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OUR SOFTWARE IS PREFERRED
BYAN ELITE CIRCLE.

McCormack & Dodge

Wehaveprofessionalsinover 40 countries.Weoffer systemsanddocumentation
inmultiplelanguages.Wedesignour systems to accommodatethemyriadlaws and
business practices found throughout the
world. Andto run in several different hardware environments.
IntheworldofMcCormack &Dodge,
knowledgehasnoborders.
Circle number 4

on

Thisworldhasmanycompanieswhose
path of inquiry. In effect, this development
products aremarketedacrossborders.But
erasedtheborders betweenpackagesand
onlyonewhosesoftwarecrossesborders— in created a single informational environment
two important respects.
for corporatedecision-making.
First,our technology.
Second—andevenmoreimportantthan
Severalyearsago,McCormack &Dodge our celebrated borderlesstechnology—is the
pioneered a technique of integration which McCormack &Dodgeapproachtomultialloweduserstomoveeffortlesslyfromone national serviceand support.Trulyborder application to the next while pursuing a
less in the classicgeographic sense.
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Financial, human rmiurce, manufacturing and application development software for mainframe and minicomputerenvironments. Call 1- 800.343.0315.

"I hate to see the work pileup:'
Whether it's an accounting crunch, bookkeeping backlog, or a new data
processing project — Accountemps specialists will fill in to keep your projects
moving and your desks clean. They get off to a fast start with little or no break -in
time. They complete their assignments quickly and accurately. Where you used
to see the work pile up, now you can see efficiency!
Call Accountemps. Our slightly over - qualified temporaries are available immediately One specialist or an entire team... for a day, a week, a month or longer.

accounlimps,

Accountemps, a part of the Robert Half organization, is the world's largest
specialized service for temporary accountants, bookkeepers and data
processors. With 116 offices on three continents.*

You Can See Efficiency
® 1987 Robert Half nternationalInc
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BY ROBERT D.
McILHATTAN
Not only is JIT reshaping
the physical nature of the
factory, it also is changing the behavioral patterns of production costs
and how companies must
measure and control
these costs. Outlined here
are six steps management accountants can
take to ensure that their
cost systems are "just
time."
1986 -87 Lybrand Gold
Medal Winner

Views expressed herein are authors' and do not represent Association policy unless so stated. Publication of paid advertising and
new product and service information does not constitute an endorsement by the Association of
the advertiser or the product or
service. Quantity reprints of any
article in MANAGEMENT A000uNTING or back issues (subject to availability) may be obtained from Special Otder Department, NAA, 10
Paragon Drive, Montvale, NJ
07645 -1760.
Authorization to photocopy items
for internal or personal use, or the
internal or personal use of specific
clients, is granted by the National
Association of Accountants to libraries and other users registered
with the Copyright Clearance Center ICCCI Transactional Reporting
Service, provided that the base fee
of $1.00 per copy, plus 10o per
page, is paid directly to CCC, 21
Congress St., Salem, MA 01970.
0025- 1690/87
$1.00+ 100.

SEPTEMBER 1987/ VOL. LXIX No. 3

39
THECOST
ALLOCATION
PROBLEM
INATELECOMMUNICATIONS
COMPANY

28
PRODUCTIVITY:
THECONTROLLER'S
ROLE

BY PAUL BOYD AND
MARY M.K. FLEMING
Controllers should be
contributing to productivity programs —not just
recording their results.
Here are a number of
ways the controllers' expertise can help their corporations master the
challenge of the U.S. productivity skid.

BY J. PATRICK
CARDULLO AND
RICHARD A.
MOELLENBERNDT
New technologies such as
fiber optics and new markets are changing the
way telephone companies
allocate costs. As a result,
customers' payments will
begin to reflect the actual
costs of the services they
receive.
Certificate of Merit,
1986 -87.

