
activity. Relaxed enforcement policies most noticeably have opened the gates to megadeals such
as Chevron's acquisition of Gulf, Texaco's acquisition of Getty Oil, the General Electric -RCA
combination, and the joinings of Philip Morris
with General Foods and R.J. Reynolds with Nabisco Brands. Giant companies such as General
Motors and IBM, which previously were on the
sidelines, also gained a freer hand in making acquisitions during the 1980s.
But there have been more subtle implications.
Much of the corporate restructuring of the 1980s
have been facilitated because companies have
found they could dispose of unwanted divisions or
subsidiaries by selling them to competitors without an antitrust monkey wrench.
Even if antitrust enforcement tightens - up—and
many professional deal makers believe it will regardless of which party wins the White House in
1988 —it is not likely to cripple M &A activity because it is only one of the many factors that have
paced the strategic momentum.
Corporate restructuring: Whether manifested by
the breaking up of old conglomerates, attempts to
meet the stock market's demand for "pure- play"
narrowly focused companies, or implementation
of a portfolio approach that weeds out the under performers and emphasizes the stars, corporate
America has spent most of the 1980s executing a
massive redeployment program. It shows few
signs of slowing down and should continue to contribute considerable grist to the mergers, acquisitions, and divestitures market for years to come.
Restructuring is mostly thought of in terms of
sell -offs or dispositions. Former conglomerates
such as ITT, Litton Industries, and Gulf & Western have been heavy sellers as they have pruned
operations to focus on a few industries. Less diversified companies such as Avon Products and
TRW, however, also have been prominent sellers,
and a number of companies that were targets of
corporate raiders, such as CBS and Goodyear Tire
& Rubber, have launched sell -off programs to
stress core businesses.
But restructuring is a two -edged sword and
may involve buying as much as selling. The GERCA merger, for example, was part of GE's plan
to restructure itself into a company that played in
the higher tiers of technology. Allied - Signal, by
acquiring Bendix and Signal Cos., transformed itself from a basic chemicals firm into a high -technology organization.
Service industry: The upward trend in mergers
and acquisitions has been paralleled by the developement of a far - ranging network of skilled professionals to assist the corporate buyers and sellers.
MANAGEMENT ACCOUNTING /APRIL 1987

How the New Tax Law
Affects Acquisitions and Mergers
By Robert W. McGee
Repeal of the General Utilities doctrine by the Tax Reform Act of
1986 has created a major change in the tax consequences of corporate acquisitions and mergers. The doctrine was created by a Supreme Court decision that held a corporation did not have to recognize any gain from the distribution of appreciated property to its
shareholders. Now with the new tax law, corporations will be taxed
on the difference between the property's basis and its market value.
A major change affecting M &A activity is the repeal of the step up basis rule of Section 334(b)(2). This rule allowed a company to
sell its stock, and permitted the purchaser to liquidate the company
and step up the company's asset bases to market value tax -free. The
seller would recognize capital gain and the seller would, in effect,
be acquiring assets instead of stock, thus being able to avoid the
prior company's liabilities (that would otherwise transfer with a
stock purchase). Because assets were purchased, the new basis of
the assets would be market value. The acquiring company would
not be stuck with carryover bases, which would be the case if the
company's stock were acquired instead.
Because Section 334(b)(2) has been repealed, there is now a natural tendency for an acquiring company to want to purchase assets
rather than stock. And, because the seller corporation must recognize gain on the sale of its assets, there is a tendency for the acquired company to prefer selling stock rather than assets —a built in conflict situation that did not exist before. If stock is sold, the
individuals who receive the stock in a liquidation would pay a maximum tax of 28 %. But if assets were sold, and the proceeds distributed to shareholders, the total tax would be nearly 52 1/2 %, determined as follows:
Gain on sale of assets
Corporate tax @ 34%
Amount remaining for distribution
Less individual tax ® 28%
After -tax amount

$100.00
34.00
$ 66.00
18.48
$ 47.52

The total corporate and individual tax amounts to 52.48%
[$100.00 - $47.52 = $52.48].
Double Taxation
The new law is significant because it alters
the way a company might choose to buy or sell a corporation. Instead of paying one tax, two taxes must be paid in order to reflect
the assets at market value. The double tax must be paid regardless
of whether the sale takes the form of an asset acquisition, or a stock
purchase followed by a liquidation. So taxable takeovers followed
by stepping up asset bases to market value are now less attractive
than before. And tax -free acquisitions are more attractive, as are
taxable stock purchases without a Section 338 election, because the
corporate tax is deferred.
Example: King Corporation, which has no 5% shareholders,
sells its assets for $60,000, pursuant to a plan of liquidation. King's
shareholders have aggregate stock bases of $1,000. Before TRA '86,
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The most visible group consists of investment
bankers — ranging from Wall Street giants to
smaller regional houses —that can find suitable
targets, arrange contacts, provide fairness opinions, guide, or even spearhead negotiations, help
set prices, devise creative deal structures, and deliver many other services and types of advice that
can bring a deal to a successful conclusion.
But that is just the tip of the iceberg. There are
a host of small firms that specialize in mergers
and acquisitions and direct their services to the
middle market consisting of smaller and privately
owned companies. Accounting firms provide not

only tax, valuation, and due diligence services but
offer deal- making services as well. Within the legal profession, there has arisen a corps of lawyers
who specialize in securities, corporate governance,
antitrust, and other facets of the law related to
M &A. Management consulting firms and strategic planning specialists help set corporate strategies and some provide deal - making services as
well. Valuation firms are highly experienced in
providing the evidence that is required to support
pricing, tax, and other aspects of M &A. There are
even specialists that help merging companies
through the often difficult integration and transition process where the treatment of the people involved often is critical to the success of the
marriage.
Economic trends:Although the American economy and many of its business segments are considered to be mature, they are still dynamic. Within the basic framework, vast numbers of changes
are taking place, including industries, markets and
market segments that are growing while others
are in decline, population migrations, demographP4

ic shifts, technological innovations, and government regulation and deregulation. Mergers, acquisitions, and divest itures have proven to be
extraordinary mechanisms for seizing opportunities offered by the structural dynamics.
Much of this activity can be seen in specific industries. As the tobacco industry matured, both
R.J. Reynolds and Philip Morris moved to diversify by acquiring giant food companies. Still other
big food companies faced with maturation oftheir
markets have sought specialized growth niches.
Dart & Kraft's acquisitions have taken it into
such fields as herbal teas, bagels, and high -priced
?urina, tired of the volatability in commodities,
family of branded cons in such areas as baked
3tteries. Airline deregu;hed off a spate of deals
.t industry consolidated,
e the combination of fiicial services deregulaand the broadening of
in t ers tat e banking
has made bankers the
most active acquirers
of the 1980s, The overactive market for radio and television
stations was given
additional shots in
the arm when the Federal Commun icatio ns
%- omrnission dropped its anti trafficking rule and allowed single interests to
own up to 12 AM, 12 FM, and 12 TV stations.
The desire to cash in on the high technology
boom is still another M &A stimulant. Basic industry firms have acquired high -tech companies
to accelerate growth, with such companies as Allied- Signal changing their faces completely in the
process. Technology firms t hemselves have
merged to acquire increased resources or stronger
market clout, a trend epitomized by the combination ofBurroughs and Sperry to form a more vigorous competitor in the IBM - dominated computer industry.
Globalization:One of the unusual offshoots of
the 1980s M &A wave is that American companies
have cut back on their once - aggressive drive to acquire overseas, preferring instead to press expansion at home. But the reverse is true for foreign
companies, particularly those based in the U.K.
and on the European continent. More recently,
Japanese and Australian companies have stepped
up the search for desirable U.S. companies. The
attractions are a huge market, far larger than anything offered in traditional operating domains, political and economic stability, and the chance to
MANAGEMENT ACCOUNTING /APRIL 1987

pursue growth at a time when home markets have
plateaued. Foreign acquisitions in the U.S. have
ranged across the entire industrial spectrum and
included retailing, consumer goods, basic industries, and technology, to name some.
Shareholder value: Increasingly, the managements of publicly held U.S. companies are fine tuning their operations toward the basic goal of
maximizing the value of the investments made by
their companies' owners, the shareholders. Obviously not every merger, acquisition, or divestiture
represents an immediate addition to shareholder
value. Indeed, there may be sound strategic reasons for penalizing value in the short run to gain
other advantages. In h is n ew b ook, Creating
Shareholder Value, Professor Rappaport says that
for shareholder value to be added, the merger
must offer "distinctive benefits" to the acquiring
firm. Sometimes it takes a while for these benefits
to flow through to shareholders. Yet, if managed
properly, mergers, acquisitions, and divestitures
can provide excellent opportunities for increasing
shareholder value.
The CFO—Controller Role
The operative phrase that should govern the entire M &A process is "managed properly." The
strategic merger, acquisition, and divestiture process must be viewed as an investment and, therefore, accorded the time, effort, and resources commensurate with any strategic investment. That is
where corporate controllers and chief financial officers can play an important role in the process.
Alfred T. Olenzak and Malcolm I. Ruddick of
Sun Company, who wrote th e chapter on the
work of the internal acquisition team for the M &A
Handbook, note that while the deal is unfolding
the financial people are not called in until it is
time to figure out how to finance the acquisition.
In the context of a specific deal, that is true. But if
mergers, acquisitions, and divestitures are managed investments, the financial people can contribute virtually at all points along the line.
While basically cost- effective, a merger can be
expensive, and there are costs involved in a wellmanaged strategic divestiture as well. If the purchase price represents the biggest up -front commitment of funds and taxes that concerns the
financial executive the most, it is not the only important cost involved. Doing the job well requires
adequate funding throughout the process.
Getting all ducks in order prior to a deal is essential, Funds should be provided to assure that
the preliminary stages are executed with thoroughness, so that industries, markets, and specific
target companies are intensively researched. If
consultants are needed, there should be money to
pay them. Due diligence is critical and there
should be no stinting on the examinations needed
MANAGEMENT ACCOUNTING /APRIL 1987

Now the New Tax Law Affects Acquisitions and Mergers (continued)
King's shareholders would pay a maximum capital gains tax of
20 %. After tax reform, the top rate is 28 %. King Corporation
would have paid income tax at a top rate of 46% on ordinary income and 28% on capital gains before tax reform. After tax reform,
the top rate on all income is 34 %. Assume that King Corporation
has the following assets:
Land: basis $2,000; market value $5,000
Inventory: LIFO basis $1,000; FIFO cost $1,500; market value
$2,600
Machinery: basis $1,400; original cost $2,800; market value $3,100
Results under the old law and new law would be as follows:
Old Law
New Law
Land appreciation
($5,00042,000)
$
0
$3,000
Inventory appreciation
($1,500 - $1,000)
(2,60041,000)
Equipment appreciation
($2,800-$1,400)
($3,100- $1,400)
Gain recognized
Corporate tax rate
Corporate tax
Shareholder tax
[($60,000487441,000) x 20 %]
[$60,00042,142 41,000) x 28 %]
Total tax

500
1,600

1,400
1,700
$1,900
x 46%

$6,300
x 34%

874

2,142

11,625
15,920
$12,499

$18,062

The new law affects more than just corporate liquidating sales or
distributions. After TRA '86, all corporate distributions of appreciated property will be subject to tax at the corporate level.
NOLs Harder to Take
The new law makes it tougher to claim net operating losses in
certain circumstances. If there is a more than 50% change in own ership of a loss corporation over a three -year period, the total NOL
carryovers are not reduced, but there is an annual limitation on
their use after the change. In general, the annual amount of earn ings against which the losses may be used after the change cannot
exceed the value of the loss corporation at the time of the change
multipled by a special rate of return.
Under prior law, it was easier to take advantage of an acquired
corporation's NOLs. In fact, some corporations were acquired primarily for their NOLs, with the intent of liquidating them and using their NOLs to reduce total corporate taxes.
For example, a corporation in the 40% bracket could acquire a
corporation with a $1 million NOL, use the NOL to offset its tax able income, and reduce its taxes by $400,000. If the loss corpora 1*
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How the New Tax Law Affects Acquisitions and Mergers (continued)
tion cost only $300,000 to acquire, the purchasing corporation
would be $100,000 ahead by buying it, even if there is no intent to
do anything with it other than liquidate. The new law places additional obstacles in the path of a company that wants to acquire a
loss corporation for its tax attributes.
Residual Method Required
The Tax Reform Act requires both the buyer and seller to use
the residual method to allocate the cost of the acquisition /sale
among its individual components. The buyer and seller must both
disclose to the IRS the amounts they have allocated to goodwill. If
the amounts they allocate are inconsistent, this inconsistency will
be highlighted, and will increase the chance of an IRS audit.
The IRS issued regulations under Section 338 to provide guidance showing how to use the residual method to allocate the purchase price. The first step is to assign cost to specific assets based
on their market values. Any excess is then classified as goodwill,
which is not deductible or amortizable for tax purposes.
Example: All of Queen Corporation's stock is acquired for
$3,000,000. Queen's real estate is reflected in the balance sheet at
$100,000, but is worth $600,000. Its equipment is valued at
$1,000,000 and has an adjusted basis of $800,000. The party that
acquired Queen elects to have the acquisition treated as an asset
purchase. The acquiring party assigns a value of $600,000 to the
land and $1,000,000 to the equipment, The remaining $1,400,000
[$3,000,000 - $600,000 - $1,000,000] is assigned to goodwill.
Before the Tax Reform Act, the usual practice was to sell a company for one, lump -sum price. No value was assigned to the individual assets. This practice allowed the buyer and seller to assign
different values to the individual components, a practice that
worked to the advantage of both parties. The seller would prefer to
record capital gain rather than ordinary income, so the seller would
assign a large portion of the total selling price to goodwill and other
property that would not trigger depreciation recapture. The buyer
would allocate a large portion of the purchase price to depreciable
assets so that large depreciation deductions could be taken in the
future. Little or no value would be assigned to goodwill because
goodwill is not deductible or amortizable for tax purposes.
The new law requires the purchase price to be allocated using the
residual method, which must also be used for qualified stock purchases that are treated as asset acquisitions (Section 338), thus
eliminating the possibility of using two different methods. The residual method must be used for noncorporate purchases and sales,
too, so the rule cannot be circumvented by structuring the deal as a
noncorporate purchase and sale. However, allocating specific prices
to specific assets is still subject to challenge by the IRS. If it appears
that certain assets are valued above market value, the IRS can reduce the asset value to market value, and assign the excess to
goodwill.
The residual method must be used for any qualifying asset purchase or sale that occurs after May 6, 1986. Purchases and sales
after that date need not use the residual method if there was a binding contract in existence on May 6, 1986.
❑
Robert W. McGee, CMA, CIA, CPA, is professor of accounting and
taxation at Seton Hall University, and maintains a consulting practice in northern New Jersey.
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to provide the level of comfort that assures an acquirer it is actually buying what it thinks it is buying. And there should be no balking at the expenses involved in integrating the two companies,
given the importance of getting the two companies
to operate as harmoniously as possible during the
extraordinarily stressful integration period.
Finally, it is incumbent on all executives, financial, administrative, and operating, to recognize
that an acquisition is not in and of itself a panacea. As with any investment, the acquired company must be intelligently managed in subsequent
years. Not the least of these elements of good
management is the supplying of capital to assure
that the acquiree can continue to thrive, to grow,
to add shareholder value, to increase its competitive edge and, sooner rather than later, generate
the returns that permit the buyer to recoup the
investment.
But making sure that the acquisition investment
is properly funded should not be a mere mechanical or ministerial function. Based on what professional deal makers from the service and corporate
sectors tell us, financial people often lurk as deal
killers. Purchase prices are often too steep for
them, returns too paltry, alternative investments
more promising, financial and accounting integration too complex and time- consuming.
Such objections frequently are valid and deserve
thoughtful consideration. But if they are put forward as routine negative carping on every deal,
they could work to deny the company the genuine
benefits of the strategic acquisition.
In many instances, financial officers need a
change❑in❑mindset❑—to❑a❑proactive❑attitude❑on
mergers and acquisitions. That does not mean
that the financial officer must close his or her
sharp eyes or clam up when the deal looks as sour
as overaged wine. It does mean that the financial
officer must recognize that not every merger is
perfect, that the target indeed may not meet all of
the criteria on the buyer's "wish list," but that
there are enough advantages to the deal to proceed, if the balance tips in favor of the acquisition.
The good financial officer must have the courage and the responsibility to blow the whistle on
an obvious foul ball. But he or she can be far more
effective by assembling a track record that demonstrates fairness and objectivity in the area of merger analysis and assistance.
Strategic mergers and acquisitions should not
be the province of a few high -flying deal makers
anxious to make names and build reputations. The
companies that buy that way are the companies
that have the greatest number of fizzles. The strategically sound deal is the product of a venture in
which❑many❑elements❑of❑the❑company—❑including
the❑financial❑officers—❑part❑icipate❑and❑contribute
their expertise,
❑
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Sweeping new employee
benefit rules and regulations
pertaining to pension plan qualification, Individual Retirement
Account deductions, vesting,
social security integration, contributions, tax deferral under
401 (k) plans, employee stock.
ownership plans and more than
50 other categories of fringe
benefits, make it imperative
that you know what you can do,
can't do and must do to comply
with the 1986 Tax Reform Act.

In one loose leaf volume,
C C H's Frin ge Benefits Tax
Guide brings together complete,
aut ho ri tati ve info rmat ion on
fringe benefits. With monthly
reporting to keep it up to date,
the Guide pro vi d es in st an t
access to the latest developments, along with concise, easily un derst oo d an swers to
complex tax questions concerning in co me and payroll tax
treatmen t of fringe benefits
from both the emp loyer and
employee points of view. It also
analyzes and explains non -tax
benefits and detriments to be
considered in establishing the
various types of programs,

Plans and Perks
The Gui de provides an overview of all three forms of fringe benefits: Employee Retirement Plans, Deferred
Compen sation Plans and Special Perks, including
general business and tax planning discussions of
each of the areas.

Special Perks - Discusses all other
areas of nonsalary benefits, as well as
the special valuation and nondiscrim ination rules employers must follow.
Alphabetized Explanations - To speed your
research, the Fringe Benefits Tax Gui de compiles the vast
array of nonsalary benefits alphabetically, with easily understood explanations of the benefits and their tax ramifications
and special rules in one place.

Retirement Plan s - Examin es and exp lains the
advan tages and disad vantages of th e vario us plan s,
and alerts employers and th eir advisers to th e procedures and standards for establish ing an d operating a
qualified emplo yee retirement plan.

CCH's Fringe Benefits Tax Guide -

Deferred Compensation - Describ es b oth q u alified
and no nq ualified plan s fro m th e viewpo int o f th eir
role in business and tax planning.

It's a hardworking research tool that'll save you time and
effort' Order it today; you'll be glad you did!
■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■

Other Divisions Include:
0 Co verage of valuatio n rules that must b e follo wed when a
fringe benefit becomes taxable, along with the s pecial nondiscrimination rules for fringe benefit programs.
• Payroll tax ob ligations of emplovers, inc luding c omputation schedules, basic definitions and reporting requirements.
•

Checklists, inc luding an alp habetic al list sho wing how
vario us fringe b enefits are treated und er payro ll and withholding tax laws.

• Relevant IRS Co de Sections d ealing with fringe benefits
and retirement and deferred c omp ens ation plans.
• Pend ing Legislation — pro vides you with the lates t fringe
benefit legislation updates, inc luding prop os ed Ho us e and
Senate bills, Committee reports, etc.
• C o mp lete Ind exing — T o p ic al and C umulative Ind exes .
Finding Lists and a Standard Index for New Developments.
• New Develop ments — pro vides review and analysis of the
latest developments in the taxation of fringe benefits.

■
■
■
■
■
■
■
■

annually as billed.
(Sales or use tax will be added where appropnate.)
P l e as e have a sales representative contact us.
Signatur-e
Name& Title

■

Firm

■
■

Address

(We do not ship to P.O. Boxes.)

■
■

City &Stare

M

Bank Reference

■
Circle number 14 on reply card.

■

perio d ind ic ated below, S end the up -to-d ate volume immediately, follo wed b y
monthly rep orting to keep us current.
$240 per year for two years, payable
S265 for one year, payable when billed.

■

■

■

YES!Enter o ur s ub s crip tio n to the Fringe Benefits Tax Guide (9522) for the

■

■

■

Co mmerc e Clearing Hous e, Inc .
4025 W . P eters o n Ave. , C hic ago , IL 60646

■
■

■

■ ■ ■ ■

Telephone

Zip

9522 -7075

■

By Charles M. Anderson
LTHOUGH ACQUISITIONS INVOLVE
considerable legal and financial factors, it
is critical to understand that acquisitions
are primarily art, rather than science. In order to
be successful, you must understand your current
business and the business that you want to acquire
with such keen insight that you can predict synergy, and with such business talent that you can
cause the predicted synergy to be realized.

3. Evaluation. The uncreative might have one
good idea out of 100 —it's too unrewarding to
evaluate such a faint flicker, The exceptionally
creative manager, however, may have 20 good
ideas out of 100 —you will go broke if you simply implement. them. Accordingly, high quality
evaluation of new product ideas or acquisition
candidates is an essential element of success.
4. Risk- Takers. New products and acquisitions
are not the business for the fainthearted to
practice. To achieve the high returns offered by

The president of AJ
Development Corp.
describes how the art of
acquisitions leads to a
synergistic effect.

The nature of the successful acquisition game is
to violate the laws of mathamat.ics and cause one
plus one to equal three. When this phenomenon
occurs, you have not only accelerated the growth
of your company, but you have helped society by
causing the gross national product to grow faster
than it would have i f t h e me rger had not
occurred.
In our corporate development activity at Johnson & Johnson, we have set ourselves a mission to
assist management in the framing and interpretation of longer range strategic plans, and enhance
the company's capabilities in identifying and acquiring new business opportunities.
We attempt to carry out this mission by accepting three basic responsibilities:
1. Identify for corporate management major acquisition candidates fitting the strategic objectives as defined by the Executive Committee.
2. Serve as acquisition support for those of our
companies seeking assistance and clearance of
all acquisitions for communication purposes.
3. Manage the Johnson & Johnson Development
Corporation.
In any business, both new products success and
acquisition success derive from attention to the
same six basic principles:
Charles M. Anderson
is vice president,
corporate
development, Johnson
& Johnson, and
president of Johnson
& Johnson
Development Corp. He
is a member of Raritan
Valley Chapter,
through which this
article was submitted.
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1. Strategic Planning. You must identify in clear,
simple terms your future objectives and the
tactics that you plan to employ to reach them.
2. Creative, Intuitive Thought. Neither the acquisition nor new products scene is for linear
thinkers. It takes the exceptionally creative or
intuitive to generate the quality new product
ideas or acquisition opportunities.

new products and acquisitions, you must be
willing to accept risk, enjoy risk, and thrive
from the excitement it provides.
5. Management Commitment. Because of the
risks involved, new products and acquisitions
must have senior management commitment to
be successful. This commitment needs to be
measured in the financial and personnel resources provided, and the freedom given to explore the controversial. Your senior management mus t be excited by the prospect of
change rather than fearing its consequences.
New products and acquisitions often produce
revolutions.
6. Execution. Even if the first five elements exist,
you will fail unless your execution is superb.
You need high - quality personnel to execute
well the demanding needs of new products or
acquisitions.
To sum up, new product or acquisition success
requires intuitive, risk- taking personnel, provided
with senior management commitment, who employ strategic thinking and evaluation processes to
identify and screen opportunities.
Anything less than this means failure.
Developing an Acquisition Program
Having identified the requirements, let's turn to
how you develop and implement an acquisition
program. Acquisitions can play a positive role in
society if the merger produces synergy, thereby increasing the national wealth and providing the
consumer with improved goods and services. In
today's world you need to pay substantial premiums, generally in the +50% to +75% range, in
order to acquire companies successfully. Because
the market is on the average an excellent valuator
MANAGEMENT ACCOUNTING /APRIL 1987

accelerate

• We gain access to new, important technologies.
• Changing embryonic technologies are often
found in available smaller companies.
• Our decentralization tends to limit participation outside our current franchises.
• We gain capacity to
long -term
growth when strategically positioned against
high - growth markets in which we have no internal capability to enter.
• Our premier health care position and reputation give us access to candidates otherwise
unavailable.
• Our consistent higher stock multiple provides
better leverage to acquire than most competiMANAGEMENT ACCOUNTING /APRIL 1987

tors in our industry.
are

What
our primary business considerations
regarding acquisitions? We look for:
• Fit within an operating company's strategic
plan
filling a void as previously determined
by executive management.
• Compatible management!
• A clear understanding:
—Why the company has succeeded.
—Why the company will sell.
• A company with leading market shares in fast growing businesses.
• Targets' reputation, image, business philosophy, and compatability.
• Sound technical base and resources.
• Benefits from synergy, wherever possible. Leverage! Leverage! Leverage!
• A clear definition and willingness to accept the
needs of the acquired company, i.e., added
management, increased financing, and so on.
• A result which leads to purchase price "justification," using financial analysis.
or

(properly discounting future earnings of a company), you need to recover the premium you pay
through the synergy that the acquisition produces.
In the 1960s when conglomerates were in vogue,
considerable attention was given to diversifying
through acquisition in order to reduce risk. These
types of acquisitions, generally without synergy,
actually reduce national wealth because the price
premium paid is lost to the economy.
In other words, your stockholders are better
able to diversify their own portfolios by individual
stock purchases which do not require them to pay
premiums over market value. The starting point
of determining what companies you should acquire is the development of a srategic plan that
clearly outlines your future business objectives.
First, priority should be given to acquiring companies that enable you to expand into important
new business growth segments. Second, attention
should be given to acquiring technology or businesses that enable you to improve the quality of
products and services that you now offer.
Review the strategic plans of your company.
Identify "gaps" in product lines and technology.
Relate this research very specifically to new business opportunities. Spend the time with your management to determine whether any programs can
be properly mounted internally to meet these objectives —or must your company of necessity look
externally.
Your strategic plan must deal with the problem
of whether the business you are currently in offers
adequate future growth to warrant further major
investment. Where it does not, you must identify
those business areas that you wish to concentrate
on in the future to develop a strong position. The
tactical part of the strategic plan should determine
what proportion of your assets will be directed toward internal development as contrasted to
acquisition.
How do these general principles fit with the
practical world of my company? Acquisitions continue to represent an important method of expansion for these reasons:

Synergy is most likely to occur with horizontal
integration, that is, expanding your current product line, or expanding your geographic coverage.
Vertical integration is less likely to produce synergy. Vertical integration involves acquisitions that
enable you to deliver your current product more
efficiently by controlling its raw material sources
or manufacture, or for a supplier it means acquiring the capability to convert its raw materials into
a final product delivered to the ultimate consumer. Virtually no synergy exists in acquiring companies in completely new businesses, as in conglomerate mergers.
Screening Candidates
Having identified the business areas that you
wish to enter by acquisition, you should put into
motion a screening program with acquisition criteria involving both financial and marketing requirements. The acquisition screen will likely include pu blished lists of companies in trade
publications, financial publications, Dun & Bradstreet, Standard & Poor's, Thomas Register, and
similar directories.
Your best source, however, probably will be
your own knowledge of your industry, coupled
with the personal contacts you and your associates have developed. You may wish to involve
intermediaries, for example, investment bankers,
business brokers, auditors, or local bankers. When
intermediaries are used, it is important to define
in advance the fee arrangement because where no
fee is stated, the Lehman formula can apply (i.e.,
5% for the first million dollars of purchase price,
P9

4% of the second million dollars, 3% for the third
million dollars, 2% for the fourth million dollars,
and 1% thereafter).
Evaluating a Company

New products
and
acquisitions are
not the
business for the
fainthearted to
practice. You
cannot make a
fair deal with
someone who
does not
respect or like
you.
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The evaluation step is a critical, early procedure
in studying a company in -depth in order to determine whether there is enough interest to make a
direct contact. If the company is a public one,
there is adequate information on the public record
to study past earnings performance and the balance sheet. If the company is private, it will be
difficult to study the company financially without
making direct contact, although sources like Dun
& Bradstreet can be used.
A thorough financial evaluation of the company involves calculating a number of measures including earnings and sales growth, liquidity indices, return on investment, and cash flow.
It will be important to determine whether the
company you are considering acquiring produces
cash or requires cash. Accordingly, a detailed
analysis of past cash requirements and future cash
needs is essential in valuing the company. In fact,
your valuation of worth is based primarily on future cash flow, not earnings.
In evaluating a company and the cash flow it
provides, you should also obtain information on
the market shares and market growth characteristics of the businesses you are acquiring. Products
with high market growth and high market share
use large amounts of cash, but because they are
the market leaders are self - sufficient in cash flow.
As the market growth levels out, these types of
businesses use little cash; therefore, their cash generation is very high.
Acquiring low- growth, high- market share businesses can provide surplus cash for supporting internal growth. Products with low shares in low growth markets are cash traps with their survival
threatened by every new product or new promotional program. The real speculative gambles are
the products with low market shares in high growth areas —these require substantial cash but
offer the promise of high return if the market
share can be improved to a dominant position.
Acquisition can —with synergy — provide the
cash or marketing /sales talent needed to take a
low market share product to a dominant position.
It is important to identify where in the market life
cycle the target business lies (i.e., embryonic,
growth, mature or aging) and where it is headed.
Remember, prediction of future market growth
and market share is the key input to valuing a
company.
To relate all of this esoteric measurement to our
own experience —what is our "ideal" list of criteria for acquisitions? We are seeking:
• Dominant share or capacity to achieve such.

• Superior products.
• Proprietary products.
• Representative of good medical practice.
• Addition to reputation.
• High - growth market.
• At or potential to reach $50MM sales.
• Easily identifiable franchise, preferably new to
US.

• Competent management in place.
• Improvement to our quality of profit.
• Producer of easily quantifiable synergy.
• No significant cash drain.
• ROI better than our current ROCE.
• Preferably little or no dilution.
No candidate will meet all requirements. But
the overall justification should be strong enough
to overcome any specific criteria failure.
Valuing Companies
There are a variety of techniques for valuing
companies such as discounted cash flow, price/
earnings multiple, and earnings dilution. A third
technique that needs to be employed is to determine what is the effect on your per -share earnings
if you acquire the target company. Where stock is
used to purchase the company, this can easily be
determined by combining the forecasted earnings
for the two companies and dividing by the current
shares plus the shares required for the transaction.
One technique of valuation involves calculating
the amount of shares that can be offered without
diluting your current earnings per share.
Although all three techniques should be used,
discounted cash flow provides the most reasonable
measure of the real value of a company. Computer
models can be helpful for calculating discounted
cash flow and financial indices, but the key factor
in any valuation is future marketplace performance, which requires hard business evaluation
supported by marketing research studies into the
seller's products, markets, and customers.
Once you have valued the company, you should
determine what is the best financial reporting
technique for acquiring the company. The two
generally available techniques are pooling and
purchase accounting. Here again, your own needs,
strategies, and financial positioning should be the
determining factors, if at all possible.
A disadvantage of purchase accounting is when
the assets are lower in value than the purchase
price of a company, goodwill is generated requiring you to amortize this value. Goodwill is not a
tax- deductible expense. In purchase accounting,
no restatement of the financial statements (P &L
and balance sheet) occurs. This feature can have
value when the seller has a poor financial history.
Pooling accounting results in the retroactive combination of the income statements and balance
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granted.

ever

acquisition.
Third, when you reach the point in your discussion that your positioning and proposal become of
crucial importance —be prepared. Don't
think money is the only item of consequence.
Know exactly what you can do for the company,
its owners, its managers. This means having completely and clearly in your mind what you can do
for them —in terms of company resources of every
type, organizational arrangements, compensation,
and benefits. Don't take anything
Then — having been so well - prepared —don't be
surprised to get some strange requests from "left
field." Be flexible and informed enough about
your negotiating latitude to be able to respond
candidly and completely.
for

sheets of the merging companies, and no goodwill
can be created.
These basic methods must be evaluated in light
of your own financial, market, and image situation. Th ere i s no "i d e a l " ans wer to every
acquisition.

Venture Capital Activity

Negotiating the Acquisition
The critical step after determining that you
wish to acquire a company is negotiation. Although your interest will be to acquire the company at the lowest possible price, there are three
points you should remember.
First, you cannotmake a fair deal with someone
who does not respect or like you. You must create
an environment that enables negotiations to proceed to establish a fair price. Human factors are as
important as financial considerations in negotiation and need to be highlighted.
It's important to take the time to build a relationship with the key owners or managers so that
you can deal comfortably with them —and vice
versa —no matter how complex and difficult the
actual negotiations prove to be. Often this personal rapport is more important in dealing with the
small entrepreneur than the large public company. In such cases, they have probably devoted
man y years o f t h ei r wo rk i n g l i ves t o t h ei r
"baby" —not to mention their financial resources –
and perhaps those also of their friends, neighbors,
and relatives! They've earned your respect for
what they have built —or else you wouldn't be
there talking. Be sure that's made obvious to
them.
Second, remember that in all likelihood the
people you are negotiating with will later bear the
responsibility of achieving the future success you
predicted in your valuation. It is important to deal
with them fairly and honestly so that after the
deal is struck, the seller's managers will have a favorable attitude toward the acquisitor and continue to manage the business with the same or greater en t h u s i as m th an exi st ed pri o r to the
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Our venture activity plays a key role in our
business - building strategy. The mission of our
subsidiary, the Johnson & Johnson Development
Corporation, is to make venture investments in
forward -based health care technologies with the
main objective of developing future acquisition
candidates or obtaining marketing rights. Investments also serve to provide a "window" on emerging technologies.
We carry this out through equity investments in
small, emerging businesses. We've been doing this
now for almost 12 years so we have learned a
great deal, especially from our mistakes. We've invested in many medical fields —most of them
unique to our industry.
Venture capital investments allow us to fill in
the future, leading -edge technology needs of our
companies. Obviously, this is no substitute for
continuing adequate funding of internal research
and development. I should emphasize again that
most industrial venture enterprises are not simply
to invest for capital appreciation but to develop
business opportunities. We are no exception to
this rule.
Because we are operating on the frontiers ofour
industry technology, we spend much time and effort in trying to stay current with the science involved. Here, because most of these businesses
have little or no track record, we don't spend
much time on the usual financial criteria. The emphasis in these cases is on the science —and above
all—on the people involved who will make or
break the opportunity. Naturally, we work very
closely with our operating management in making
these judgments.
Negotiations in these cases often are difficult,
because there is little "hard" data on which to
place values. Once again, however, just as in the
acquisition of a business, developing an attitude
for both parties that reason and fairness will always apply works wonders.
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O PUBLICLY HELD companies
that change to private ownership
through management buyouts
possess characteristics prior to the
change which differentiate them from
firms that remain publicly owned? Our
research leads us to answer this question
affirmatively. It also indicates that in the
period immediately before the buyout,
abnormally high returns may result for
the shareholders of the firms that are
bought out by management.'
Incentives to Go Private

Wayne A. Label, Ph.D.,
CPA, is a professor at
the University of
Hawaii.
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Management buyouts can be financially appealing because of reductions in registration, listing, and other stockholder
servicing costs. The introduction ofa new
ownership structure also can improve incentives for corporate management.
The savings in stockholder servicing
costs alone can be significant. For example, Barbara Lynn Stores, Inc., in its 1976
proxy statement, estimated the annual
cost of public ownership to be $100,000,
which can mean a total cost savings of $1
million when capitalized into perpetuity
at a conservative 10 %. This cost saving is substantial when measured against the $1,308,017 market
value ofthe company's publicly held stock immediately prior to announcement ofits management buyout proposal.
We surveyed managers from 97 ex-public firms
and found that the direct costs of public ownership ranged between $60,000 and $250,000 per
year before making the change to private ownership (excluding management time and indirect
costs such as additional audit fees).

In addition to direct cost savings, the company
benefits when its managers are given the incentive
to work harder and more efficiently. Many lucrative investment projects require managers to put
forth additional effort and creativity. Often these
projects are abandoned unless managers can share
in the profits.
In a pure going - private transaction, management acquires 100% stock ownership in the private firm. Also, management's residual claim interest can increase via leveraged buyouts through
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increased stock own ers h ip an d , indirectly,
through employment agreements that tie managerial income to firm profitability.
In contrast, under public stock ownership, compensation agreements that offer executives more
than a strictly proportionate sharing of investment
returns among public and management stockholders are subject to legal challenge by outside stockholders. This threat of litigation is reduced under
private ownership. We also found evidence that
indicates the total value of an average firm that
changes to private ownership is only 50% of what
it would have been worth if management had
maximized profits throughout the 10 -year period
prior to the buyout.
Shareholders also are winners. There is evidence that public stockholders do share in the financial gains from management buyouts. For example, in the successful management buyouts we
looked at, managers paid target stockholders an
average premium of 56% for the shares they purchased. This premium is calculated relative to the
closing price of a target share two months prior to
the announcement of the buyout.
What Firms Are Likely Candidates?
In order to determine the distinguishing characteristics of firms that go private via management
buyouts we studied 97 firms identified as having
changed to private ownership via management
buyouts during the 1972 -85 period. Each, company that chan ged to privat e o wn ers hi p was
matched with the publicly owned firm closest in
total asset size within the same industry group.
The set of variables for which information was
collected for both the public and ex- public forms
is shown in Table 1. The variables were selected
after surveying corporate managers from 97 expublic firms. Each manager responding to the survey summarized what he or she believed were the
most important factors in the decision to go private via a management buyout.
The characteristics found to be most significant
in differentiating firms that go private via management buyouts are:
• A majority of the company stock is held by
management and the board of directors.
• The company has significantly higher than industry average cash flow /net worth and cash
flow /total asset ratios.
• The shares of stock are selling at a low price/
earnings multiple and a large discount from
book value.
• The assets have been substantially depreciated
(the low book value is in turn reflected in a relatively small depreciation tax deduction).
• The firm has a stable and above industry average dividend yield ratio.
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Concentration of ownership. Our examination of
stock ownership in ex- public firms showed an average of 54% of the shares in the hands of management and the board of directors, while management and directors of public firms held an
average of only 37% of outstanding shares. The
importance of concentration of ownership in differentiating between public and ex- public firms is
consistent with the logic that the greater the percentage of shares held by management and the
board of directors, the more easily a change to private ownership can be accomplished.
Cash flow variables. The cash flow /net worth
and cash flow /total assets ratios were significantly
higher for ex- public firms than for companies remaining public. In a management buyout, the
principal portion of the stock purchase price is obtained through debt financing. The company's
cash flow is then used to service the debt.

The typical company that goes
private has a record of
generating large and steady
levels of cash flow.
And, a majority of the company
stock is held by management
and the board of directors.
The managers of ex- public firms surveyed consistently stated that the most significant risk in a
management buyout is that the company will not
achieve the cash flow necessary to service the
large debt. Consequently, lenders are most interested in management's cash flow record. The typical company that goes private has a record of generating large and steady levels of cash flow.
Price /earnings ratio and price /book value per
share. The mean price /earnings ratio of the stock
in ex- public firms was 12.8, compared to a mean
price /earnings ratio in public firms of 18.3. In addition, the average price/book value ratio in expublic firms was significantly lower (.935), compared to an average of 1.59 in public firms.
As suggested by the managers of ex- public
firms surveyed, the relatively low stock market
prices resulted in stock options and stock incentive programs being of less value to key personnel.
Top management was not sharing in the profitability of the firm to the extent expected.
The lower the stock price, relative to the potential return from a successful management buyout,
the more attractive the buyout became to managers who believed that private ownership would allow them to manage the company more efficiently
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Table 1
Variables Included In Analysis
8

=

Cash interval d

Number of years since going public

9
10
11

=
=
=

=

Cash flow to net worth c

12

=

-

Cash How to totalassets

13

=

=

Cash flow to total debt

14

=

Price/earnings ratio
Priceibook value ratio
Current stock quotation
to issue price
Book value of depreciable
assets/original depreciable
asset cost
Book value of depreciable
assetstiotal assets
Dividend yield

=

Concentration of ownership a
Total number of stockholders
Change in total stock outstanding b

For purposes of this study, the following definitions apply:
aThe concentration of common stock ownership reported by the firms in their 10k reports
and/or their proxy statements, essentially stock held by management and/or the board
of directors.
bExpressed as a percentage of the total shares outstanding at the beginning of the year
examined.
cCash flow (net income plus depreciation depletion, and amortization); net worth (common
soackh(Ader's equity plus deferred income taxes).
dCash interval (cash to fund expenditures for operations); cash (cash plus marketable
secunties, i.e., short-term investments); fund expenditures for operations (total operating
expenses minus depreciation, depletion and amortization).

and according to their own best interests. The
managers believed that control of the company
constituted a valuable asset and a potential for revitalization of management efficiency and corporate profitability.
Book value ofdepreciable assets /original cost ratio. An analysis of the book value of depreciable
assets /asset cost ratio in ex- public firms showed
an average of .52/1, compared to an average ratio
in public firms of .68/1. A large majority of the
managers surveyed reported that the significant
tax advantages created by the increase in depreciation was one of the most important factors in the
decision to go private.
For example, when a company goes private,
typically the book value of its assets increases to
reflect the purchase price. The higher book value
in turn increases the depreciation tax deductions
that can be taken to account for the cost of the
assets (with the passage of the 1981 tax act, depreciation rates roughly d oubled and further increased the deductions for new owners).
Consider the factory built in 1974 at a cost of
$5 million. If its useful life was 30 years under the
old tax law, its cost could have been deducted
from the owner's taxes at the rate of $166,667 a
year. By 1985, its book value would have been
written down to $3 million.
Now suppose that the company owning the factory is sold in a management buyout at a price
that values the factory at $19 million. The new
owner can depreciate the $19 million "cost" of the
factory under the new, faster 19 -year depreciation
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schedule. The annual deduction in this example is
$1 million, or six times the old deduction.
Thus, tax savings are usually the greatest for
the firm that will, in a management buyout, have
the book value of its assets substantially written
up from previously depreciated book values.
Dividend yield. The quarterly dividend yield
was significantly higher for ex- public firms (.027),
comp ared t o o nly .0 18 for pu bli c firms. The
shares of stock in most ex- public firms had been
selling in the securities market as "yield" stocks.
According to the managers of ex- public firms
surveyed, managers and outside stockholders had
conflicting goals regarding the optimal dividend
policy. On the one hand, the company was under
pressure to report high profits and dividends to
outside shareholders. However, the higher tax bracket management stockholders were more interested in long -term capital gains. A management buyout was seen as a means to resolve the
conflict. Outside shareholders received substantially above market for their shares and managers
who remained with the firm as private investors
could manage t he comp any in their o wn best
interests.
Advice for Investors
Management of firms with the financial characteristics we outlined should consider going private. Possible gains include avoiding direct costs
of public ownership, as well as the increased profits resulting from a highly motivated managerial
staff.
In addition to the implications for management
decision making, the results of our study should
be particularly important to potential shareholders. We found that managers paid target stockholders an average premium of 56 % for the shares
purchased in the management buyout. This premium is calculated relative to the closing price of
a target share two months prior to the announcement of the buyout.
To take advantage of these abnormal returns,
investors would have had to purchase the stocks
prior to the first public proposal of the management buyout. Investors are seldom aware in advance of such a proposal and cannot predict a
management buyout from available information.
However, by comparing companies to the financial profile in our study of ex- public firms, investors may profit by purchasing shares of firms that
in d i cat e a high pot en ti al for man agemen t
buyouts.
❑
'We define "going private" as deregistration under the Securities and Exchange Act

of 1934. Deregistration occurswhen the number of stockholders sharing ownership
in the firm is reduced to fewer than 300. Although changing to private ownership

can be accomplished by several methods, we have focused on the increasing phe•
nomenon of firms going private via management buyouts. We will use the term expublic firm interchangeably with a firm that is no longer publicly held as a result of
a management buyout. The term public firm will be used interchangeably with a
firm that has remained publicly held.
'Robert Smiley, "Tender (Hers, Transaction Costs, and the Theory of the Firm,"
The Review of Economics and Srarisrles, 1976, pp. 22.32.
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If your idea of an accountant is a stuffy bore, whose
only concerns are numbers on a ledger, then we at
Management Accounting magazine have nevus for you.
Management accountants are the key financial executives
and advisors in American business. The readers of
Management Accounting are powerful corporate

telecommunications, pension funds and insurance.
So if the idea of generating sales leads that could
potentially be worth millions doesn't bore you, then you
must advertise in the one financial publication that
reaches those with real pinstripe purchasing power:
Management

accountants who are employed by companies with
revenues averaging $735 million. In the next year alone,

Accounting, For more
information, call

our readers have budgeted over 4.1 billion dollars to

Doryne Gerstein at

MANAGEMENT
G
ACCOUNTIN
The Magazine for

spend on office equipment, computers, real estate,

(201) 573 -6275.