33
WHITECOLLAR
PRODUCTIVITY
BY GERALD L. GASS,
GROVER McMAKIN,
AND ROGER BENTSON
Who says white collar
productivity cannot be
measured? United States
Automobile Association
in conjunction with the
American Productivity
Center is making the effort. Here is a description
of what it did and why.
Certificate of Merit,
1986 -87.
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Treadway Commission
report: a double -edged
sword.
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THEAICPA'S
FIRSTCENTURY
BY JAMES DON
EDWARDS AND
BARBARA J.
SHILDNECK
The public accounting
group's first century saw
the organization of the
public accounting profession, sweeping reforms,
the setting of accounting
and auditing standards,
and a changing membership profile.
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51
THEHIDDENDANGER
IN BONDYIELDS
BY LIVINGSTON G.
DOUGLAS
Many investors erroneously believe that a
bond's yield is their return on investment.
What they really need to
do is calculate the total
return, taking into account several changeable
factors, before buying a
bond.
MANAGEMENT ACCOUNTING /SEPTEMBER 1987
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BY M. ALLEN WILSON
AND EDITH S.
WILLIFORD
Tax reform has shifted a
portion of the overall tax
burden from individuals
to corporations, and for
this reason many businesses have been advised
to switch to S corporation
status. Despite the major
tax benefits, there are serious drawbacks you
should consider.
Certificate of Merit,
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46
SCORPORATION:
THENEWCORPORATE
TAXPLANNING
WEAPON

Management accountants may
hold such titles as chief financial
officer, vice president— finance,
controller, treasurer, budget analyst, cost analyst, and accountant.
Management accounting is the
process of identification, measurement, accumulation, analysis,
preparation, interpretation, and
communication of financial information used by management to
plan, evaluate, and control within
an organization and to assure ap.
propriate use of and accountability
for its resources. Management ac.
counting also comprises the preparation of financial reports for
shareholders, creditors, regulatory
agencies, and tax authorities.
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A DOUBLE -EDGED SWORD

JP

The report of the Treadway Commission is a double -edged sword. On one hand, it presents a stern
w challenge to corporate financial executives; on the
other, it offers a rare and exciting opportunity.
The challenge is to help bring corporate ac-

counting, reporting, and especially, internal con trol practices in line with the Commission's recommendations for public companies.
And the opportunity is for you to take a leadership role in bringing needed and positive —some
would say overdue — change to corporate financial operations.
Although no group escapes the onus of responsibility for minimizing fraudulent financial reporting, the Commission's prescription for
progress falls more heavily on management and management accountants than on external auditors.
Most of the actions recommended for independent public accountants will require fundamental changes by the profession rather than
by firms or individual accountants.
For corporations, however, the responsibility for change rests
principally with management of each public company ... and herein
lies the opportunity for leadership by NAA members.
One notable effect of the Treadway Commission's recommendations is an expansion of corporate financial, accounting, and internal
audit staff to meet the specific responsibilities envisioned by the
Commission.
Another is stepped -up coordination with a company's independent
public accountants to assure maximum audit coverage and to minimize nonproductive redundancy of the work by internal and external
auditors.
A third probable outcome is more direct internal auditors' reporting outside the usual chain of command to corporate audit committees
made up of independent directors. If audit committees are to meet the
Treadway Commission's expectations of them as "informed and vigilant overseers" of both the financial reporting process and the internal control environment, these nonoperating directors must have the
support of informed, vigilant, and highly professional internal audit
staff. And these staffs must be adequate, in both size and training, to
discharge their expanded responsibilities.
While the long- awaited report, of the Commission has drawn both
praise and criticism, it seems likely that most of its recommendations
will be adopted — probably sooner rather than later.
In connection with the implementation of the recommendations, I
have recently agreed to represent our Association on the Implementation Oversight Committee.

zq 4 a du-1-4_
�J,
JOHN C. ARME
NAA President, 1987 -88
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Expand
Your
Professional
Potential With
One Phone Cal
hether you wish to elevate your professional
status or to simply increase your knowledge
real estate value, the Society of Real Estate Appraisers'
free education catalog is for you.
Connect with the solid benefits of real estate appraisa
education and recognition through basic and advanced
courses, self -study programs, seminars, tapes, presents
continuing education opportunities and informative
publications on earning your designation.
Call today toll -free for your FREE Appraisal and Anal
Education catalog from the people who made real estate
appraisal a profession. Dial: 1- 800-331 -7732
(in Illinois, 1-312-819-2400) or write:
Jacqueline Speckin, Product Development Manager,
Society of Real Estate Appraisers`',
225 North Michigan Avenue, Chicago, IL 60601.