Financial Decision - Makers.

Accounting
Education
Paul Krause and Steven J. Adams, Contributing Editors

Are Management Accountants Professionals?

Is management accounting a profession? Are management accountants
professionals?
Our view is that management accounting is not a profession. Rather,
accountancy is the profession practiced by all accountants including
management accountants.
All accountants are engaged in a
common area of learned activity in
much the same way as medical doctors practice medicine, attorneys
practice law, and engineers practice
engineering.
The more important issue here,
however, is: Are management accountants professionals? To answer
this we must determine what a professional is and how one establishes
credentials as a professional.
A professional engages in an area
of learned activity such as accounting
or medicine. The key element that delimits a profession separately from
other fields of activity is complexity of
subject matter. In order for a field of
activity to be recognized and accepted as having professional status, it
must not only have a complex subject
matter and a vehicle for professional
education, it also must establish formal mechanisms to recognize its professional status.
The five requisites for professionalism that must be met include:
(1) the bonding together of individuals
to promote and exchange ideas and
to enhance the knowledge and experience of all, (2) a recognized educational and training process by which
individuals may obtain the requisite
knowledge and experience, (3) a set
36

of standards governing qualifications
for entrance into the profession and
for conduct and performance in services provided, (4) recognition of value and status by a formal means of
identification, examination and control, and (5) a method of assuring that
individuals maintain and improve
upon acquired skills through an ongoing program of continuing education
and professional development.
How has management accounting
addressed these criteria? First, the
NACA was established in 1919 and
has evolved to the NAA of today, encompassing the broader scope of
management accounting. Thus, a formal organization for cost /managerial
accounting is long established.
The second element of professional status, recognized education for
entry level, is addressed through the
NAA. In 1984, the NAA established as
a requisite for new membership, the
requirement of a four year college
education in accounting or a related
field, or equivalent experience combined with education.
The formalization of what constitutes a body of experience and education for management accounting
has been stated in the Statement on
the Common Body of Knowledge, recently adopted by the NAA and disseminated to the membership as
Statement on Management Accounting Number 1D.
Also current and ongoing is the development of a college curriculum of
study for specialization in management accounting. Thus, there soon
will be in place a recognized educa-

tion and training process for acquisition of knowledge and experience for
management accounting.
The third criterion of professional
status for management accountants,
standards for entrance, performance,
and conduct is addressed by several
activities. Standards for conduct and
performance by NAA members are set
forth by the Management Accounting
Practices (MAP) Committee, and include the Standards of Ethical Conduct
issued in 1983, and Statements on
Management Accounting (SMA).
Our fourth criterion, recognition of
status by formal examination, is being
implemented through the ICMA and
its programs of examination, certification, and continuing education.
Finally, a program of continuing
education and professional development is being pursued in several
ways. The ICMA requires continuing
ed uc at ion for all its mem bers,
amounting to 90 hours every three
years. The NAA encourages continuing education for all individual members with the Acknowledgement of
Continuing Education (ACE) program
formally recognizing individuals who
attain 30 hours of continuing education in a year. Also, the NAA emphasizes continuing education and professional development through its
chapter competition, with recognition
given to local chapters that provide
professional development programs
and support them through member
attendance.
A major weakness in the move towards full professional status for management accountants is found in continuing education requirements. The
continuing education program for
NAA members is a voluntary one, encumbered by procedures designating
where the education should be obtained. Currently most continuing education (CE) hours must be obtained in
NAA- sponsored course. To proscribe
where CE must be obtained is, in fact,
to constrain the type of CE that can
be obtained. Management accountants should not be told where these
needs can be met. Thus, the ACE
program should drop its 50% criteria
for NAA- sponsored courses.
More important, for management
062
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do not effectively control

By Jose L. Gonzalez

Jose L. Gonzalez is
audit senior manager
in the Corpus Christi
office of Peat,
Marwick, Mitchell &
Co. He is a member of
the Corpus Christi
Chapter, through which
this article was
submitted.

In seven years of public accounting all my training and experience in time management has centered around mastering two basic principles: planning and organizing.
The object of time management is using time
effectively. To achieve this objective you must
manage interruptions, control crises, and practice
prevention. Although your time is affected by
those around you, you alone can control what you
do with your time. Crises must be controlled and
interruptions must be managed to minimize the
imp act of th os e thi ngs th at are beyon d yo ur
control.
Manage Interruptions
Minor interruptions can be time - consuming if
the interruptions are not kept in perspective and
the cause of the interruption is not dealt with immediately. When interrupted you must set a time
limit and stick with it as much as possible. When
people ask for a minute, tell them that they can
have five, but not more.
Set the stage early to let those around you know
that you are truly busy. If you keep a pencil in
your hands, stay standing when people drop in,
meet visitors in conference rooms so that you can
leave when the meeting is not productive, and
avoid small talk when people interrupt, you can
prevent short interruptions from becoming long
ones.
Most interruptions are caused by people. You
must deal with this fact and be gracious with peo-
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ple. Recognizing that a certain diplomacy is necessary in an office environment, you must avoid
showing annoyance, and give the interrupter your
undivided attention. Through your responses you
can l ead t he in t erru pt er t o get to th e p oi nt
As a manager you must deal with interruptions
and the problems that come with them. You cannot let the interrupters go away empty handed. If
necessary, promise that their problem will be taken care of later, and fit it into the day's schedule.
Explain that there are other priorities and that
they might call someone else in the company.
Consider having the interrupter come back and
give an update later after he has had a chance to
think some more about the problem.
Some managers tend to use interruptions as an
excuse to procrastinate. You cannot react to interruptions by complaining or taking a break. It is
important to get back on track after interruptions
and n ot lo se t he mo mentu m bu ilt b efore t he
interruption.
Control Crises
Despite your efforts in planning and controlling
time, unexpected crises arise which must be controlled. If you are more concerned about what
people will think of you rather than coping with
the problem, you may become unglued and lose
your cool, things will tend to get worse, and you
will undoubtedly make enemies. Managers who
do not effectively control crises are not really
managing.
A tremendous amount of energy is expended in
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dealing with even a minor crisis. Allocate time to
think about a problem and channel your energy to
find solutions. Develop and maintain a plan of action to deal with the crisis in stride. For example,
take a moment to think and consider options, relax before preparing mentally and then tackling a
problem, and continue to delegate to subordinates
while the crisis is around you.
By running the crisis instead of letting the crisis
run you, you can maintain the necessary awareness to solve problems and reduce the time spent
on crises.
Practice Prevention
It is difficult to manage time effectively without
establishing your own strategic defense initiative
screen. By organizing your office you can communicate subliminally that your office is a functional
work place, not a hangout. Visitors to your office
should be clearly aware of the need for short concise analyses of problems or situations that must
be dealt with. Although a closed -door policy can
be damaging to every manager, an open -door one
can be a very serious time killer.
In performing your job, plan your schedule
carefully to prevent wasted time. Minimize the
number of trips out of the office to visit peers, or
to get a cup of coffee. The more you unload on
others, the more they will unload on you. Do not
try to avoid peers but rather stress the importance
of keeping idle conversations in perspective.
The work environment provides additional distractions to effective time management. Exterior
noise, although slight, can have a distracting effect on the ability to concentrate and complete the
task at hand. Very often distractions can be prevented by going to a conference room or library,
working half days at home, if possible, and setting
aside periods of the day where interruptions such
as phone calls are diverted. Asking a secretary to
take calls and screen visitors goes a long way in
deciding who can interrupt and who can't.
Organizing
With the many demands facing each of us, it is
easy to throw up our hands and say, "I just don't
have the time!" The question really is not whether
you have enough time, but how you will spend the
time you already have. You must learn to: diagnose time, arrange all tasks, and implement a plan
to complete tasks.
To rid yourself of nonproductive, time - wasting
activities, you have to ask yourself:
1. What am I doing that is nonessential?
2. What is the best use of my time now or what
activities could be done by somebody else just
as well if not better?
3. How am I wasting the time of others?
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4. What are my major ti me was ters an d what
could be done to avoid them or perform more
effectively?
Often you are confronted with different projects
on an ongoing basis throughout the day. You attend meetings, receive phone calls, get visits from
your subordinates on many different accounts or
customers. After each of these events, make a note
that will help to define the problem so it may be
dealt with at a later point in time. Arrange files
and correspondence in a logical manner.
By maintaining a folder or divider for each of
my customers or clients, I am able to place all
similar, relevant notes in one location for easy
retrieval.
Rank your many different tasks by priorities. A
"to -do" list is useful in organizing thoughts and
dealing with tasks on a priority basis. If you anticipate known deadlines and avoid procrastination
you can act while you still have available options.
You should check with your subordinates and superiors on a daily basis and make contingency
plans to prepare for the absence of key subordinates. This practice will ensure your "to -do" list
does not get longer and longer.
The key to organization is implementing the
plan to complete all tasks on a timely basis. Managers who organize effectively but procrastinate
on completing tasks are often frustrated and find
themselves taking work home to complete tasks
prior to the stated deadline.
Time management skills are difficult to learn
and implement because of the environment in
which we work on a daily basis. To perfect time
management skills, you must consistently practice
t h em. So me o t h er ai ds to effect ive ti me
management:
• Make the most of unexpected time. If you commute some distance by car, listen to tapes on
current issues. If you have unexpected waiting
time, have so me read in g mat eri al i n you r
briefcase.
• Perfect the art of dictation.
• Get some time alone or quiet time. To the extent possible, set aside time to sit and reflect on
the situation around you.
• Make the best use of your weekend. You can be
more effective on the job if you enjoyed a weekend of exercise, relaxation, and hobbies. Moreover, you can become more interesting as a person by pursuing nonwork activities.
• Learn to say "no!" We all want to be highly
successful. Highly motivated individuals have a
tendency to accept any work handed down by
superiors. Only you can control your time, and
only you know how much time you have available. Learn to say no or be prepared to deal
with the consequences.
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NAA
Research
By Patrick L. Romano, Editor

Measuring, Planning, and Controlling Quality Costs

will

This month NAA is publishing a research publication, Measuring, Planning, and Controlling Quality Costs.
The book was written by Wayne J.
Morse, Clarkson University,- Harold P.
Roth, University of Tennessee —
Knoxville; and Kay M. Poston, University of Missouri— Columbia. Following
is a summary of the publication prepared by the authors. To obtain a
copy of this book, see advertisement
on page 54.
As suppliers of information used for
internal planning, control, and decision making, management accountants should ask what they can do to
assist the organization's efforts to increase quality and productivity. One
way that accountants can help is
through the measurement and reporting of an organization's quality costs.
Quality costs are costs incurred either because poor quality may exist or
does exist. Two broad categories of
quality costs, prevention and appraisal, are incurred because poor quality
may exist. Prevention costs are incurred to prevent poor quality products from being produced. Appraisal
costs result from activities undertaken
to prevent poor quality products from
being processed beyond the point at
which they become nonconforming or
from being delivered to customers.
Our purpose was to document research based on field surveys and a
review of the literature that
serve
as an introduction to quality costs;
identify major issues in the measurement, planning, and control of quality
costs; summarize the experience and
success of selected companies in
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measuring quality costs; and provide
specific guidance in implementing a
quality cost system. To satisfy the
needs of readers desiring additional
information, the research report contains a carefully selected bibliography
of quality cost articles.
State of the Art
The project included an exhaustive
survey of the existing quality cost literature, the development of a field interview questionnaire, the field testing
of the questionnaire at three organizations, and four field interviews at organizations with quality cost reporting
systems. Field interviews were used
because this research technique was
believed to be the best way to obtain
useful information regarding the state
of the art in an emerging area.
The research report is divided into
three sections and ten chapters. After
the introductory chapter, the concepts of quality and productivity are
examined in Chapter 2. Emphasis is
placed on the relationship between
quality and productivity, and why improvements in both quality and productivity lead to increased profitability. Chap ter 3 cont ains a more
comp lete examination of qu alit y
costs. The classification of quality
costs and alternative ways of reportin g q ualit y c os t in form at ion are
illustrated.
The major uses and limitations of
quality cost information are examined
in Chapter 4. Concluding the first section, Chapter 5 offers a structured approach to the development and installat ion of a qu ality c os t rep orting

system.
The experiences of four organizations with working quality cost systems are summarized in Chapters 6
through 9. The organizations include
two manufacturing concerns, a service organization, and a conglomerate. Their quality cost systems have
been in place for varying lengths of
time and differ in their degrees of sophistication. These case presentations provide useful insights into the
operation and development of quality
cost systems. The final chapter provides an analysis of the four case
studies and summarizes the main
conc ept s pres en ted
in
the
monograph.
Significant Points
In all the organizations studied, the
quality cost system is viewed as an information system that management
uses to help in the planning and control function. The quality cost system,
however, is only one part of the larger
information system that deals with all
aspects of quality. Specific approaches to improving quality are developed
by considering quality costs as part of
the total quality system.
Although managers in all four organizations use quality cost data to help
identify areas for saving money, none
of the managers we spoke with believe t he objective of the system
should be short -term cost reduction.
Other mentioned uses for quality cost
information include determining the
magnitude of quality costs, justifying
investments in programs and equipment to improve quality, and providing
a benchmark for measuring the progress that results from quality improvement efforts.
Responsibility for the operation of
the quality cost system varied. At two
organizations the systems are currently maintained by quality control
personnel. Quality control personnel
at these organizations expressed a
desire to transfer day -to -day operations of the system to accounting personnel. At one organization the system is the joint responsibility of quality
control and accounting personnel. At
another organization, the system operates und er th e direction of the
controller.
❑
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Here's how you and your staff can benefit immediately from this 3% day educational program:

Learn
about "Waste in Government" from Jack Anderson,
Investigative Columnist and member of the Citizens
Against Government Waste. Hear former Attorney
General Griffin Bell give a special address on "Ethics".
Listen to Charles Callard, Chairman of Callard, Madden
& Associates, Inc., explain "Managing Shareholder
Value".

Discover

Find Out
"What Should Your General Ledger System Really Do
For You?", from Felix Kaufman, President & CEO of
Consco Enterprises, Inc. Get a practical view of the
efficiencies to be achieved as Robert Adams, President
of Xerox Systems, talks about "Office Automation ", and
hear Dr. Sharon Crain explain "Problem Solviong
Without Conflict ".

Add To

"What's Right With Management Accounting" from
DuPont's Senior Vice President and Chief Financial
Officer, Jack J. Quindlen. Listen to Professor J. Don
Edwards, of the University of Georgia, speak about "The
Controller's Role and The Audit Committee ". Hear
Henry J. Johanson, National Director, Manufacturing
Industries, Coopers & Lybrand, explain "Just In Time
Inventories ".

your competence in the tax area, as Roscoe Egger
(former IRS Commissioner) Partner in Price
Waterhouse, discusses "Federal Taxes ". Increase your
vision of the world economy, as Barbara Thomas,
former SEC member, now Senior Vice President,
Bankers Trust, addresses the "International Monetary
Situation ".

Exchange

Topics that enhance
your skills:

ideas on women's roles and rewards, as Joy Picas,
Los Angeles Councilwoman, talks on "Equal Worth ".
Compare views with William Mehnert and Wilson
Learning, in a special seminar titled "Innovator —
Ethics Applications ". Share and gain experience with
a special "Small Business Panel ".

Improve
relations in your organization, as Janice Eddy,
prominent head of her own Management Consulting
Firm, discusses "Men and Women Working Together."
And join the seminar on 'Personal Safety" to consider
the increasing travel and other exposure of
professional women, as well as rape prevention.

Tax Simplification • Office Automation • Small Business
Practices • Creative Problem Solving Without Conflict
• Waste in Government • What's Right With Management Accounting? • Ethics in the Business Community
• Current and Future Outlook for the International
Monetary System • Equal Worth — Equal Pay • Multi National Accounting C,oncenis.

To register for the NAA Conference, complete
the advance registration form in the
March issue of Management Accounting
or call

1 -800 -237 -2508

By Robert C. Sparks
O D AY ' S BOOM IN C O R P O R AT E
mergers, leveraged buyouts, business spinoffs, and bankruptcy reorganizations has
jeopardized the jobs of many accounting and finance professionals. In some cases, a "divorce" is
inevitable. I know, I survived that traumatic
experience.
I was a middle manager employed by a Fortune
500 high - technology company. To be exact, I was
the manager of a financial policy and procedures
development department, supervising four professional accountants and reporting directly to the
company controller.
One day management told me that my department was being reorganized and that I had six
months to find another position, either inside or
outside the company. As it transpired, I was
forced to obtain a "divorce" from my employer
and seek new work.
Although I don't pretend to be an expert on career change matters, I believe my experience is
typical of what many financial professionals may
be faced with in today's volatile job market. I'm
telling my story to help others who may suddenly
find themselves in a similar position.

HOW TO
SURVIVE
A BUSINESS
`DIVORCE'

Black Tuesday'

Robert C. Sparks is
comptroller for
Sverdrup
Technology —AEDC
Group, Arnold Air
Force Station, Tenn.
He holds an MBA
degree from the
University of Dayton
and a B.S. degree
from the University of
Kentucky. He is a
member of the Dayton
Chapter, through which
this article was
submitted.
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I had been employed by my company for eight
years and had held several relatively important financial supervisory and management positions in
manufacturing and R &D before joining the controller's staff. I also had eight years of previous
financial experience with a major defense contractor. My academic background consisted of a B.S.
degree in accounting and an MBA, both from respected institutions.
The news of the reorganization came on what I
call "Black Tuesday." My boss told me at that
time that he was bringing in another person to
manage a combination of two departments and
that I had six months to find another position. If I
had to look outside, the only severance pay I
would receive would be my accrued vacation. At
this point, I failed to ask a crucial question: "How
much support and assistance will you give me in
my internal search ?" I would agonize several
times during the next few months over not knowing the answer to that question.
Looking Inside
At first, I felt very positive about an internal
search. I had been in my current position about
two years, and I welcomed the opportunity for
change. I didn't even consider looking outside the
company, My employer had thousands of jobs in
the local area, and there were many financial positions available that appeared to be a good match

If the ax falls, first ask your boss
how much inside help you will
receive in seeking a new position;
then line up a network of support.
with my interests, background, and skills. All my
performance appraisals had been above average or
better, so I logically assumed that finding another
position in the company would be relatively easy.
One of my first actions was to attempt to network with company associates. I set up private
meetings with about 20 of the local finance directors, people that I knew on a professional basis
and had worked with either directly or indirectly.
Most of the directors expressed surprise at my
plight, and several complimented me by saying
that, based on my good reputation, I should have
MANAGEMENT ACCOUNTING /APRIL 1987

no trouble in finding something.
I also met with the division personnel manager,
and we discussed my situation and how I might
go about my search. He was friendly and courteous, but he ended our session on a somewhat curious note. He indicated that I might need to call
the company's outside personnel advisory firm
(for people with personal problems) if the stress
got too bad during my job hunting process. In
hindsight, I should have realized that this was a
sign that things were not quite right.
As I subsequently discovered, after six weeks
with no interviews or offers, the company controller had taken a nonsupportive attitude toward me,
which effectively blocked me from obtaining an
internal position. What finance director in his
right mind would hire someone for whom the controller wasn't an advocate?

500 -1,000 rejection letters or tip their hand regarding their personnel needs, blind ads are very
attractive.
Are Executive Recruiters Effective?

During my outside search, I sent letters to more
than 250 executive recruiters whose names I
found in the Directory of Executive Recruiters,
published by Consultants News. You can find this
book at most major libraries or order a copy directly from the publisher. It allowed me to target
recruiters by function, industries served, and geographic area. I found the book very useful overall.
Some large, nationally known executive recruitment firms acknowledge receiving your resume,
but the vast majority do not. Some firms will send
you a one- or two -page form to fill out for their
files. My recommendation is don't waste your
time on them —they have nothing for you. The reLooking Outside
cruiters who have something that could be a poEventually I decided I should look elsewhere. I tential match will call you directly on the telebelieved at that time that finding a new position phone. Sometimes it may be several months,
was in part a "numbers game." Get enough letters however, before they call. I received 10 serious inand resumes into the hands of the right people, quiries from executive recruiters that resulted in
and something good was bound to happen. I had two interviews.
been wanting to buy a personal computer, so I deI also thought that I could gain some insight
cided now was the appropriate time. I bought an into potential openings by writing chief executive
Apple Macintosh, which I quickly learned how to officers and chief financial officers. By using a
use. My only regret is not having a word process- special issue of Forbes, which contained the names
ing program with "mail merge" capability to cre- and addresses of CEOs, I selected 150 companies
ate form letters, thus allowing me to be more that I believed would be interested in what I had
productive.
to offer. Using a book titled 100 Best Companies to
With the near - letter - quality of the Apple print- Work For, I identified an additional 30 companies
er, I was able to customize cover letters and re- and looked up their CFOs in library reference masumes. During my four -month search, I prepared terials. I sent a cover letter and resume to both
approximately 650 personalized cover letters plus groups. In the majority of cases, I received a cour10 versions of my resume. Without a PC, this feat tesy reply, even though it was negative.
would have been impossible —or very costly if I
I soon realized a few things with this approach.
had used a secretarial service.
First, the really good companies "grow their
In my external search I tried several approach- own" financial talent and generally are not interes, with varying degrees of success. One was re- ested in unsolicited resumes. In fact, the majority
sponding to advertised positions in The Wall tell you this when they respond. Second, many
Street Journal and other national and local news- companies operate on a highly decentralized basis,
papers. The National Business Employment Week- so opportunities at the corporate level are minily, which combines the ads from all regional ver- mal. To apply to all their divisions /plants is an
sions of the WSJ, was my most valuable single almost impossible task, and I don't recommend it.
source. When I used it to respond to more than (My experience, if typical, raises questions about
250 ads, I received five serious inquiries and had the effectiveness of recruiting firms that claim
two interviews and job offers.
they are successful when using a si mil ar
Contrary to popular belief, I had more success approach.)
with blind ads than I did with ads in which companies identified themselves. Some people have Selling Yourself
the perception that blind ads are come -ons by exEarly in my search I discovered almost by acciecutive recruiters who are interested only in build- dent that a job candidate needs to promote someing a file of potential candidates. I believe this is a thing special about himself that will make him
misconception. The really successful recruiters get stand out in the crowd, especially on cover letters
so many unsolicited resumes that they don't need and resumes. I call it a personal unique selling
to resort to such games. However, for companies point (PUSP). I recommend that you give serious
that don't want to go to the expense of preparing consideration to that one characteristic that will
MANAGEMENT ACCOUNTING /APRIL 1987

When a
personnel
manager told
me l might
need to call
the company's
outside
personnel
advisory firm if
the stress got
too bad, l
should have
realized things
weren't quite
right.
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A job
candidate
needs to
promote
something
special about
himself that
will make him
stand out in a
crowd.

make an organization interested in calling you for
an interview. That's all the PUSP will do; it will
not cause the company to hire you sight unseen.
My PUSP was that I had given several oral presentations to the chairman of the board and president of my company. I emphasized my PUSP at
every opportunity, and I believe it was a key point
in obtaining interviews and, subsequently, my new
position.

alarmed that a potential position change was in

Time for Action

Shocked that this situation had happened to me
and my family.
Positive that I could make a successful career
change at this time.
Worried about my marketability and suitability.
Frustrated that I wasn't progressing toward making the desired change.
Angered that the controller had done this and
wouldn't even help me.
Depressed because it didn't seem that I would
find a position as good (in terms of responsibilities) as the one I was leaving.
Frightened because time was running out and
there was still no progress toward a change.
Hope when I was contacted by outside organizations for interviews.
Relieved when offers were made and I accepted

One vital point that job seekers need to remember during this time of uncertainty is to make sure
they take action. My recommendation is to get
started immediately on your search and don't
procrastinate.
I went as far as writing myself a little "battle
slogan" such as, "What have you done today ?"
As I described earlier, I tried to open as many
doors for myself as quickly as possible when I
talked to the finance directors. I also talked to
managers for whom I had worked as well as contemporaries inside the company.
Outside the company, I tried to exp and my
search through professional organizations (such
as my local NAA chapter) and close personal
friends. I uncovered some potential leads, but
overall I did not find this approach as effective as
I would have liked it to be.
I also developed an inner circle of advisors —
former supervisors— during my job search. I
chose them because I believed they would be genuinely interested in helping me, and, indeed, on
several occasions they gave me excellent advice.
When I became seriously interested in another
company, I asked them if I could use them as references, and they agreed. Many companies check
references during this age of resume inflation. I
believe outstanding references can make the difference for you. Choose your references carefully,
and keep them apprised of your progress regarding your position change.
Seek a Support Network
At the time of my search, I was 39 years old.
(I'm now 41.) I am married and have two boys,
ages 9 and 13. I was open with my spouse about
our situation from the beginning and found her to
be a great resource during the whole process. Not
only was she a great help in mailing out the 650
resumes and letters, but she also provided encouragement and proved that two individuals can endure a family crisis better than one. I discussed all
offers of employment with her, and she participated in the final decision concerning for whom I
would be working and where we would be living.
As far as the children were concerned, I knew
they would figure out soon enough that something
was going on, and they didn't need to be overly
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progress.
An Emotional Roller Coaster
During the entire period from being told I had
to find a new position until I actually secured a
job, I experienced a whole gamut of emotions. To
the best of my recollection, my feelings ranged
(from beginning to end) like this:

one.
Positive about my future with a new company in
a new location.
A Good Move
As it turned out, my search took approximately five months, which, as I understand, is
about normal for someone at my career and income level. My family and I did have to move to
another part of the country, but all of us feel the
move was positive overall. Based on my entire experience, I have some recommendations for others
who may find themselves in a similar plight:
• If the ax falls, quickly obtain an understanding
of the level of commitment you may receive
from your current employer in finding another
position;
• Use as many pipelines as quickly as possible to
help search out your next position, and don't
procrastinate in starting your search, both internally and externally;
• Confide in an inner circle of associates as well
as your spouse, all of whom will give you valuable assistance during the process. The main
point to remember is to keep a positive attitude
no matter what happens.
I learned a great deal during my search, and
should I find myself in a similar circumstance
again, I will be much better prepared to make another successful career move.
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Should We
Consolidate
Finance
Subsicliaries?
Not consolidating the finance subsidiary causes
the debt -to- equity ratio of the parent to be
significantly lower than it would be otherwise.

By Joseph C. Rue and David E. Tosh
Recently, the Financial Accounting Standards

CM

Board issued an Exposure Draft , " Consolidation
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of All Majority -Owned Subsidiaries ." The purpose of this statement is to amend ARB No. 51,
and require all majority -owned subsidiaries to be
consolidated unless the control over the subsidiary
is tem
te m pporar y.
The proposed statem ent would be effective for

financial reporting for fiscal years ending after
December 15, 1987. The proposal would require
restatement of financial statements of prior
p
years.
Consequently , this proposal would cha nge the
wayY in which m ost captive finance subsidiaries are
reported by the parent . Judging from our review
o f c ur re nt reporting practices in this area, the
Board's proposal is a step in the right direction.
What is the current state of financial reporting
45

Table 1
Debt -to- Equity Effects
Significant
Difference

&

&

ADG
Amer Motors
Ampco Pitt
Arco
Bell Howell
Borg - Warner
Brown Sharp
Chicago Pneu
Chrysler
Colt Ind

&

&

Con Foods
Crown
Dart Kraft
Deere Co.
Dresser
Eaton
Fleetwood
FMC
Ford
Fruehauf
G &W
Gen Dynamics
Gen Electric
GM
Goodyear
Honeywell
Ingersoll
Insilco
Kerr -McGee
Litton
Lockheed
Macy
Mobil
Occidental Pet
PacificCar
Portec
RCA
Rockwell
Service Corp.
Shell
Singer
Sperry
Sun Co.
Tenneco
Texaco
Textron
Union Carbide
Union Oil
United Tech
USS
Westinghouse
Whirlpool
Winnebago
Xerox
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A
Debt -toequity
ratio with

B
Debt -toequity
ratio witho ut

Difference

subsidiary

subsidiary

(A -B)

1.33
9.69
1.03
2.76
1.89
3.06
.70
1.63
5.30
2.10
2.32
.72
1.20
2.51
1.47
1.09
.53
1.61
3.89
2.23
4.69
3.05
2.58
3.40

1.17
7.98
1.01
2.68
1.82
.70
.69
1 59
1.99
202

.16
1.71
.02
.07
.07
2.35
.02
.04
3.32
.86

2.24
.63
.91
1.42
.96
1.02
.53
1.39
1.57
1.92
1.20
2.33
.90
1.16
.98

.07
.09
.29
1.10
.51
.08
-.00
.21
2.31

1.00

.96

1.82
1.64
1.34
4.20
1.86
1.49
2.16
2.55
1.65

1.17
1.09
1.15
395
1.77
.78
1.96
2.53
.48
1.05
1.63
1.49
.56
.88
1.47
.92
1.44
2.10
1.77
1.65
1.63
5.62
1.41
1.92
1.99
.46
.48
1.03

.05
.65
.55
.19
.26
.09
.71
.20

1.16

1.54
1.74
1.53
.82
.94
1.58
1.00
1.45
2.60
1.74
5.33
1.68
5.70
1.62
2.05
3.38
.85
1.24
2.49

.31
3.49
.72
1.68
2.23
.18

.02
1.18
.49
.11
.04
.26
.07
.11
.07
.01
.50
-.02
3.68
.05
.07
.21
.12
1.39
.40
.76
1.46

for unconsolidated captive finance companies? We
surveyed the current annual reports of 54 companies with unconsolidated captive finance companies. We reviewed their disclosure and examined
their effect on certain financial ratios. Our research points up the inconsistencies that plague financial reporting in this area.
Consolidated financial statements are prepared
under the assumption that combined financial
statements are more meaningful than separate
statements of the parent and its subsidiaries. They
are necessary for a fair presentation of a group of
companies controlled by one company. Generally
accepted accounting practices, however, allow exclusion of some subsidiaries if separate statements
are more informative to shareholders and creditors of the parent company.
This condition is generally true for a bank or
insurance company where state and federal law
restrict the availability of subsidiary assets to the
parent. It is less clear that exclusion of a finance
subsidiary provides better information to the owners and creditors than inclusion. Yet, Accounting
Research Bulletin No. 51, "Consolidated Financial Statements," generally is used as the basis for
excluding a finance subsidiary because the activities of the finance company are dissimilar to the
activities of the nonfinance parent.
Current Reporting Requirements
If captive finance companies are not consolidated, current practice requires that unconsolidated
subsidiaries be accounted for by the equity method. The equity method, however, is not "... a valid substitute for consolidation and should not be
used to justify exclusion of a subsidiary when consolidation is otherwise appropriate," according to
Accounting Principles Board Opinion No. 18:
.. if unconsolidated subsidiaries are, in
the aggregate, material in relation to financial position or results of operations, summarized information as to assets, liabilities,
and results of operations should be presented in the notes or separate statements should
be presented for such subsidiaries, either individually or in groups, as appropriate."
(para. 20c)'
Thus, for significant unconsolidated subsidiaries, a minimum level of balance sheet and income
statement information must be made available.
The SEC reporting requirements will, in some
cases, result in more extensive disclosures. The
test for identifying a significant unconsolidated
subsidiary is specified in rule 1- 02(v), as amended
by ASR 302, and consists of two criteria. A subsidiary is significant if it comprises either 10%
(20 %) of consolidated assets or 10% (20 %n)
MANAGEMENT ACCOUNTING /APRIL 1987

of consolidated income from continuing operations. Unconsolidated subsidiaries meeting the
10% criterion are required to provide summarized
balance sheet and income statement information
while those satisfying the 20% test must present a
complete set of audited financial statements. The
summarized information contemplated by ASR
302 is similar to that called for in APBO No. 18.
Thus, financial statements issued to shareholders
need only present summarized financial information while, at least for major unconsolidated subsidiaries, the SEC requires a full set of statements.
Impact on Financial Ratios
Financial statement ratio
analysis is a widely recognized technique for making
comparisons across firms as
well as for evaluating trends
for a given firm across time.
Amo n g the co n s i d erab l e
number of ratio categories,
those relating information
about capital structure and
return on invested capital
generally are regarded as important indicators of a firm's financial strength.
For this reasonwe have chosen to examine the impact of unconsolidated finance subsidiaries upon
the debt to equity and return on asset ratios of the
parent corporation.
The firms chosen for analysis were identified in
Accounting Trends and Techniques (1985 edition)
as having significant, nonconsolidated finance -related subsidiaries. The term finance - related contemplates credit, banking, insurance, and leasing
subsidiaries. Relying upon the descriptive language in the parent's annual report, the initial
sample was screened for nonconsolidated subsidiaries that were clearly unrelated to the major activities or product lines of the parent.
Companies such as Teledyne and J. C. Penny
were omitted from the analysis because their finance subsidiary operations (i.e., principally insurance and banking) are basically independent of
the parent. The remaining sample of 54 firms operate finance subsidiaries which are of the following major types:

The key attribute of the firms analyzed is that
there existed either an explicit or implicit basis for
concluding that their operations are functionally
related to those of the parent. Although the sample is not random, the coverage is representative
of prior work and is more extensive.
Balance sheet data for the sample firms and
subsidiaries were collected for three years, 198385, and income statement information was gathered for two years, 1984 and 1985. This methodology permitted the computation of alternative
debt -to- equity ratios (with and without the inclusion of t he subsid iary on a
consolidated basis) for three
years and alternative returnon- total -asset measures for
two years. Where indicated in
the financial reports, intercompany accounts were eliminated in consolidation. Significant differences between the
alternative ratios would suggest potential reporting problems. Table 1 presents the alternative debt -to- equity ratios
for each of the 54 firms for
1985.
The shaded bars indicate instances where the
difference in alternative ratios exceeded 10% of
the ratio computed without inclusion of the subsidiary. Approximately 56% of the firms sampled
exhibited this characteristic over all three years.
Moreover, the summary statistics indicate that for
every year considered, the mean ratio difference is
significantly different from zero. The mean difference is assumed to be approximately normally distributed. Failure to consolidate the finance subsidiary causes the debt -to- equity ratio of the parent
to be significantly lower than it would be
otherwise.
We also analyzed the return-on- total - assets ratio of each of the companies. Individual differences were flagged in this case if the difference exceeded 5% of t he without - subsidiary ratio.
Approximately 41% of the firms showed a difference greater than 5 over all three years and,
again, the mean ratio was significantly different
for both years.
Given the current state of financial reporting
for these subsidiaries, financial statement users
may perform pro forma consolidations of the subsidiaries in order to produce a more complete picture of the economic entity. To make the consolidatio n adj ustments, users require consistent
disclosure of intercompany balance sheet and income statement accounts, subsidiary asset and lability classifications (where appropriate), and
subsidiary income statement detail (including subsidiary interest expense), among other items. Our

• The financing of parent retail sales (i.e., Macy
Credit Corporation and ADG Credit Corp.);
• The financing of both parent wholesale and customer sales (i.e., Ford Motor Credit and Chrysler Financial Corp.),
• The financing of parent customer sales (i.e.,
RCA Credit and Chicago Pneumatic Credit);
• Leasing and /or financing of the parent's product (i.e., Eaton Credit Corp. and Fruehauf
Finance).
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We believe
consolida tion is
necessary to provide
a comprehensive
representation
of the economic
entity.
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review of the disclosures in this area revealed a
number of inconsistent treatments.
While the consolidation policies statement generally indicated the existence of a majority or
wholly owned unconsolidated subsidiary, the business relationship of the subsidiary to the parent
was not always specified. Furthermore, in cases
where the relationship was mentioned, the information was variously reported in either management's discussion ofoperations, the consolidation
policies, or the subsidiary footnote.
The condensed balance sheet information required by APBO No. 18 varied considerably in
quality and content. At one extreme, some companies provided a full set offinancials for the subsidiary including footnotes. At the other, we
found one -line disclosures of total assets and total
owners' equity. Some firms showed classified condensed balance sheets; others did not. Intercompany receivables /payables were reported as elements o f t h e subsid iary's assets /liabilities,
combined as part of subsidiary owners' equity or,
in one case, discussed in the parent's long -term
debt footnote. Information concerning the cost
and maturity of the subsidiary's debt ranged from
reasonably complete to nonexistent.
Similar diversity was observed in the reporting
of income statement information, Disclosures
ranged from complete income statements to the
reporting of two or three key subtotals (i.e., total
revenues, total expenses, and net income). A number of instances were noted where subsidiary interest expense was not reported even though the
subsidiary was heavily engaged in debt financing,
and its debt appeared to be a major source ofcapital for the entire economic entity.
Other reporting issues concern the parent's
treatment of its equity in subsidiary net income.
In some cases, the subsidiary income item was
shown separately from operating income. It was
shown as a component of total revenues and, even
netted against the parent's interest expense.
On the positive side, the reviewed companies
complied, at least minimally, with the disclosure
requirements of APBO No. 18. Information was
consistently provided which permitted the determination of the subsidiary's total assets, total liabilities, and total owners' equity (except where it
was combined with other unconsolidated subsidiaries). Also, subsidiary net income was always
available. Thus, although most companies complied minimally with APBO No. 18 and although
many companies provided reasonably complete
information, the diversity of reporting practices in
this area can lead to confusion and /or additional
monitoring costs on the part of many users.
The Choice Not to Consolidate
By not consolidating a captive finance compa48

ny, the reported financial statement of the entity
may "appear" improved. As indicated earlier, the
debt -to- equity ratio generally is significantly higher when the captive finance subsidiary is included.
Thus, from a balance sheet point of view excluding the subsidiary debt from the financial report
may be deemed a worthwhile objective. Greene
suggests off - balance sheet financing methods are a
basic need of mankind. "The basic drives of man
are few: to get enough food, to find shelter and to
keep debt off the balance sheet."' Given the growing diversity of off - balance sheet financing methods, Greene may be right.
Moreover, other cosmetic balance sheet effects
follow from the decision not to consolidate. The
reporting entity's (i.e., parent's) cash position is
improved if receivables are transferred to the unconsolidated finance subsidiary. Because some of
these receivables may not be collected for several
years, given the nature of the financing arrangement, not only are the quick ratios of the reporting entity improved, but also the current ratio.
In addition any inter - company receivables from
the subsidiary would not have to be eliminated because there is no inter - company payable in the
consolidation to eliminate the receivable against.
Thus, liquidity ratios may be overstated. All of
these events tend to overstate assets and understate the liabilities of the economic entity.
While the reported consolidated income of the
entity will be the same whether the finance subsidiary is consolidated or not, the detail of the income statement generally will be different.. The
equity method compresses the income information of the subsidiary into a single number. If, for
example, a subsidiary's primary activity is buying
receivables from a parent company, not consolidating the subsidiary may result in higher reported operating income, because collection cost will
not be shown. Likewise, total interest expense and
interest income may not be reported.
Further variations exist in the way the equity
method is reported. Burnett, King, and Lembke, in
a review of 25 finance subsidiaries, identified six
different approaches used in reporting the equity
method. These approaches are characterized as:
Include equity net income as:
• A part of consolidated revenue,
• Other income before tax, or
• Other income net of tax.
Include pre -tax equity income,
• As part of consolidated revenues but include
tax expense in consolidated tax expense, or
• As a reduction of consolidated interest expense,
but include tax expense in consolidated tax
expense.
• Include the detail of the finance company operMANAGEMENT ACCOUNTING /APRIL 1987