1987, Society of Real Estate Appraisers'
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LETTERS
TO THE EDITOR

ERWIN S. KOVAL, EDITOR

THENEWLOOK-PRO
ou and your staff are to be congratulated on the newly enhanced MANAGEMENT ACCOUNTING. As an NAA member and
reader of the NAA journal for 25+
years, I am elated by the latest version of our journal. Keep up the
good work!
Grover Porter
The University of Alabama
Huntsville, Ala.
I had to write to you on the new design of the magazine. The layout
and readability are excellent. I did
not want to put the magazine down
when it came in the mail today.
Past issues tend to sit on my desk
at work after I rush through the
pages. The July 1987 issue is on my
kitchen table beside me. You and
your team should be congratulated
on the new look. This issue was a
pleasure to read.
Timothy R. Moore, CMA
Lexington, Ky.
Congratulations, I think the "new
look" and content changes are excellent. They give the publication a
more professional look and make
for more informative and enjoyable
reading.
Zane Goggin, CMA
Chattanooga, Tenn.
"Everyone is for progress —but no
one is for change." This is not true
when it comes to the July issue of
MANAGEMENT ACCOUNTING. What
an excellent job in redesigning our
professional magazine!
Congratulations to you and your
staff on an outstanding job.
Gail Nash
National Director
Phoenix Chapter

. . . ANDCON
I am very disappointed with the
"new look" unveiled with the July
1987 issue.
For years those learned in the
area of reading have been advocating more white space in order to
improve understanding and retention. Finally, the publishers of college -level accounting textbooks
have seen the light and are producing books with only one column of
print per page with lots of margins.
Your new look is a "jungle" and it
is most difficult to follow the printed word.
When Newsweek magazine went
to a similar format, I terminated
my subscription after almost 30
years of continuous readership.
Since I feel that membership in
NAA is still worthwhile, I will not
drop my membership. I just will
file the monthly magazine without
trying to thread my way through
the jungle.

Richard L. Nichols
Southwest Missouri State Univ.
Springfield, Mo.
Your comments on the "new look, "
pro or con, would be most welcome.
Ed.

REGARDINGNAA
This is in reference to John Arme's
objectives for the 1987 -88 year; particularly the objective to strive to
halt the five -year decline in NAA
membership.
As past membership chairman of
NAA, I recall clearly the subjects of
our meetings, some on which were
as follows.
1. Increased dues will tend to decrease membership.
2. Upward modification of our academic requirements will tend to
decrease membership.
That committee forecasted today's fact. And a fact is a very stubborn thing; it does not cease to exist
merely because it's ignored!!
Clarence Langer
Deland, Fla.
Letters cannot be acknowledged individually,
and the Editor reserves the right to edit for space
or for other reasons. Address all letters to The
Editor, Management Accounting, 10 Paragon
Drive, Montvale NJ 07645-1760.

DEUGNTEDBUT
DISAPPOINTED
I read with both delight and disappointment "NAA's Bold Step: Just
in Time" (July 1987).
I was delighted to see that the
NAA is moving forward and taking
some very positive steps to address
some of the real -world problems
facing American business and management accountants today. However, I was equally disappointed
that one of our most pressing and
least understood problems was not
even mentioned. That problem is
the management of our ever -increasing need for information and
the equally ever - increasing cost of
facilities, technology, and people to
supply those needs.
We are in the "Information Age"
yet we continue to manage our information costs and resources with
an "Industrial Age" mentality.
Management and cost accounting
principles that have served us well
in the past have not kept pace with
the world we live in today.
As managers and management
accountants we still view and manage information costs and resources as an expense. We have not
recognized or developed the management and accounting concepts,
principles, and process needed to
manage the costs and resources of
the "Information Age."
The solution to our current problem is simple: "Manage Information Costs and Information Technologies as an Asset." This concept
is definable. The principles of management are right in front of us; we
just do not see them. The first such
principle is "Information costs and
Information resources are Management- Driven, not Technology-Driven." The remaining principles ensure the planning, organization,
and integration and control of our
information costs and resources —
facilities, technologies, and people—with the operating and strategic needs of the organization.
We need management and management accounting solutions to
our current business dilemmas, not
more technical solutions. We need
"NAA's Bold Step: Just in Time"
applied to information costs and
resources.
John K Framel, CMA
President, IR Concepts
The Woodlands, Texas
MANAGEMENTACCOUNTING/SEPTEMBER1987