ations in the consolidated income statement.'
The income statement composition can be substantially affected not only by whether or not the
subsidiary is consolidated but also by how the equity method impact is shown.
Furthermore, if the statement of changes in financial position is prepared on a cash basis, cash
from operations will be higher if the finance subsidiary is not included because the parent's receivables are transferred to the finance subsidiary, resulting in an inflow of cash. The cash flow from
operations "looks better" because the finance subsidiary is
not included in the consolidated funds flow statement. If
the receivables take several
years to be collected, it will
take several years for the actual cash from operations to
reconcile with what was reported when the receivables
were transferred. Also if the
finance subsidiary has borrowed the money to buy these
receivables, basically the cash
inflow to the economic entity has come from borrowing. But by not consolidating the subsidiary,
the cash inflow appears to come from operations.
This classification difference might be significant
to some financial statement users.
In summary, creating a finance subsidiary and
not consolidating its activities can relieve a parent
company's financial statement of financing its
own receivables. By transferring the receivables to
the subsidiary, the parent's liquidity position appears enhanced. The inflow in cash "improves"
the cash generated by operations. The necessary
indebtedness resulting from the transfer is not
shown in the consolidated financial statements,
which could enhance the borrowing ability for the
combined group. The detail of the income statement is changed. Interest income and expense
may not be shown. Operating income may be increased. Thus, all three financial statements may
appear better off as a result of the exclusion of the
finance subsidiary.
Another popular argument for reporting the finance subsidiary off - balance -sheet is that the information available to subsidiary creditors is more
detailed than if it were consolidated with other
parent operations. This advantage, in turn, leads
to less costly monitoring of subsidiary activities
which can improve borrowing capacity. Whether
or not this purported economic consequence actually follows from the reporting decision is an empirical question, the evidence for which is mixed.
Existing reporting rules (GAAP and SEC), however, do provide a reasonably complete set of fi-

nancial information concerning the subsidiary.
As was noted previously, GAAP for unconsolidated subsidiaries is determined primarily by
APBO No. 18. The pronouncement requires, at a
minimum, the disclosure of a summarized balance
sheet and income statement for material unconsolidated subsidiaries. The disclosures are part of the
parent's annual report and have the effect of providing summarized annual line -of- business information. Moreover, the disclosures go beyond FAS
No. 14 by requiring that all key elements of the
subsidiary's balance sheet be shown (FAS 14 generally requires segment reporting of revenues, operating
profit or loss, identifiable assets, and certain other related
disclosures).
As we noted, the quality of
subsidiary disclosures varies
con si derabl y acros s fi rms.
Shortcomings in GAAP t o
some extent are compensated
for by the reporting requirements of regulations S -X. In
the case where a finance subsidiary meets the 20% test, a
complete set of separate audited financial data is
made available to the investing public.
Interim financial reporting is generally governed by APBO No. 28, as amended. But the disclosure requirements focus mainly on the minimum set of acceptable data because many publicly
traded companies provide only summarized interim financial information (due to considerations of
cost and timeliness). Disclosures required by the
opinion relate primarily to the income statement
and include such items as gross sales, primary and
fully diluted earnings per share, material accounting changes, and so on.
Footnote information is generally not required
(unless related to some type of material change),
suggesting that interim financial results for unconsolidated subsidiaries will typically not be
shown. Again, SEC rules improve upon GAAP.
Rule 10 -01 requires that interim summarized income statement information be provided for significant unconsolidated subsidiaries. Thus, Regulation S -X assures timely interim financial data
for these subsidiaries as well.
Those advocating consolidation of finance subsidiaries argue that much of the separate disclosure achieved through the above rules can be accomplished with line -of- business reporting. While
possible in principle, existing reporting rules
would not necessarily lead to this result.
An industry segment is defined by FAS 14 as:

The diversity of
reporting practice
can lead to
confusion and
additional
monitoring costs.
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A component of an enterprise engaged in
providing a product or service... to unajfili49

ated customers for profit. (emphasis added)
thermore, Andrew Barr, a former chief accoun(para. 10) 4
tant for the SEC, observed:
A finance subsidiary that is principally involved
in factoring the parent's receivables may have few,
.. where the finance company is handling
if any, outside customers. This fact coupled with
primarily the accounts of the parent and afthe fairly broad latitude allowed firms in identifyfiliates, it constitutes an integrated part of
ing business segments suggests that annual line -oftotal operations and should be consolidated
business disclosures for consolidated finance subeven though the parent is not subject to residiaries may not automatically follow. Moreover,
course on the accounts... " I
FAS 18 eliminated the requirement that segment
information be shown on an interim basis.
We agree with these positions. The purpose
Existing SEC rules do little to augment the of consolidated financial statements is to proGAAP disclosures that would be made under the vide useful information to financial statement
consolidation option. ASR 302 eliminated the re- users. The failure to include finance subsidiarquirement that registrants file separate financial ies distorts the overall capital structure, the nastatements for significant consolidated finance - ture of operations, and cash flows to the ecotype subsidiaries. This move by the SEC effective- nomic entity. Current reporting practice would
ly places greater reliance on the annual line -of- be improved if we followed the Canadian apbusiness disclosures under FAS 14. Loopholes in proach of including all subsidiaries except
GAAP, in this case, would carry over to SEC re- those in regulated industries and companies
porting. Furthermore, the SEC has no provision with material restrictions on the interchangefor interim line -of- business disclosures for the ability of resources.
consolidated entity, although a proposal to this efEven if we accept the argument that by not
fect is currently pending (see release 33- 6514).
consolidating a finance subsidiary more deThus, under existing rules, the move to consoli- tailed information is disclosed about the subdation could lead to less disclosure in the annual sidiary's activities, this is not justification for
report to shareholders and to reduced interim re- exclusion. We believe that consolidation is necporting of subsidiary operations. The economic essary to provide a comprehensive representaconsequence of such a change in information tion of the economic entity, but continued restructure is an empirical question, but we surmise porting of detailed subsidiary information on
that users of subsidiary information (particularly an annual and interim basis is also desirable.
short-term commercial paper investors) may re- Such a two - pronged approach will continue to
gard this potential for loss of information as serve the needs of those creditors who have an
interest mainly in the activities of the subsidundesirable.
Although firms faced with important economic iary but will also provide new and more comconsequences under the consolidation option may parable information about the entire economic
continue to provide, voluntarily, the present level entity. We see this approach as serving the
of detail, the interests of financial statement users needs of a broader user group and as doing so
will likely be better served if these issues are spe- at little incremental cost to the reporting
cifically addressed when reporting policy in this organization.
Finally, effective implementation of this recarea is considered. We note that the exposure
draft has deferred this issue to a later phase of the ommendation would require clear guidelines
consolidation project. Indeed, a reporting require- on the nature and content of the subsidiary inment that calls for consolidation of the subsidiary formation to be reported. We find the existing
and continued detailed reporting of subsidiary in- diversity in reporting practices in this area to
be unacceptable and in need of reform.
formation may be ideal.
Finance subsidiaries are generally an integral
A Two-Pronged Approach
part of the economic entity's activities. Failure
Opinion and precedent on the financial report- to include their impact in consolidated finaning of finance subsidiaries that are integrally relat- cial statements may make assessment of finaned to the operations of the parent are generally in cial position and results of operations difficult.
agreement. The AICPA Accounting Standards There is little justification for not including
❑
Executive Committee on Consolidation concluded them.
unanimously that current practice should change.
"'The Equity Method of Accounting for Investments in Common Stock," AcTheir position appears to support the notion that counting Principles Board Opinion No. 18, AICPA, 1971.
'R. Greene, "The Joys of Leasing," Forbes, November 1980, p. 59.
some finance subsidiaries should be excluded, and 'Tom Burnett, Thomas E. King, and Valdean C. Lembke, "Equity Method
Reporting for Major Finance Company Subsidiaries," The Accounting Review,
we expect that this exception would be invoked October 1979, pp. B1S -823.
"'Financial Reporting for Segments of a Business Enterprise," Statement of
only in rare circumstances such as those contem- Financial Accounting Standards Na 14, FASB, Stamford, Conn., 1976.
'Andrew Barr, "Disclosure in Theory and Practice." The New York CPA,Sep.
plated in the Canadian approach (see below). Fur- tember 1959, p. 640.
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FASB's Sta tements of Financial Accounting Concepts are failing to provide
companies with answers to their cost deferral qu estions.

By James R. Bradow
I believe the time has come for the Financial Accounting Standards Board to consider again the
need for more specific guidance regarding deferred charge accounting. There is little doubt
that it often is difficult to determine whether an
incurred cost meets the definition of an asset.
And, as is the case in many other areas within the
accounting framework, there always will be a
need to apply informed judgment based on the
facts and circumstances when making this assessment. However, too much judgmental latitude can
lead to inconsistencies in applying generally accepted accounting principles.
The FASB's six Statements of Financial Accounting Concepts provide the general framework
for developing financial accounting and reporting
standards and, as such, are intended primarily for
the use of the Board itself. Therefore, the concepts
statements cannot be expected to provide adequate guidance for solving many deferral accounting issues. However, accounting practice often
will look to the conceptual framework when there
is little auth oritative guidance for particular
transactions.
Difficult to Apply Concepts
The FASB's Statement of Financial Accounting
Concepts 6, "Elements of Financial Statements of
Business Enterprises," defines an asset as having
these essential characteristics:
• "It embodies a probable future economic benefit that involves a capacity, singly or in combination with other assets, to contribute directly
or indirectly to future net cash inflows,
• A particular enterprise can obtain the benefit
MANAGEMENT ACCOUNTING /APRIL 1987

and control others' access to it, and
• The transaction or other event giving rise to the
enterprise's right to or control of the benefit has
already occurred."
Concepts Statement 6 includes several examples
of costs that might be accounted for as assets because they provide future econ omic benefits.
These include costs associated with pre- release
motion picture advertising and equipment repairs.
However, it indicates many, perhaps most, of
these types of costs will not be shown as assets because of uncertainty.
Two types of uncertainty have been identified —
element uncertainty and measurement uncertainty.' Th e fo rmer relates to uncertainty about
whether an asset exists, while the latter refers to
the uncertainty in ascertaining the amount of the
asset.
Both types appear to be particularly applicable
to a consideration of deferred charge accounting
because companies almost always incur costs for
which they expect to derive future economic benefits. For example, advertising costs are incurred to
increase market recognition and revenues. However, with rare exception, it is impossible to measure these benefits so advertising costs usually are
expensed.
The FASB's conceptual framework is principally intended to establish an overall framework to
aid the Board's development of accounting standards. As such, it is broad based and allows for a
significant degree of latitude in application to particular facts and circumstances. Because of this
fact, the FASB issues standards to provide authoritative guidance covering specific accounting
issues.
The FASB has issued two standards that ad-

James R. Bradow,
CPA, is a professional
accounting fellow in
the Office of the Chief
Accountant of the
Securities & Exchange
Commission. This
article, which was
written while he was
with Ernst & Whinney,
was submitted through
NAA's Cleveland East
Chapter, of which he is
a member. The
Securities and
Exchange
Commission, as a
matter of policy,
disclaims responsibility
for any private
publication or
statement by any of its
employees. The views
expressed herein are
those of the author
and do not necessarily
reflect the views of the
Commission or of the
author's colleagues
upon the staff of the
Commission.

51

1975

1984

Number of companies reporting deferred
charges in financial statements

47

29

ed to its agenda a separate project dealing with
such costs. Several years later, this separate project was dropped, principally because the Board
was unable to define the types of costs to be included in the project, and because it believed that
the conceptual framework project would provide
adequate guidance.

Average deferred charge

$75million

$193million

Future Economic Benefit?

Percent of total assets

1.49%

1.88%

Percent of equity

3.03%

4.20%

Table 1
Survey of Fortune 100 Industrlals*

*This survey was limited to reviewing financial statements and related
footnotes for the existence of deferred charges. Other companies probably
have deferred charges recorded on their balance sheets that are not
specifically disclosed as such. Conversely, certain amounts summarized may
not fit the definition of a deferred charge because they are included under a
broader caption such as "deferred charges and other assets.' Both years
included in this survey cover financial reporting since the effective date of
Statement 2.
dress specific costs for which there was uncertainty about the existence of a recognizable asset.'
Statement 2, "Accounting for Research and Development Costs," issued in 1974, provides that
all costs classified as research and development be
charged to expense when incurred. In 1985, the
FASB issued Statement 86, "Accounting for the
Costs of Computer Software to Be Sold, Leased,
or Otherwise Marketed." Statement 86 requires
computer software costs to be capitalized after
technological feasibility is established.
It is significant that Statement 86 provides for
capitalization of certain costs that perhaps would
have been expensed under Statement 2. Statement
2 requires R &D costs to be expensed because typically there can be no reasonable assurance that
these costs will provide a future economic benefit.
Further, it provides that future economic benefits
cannot be measured objectively even if such benefits were probable_
Statement 86, on the other hand, provides criteria by which to establish that technological feasibility of the product is demonstrable. Subsequently incurred costs, therefore, must yield
probable future economic benefits. Statement 86
requires capitalization of those subsequent costs
provided they do not exceed estimated future revenues at each balance sheet date.
There are, however, numerous other costs that
fall outside the boundaries of these statements.
FASB's December 1973 Discussion Memorandum, which led to issuance of Statement 2. included in its scope accounting for research and development and similar costs. Similar costs included
marketing research, promotion, start -up, relocation, and rearrangement.
However, the exposure draft and final statement excluded "similar costs" and the Board add52

Concepts Statement 6 summarizes several types
of costs (most are the "similar costs" dropped
from the Statement 2 project) for which the assessment of future economic benefit may be especially uncertain. These include expenditures for
research and development, advertising, training,
start -up and preoperating activities, relocation or
rearrangement, and goodwill. However, the future
benefits, if any, that will be obtained as a result of
the incurrence of these costs often are not clear cut.
For example, when a retailer enters a new geographic area, pre- opening marketing costs might
be deferred if an assessment could be made that
such costs will provide a probable future economic benefit that can be measured objectively. This
assessment may be possible if the retailer has
opened stores in other geographic areas that have
been successful,
However, if the costs were incurred in connection with opening a new store within an existing
geographic market area, deferral accounting
might not be appropriate. This is because it would
be difficult to distinguish whether the costs are
benefiting the new or the previously existing operation. Others might argue that there is no distinction between these situations because, in each
case, future economic benefits would be expected,
but difficult to measure.
Relocation costs provi de an other example
where the accounting for deferred charges can be
difficult. Typically, most relocation costs associated with a company's move would be expensed as
incurred. But, what if a company relocates to a
facility where rental costs will be significantly
less? It could be argued that the company is "better off' after the move and the reduced rental
costs should result in an asset to the extent the
relocation costs do not exceed the benefit of reduced future cash outflows to be derived from the
move. However, others may view the reduced
rentals as benefiting future income statements and
the current relocation costs as properly a current
period charge.
As these examples demonstrate, it usually is difficult to assess whether these types of costs provide an economic benefit. In fact, several recent
Securities & Exchange Commission accounting
and auditing enforcement releases allege that
companies have improperly deferred costs. InterMANAGEMENT ACCOUNTING /APRIL 1987

estingly, the SEC did not comment in these releases on the appropriateness of the theory of deferral accounting involved, only in its application
in the circumstances.
Sarin and Deferred Costs
In AAER 80, "Securities and Exchange Commission v. Savin Corporation," the SEC alleged
that Savin improperly deferred costs relating to
the developement of a new photocopier. The SEC
claimed that such costs should have been expensed as incurred because they were research
and development costs. The key issue in this case
was at what point the new product left the research and development phase and entered the
start -up phase. The SEC alleged that the product
in question essentially was still in the R &D phase.
In AAER 16, "In the Matter of Touche Ross &
Co.," the Commission alleged that Litton Industries, Inc., improperly deferred cost overruns relating to the construction of a new shipbuilding
facility. The SEC claimed that Litton improperly
deferred these costs as start -up costs for the following reasons: Litton was unable to identify and
segregate these costs from other operating expenses, Litton was unable to show that these costs
would provide a quantifiable benefit to a future
contract or period, and it was not reasonably assured that such costs would be recoverable from
revenues to be viewed in future periods.
Accounting Series Release 288, February 26,
1981, alleged various audit deficiencies in connection with Kenneth Leventhal & Company's audits
of Emerson, Ltd., an owner - operator of a chain of
restaurants and discotheques. This release addresses several issues relating to Emerson's deferral of certain advertising and on-the-job training
costs that it classified as preoperating. It indicates
that deferral of these costs was inappropriate in
the circumstances, and uses language similar to
that in the FASB's conceptual framework by indicating that "in the absence ofan analysis associating cost with revenue on the basis of cause and
effect or a systematic and rational allocation of
costs, costs should be recognized as expenses in
the period in which they are incurred." Further,
the release indicates that advertising costs generally are not deferrable and should be treated as period costs unless they can provide a discernible future benefit.
Financial Position Affected
A survey of Fortune's top 100 industrials shows
a decreasing trend in the number of companies
that indicate the existance of deferred charges in
their financial statements. However, the amount
of deferred charges recorded and their relative
materiality have increased as indicated in Table 1.
This survey shows that deferred charges inMANAGEMENT ACCOUNTING /APRIL 1987

creasingly are becoming more significant to a
company's financial position. More important,
these amounts represent averages and certain recorded amounts are ofmuch more consequence to
a company's financial position than indicated by
the average. For example, for companies included
in the 1984 survey, deferred charges as a percent
of total assets and shareholders' equity ranged to
almost 6% and 14 %, respectively. Further, the effect of deferred charges on the income statement
often is much more important. It also is likely that
deferred charges would have a greater impact on
the financial statements of smaller companies.
Is Guidance Needed?
Some argue that FASB's concepts statements
provide an adequate framework for addressing the
accounting issues relative to deferred charges. As
previously mentioned, the FASB dropped a project that would have dealt with this issue in anticipation that the conceptual framework would provide adequate guidance.
In practice, however, the conceptual framework
does not provide an adequate means to properly
evaluate the appropriateness of using deferral accounting, and co mpanies must look to o ther
sources for guidance. These other sources include
the authoritative accounting literature (FASB
Statements 2 and 86), SEC activities (including
enforcement actions), and practice examples. But
these sources often send conflicting messages that
may cause further confusion when dealing with a
deferred charge accounting issue in practice.
For example, an argument could be made that
Statement 2 and 86 are incompatible because
Statement 86 would allow capitalization of certain
costs before an adequate assessment could be
made that future economic benefits are probable
and measurable. Statement 86 supporters would
disagree with this by saying that the Statement
provides a clear mechanism to make these assessments. In practice, however, these concepts in
Statement 86 are very difficult to apply, and perhaps even more difficult to audit.
It also is possible that companies will look to
Statement 86 to provide direction for other costs
that might be considered analogous to those clearly covered in the Statement. This could result in
situations similar to the experiences under FASB
Statement 77, "Reporting by Transferors for
Transfers of Receivables with Recourse." That
Statement has been applied (inappropriately, in
the minds ofsome) to transactions deemed "similar" to those situation s the Statement clearly
covers.
Management accountants also will consider
SEC enforcement actions to provide guidance that
may deal with a comparable transaction. However, these SEC actions usually are very fact specific

Several recent
SEC
Accounting
and Auditing
Enforcement
Releases allege
that companies
ha ve
improperly
deferred costs.
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and may or may not provide adequate guidance
for a particular transaction. And, finding examples of how other companies are resolving their
deferral issues is not easy because most cases also
are fact specific. Finding comparable examples
also is difficult because deferred charge amounts
often are included in other balance sheet captions.
Finally, guidance may be needed because of the
shift in our economy from a manufacturing to service orientation. This trend created the need for
Statement 86, and it likely will create additional
needs for guidance as costs are incurred for other
new processes.
One of the dissenters to Statement 86 indicated
that the ongoing shift in the U.S. economy from
tangible outputs and physical processes to intangible outputs and creative processes are evident in
both emerging and old -line businesses. He stated
that the accountin g should accommodate the
transition by reporting the results of creative processes on the balance sheet when they include reasonably probable future economic benefits. Otherwise, financial statements will lose relevance as
creative activities proliferate.

it will be difficult for the FASB to determine the
scope of the project, let alone arrive at a final solution. The extensive deliberations that led to the issuance of Statement 86 indicate it will be a difficult task to resolve the issue of cost deferral —even
for a very specific type of cost. In the framework
of a much broader project, settling the cost deferral issue would provide the FASB with one of its
more formidable challenges to date.
El
'Financial Accounting Standards Board, Research Report, - Recognition in Financial Statements: Underlying Concepts and Practical Conventions," FASB, (Stamford. 1982)
'Several other FASB Statements and AICPA Statements of Position also address
deferred charges as part of a larger issue. These include: FASB Statement 51, "Financial Reporting by Cable Television Companies," and AICPA SOP 79 -2, "Accounting by Cable Television Companies;" FASB Statement 65, "Accounting for
Certain Mortgage Banking Activities;' and AICPA SOP 76-2, "Accounting for
Origination Costs and Loan and Commitment Fees in the Mortgage Banking Industry ' ; FASB Statement 67, - Accounting for Costs and Initial Rental Operations
of Real Estate Projects," and AICPA SOP 78.3, "Accounting for Costs to Sell and
Rent. and Initial Rental Operations of, Real Estate Projects" FASB Statement 71,
"Accounting for the Effects orCertain Types of Regulation"; FASB Statement 91,
"Accounting for Nonrefundable Fees and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of Leases."

Editor's note —At the time this issue went to press,
the Accounting Standards Executive Committee
(AcSEC) of the AICPA was considering whether to
add a project to its agenda dealing with the accounting for certain types of deferred costs (including marketing costs). Such a project could help the
FASB with its decision whether to tackle its own
project dealing with accounting for d eferred
charges.

Challenge for FASB
Deferred charge accounting is a broad area and
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What to doWhen
ContractsareCancelled
Direct labor and material costs are readily identifiable
when a contract is halted, but fixed overhead usua lly is not.

No

By Marie Sandra Carman -Stone
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2. Allocable Overhead
Days of Performance (Dp)
3. Daily Contract Overhead

=

/

Total Overhead
for Contract
Period (TOH)

X

Overhead
Allocable
to the
Contract

Daily Contract Overhead

X Number of
Days Delay (D d)
=

The Defense Department long ago resolved the
problem of how to determine an equitable adjustment in contract prices in the event of contract
cancellations, suspensions, or interruptions. Cases
concerning this issue have been heard and decided
by the Armed Services Board of Contract Appeals. The Eichleay Corporation case (see ASBCA
5183) was the most important case because it resulted in a formula for adjusting claims for unabsorbed overhead that has been used since the case

1. Contract Billings (CB)
Total Billings for
Contract Period (TB)

=

Solution: The Eichleay Formula

Table 1
The Elchleay Formula

/

How does a company arrive at an equitable adjustment of unabsorbed overhead when a contract
is delayed or cancelled? Based upon my work with
the cost accounting department of the General
Electric Plant in Salem, Virginia, the issues involved have become much clearer.
Direct labor and material costs are readily identifiable when a contract is halted, but fixed overhead usually is not. As a result, it may not be included in the settlement, and material amounts of
fixed overhead are not absorbed at year -end. To
solve this problem, we studied a case resolved
some 29 years ago.

Amount of
the Claim

The Final Condensed Formula
(CB / TB) x (TOH) x (Dd / Dp)
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was settled in 1958.
The Eichleay case arose out of a dispute over
the computation of claims for unabsorbed overhead on delays due to contract modifications. The
contract between Eichleay Corp. and the Department of Defense allowed the contracting officer to
"suspend all or any part of the work for such period of time as may be determined by him to be necessay or desirable for the convenience of the
Government."
The contract also had a provision "in the case
of suspension of all or any part of the work for an
unreasonable length of time causing additional expense or loss, not due to the fault or negligence of
the Contractor, the Contracting Officer shall
make an equitable adjustment in the contract
price and modify the contract accordingly."
The Appeals Board found that the home office
and fixed overhead expenses continue during the
period of suspension because "in the case it was
not practical for the contractor to undertake the
performance of other work which might absorb
them." The Board also decided that it was necessary to modify the amount of overhead determined by Eichleay because the claim included certain amo u n t s wh ich were not "p r o p e r l y
chargeable to the contract."
According to the Board, the determination of
unabsorbed overhead costs should be related pri-

Table 3
Contract A

Contract Price
Period
Effective Date
Fixed Overhead
(Annually)

15,000

2 years
1/1/x1
150

Contact B

Contract C

Total

15,000
2 years
1/1/x1
150

15,000
2 years
1/1/x1
150

45,000

450

The contracts for B & C through no fault of Rat are delayed for the entire second
year and completed in the third year.
Claim B
Comp = 115,000/ (15,000 +15,000))x900x(365 /730) _ $225
Claim C
Comp =(15, 000 / (15,000 +15,000))x900x(365 /730)= $225
Total compensation

$450

Using the Eichleay Formula and claiming for both contracts, Rat collects the entire
$450 of overhead in year 2 and contract A is freed from all fixed overhead in that

year.
marily to fixed overhead costs which cannot otherwise be absorbed during the delay. As a result, it
is necessary to distinguish semivariable and variable costs from fixed overhead expenses.` The
Eichleay formula uses fixed overhead expenses for
total overhead (Table 1).
To date, the formula has not been overturned
56

Total Billings

= $335,226

Contract Billings = Amount awarded to appellant
for completed work+ inventory, labor and subcontractor
segments of the termination
settlement.
=

y

Marie Sandra CarmanStone, CPA, is a tax
research analyst at
Cincinnati Bell. She is
a member of the
Cincinnati NAA
Chapter, through which
this article was
submitted.

Table 2

Total Overhead

$132,447

August 1, 1978 (the day after
receipt of the notice to proceed) through September 11,
1979 (thedayappellant says
the Government took "Beneficial Occupancy ").
$117,094

Number of performance days
Number of days delayed

= 408 Days
= 194 Days

Using the condensed Eichleay Formula:
Compensation = (CB/TB) x (TOH) x (D d / Dp )
($132,447/$335,226) x ($117,094) x ($194/408)

$21,998 = amount awarded by the Board.

and is frequently used by the Appeals Board. The
Marlin Association and the Excavation-Construction, Inc., cases demonstrate how the formula has
been used.
In Marlin Association, Inc. (BSBCA No. 5663),
the Board found that a contractor whose construction contract was terminated for the convenience of the government was entitled to the cost
of terminated work, the cost of settling the termination claims of subcontractors, and a reasonable
profit.
The amount of unabsorbed overhead he was entitled to was computed by the Eichleay formula
based on total contract billings. Interest on borrowings was not included. The cost of a delay
claim by a subcontractor against the prime contractor was considered not compensable because
the subcontractor had released his claim against
the prime contractor. Interest on the contractor's
award was computed in accordance with the Contract Disputes Act of 1978. Table 2 shows the calculation used to settle the Marlin Case.
The second case I reviewed was Excavation Construction, Inc. (END.BCA No. 3858, April
30, 1982). It concerned unreasonable delays on
the part of the government. The Board found that
a share of home office overhead was "reasonably
allocable" to the contract and could not have been
feasibly absorbed by substituted work during this
relatively short. period of delay. Based on the
Eichleay formula, the Board awarded the company $1,287 a day for 66 days or a total award of
$84,942.
MANAGEMENT ACCOUNTING /APRIL 1987

Weaknesses in the Formula
Although the formula remains popular with the
courts, the Defense Contract Audit Agency
(DCAA) has identified the following weaknesses
in the formula.
First, a contractor may be able to mitigate the
impact of a delay by changing work schedules or
substituting other work for the contract involved.
Despite the fact that the substitution may allow
the contractor to absorb overhead expenses that
otherwise would not be absorbed due to the delay,
a daily rate will be used to attribute overhead
costs to the delay.
Second, problems with the ratio of contract
price to total billings have been found.
1. During the period of delay the contract must
carry the same burden of the same amount of
fixed costs as it would have had the contract
not been delayed.
2. The contract ratio of one period should not be
applied to a different period. Conditions existing during the original period may not be the
same as conditions existing in the delay period.
Additionally, during the delay period the contractor can do any number of things to change
overhead costs —build a new plant, retire old
equipment, or move the home office. External factors such as changes in the business cycle or labor
market could also cause inequity between the contract period and future periods.
Third, the formula does not allow the claim to
be adjusted for amounts of fixed overhead representing additional costs that exceed the original
negotiated amount. This can result in higher final
performance costs, and additional claimed costs.
A higher amount of overhead would be absorbed
resulting in an overabsorption of overhead.
The fourth weakness is "the formula becomes
invalid as to any claim made by a contractor who
had previously submitted claims on other contracts if the latter provided for recovery of unabsorbed overhead, when any portion of the delay
period for such prior claims coincides with the delay period of the claim under adjudication,"
Here is an illustration of the last shortcoming.

Table 4
1. Contract Ratio
=

Contract price / The larger of total contract
prices of all uncompleted contracts in existenoe at the effective date or during the
period of delay.

2. Contract Fixed
Overhead

Contract ratio x Total fixed overhead during entire period of performance.

3. Daily Contract
Fixed Overhead

Contract fixed overhead / Number of days
of actual performance.

4. Primary Unabsorbed

Daily contract fixed overhead x Days delayed

5. Fixed Ratio

Total fixed overhead during performance
period total allowable overhead during
performance period.

6. Absorbed Fixed
Overhead

Total overhead included in claim related to
additional work performed x fixed ratio.

7. Reimbursable
Unabsorbed Fixed
Overhead

_

Primary Unabsorbed -absorbed fixed
overhead.

Using the previous illustration:
Claim B
Comp = ( 15,000/45,000) x 1350 x (365/1095) = $150
Claim C
Comp = ( 15,000 / 45,000 ) x 1350 x ( 365/1095 ) = $150
Total recovery
Justified recovery
Over (under) recovery

The Rat Excavator Company has three con tracts—A, B, and C. Each contract consists
of a fixed price of $15,000 and the delivery
date is December 31 on all three. But, A will
be delivered in years 1 and 2, and B and C
will be delivered in year 2, Total fixed overhead will be $450 per year so each contract
must bear $150 of fixed overhead per year
(see Table 3).

lem is illustrated in Table 4.1 I believe the alternative formula eliminates the formula's shortcomings. The "contract ratio" reflects any substitution
of work by the contractor — increases in the total
amount of contract prices produces a reduced
contract ratio. Changes in production conditions
or additional costs are reflected in "contract fixed
overhead" in the amount of total fixed overhead
costs during period of performance. Multiple recoveries are prevented by "absorbed fixed overh ead " and "reimb urs ab l e unabsorbed fixed
overhead."
In order for a company to be able to use the
alternate formula the numerous factors involved
in the calculation must be identifi able and
verifiable.
The dispute most often raised in the cases I reviewed was not the formula used but the source of
the information. I believe either formula could be
easily included in a contract's cancellation clause.
The result would be a more equitable adjustment
for delayed or cancel l ed co nt racts an d less
litigation.

An alternative formula which solves this prob-

'Robert T. Dick. "Unabsorbed Overhead Claims for Equitable Adjustment of Defense Contracts," Government Arraunrants Journal, Vol. 26, Summer 1977.
Jbid

MANAGEMENT ACCOUNTING /APRIL 1987

$300
$300
$-0-

57

„997 ;5511

O

FULFILLYOURANNUAL CPECREDITSWITH
COURSESFROM THENEW...

C, q O ^ w w

,l

IF

CATALOG OF
CONTINUING
EDUCATION

1'

1
�

t

,t.

0gp c 1 0 0 4 o f

GROUP AND
SELF-STUDYPROGRAMS

JKCcouKw

PROFESSIONAL DEVELOPMEN”
Responsibility Accounting and Reporting
Cost Accounting, a Practical Approach
Overhead Cost Accumulation, Distribution and Allocation
Financial Management
Financial Appraisal of Capital Expenditure Proposals
SEC Accounting and Reporting
Credit and Financial Analysis
Flexible Budgeting and Contribution Reporting
Collecting Past Due Accounts
Optimized Production Technology, The Executive Challenge
Analysis for Decision Making

MICROCOMPUTER TECHNOLOGY AND APPLICATIONS
Using Lotus 1 -2 -3 for Financial and Budgeting Applications
Using Lotus 1 -2 -3 for Business Graphics
Using Lotus 1 -2 -3; File Handler and Database Manager
Using Lotus 1 -2 -3 Keyboard Macros
Planning Cash Flow Using 1 -2 -3
Pricing Strategies and Practices Using 1 -2 -3
Budgeting by Department and Functional Area Using 1 -2 -3
Writing a Business Plan Using 1 -2 -3
Integrated Accounting on Microcomputers
dBase 3 Plus; Beginning and Intermediate Skills
Lotus Proficiency Course
Lotus Macros and Advanced Functions

PERSONAL DEVELOPMENT
Your Personal Growth and Achievement
Power English and Word Command
Effective Writing
Successful Interpersonal Communications
ttON
Speed Learning
Speech Power
Wordscope
Q
ro
The IBM Way
Z
Time Management
o
How to Read People
Maximizing Leadership Potential
r9►9'

TO RECEIVE YOUR FREE COPY OR TO PLACE AN ORDER CALL:

1.804.223.4545*
IN NEW JERSEY CALL 201- 573 -6229
'PLEASE NOTE CORRECTNUMBER. WAS INCORRECTIN CATALOG

l ; ( 7 I f I"I . O
!1'

� dt

,

sa.

p
N

'

1

[

v

N

p
II
II

_

u
II
tl
It

=ssszzt: � �

11
M

u
u

.1

u
n
u

u
N
n
u
u
!1

a
v

I1

u
n

„ 11„„
11

„ t,
II
.I

,1

u

u

„„
„„
„
II

n

Don't
let
sunk

capital
sink

u_

you.
By James H. Moyle
Boardroo m of a large ma nu fa ct urin g fi rm:
VP Marketi n g : "We've g o t t o sh ort en th e wi nd o w
for introducing our new widget. The market pla ce is
movi ng a wa y fro m us, an d t h e comp et i ti o n will
clobber u s i f we d o n 't a d o p t t h e n ew technology
.soon. "
VP Manufactu ri ng : "We've g o t 5 0 % i d le ca p aci t y
in our new Q Bui ld ing whi ch is ea rma rked for expansion o f Pro d u ct X , bu t th e revi sed foreca st
shows that cap acity free for a few years. We cou ld
retrofit tha t bu ildi ng t o ma ke t he widget. "
VP Engin eeri ng : `Do n't ho ld me t o th ese nu mbers
but I th in k we can pu ll off th e modi ficati ons fo r a
couple of millio n bu cks. "
VP Fi nan ce: "Th a t 'll bo o st t h e ROI beca u se the
cost for a g ra ssro o t s fa ci li t y wa s fo u r t i mes a s
high. "
Presi dent: " L e t ' s d o it. Keep me p o st e d o n its
progress

"

One year later:
VP Market i n g : "Dema nd fo r Pro d u ct X i s ri si n g
nicely. Well n eed more ca pa ci t y so on . "
VP Manu fa ct u ri n g : "Bet t er p la n to construct a
whole new building. The new widget will soon fill Q
Building to capacity. "
President: `How's th e return on that pro duct ?"
VP Fi nance: "Costs are a litt le hig her t han an ticiMANAGEMENT ACCOUNTING /APRIL 1987

pated, but the returns are good because we kept the
investment down. "
President: "How about Product X ?"
VP Fi nance: "Outstanding. Well have no di ff i culty justifyi ng an expendit ure of up to $8 mi lli on. "
President: "Can we do it for that ?"
VP Engineering: "Might have to cut the contingency a little and hold off on the bells and whistles, but
we'll give it our best shot. "
President: "OK, let's put together an appropriation
request. "
And so it goes. Product X bu ys cap acity and
sells it at discount to the widget line. Only the
p ost audit on Q b uilding will reveal the sobering
truths: Product X can't justify two buildings while
filling o ne, and the widget ca n't carr y it s we ight
when the total capital cost o f Q building is assigned to it.

James H. Moyle, CMA,
is controller of Borg Warner Chemicals, Inc.
He holds an MBA from
the Wharton School
and is a member of
NAA's Parkersburg Marietta Chapter,
through which this
article was submitted.

RO I Over st at ed
Retrofit projects —those projects that convert
existing capacity to new uses — present a special
challenge to the analyst. Too often these projects
are justified solely on the basis of incremental capital, and an unintended subsidy ensues.
While such projects have merit —they often enable m arket introduction of new products more
rapidly than grassroots expansion would permit —
they are prone to the o ver sight that befell our
59

When existing
capacity is
modified to
manufacture
new products,
the return on
investment is
typically
overstated
because no
charge is
incorporated
for existing
assets.

boardroom brass. The return on investment is typically overstated because no charge (or perhaps
only a token book value charge) is incorporated
for existing assets, or no penalty is assessed to reflect foregone alternative uses of the existing
capacity.
The astute analyst avoids these pitfalls by constructing a sound base case from which to evaluate the investment. He'll use one of two approaches to determine the true incremental ROI. The
first is incorporation of an investment penalty
equal to the replacement cost of the assets for the
displaced capacity. The second method would penalize the earnings stream of the project to reflect
the opportunity loss as existing products are
displaced.
Let's look at a comparison of these methods:
Rigid Ratchets plans to invest $70 million to construct a new facility generating annual output valued at $75 million in the marketplace. Assuming a
$12 million working capital investment (at 16%
sales) and a 15% discounted cash flow hurdle

Table 1
Proposed Justification Methods
I. Incremental Analysis: no penalty assessed.

=

=

=

(5.42 x.63) x -.745 (5,000) -1,920 0
3.4x- 3,725 - 1,920 =0
3.4 x $5,645
x 1,660M EBDT
II.

Replacement Cost Method (buy new facilities for displaced products)
Expansion Case

$M
Fixed Capital
Working Capital
Revenue
Profit

Base Case

Delta

(14,000)

19,000
1,920
12,000

5,000
1,920
12,000

x

x

Calculate profit needed for justification:

=

(5.42x.63)x- .745(19,000)- 1,920 =0
3.4x- 14,555 - 1,920 =0
3.4 x = 16,075
x 4,728M (EBDT)

III.Opportunity Cost Method (Forego sale of displaced products)
Expansion Case

Fixed Capital
Working Capital
Revenue
Profit

5,000
1,920
12,000

Base Case
-

$M

X

2,400
15,000
3,770

Calculate profit needed for justification:

=

-

=

+

=

(5.42 x, 63) (X- 3,770) -.745 (5,000)- [(480)] 0
3.4 x - 12,830 3,725 480 0
3.4 x = 16,075
x 4,728M
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Delta
5,000
(480)
(3,000)
X -3,770

rate, this project must yield an annual profit, before depreciation and taxes, of $18,870,000 to be
considered attractive.
Calculations:
(5.42 x .63) x - .745 (70,000) - (12,000) = 0
3.4 x - 52,150 - 12,000 = 0
x = $18,870,000
Where:
5.42 = 12 year annuity factor Q 15%
.63 = 0 - tax rate)
.745 = (1 - di s co u n t ed tax shi eld of
depreciation *)
*see Table 2 for derivation.
Now assume that, upon completion of this investment, a proposal is submitted for retooling
one -fifth of the plant at a cost of $5 million. Capacity generating $15 million in annual revenue is
displaced, at a replacement cost of $14 million or
an opportunity loss of $3.77 million in annual
profits (Table 1). In return, revenue generating capacity of $12 million is gained in another product
line. Ignoring any time lag for construction, the
analyst examines each of the three proposed methods of justification: incremental analysis, replacement cost method, and opportunity cost method.
Because the first method incorporates no
charge for existing assets or for foregone profits, it
understates the earnings before depreciation and
taxes (EBDT) needed to justify the investment.
Note also that methods two and three provide
identical answers. This will be true only when the
current rate of return is equal to the expansion
hurdle rate. For cases where the current rate of
return exceeds the hurdle rate, the opportunity
cost method will penalize the prospects for building conversion.
Conversely, when the current rate of return
falls short of the hurdle rate, building conversion
is justifiably facilitated by the opportunity cost
method.
It appears that the opportunity cost method is
appropriate in the latter case, while the replacement cost method is preferable in the former case.
Again, examples illustrate these points. The first
example shows how the opportunity cost method
can penalize a project when returns from current
deployment exceed the hurdle:
Assume current EBDT = 5,000 (also assume
working capital constant). Then 5,000 - 3,770 =
1,230 annual earnings penalty and (5.42 x .63)
1,230 = 4,182 present value of earnings penalty,
so 4,182/.745 = 5,613 capital penalty.
Application of of the opportunity cost method
in this instance would short-change the justifiable
capital for the project by $5.6 million.
The opposite is true when returns from current
MANAGEMENT ACCOUNTING /APRIL 1987

Table 2
Derivation of Depreciation Tax Shield

Thus, the opportunity cost method fits the under utilization case but not the one generating excess economic returns. I recommend the following
rule of thumb: Use as a penalty the lesser of new
capital (replacement cost method) or capital justified by the existing product utilization (opportunity cost method).
The replacement cost method test is too severe
when the existing product's projected building utilization fails to meet the hurdle rate. Conversely,
the opportunity cost method is inappropriate if
current building deployment exceeds the hurdle
rate, because it is irrational to displace that capacity, or it leads to a reject decision for a new product introduction which might well be justified on
its merits.
One last refinement —don't be guilty of the
same shortsightedness that plagued our officers in
the boardroom. When using the opportunity cost
method, modify the annual earnings stream to re-
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1
2
3
4
5
6

.20
.32
.19
.12
.11
.06

Total
Then 1 -.255

Discount
Factor

X

Tax
Factor

.87

.37

.76
.66
.57
.50
.43

.37
.37
.37
.37

.37

=

Different Rules for Different Cases

Depreciation
Factor
X

=

Year

=

&

Assumes 15% discount rate, 37% marginal tax rate (federal state), and
depreciation per Tax Reform Act of 1986.

=

=

utilization don't meet the hurdle, but here the opportunity cost method is appropriate. Assume
current EBDT = 3,000.
Then, 3,770 - 3,000 = 770 retrofit incentive in
annual earnings and (5.42 x .63) (770) = 2,618
present value of earnings and 2,618 - .745 =
3,514capital incentive to convert.