Grant W. Newton, editor
CMA, Ph.D. CPA
PmfessoT of Accounting
Pepperdine University
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Penfesser of Accounting,
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concepts covered on the CMA exam, these specialists have written a self - contained
review of all the information needed to pass the examination. Each volume consists of
text that discusses the concepts often 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.
aa

Larry J. Merville Ph.D.
Professor of Finance.
University of Texas at Dallas
James R. Morton Ph.D., CPA
Manager, Caxrxxare Financial
Systems, Texas Instruments
Arthur A. Tborrspson, Jr. Ph.D.
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Business Administration,
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CMA Review Tapes, containing
over 50 hours of audio cassettes,
ore:
• Flexible — allows you to select
the time and place where you study
study at home or in your car
commuting to and from work.
• Comprehensive — coven
all topics needed to pas the
exnminanon.

0 Current — contains discussion

of most recent examination
questiumm and accounting
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ORDE R FORM
EXAMIN ATION PART TITLE

PRICE QTY.

V O L UM E 1

$ 19.95

Book: Vol. 1

Economics and Business Finance

V O L UM E 2

Organization and Behavior, and Ethics

VOLUME 3

Public Reporting Standards, Auditing ,

VOLUME 4

Internal Reporting and Analysis

V O L UM E 5
CMA Review, preparing candidates
for the CMA examination since
1978, is now available on
Cassette tapes.
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VOLUME 6
C O MP LET E

SET

Cassette Tapes

$100.00 —

Book: Vol. 2

$ 19 . 95 —

Cassette Tapes

$100.00 —

T axes (see Volume 6 below) Book: Vol. 3
Cassette Tapes

$ 19 . 95 —
$1 2 0 ,0 0 —

Decision Analysis, Modeling and Information Systems
1986 edition, contains taxes, current developments and most recent
exam questions. One copy is needed for use with any cassette tape order.

Boo k: Vol.4

$ 19.95

Cassette Tapes

$1 1 0 .0 0 —

Book. Vol. 5

$ 19 . 9 5 —

Cassette Tapes

S1 10 ,00 —

Book: Vol. 6

$ 19 . 9 5 —

Cassette Tapes Unavailable
Books: Vo ls . 1-6 $ 99. 50 —

Save $40 on CMA Review tapes or $20.20 on CMA Review books
by ordering a complete set.

Tapes: Parts 1 -5 $5 0 0 .0 0 _

SUBTOTAL

Shipping Information:

UPS shipping and handling: Tapes — $4.00 for first part and
$1.00 for each additional part. Books — $4.00 for first volume
and $.50 for each additional volume.

California residents add 654% sales tax.

SHIPPING
TOTAL

Payment Instructions:
Check Enclosed

Bill Company
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Master Cant C VISA Card Number

Expiration Date
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• High Quality — recorded by
Professional reader on excellent
quality cassettes.

Address (Do not use P.O. Box)
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To use C MA Reviewapes
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Revew books and the volumes of
CMA Review indicated on the
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the tapes ordered.

RETURN TO: Malibu Publishing Company, 31304 Via Colinas, Suite 110
Westlake Village, CA 91362
► Telephone Orders: (818) 889 -1495
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WASHINGTONREPORT
STEPHENBARLAS,EDITOR

WILL MLPS PAY
CORPORATE TAXES?
here is a chance Congress
may require master limited
partnerships (MLPs) to pay
corporate taxes. Companies such as
Pillsbury Co., Sahara Resorts, and
the Boston Celtics have lately resorted to MLPs which first appeared in 1981 and are used mostly
by oil and gas exploration companies. The current value of assets
held by all such part nerships which number 126 and accounted
for 5% of all equity raised in public
offerings in 1986 -is $30 billion.
Testifying before the House
Ways & Means Committee, Assistant Treasury Secret ary Roger
Mentz emphasized that MLPs are
"identical in all economic respects
to publicly traded corporations."
He added, "We are worried, seriously worried, that there could be a
revenue hemorrhage of major proportions if master limited partnerships are allowed to proliferate."
The 1986 tax bill boosted the popularity of MLPs because it dropped
the top individual tax rate (28 %)
below the top corporate rate (34 %).
That partly explains figures from
the Joint Economic Committee
showing sales of new MLPs up
245% in the first five months of
1987 as compared to the same period last year.
On July 21, the Senate Taxation
and Debt Management Subcommittee also held hearings on the MLP
issue. Bill Maddox, a staffer there,
says it is a little too early to determine whether there is strong congressional support for subjecting
MLPs to corporate taxes. By doing
so, according to the Treasury Dept.,
federal revenue would increase by
$1.5 billion over the next five years.
That is attractive to some Congressmen looking for ways to raise
$19.3 billion in new revenue for
1988 as required by Gramm -Rud-

T

man- Hollings. The AFL -CIO has
suggested Congress could come up
with $4 billion in 1988 if it capped
the corporate tax rate at 38.5 %.

REAGAN OPPOSES
TAKEOVER LAWS
The Re a ga n ad ministra ti on i s
threatening to block any legislation
changing corporate takeover laws.
Beryl Sprinkel, chairman of the
president's Council of Economic
Advisors, told the Senate Banking
Committee that new restrictions
would "alter fundamentally not
only the market for corporate control, but also the structure and operation of the nation's securities
markets as a whole."

Beryl Sprinkel

Sen. William Proxmire (D- Wis.),
chairman of the Banking Committee, plans to have a tough antitakeover bill reported out of committee. The House is considering
somewhat less ambitious legislation. Charles Cox, acting chairman
of the SEC, for the most part sec-

onded Sprinkel's reservations,
though on technical grounds, as opposed to philosophical grounds.
He complained the Proxmire bill
(S.1323) could "impair the depth
and liquidity of the markets." But
Bart Naylor, a Banking Committee
staffer, says Sen. Proxmire plans to
strengthen S.1323 before it reaches
the Senate floor, not weaken it by
making concessions to the Reagan
administra tion. Sen. Proxmire
would like to adopt a proposal by
Sen. Terry Sanford (D- N.C.), which
limits to 25% the portion of financing raiders obtain by pledging to
sell the assets of a target company.

AUDITOR SHOPPING
In the future, companies may have
to do a lot more explaining when
they switch auditors. A proposed
rule from the Securities & Exchange Commission would force a
company to lay out the discussions
it had with a new outside auditor
for the two years prior to hiring
that auditor. Currently, companies
only have to explain disagreements
with former auditors. The SEC proposal also would expand the category of "disagreements" subject to
disclosure. The proposal reflects a
concern that too many companies
"shop" for auditors, who then gloss
over corporate financial problems,
whi c h ofte n le a d t o fi na nc i a l
travails.
Many corporate accountants are
unenthusiastic about the SEC proposal. Robert Burns, chief counsel
in the office of the SEC chief accountant, says, "We do want to tailor the proposal a little more, and
hope we will get some ideas from
company financial people." Mr.
Burns says the SEC is proposing expanded disclosure not because of
any real evidence that is necessary
but because of recommendations
from accounting industry groups
such as the National Commission
on Fraudulent Financial Reporting. Part of the challenge, adds Mr.
Burns, is to protect a company's legitimate right to discuss internal financial problems with prospective
auditors without fear of having the
information disclosed.
Comments are due at the SEC by
Sept. 24.
■
Stephen Barlas is a journalist with
more than 11 years of experience reporting from Washington, D.C.
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ACCESS THECULLINET
FINANCIALSYSTEM.
RACAL-VADICDID,.
A shoe
fullthe
of Vadpc
receipts.
That
wasbox
how

"Having pioneered the
development of modems,
we can appreciate a truly
innovative information
technology In our opinion, the Cullinet Financial
System is just that. We
feel certain that CFS will
serve our needs well into
the future."

i
y

Nancy Yonecia
Vice Prtsidenr, Finance
bcal- Wic, Inc.