Present Value
Tax Shield
.064
.090
.046
.025
.020

.010
.255

=.745 effective cost of asset.

flect the projected growth or deterioration in earnings over time. When using the replacement cost
method, make sure the projected increase or decrease in capacity utiliziation for the current product line is reflected.
Perhaps the simplest application of these methods —and the one which most readily conveys
their intent —is what we'll call the Mother -In -Law
Principle: She's free to move into your place anytime— provided she buys you a new one or pays
you for your subsequent pain and suffering.
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Management
Accounting
Practices
12 "
tion provided services, measure the
benefits in a given period, and measure capital maintenance. None of
these reasons applies to certain types
of cont rib uted assets or to ass ets
constructed with contributed funds.
• The ED states that the relevant attribute for measuring cost is a "separate
matter" and does not address it. The
Statement should either (a) require
all organizations to use historical cost
or, in the case of conributed assets,
fair value or (b) acknowledge that
this requirement is not needed because it is already required by Accounting Research Bulletin No. 43.
• Because, except for colleges and universities, industry pronouncements
require an operating statement or its
equivalent from organizations using
fund accounting, and because capital
maintenance cannot be reported unless there is such a statement, this
statement should require all organizations to report depreciation expense
as one of the expenses on an operating statement —there is no need to
delegate to an AICPA task force the
issue of how organizations using fund
accounting should display depreciation expense.
The ED would require that the balance
sheet be restated to show net book value of
all assets not hitherto depreciated. Despite
the obvious fact that certain structures,
100 years old or older, that are still in use
do have a net book value, calculating this
amount is pointless. The statement should
distinguish between those assets that
should be brought onto the books and
those that should be disregarded.

SEC Supports FASB Action
The MAP Committee expressed to the
Securities & Exchange Commission its
support for the Commission's proposed
rules that would conform its requirements for disclosure of the effects of inflation and changes in prices to FASB
Statement No. 89, which rescinds the
62

Statement 33 requirements for quantitative disclosures. MAP is pleased that
FASB took that action, including the
encouragement of voluntary experimentation with such disclosures.

AICPA Tries to Narrow
`Expectation Gap'
In a major attempt to address the socalled "expectation gap" between what
external auditors think their responsibilities are and what the general pubfic believes they are, the American Institute of
CPAs has issued 10 proposals emanating
from its Auditing Standards Board —nine
statements on auditing standards and one
attestation standard —that are intended to
improve auditor communications, improve the planning and performance of
audits, clarify the auditor's responsibility
for fraud and detection of fraud, and provide early warning about possible bankruptcy. Comments are requested by July
15.
❑

Taxes
8 "
use two other depreciation methods instead of MAC RS. The taxp ayer can
elect to use straight -line depreciation
over the useful life as determined by the
MACRS class property. In fact, in certain situations, this method is required.
For example, this method must be used
for property predominantly used outside the United States; property purchased by a tax exempt entity; property
financed by tax - exempt bonds; and
property acquired from countries engaged in discriminatory acts.
The other method that taxpayers can
elect to use is of the 150% declining balance. The advantage ofusing this method is that the depreciation deduction
under this method is not considered a
tax preference for purpose of computing
the alternative minimum tax.
Thus, under the Tax Reform Act of
1986, in general, taxpayers can choose
among three different methods for depreciating tangible personal property
placed into service after 1986: modified
accel erat ed cost reco very sys tem
(MACRS); straight -line using MACRS
class life; and 150% declining balance.
As under prior law, taxpayers can

elect to expense a portion of the assets it
placed int o servi ce during the year.
However, the rules have changed significantly. The amount ofexpense that can
be claimed in one year is increased from
$5,000 to $10,000. However, if the business p l aces in to s ervice more than
$200,000 in personal property in one
year, the expense deduction is reduced
by one dollar for every dollar ofproperty in excess of $200,000. Thus, any business placing i nto service more than
$210,000 of property cannot avail itself
of the expensing election.
It also is important to note that, as
under prior law, limits are placed on the
amount of depreciation that can be deducted in an y o ne year for "lu xury"
automobiles. Although it seems a bit incredulous, the new law defines a luxury
automobile as one costing in excess of
$12,800.

Accounting Education
36 "
accounting to achieve full recognition as
a professional practice, a requirement
for CE should be instituted. Individual
state requirements for CPA licensing
suggest the variety possible. Most states
require 40 hours a year as the standard
for CE. Some require 120 in any three
years, and some, less than 40 hours annually. Other states require a certain
minimum number of hours in specified
areas.
Continuing education should be required of all management accountants.
As it has in the past, the NAA should
lead the way toward professional status
for management accountants by adopting
and making effective a uniform requirement for its members to retain competence through continuing professional
education.
Paul Krause, Ph.D. CMA, CPA, CIA, is
professor of accounting at California
State University, Chico. He is past president of the Chico Area Chapter.
Steven J. Adams, Ph.D., CMA, CPA, is
professor and chair of the Department of
Accounting and Management Science at
California State University, Chico, and a
member of the Chico Area Chapter. This
column was submitted through NAA's
Diablo Valley Chapter.
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NOWTHEREISAFASTER,EASIERWAY
TOEARNYOURAPECREDITS
The Accountants
Television Network provides the important facts
you need to be more competitive and better informed. In easy -to- digest
videotape magazine form.
Each month you will
receive two hours of
video in four half -hour
segments, along with
written workbook material. Together these constitute four hours of
instruction time, enough
to provide a total of 48 CPE
credits for the year.

Network provides 48
credit hours annually.
The total cost is just
$100 per credit hour.
Whether it is used to
train five, ten, fifty or
two hundred people.
Compare that with the
cost of sending people
to seminars.
The Accountants
Television Network gives
your training program
complete flexibility.
Schedule regular weekly
or monthly group sessions, make the program
available for individuals, or use it both ways.

THEINFORMATIONYOUNEED.THECPE
CREDITSYOUWANT.INAMONTHLY
VIDEOTAPEMAGAZINEFORMAT.

THE LATESTNEWS.THE NEWEST VIDEO
TECHNIQUES.
The Accountants Television Network delivers news that is both timely and practical. You'll
be made aware of pronouncements from the
FASB, SEC, NAA, AICPA and others. There will
be summaries of new tax legislation. Plus information on new regulations and developments
you should know about.
Additionally, the videotapes will feature
useful and informative how -to ideas to help you
sharpen your professional skills. They will also
explore non - technical subjects that will aid your
development as a well rounded executive.
All of this very valuable and helpful information is showcased in the form of an energetic,
fast -paced television magazine. Produced by the
Center for Video Education in conjunction with
the National Association of Accountants, these
programs employ state -of- the -art computer generated graphics and video optical techniques that
will keep you continually stimulated and
engrossed
ACOMPLETEYEARLONGTRAININGPROGRAM.
The Accountants Television Network
provides everything needed to manage and
direct this program. Including a monthly, twohour videotape, comprehensive workbook material, and a leader's discussion guide.
What's more, the Accountants Television
Network will administer the CPE credits for each
participant, maintaining all records.
ONLY $100.PER CREDIT HOUR.NOMATTER
NOWMANY PEOPLE PARTICIPATE.
A subscription to the Accountants Television

SCREENTHELATESTPROGRAM
INTHIS VIDEO SERIES.

FffllEe

Just fill out and
return the coupon
and we'll send
you the latest program in the Accountants Television Network
series, at no cost. Along with a companion workbook and leadefs guide— everything you need
to conduct an actual 4 -hour CPE training session.
Keep the videotape and written materials
for as long as 30 days. Show them to your associates. Judge their value for yourself. Then, if you
elect to keep them, we'll bill your company for a
year's subscription at $4800.00, payable in
monthly installments. If not, return them and
there's no obligation.

Q

H

Send is the wupon ter. Or aN:1- t0042HN 43.
in Now York State, the member is (914) 4211-%20.

j ACCOUNTANTSTELEVISIONNETWORK
56 Lafayette Avenue, North White Plains, N.Y. 10603

I
I
'

I
I
I
i

Yes, I'd like to screen the latest issue of the Accountants
Television Network's videotape magazine. Please send it to me
along with a complete set of companion written material. I
understand that if I return it within thirty days I am under no
obligation, financial or otherwise.
Video format: 3/,"
VHS
Beta 1-Beta 2
Name:
Title:
Company Name:
Company Address:
City
State
Zip
Signature
Date;
*$600 annual surcharge for 3/a",$300 surcharge for Beta I

Classified

WANTED: Ad vert i s ers wh o wan t
to reach t h o u s a n d s of MANAGEMENT ACCOUNTING decis ion ma k e rs for only $2 . 0 0 a word.
Wh eth er yo u are b uyi n g, sel l in g,
looking, or hiring, you will be more
effective O n the MANAGEMENT ACCOUNTING Classified page.

Copy: All advertising must be submitted in typewritten, double spaced form. No telephone orders
accepted.

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

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

Box Number: Inquire Classified
Dept.

Payment: Payment in U.S. funds
must accompany each order. Mail
copy to Doryne Gerstein, MANAGE.
MENT ACCOUNTING, 10 Paragon
Drive, POB 433, Montvale, NJ
07645.
Acceptance: Publisher reserves
the right to accept or reject advertisements for MANAGEMENT ACCOUNTING Classified.

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

six

Rates: $2.00 per word, 15 word
minimum. Abb re viations, ZIP
codes, and phone numbers count
as one wo rd each. All classified
advertising must be prepaid.
Non-comm issionable.

insertions.
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Auditing
Inventory control is impossible if inventory records are inaccurate. Audit
trails are necessary for all replenishments and withdrawals. Both Solomon
and BIS log changes by item number,
which helps trace the cause of errors.
Solomon presents this information in an
easy -to -read "Inventory Trial Balance"
showing all changes to quantity or cost
for the period plus totals.
Macola prints separate reports for receipts, issues, and transfers, which
means a user must refer to three reports
simultaneously.
All three packages provide for physical inventory counts and entry of corrected balances.
Maintenance of a perpetual inventory
requires cycle counting, with frequency
of count based on ABC class.
Macola is the only package that addresses cycle counting. It selects items
for counting based on their "cycle count
code" and the last date they were counted. The user specifies a code and a cutoff date. Items with that code which
have not been counted since the cutoff
date will be called out for counting. Unfortunately, the code must be entered
manually, so the user must be aware of
changes in ABC classes and change
these codes accordingly.
Neither Solomon nor BIS provides
for true cycle counting because neither
stores the last date an item was counted
nor allows use of ABC class as a selection criterion for items to print on inventory count worksheets.
Another useful technique is to cycle
count items with computed balances at
or below zero. Macola and BIS produce
physical count worksheets for such
items.
Some of the ABC and cycle counting
limitations in these packages can be
overcome with user- written programs
or the package's report generator, provided the required information is stored
in the file.
Costing
Here the relative strengths of the

packages reverse. Whereas Macola provides for only average cost, both BIS
and Solomon also allow standard and
either LIFO or FIFO costs.
BIS has a cost variance report comparing standard to actual costs of items
sold, but it is based on year -to -date
sales, not sales for the period.
Solomon works with a true LIFO or
FIFO cost, keeping track of all receipts
separately and relieving inventory in the
correct order. Its Inventory Valuation
List gives the LIFO or FIFO value of
each item and shows all layers making
up that value. BIS calculates an "average" LIFO or FIFO cost, and purchase
history is not used in determining costs
of sales.
Product Line
All three of these packages allow for
coding of each item by product line so
that inventory and sales information
can be summarized that way.
Additional Features
All three packages can support multiple warehouses, and al l can convert
from a b uyin g uni t of meas ure to a
stocking unit of measure. BIS has two
inventory modules. The more sophisticated one is required for these features.
Each package has its own special features. Solomon can track inventory by
lot number or serial number. BIS offers
extra fields not provided in the standard
Fields. Macola and BIS allow online
searches for item number when you enter part of the description. Solomon's
masking capability allows for flexible
reporting.
Of the three packages, Macola offers
the most inventory control features.
Consistent with its excellent accounting
modules, Solomon offers the best auditing and costing features. BIS's advantages are its variety of reports and ability to add fields to files.
Jo Ann S. Flaum
President
Flaum Consultants, Inc.
New Canaan, Conn.
This article is excerpted from the study
Evaluation of Software Packages for
Small Manufacturers and Distributors
by J o Ann S . Flaum. The co mplete
study is available for $300 from Ms.
Flaum at 705 Ponus Ridge Road, New
Canaan, Conn. 06840.

twelve contributing authors, selected for
their expertise and knowledge of
concepts covered on the CMA exam.
CMA Review isa self - contained review
of all the information needed to pass the
examination. Each volume consists of
text that discusses the concepts
illustrated by previous CMA questions
with step-by-step instructions on how to
answer the questions, and other CMA
problems and solutions that relate to the
concepts discussed.
CMA

ReviewTapes,containingover50 hoursof
audiocassettes.are:
* Flexible
—allowsyou toseletthetimeandplace
whereyou study.Studyathomeorinyourcar
commutingtoandfromwork.
e Comprehensive—coversalltopicsneededtopass
theexamination.
Current—containsdiscussionofmostrecent
examinationquestionsandaccountingpronouncements.
HighQuality—recorded by professionalreader
onexcellentqualitycassettes.
v

Computers

EXAMINATION PART/TITLE

PRICE

Volume 1
Book: Vol,1
$ 19.96
Economicsand
BusinessFinance
CassetteTapes $100.00
Volume 2
Book: Vol.2
5 19.95
Organization and
Behavior, and Ethics (cassetteTapes $100.00
Volume 3
Public Reporting
S 19.95
Standards, Auditing, Book: voi.3
Taxes(seeVol. 6 below) CassetteTapes $120.00
Volume 4
5 19.95
Book: voi.4
Internal Reporting
and Analysis
CassetteTape, S1I0.00
Volume 5
Decision Analysis,
Book: Vol.5
$ 19.96
Modelingand
Information Systems CassetteTapes 5110.00
Volume 6
1986 edition,containstaxes,currentdevelopments
andmostrecentexamquestions.Onecopy is needed
forusewithanycassettetapeorder.
Book: Vol.6

5 19.95

Complete Set
SaveS40 on CMA
Reviewtapesor$20.20 on CMA
Reviewbooks by orderinga completeset.
Books: Vols.1-6
Tapes:
1 -5

Parts

$ 99.50
5500.00

ShippingInform
ation:UPS shipping
andhandling:
Tapes—$4.00
for—first$4.00
part and $1.00 foreachaddiBooks
tionalpart.
forfirstvolumeand 5.50
foreachadditionalvolume.Californiaresidentsadd
6
salestax.
1, ,
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Malibu Publishing Company
31304 Via Colinas, Suite 110
Westlake Village, CA 91362
Telephone orders:(818) 889 -1495

In the Library
Members may borrow the books listed in
this section by telephoning M Redrick,
(201) 573 -6235.

tant involved in valuation of a closely
held firm.
Alfred M. King

The Valuation of Privately -Held
Businesses: State -of- the-Art
Techniques for Buyers, Sellers,
and Their Advisors
Irving L. Blackman, Probus Publishing
Co., 118 N. Clinton St., Chicago, Ill.
60606, 1986, 217 pp. plus Appendix —
Many financial managers are very skeptical about appraisals and the determination of values. For example, "Th e
value of a business may vary significantly depending upon the purpose of the
valuation." As the author says, if the
purpose for which a valuation is made is
determining values for estate tax purposes, the taxpayer desires a low value!
On the other hand, the same individual,
valuing shares in his company for loan
purposes or placement of property and
casualty insurance, would want relatively high figures!
Is there anything wrong with this?
The answer has to be that valuations
must start with the purpose for which
the information is needed. Different
kinds of business decisions require different kinds of values. It certainly is encouraging, therefore, to see a book on
valuation which covers this critical
point thoroughly. Unlike several other
books published recently, this one is not
designed to turn the reader into an appraiser. Instead, it is designed for accountants and tax advisors who have to
understand the principles of valuation,
particularly the tax consequences of
bu yin g or sel li ng a clos ely held

Principles of Quality Costs
ASQC Quality Costs Committee, John T.
Hagan, editor, 310 West Wisconsin Ave.,
Milwaukee, Wis. 53203, 1986, 71 pp.—
NAA is releasing a research study on
this same topic soon. The subjects of
"quality" and determining the cost of a
total quality control system should rank
high among the objectives of every management accountant, whether his or her
organization is classified as manufacturing or service. This handbook is essentially a "how to do it" guide written by
professionals in the quality control area.
Appendices on basic financial concepts and definitions of various terms in
the field plus a comprehensive bibliography make up a significant portion of
the book. The actual text covers three
major areas: quality cost concepts, system definitions, and, finally, a detailed
"ho w t o d o i t" implemen tat ion program. Anyone interested in the subject
would be well advised to obtain a copy
of this handbook from ASQC and then
use it in conjunction with NAA's forthcoming study.
AMK

company.
Related subjects such as employee
stock ownership plans, charitable contributions, gifts, and redemptions are
covered. One of the strengths of the
book is its references, in nontechnical
form, to IRS regulations, letter rulings,
and court cases. Thus, for persons who
want the fundamentals, this book can
stand on its own. Those who want to
delve into a particular area in more detail can use the references provided.
This book would make an excellent
reference for any management accoun66

Family Pride: Profiles of
Five of America's Best -Run
Family Businesses
Thomas Goldwasser, Dodd, Mead & Co.,
79 Mad is on Ave., New York, N. Y.
10016, 1986, 226 pp. —At first glance, a
book about Hallmark, Noxell, Marriott,
H & R Block, and Johnson Wax might
not seem to have very wide appeal. On
the other hand, if you have ever known
anyone who worked for one of these
firms, if you are a customer or a supplier of one of the companies, or if you
have ever lived in the same community
with one of these organizations, person al interest may encourage you to delve
into this fascinating book.
Each chapter reads like an expanded
magazine article in, say, Fortune. The
author's emphasis in each case is to describe the family relationships, problems of succession, and basic business

Miriam Redrick and Stan Stec, Editors
philosophy. For each of the five firms
covered, present top management remains with members of the founding
fami l y. Th e au t h o r ex p l o res th e
strengths and potential weaknesses of
this approach. Management style and
corporate culture are the foundation of
a successful family business, precepts
discussed here. This book is well written
and easy to read and has a broad appeal. We recommend it.
AMK
The Law and Finance
of Corporate Acquisitions
Ronald F. Gilson, The Foundation Press,
Inc., 170 Old Country Road, Mineola,
N. Y. 11501, 1986, 1,300+ pp. —While
written for business lawyers, this comprehensive book could be of equal or
even greater value to a corporate financial officer involved in either the buy or
sell side of a corporate acquisition. Beginning with an analysis of modern financial theory, such as valuation, portfolio theory, and the efficient market
hypothesis, the author then progresses
to the corporate motivations for acquisitions, including tax incentives.
Approximately one -third of the book
deals with the impact of corporate law
on planning for both willing and unwilling takeovers, including how to deal
with minority shareholders. Federal securities law aspects of tender offers,
antitrust considerations, and successful
liability of the acquiring company are
other areas covered in great depth. In
the last chapter, which deals with the
role of business lawyers in the corporate
acquisition process, the author discusses
"how business lawyers create value."
Some individuals may feel this is a contradiction in terms, particularly for critics who complain that the U.S. business
scene already is overpopulated by attorneys. Nonetheless, no corporate executive in his right mind should undertake
a business combination without sound
legal advice. Thus, it behooves a financial officer to be fully knowledgeable of
the respective roles and responsibilities
of the attorney. If you're paying the bill,
you'd better know what to expect.
This outstanding volume should be a
MANAGEMENT ACCOUNTING /APRIL 1987

mandatory reference tool for anybody
in vo lved in ei th er s i de o f a merger
transaction.
AM K

Ife

New Arrivals
The U S Economy Demystified by Albert T. Sommers —Every business person is overwhelmed with economic statistics from the daily press, weekly news
magazines, and monthly publications.
Making heads or tails of the data, much
less economists' analyses of these data,
is a complex process. The author, a very
prominent economist, has developed a
useful and relatively nontechnical approach to understanding national income accounts. It is written for financial executives and might make an
excellent review for those studying for
Part I of the CMA exam.
Handbook of Accounting for Insurance
Companies by Clair Galloway and Joseph Galloway —As the title implies, this
is a highly specialized but definitive
work in its area.
Cost Estimating by Rodney D. Stewart —
A solid approach to a subject that cost
accountants often are not as involved in
as they should be. Written primarily for
engineers and cost estimators. Provides
good summaries of all elements which
should be included in any cost estimate.
Take a Chance to Be First by Warren
Avis —An extremely well - written book
full of practical advice by an entrepreneur who has actually done it himself.
Best known for founding Avis Rent -ACar, the author has been an entrepreneur in many ventures. A particularly
valuable chapter deals with bank relations from the borrower's perspective.
One on dealing with lawyers and the legal realities of the entrepreneur describes some very hard - learned lessons
that would help many readers.
The following information is available
free from the NAA Library:
• A list of journals and magazines received by the NAA Library.
• A list of accounting bodies and associations around the world.
• A list of state CPA Societies.
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ATA
Welve pages of information all professional bankers, accountants, and data
processors should see. It can help your
company and help you personally. The Romac
Report is loaded, cover to cover, with news
you can use. Easy to read. No fluff. No hype.
Where the jobs are. Who s in demand. Trends
in compensation. Tbmporary professional
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Circle number 18 on reply card.

Circle number 18 on reply card.

Bib lio graphies on 58 m anagem ent acco u nting subjects such as:
Accountancy as a Profession
Accou n ts Receivable
Artificial Intelligence & Expert
Systems
Au d itin g EDP System s
Bankruptcy & Insolvency
Beh avioral Science
Bu d getin g
Cap ital Budgeting
Cash Ho w /Cash managem ent
Certified Management
Accountant Program

Com m unication in Managem ent
Computer- Assisted Auditing
Com puteriz ing Your A ccounting
System
Consolidations, Mergers
& Acquisitions
Controllership Function
Corporate Planning
A fu rt he r listing will ap p ea r next.
month.
When requesting any o f t h e above
m a t e r ia ls , plea se in c lu d e a self -addr e s s e d m a i l i n g la b e l to e x p e d i t e
shipping.
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People in the News
Promotions and New Positions
David P. Fournier, Boston, is now corporate manager of planning and control
at Instron Corp., Canton, Mass.
Ron M. Grafstrom, Calumet, has been
named assistant controller of Citation
Printing.
William R. Halling, Chicago, has become managing director of Peat, Marwick, Mitchell & Co., Detroit, office . . . . Dewette Ingham is now division
controller at R.R. Donnelley & Sons
Co., Glasgow, Kentucky.
William J. Sheehan, Bridgeport, is now
controller of White Consolidated Industries, Inc., Rockford, Ill.
Donald. T. Wells, Dallas, was promoted
to vice president and controll er for
Multi -Amp Corp.

WELLS
Dallas

MILAN
Member -at -Large

Robert E. Koe, Illinois Northeast, was
named vice chairman of Heller Financial, Inc.
Edgar J. Milan, Member -at- Large, was
named senior vice president and chief financial officer of Tenneco Oil Exploration and Production.
Deborah S. Labit, New Orleans, was appo in t ed d i rect o r o f fi n an ce fo r St.
Charles Parish Hospital, Luling, La.
Thomas J. DuVall, North Central Ohio,
is now a partner at Price Waterhouse.
Terry L. Hubbard, Northern New York,
was promoted to treasurer of Watertown Savings Bank.
Stephen R. Miller, South Jersey, is now
vice president and regional branch administrator at Commerce Bank.
Francis W. McCarthy, Syracuse, was
promoted to manager, services administrator, for Agway Data Services, Inc.
Tracy L. Thibodeau, Waterville, is now
controller of Carl W. Smith Food Distributors, Inc.
Joyce L Griffith, Wichita, has been promoted to manager at Baird, Kurtz and
Dobson.
Daniel E. Zimmerman, York, was
named internal auditor for McCormick
& Company, Inc.

Emeritus Life Associates (ELAs)

Circle number 19 on reply card.
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Jack Alexander, Minneapolis Viking.
Robert N. Anthony, Massachusetts
Route 128, past president. Stuart Cam-

eron McLeod Society (SCMS).
Roy Berzon, West Los Angeles.
Jimmy H. Bolden, Jacksonville.
Robert L. Breuer, St. Paul.
James A. Bryant, South Birmingham.
Richard P. Bucci, Merrimack Valley.
Lionel Cohen, Northern Virginia.
Pau l B. Conner, So u t her n West
Virginia.
A. G. Cornett, Raritan Valley.
Borden McKee Coulter, San Diego.
Charles L. Davis, Atlanta Central.
Richard B. De Robles, San Angelo
Area.
Jacques A. DesMarteau, Tippecanoe,
past president.
Paul F. De Witt, Elmira.
Almerico T. DiCampo, Boston.
Walter C. Dopher, Jr., Wabash Valley,
past president.
Ralph W. Eastman, Portland.
Harvey D. Erwin, Joplin Tri- State, past
president.
Franklin A. Fischer, Chicago.
Joseph W. Gagliano, Colorado South,
past president.
Emil Glasberg, Milwaukee.
Jack J. Grahmbeek, Elkhart Area.
James E. Hachen, Cleveland.
Von W. Hale, Evansville.
Thomas F. Hall, Lehigh Valley.
Ralph A. Hammond, Fort Wayne.
Wallace E. Helmstadter, Member -atLarge, USA.
T. D. Hundley, Jr., Charlotte Blue.
Erland D. Kailbourne, Olean- Bradford
Area.
Bruce T. Kruse, Quincy Area.
Thomas E. Lauer, Fort Wayne, past
president.
Joseph B. Laws, Rochester.
Milton Levine, San Fernando Valley.
Leslie R. Loschen, Los Angeles.
S. Robert Manna, Member -at- Large,
USA.
Jaromir F. Marek, Stockton Area.
B. E. Markstrom, Chattanooga.
James D. Marshall, Greater Youngstown Area, past president.
John E. Masline, Member -at- Large,
USA.
James R. Meiers, Olean- Bradford Area.
C . Ant ho ny M i s t e rk a, Yor k, past
president.
Charles G. Moore, Nashville -Music
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City.
William B. Morris, Canton.
George R. Pippert, Akron Summit.
John J. Plassmeyer, San Jose.
William E. Rosenbaum, Erie.
L. Dean Rounds, Dallas, past national
director, 1981 -83.
Peter Ruman, San Antonio.
Richard R. Runkel, Morristown- Essex.
John H. Sato, Hawaii.
Walter A. Saunders, Lake Superior.
Larry A. Schaupp, Jr., Toledo, past
president.
Charles J. Sebek, Jr., St. Louis.
William J. Shinneman, Tyler Area, past
president.
Robert L. Shultis, Morris - Essex, past
president. SCMS.
Galen F. Striemer, Sacramento, past
president. SCMS.
Kenneth W. Stutters, Los Angeles.
Billy R. Thornton, Coosa Valley, past
president.
Bernard R. Tolzman, Milwaukee.
Clarence A. Truscott, Butler Area.
Sylvester W. Tuchrello, Rochester.
John H. Wells, Miami.
Rex M. Wilde, Phoenix.
Carl L. Williams, Member -at- Large,
USA,
Chandler W. Wyman, Jr., Worcester
Area.
Henry P. Zinno, Providence.

In Memoriam
Vincent J. Allen, 53, Hartford, 1967.
Nerina K. Ball, 76, Worcester Area,
1968. Past national director, 1977 -79.
Earl M. Becker, 43, Member -at- Large,
USA, 1980.
William C. Britton, 50, Greater Youngstown, 1974.
Gordon W. Brown, 67, Butler Area,
1964. Emeritus Life Associate (ELA).
Robert L. Carre, 61, Member -at- Large,
USA, 1961.
Carlos B. Cartagena, 52, San Juan,
1961.
George W. Childers, 47, Beaver Valley,
1967.
Bert H. Cooper, 72, Portland, 1980.
Timothy A. Dempsey, 42, Raritan Valley, 1977.
Foster P. Doane, I11, 59, Chicago, 1983.
L.A. Eldredge, 59, Chattanooga, 1959.
Samuel W. Fleming, 58, Central Illinois,
1966.
Jack L. Gaddis, 53, Dayton, 1965.

John R. Gallagher, 53, Indianapolis,
1961.
A. George Giorgino, 65, Florida Gulf
Coast, 1963. ELA.
Toy R. Glass, 45, Jacksonville, 1968.
Jeffrey H. Green, 42, Kansas, 1973.
John E. Hearst, 87, Member -at- Large,
USA, 1940. ELA. Stuart Cameron
McLeod Society (SCMS).
Gilbert A. Henner, 80, Rochester, past
president, 1950. ELA.
Donald J. Hooper, 37, Northern, N. Y.,
1980.
Charles R. Jackson, 64, Knoxville,
1964. ELA,
Larry S. Jacox, 46, Chicago, 1969.
Ben C. Johnston, Jr., 63, Parkersburg_
Marietta, 1959.
Carl B. Kirkley, 50, Washington, 1974.
James G. Krafft, 56,NColumbus, 1958.
William S. Ledbetter, 83, Hampton
Roads, past president, 1945. E LA.
SCMS.
Max C. Lucas, 54, Jackson, 1958
Adolph Matz, 81, North Penn, 1975.
ELA.
Robert A. Moffat, 39, Akron Summit,
1977.
Harold E. Monde, 78, New Haven,
1943. ELA.
Oren B. Mount, 49, Canton, 1967.
Stanley Newman, 72, New Haven, 1952.
ELA.
Horace E. Nichols, Jr., 66, New York,
1963.
Russell D. Ouellette, 41, Merrimack
Valley, 1972.
Franklin M. Pickard, 65, Dallas, 1955.
ELA.
Gino L. Pucci, 65, Boca Raton, 1961.
ELA.
Carl N. Rainier, 71, Tippecanoe, 1961.
ELA.
Raymond E. Summey, 45, Spartanburg
Area, 1977.
Percy B. Sterling, 82, Denver, 1955.
ELA.
Bernard C. Stout, 50, Bangor- Waterville, 1977.
E. Palmer Tang, 69, Minneapolis Viking, 1949. ELA.
Douglas E. Tonkinson, 47, St. Louis,
1967.
Robert H. Trefz, 71, Saginaw Valley,
1956. ELA.
Henry S. Turner, 93, Hawaii, 1927.
ELA. SCMS.
William H. Wilson, 71, Cleveland East,
1953. ELA.
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New Products /Services
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Thomson Consumer Products Corporation has introduced The Spreadsheet

-oft
.r.r

Xerox Corporation has introduced the
Xerox 1005, a full-color copier that can
make reduced and enlarged copies. The
1005 produces five full-color copies per
minute from color originals and makes
single -color copies in 12 different
shades. A zoom lens permits selection
of reduction or enlargement ranging
from 65% to 141% of original size in
1% increments. The machine's controls
also allow the intensity of individual
colors to increase or decrease with five
levels of contrast control. Copies are reproduced on plain paper ranging in size
from 8 1/2" x 11" to 11" x 17 ". The
1005 makes full-color copies from color
originals such as computer - generated
charts and graphs, artwork or photos
and works with even bound volumes
and three - dimensional objects. Touching a "Photo" button adds a line screen
to the copier's optical system to assure
consistent reproduction of color photographs. Another button sets the 1005 to
produce full -color overhead - projection
transparencies. For further information,
contact O.K. "Sam" Houston, in Rochester, N.Y., at (716) 423 -3535.

a

Sharp Electronics Corp. has introduced
the EL -5200 scientific calculator which
features a full complement of graphic
display functions. T h e functions include: Auto - Graph, which enables
graphic display of 20 scientific calculations as well as algebraic equations; a
Trace function for determining and displaying the positions of (x,y) coordinates; a Plot function which displays
dots of any given coordinates; and a
Line function for linking two dots with
a straight line. The E1 -5200 incorporates a wide range of preprogrammed
scientific functions, including trigonometric, inverse trigonometric, logarithmic, hyperbolic, inverse hyperbolic, statistical and random number generation
as well as binary, octal, hexidecimal,
and matrix calculations. The unit's 4line, 16 -digit liquid crystal display is
further enhanced by scroll and zoom
features which move graphics up and
down, left or right, and can also enlarge
or reduce. The EL -5200 is equipped
with an 8 -Kbyte memory for storage
and recall of up to approximately 5,000
calculation steps, and Memory Safe
Guard. For more information, contact
the company in Mahwah, N.J., at (201)
529 -9526.

Monitor, a wide - screen monitor for
spreadsheet users. The 14 -inch amber
screen monitor displays 12- month -wide
spreadsheets, complete with a "totals"
column, allowing users to work with all
12 months of a financial plan at one
time, on a single screen. The monitor
sup ports 132 - character -wide lines
which provide 65% more information
than 80- character displays for IBM and
IBM - compatible PC users. Standard 80character -line text can be displayed on
TypeStore simultaneously with other
applications, such as a calendar or online communications program, without
overlapping. An introductory package
includes a monochrome graphics adapter, the Chauffeur HT from STB Systems, Inc., which offers 1,056 -by -352
resolution, exceeding current 720 -by348 display standards. The Spreadsheet
Monitor may be used with both monochrome and color graphics cards. For
further information, contact Ralph Fascitelli, in Culver City, Calif., at (213)
568 -1002 or (800) 325 -0464.

r.

Sharp Electronics Corp.'s EL -5200 scientific calculator.

Elizabeth Warren, Editor

DACOS Business Systems, Inc. 's TypeStore shown with an IBM typewriter.
DACOS Business Systems, Inc. has introduced TypeStore, a full - screen word processing system for the IBM Wheelwriter and Quietwriter typewriters. The
system features a CPU (central processing u nit ), a high - resolution monochrome monitor, one 3 1/2" floppy disk
drive, and a cable which connects the
TypeStore to the IBM feature adapter
board. TypeStore's operating system
and coding are resident and are automatically initialized when the machine
is turned on. No additional software is
required. Concise, easy -to -use menus
and a simple operator's manual walks
the user through easy coding instructions. TypeStore also can be fitted with
MANAGEMENT ACCOUNTING /APRIL 1987

an optional sheet or tractor feeder for
printing multiple pages. The styling and
color match of the system are indistinguishable from the IBM products. For
information, write to DACOS Business
Systems, Inc., 18005 Skypark Circle, Irvine, Calif. 92714, or call 1- 800 -3310558; in Calif., call 1- 800 -331 -3986.

Software

Computer Training Services (CTS) has
released "Guide to Time & Billing Software for Accounting Professionals,"
and a companion Time & Billing Software Selection Template, written in Lotus 1 -2 -3, designed to assist accountan t s , co n s u l t an t s an d o t h er
Mead Data Central, Inc. has introduced professional in selecting an appropriate
a specialized library of state tax law to software package for their firm. The
its LEXIS service, the world's largest Guide and program include detailed incomputer - assisted legal research service. formation and extensive evaluation of
The library combines in a single data- 12 leading time and billing packages.
base the case law, administrative rul- The Guide contains more than 75 pages
ings, and other legal materials relevant of critiques and tables which highlight
to the practice of tax law on the state the key strengths and weaknesses of
level. Tax topics can be searched in all each system. Easy -to -read comparative
50 states at once or single states may be tables present more than 250 attributes
searched either individually or in com- that look at the master files, transaction
bination with other states. The new li- processing, and reporting capabilities of
brary also has a group file that permits each package. Pricing, support and causers to search just the opinions of the pacities of each package are included.
states' highest courts. The State Tax Li- The analysis is objective and gives both
brary consists of state court appellate positive and negative aspects of each
decisions in the LEXIS service dealing system. For more information, call the
with state and local tax, along with state company at (301) 468 -4800, or write to
administrative tax agency decisions CTS, 5900 Tudor Lane, Rockville, Md.
from 27 states. Topics covered in the 20852.
new library include corporate franchise
tax, real and personal property tax, inheritance tax, intangible assets tax, and
many others. For more information on
the LEXIS service, call 1 -800- 227 -4908,
or write Mead Data Central, Inc., P.O.
Box 1830, Dayton, Ohio 45401.
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Hire Education, Inc. has introduced
PC- Words , a soft ware pro gram designed to teach computer vocabulary.
The program has a database of 1,082
computer term definitions. If a us er
needs more than a definition, PC -Words
executes a key word -in- context search
to show how the term has been used in
various definitions. The program will
attempt to find any word exactly the
way it is typed or longer; if the user
types "attribu," PC -Words might display "att ribu te" or "attribut es." The
program menus work like those of 1 -23. Onscreen help always explains what
an option will do and what key to press.
PC -Words requires an IBM PC or compatible with 128K or more and will run
in color if a color graphics card is present. A site license permitting unlimited
use within an organization is available.
For further information, call (202) 9661635.
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InfoVision's COMPUTERIZE YOUR BUSINESS software.

&

Wheelit, Inc. has introduced Video
Transporter Cart Model 6000 for video
mon ito rs and acco mp anyin g VCR
equipment. The Model 6000 Transporter Cart is designed with a 48 -inch high
plat form s o th at a moni tor is at the
proper viewing angle for a seated audience. The upper platform measures 32"
x 24" x 48 "; the center platform, 27" x
24" x 30" high; and the lower platform,
39 "x29 "x8" high. The Cart frame is
constructed of steel tubing and 3/4"
particle board platforms which are bolted to the frame to form a pyramid. Other features include four swivel casters
with brakes and three polypropylene
straps to secure equipment when transporting. The Transporter cart has a load
capacity of 250 pounds and weighs only
100 pounds. For futher information,
call the company in Toledo, Ohio, at
(800) 523 -7508.

puter operations, needs analysis, and
purchasing decisions. The 60- minute
videotape reveals: common pitfalls in
computerization; how to get the most
for your computer dollar; an overview
of general concepts; and many other
time and money- saving tips. The videotape is designed to aid both computer
owners and those who have not yet purchased a computer. The tape is available
in Beta or VHS formats. For further information, contact the company in San
Francisco, Calif., at (415) 621 -2421.

InfoVision has released Computerize
Your Business, an educational videotape offering basic know -how on com-
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Classified
COMPUTER
SOFTWARE

PROFESSIONAL
OPPORTUNITIES

A /P, A /R, G /L, MODIFIABLE software
for PC's. 25% disco un t for NAA members. Authorized SourceMate dealer. (212)
557 -1322.

TI R E D O F TH E C OR P O R A TE RAT
RACE? You can start your practice with
$30,000 in annual billing, the ability to secure 10 to 15 new clients every m onth,
computer training and software. Call Accounts Unlimited for Details at (800) 6422729; in N.J. call (609) 629 -2900.

D E P R E C I A T I O N / F I X E D ASS ET
MANAGEMENT. Over 200 users nationwide, many call th is th e b est program
available at any price. IBM- PC /XT /AT
and compatibles. Federal, State and Book
detail by month. SL, DB, DDB and ACRS
methods. Full screen editing of detailed records, custom reports, sorting, splitting
and m ergin g, variab le FYE an d m o re.
NEW, Version 2.0 $95.00. Visa /MC accepted. Money Back Guarantee. Softlink, 2
Avon Road, Binghamton, N.Y. 13905.
(607) 722 -4652.
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hundreds of thousands
Looks Aren't Everything
(but they sure can make things more interesting)

of corporate

In July we're coming out with a new design
more in keeping with the times.

accountants
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$35,000
Line of Credit
As a member of the National Association of Accountants, you can apply for a line of credit up
to $35,000 ... on your signature only.
■�All�transactions�handled�by�mail.
■�Special�interest�rate�of�5.9% over prima
■ No fees of any kind.
Take advantageof this special offer. Write us, orcall toll free. You'll receive our miniaWlication right away!

SECURITYPACIFIC
EXECUTIVE/PROFESSIONALSERVICES
14201East4thAvenue,Ste.142.AuroraCO80011
Colorado midents call collect 337.9494
TolNtee (800) 525.1132

Rates: $2.00 per word, 15 word
minimum. Abbreviations, ZIP
codes, and phone numbers count
as one wo rd e ach. All classified
advertising must be prepaid.
Non - commissionable.
Closing Date: Deadline for copy is
the first day of the month preceding publication date.
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with your

$1,000,400
Take It or Leave It!

product or service?

With regard to mandatory distributions
from IRAs and Qualified Plans at age
7042, consideration must be given to the
potential impact of the new excise taxes
on distributions and accumulations.
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,

Call Doryne Gerstein

(201) 573 -6275

HERBERT BEHRENS PENSIONS LTD.
303 Fifth Avenue, New York, N.Y. 10016
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Why 200 of the
World's Largest Companies
Use System W a
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 oftimerequired toprepare
their annual budget and to provide
monthly performance reports for
management. Department heads can
even draft theirbudgets on a microcomputer using Lotus 1 -2 -3 or Personal
W " sodatacan be collected electronically for consolidation and reporting on
thecorporatemainframebySystem W.
Time savings of 501% or more
are not unusual with System W..
even when budgeting locations are
spread around the world or when a
major structural change, like areorganization or an acquisition, needs to be
incorporated at the last minute.

� ''
&

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, thecontrollers staffoften can gather the 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

L0ng Term
Planning

"Change is constant." Plain and
simple, manyofthese 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 these companies 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.

Cocyrtghl1 1987 by COMSHARE. INCORPORATED

Software for Business Management.System W, a complete product line of mainframe and microcomputer software, makes it possible
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 managements 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 smoothly support your management needs for information.
� ' —
j1M

Get the facts on System W!
Forcasestudies on howindividualcompanies use
System W, write or call Chris Kelly at Comshare
1-800-922.7979. In Michigan,313 -994.4800. In
Canada, 416-675 -6363.

c
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System W runs onIBMmainframes using VMICMSor MVS TSOoperating
systems, and onDEC VAXNMS The personal computer components run
on IBMPC/AT or fullycompatible microcomputers. Lotus and 1 -2.3 are
registered trademarks of Lotus Development Corporation.
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"7n our suit -happy society, checking references for the
real meaning is as difficult an art as wriling them. No
service booklet could be more valuable than this. "
Malcolm S. Forbes, Chairman, Forbes Magazine

'A savvy, clear- headed look at the tough business of getling a job candidate's old employer to open up to you."
Ed Foley, Editor, Executive Productivity
'Never hire another manager without following Robert

'Any business person who doesn't read this booklet
carefully is missing a wealth ofpractical information. "
Martin Edelston, Publisher, Boardroom Reports

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

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