Corporation collected critical
financial and accounting data
when the company was
founded in 1969 in a small
carriage house in Palo Alto,
California. Nineteen years later
this leading modem manufacturer is a major division of a two
billion - dollar corporation. And
their financial reporting system
is one of the most sophisticated
anywhere.
Racal -Vadic uses the Cullinet
Financial System (CFS) - a folly
integrated set of accounting,
decision support and Financial
analysis tools. Working in tandem with Cullinet's manufacturing system, CFS automates and
controls Racal- Vadic's routine
accounting functions, freeing
up professional staff resources.
CFS also provides the company's analysts with direct on -fine
access to reliable, up- to -theminute information from a variety of sources, such as general
ledger, accounts payable, purchasing, inventory order entry
accounts receivable and cost control. It's the kind of access that
Facilitates sound financial planning and informed decision making. And its the kind of access
that can take a company from a
carriage house to a very exclusive club: the Fortune 500.
For more information on how
your company can access the
Cullinet Financial S stem

call toll -free 1- 800 - 5514555.
Or write to Cullinet Software,
Inc., 400 Blue Hill Drive

Westwood, MA 02090 -198.

Cull!net

M Information Tcchnolo y Integrator
For The 80s, 905 Md Beyond.

NEWS
ROBERT F. RANDALL, EDITOR

Taking the oath on Capitol Hill are, I. -r., John Chironna,
Chairman Woody Woodson, and William J. Ihlanfeldt.

NAATESTIFIES
ATDINGELL
HEARINGS
he National Association of Accountants
testified on the adequacy of accounting, auditing, and financial reporting practices before
the Congressional Subcommittee on Oversight
and Investigations on
July 27. This Subcommittee, whose chairman is
John D. Dingell (D.Mich.), is conducting
hearings focusing on the
recommendations of the
National Commission on
Fraudulent Financial Reporting, known as the
Treadway Commission.
In a prepared statement, NAA said: "We
support the recommendation that the Commission's sponsoring organizations establish a body
to guide companies on internal controls, and have
indicated our willingness
to jointly explore the concept of developing such
guidelines." NAA's rep10

resentatives, who included NAA Chairman Glen
E. Woodson; then Executive Director John F.
Chironna; and William J.
Ihlanfeldt, chairman of
the Management Accounting Practices Committee, pointed out that

"NAA is a member of the
recently formed Treadway Commission Implementation Oversight
Committee whose objective is to encourage and
oversee the appropriate
implementation of the final recommendations."
The NAA officers reemphasized a point made
in a July 8, 1987, letter to
the Treadway Commission, namely, the importance the Association
places on its Institute of
Certified Management
Accountant's certification program. They noted
that the certification program includes demonstration by the certificate
holders of a high level of
professional knowledge
by successfully completing a two -and -a -half day
examination, agreement
to abide by a code of ethical conduct, and a requirement for continuing
professional education.
The statement said, in
part: "We believe that
certification of financial
professionals who sign
the statements on behalf
of corporations represents a significant step
toward achieving the
Commission's objectives."

The Financial Executives Institute and the Institute of Internal Auditors also testified before
the Dingell Subcommittee. The American Institute of CPAs testified before the Subcommittee on
July 22 along with the
American Accounting
Assn. All five associations are sponsoring organizations of the Treadway Commission.

SANDIEGO
CONFERENCE
HUGESUCCESS
The Annual International Conference in San Diego, June 21 -24, was a
huge success, both financially and professionally,
NAA President John C.
Arme said. During the
Annual Meeting, Mr.
Arme, managing partner
in the San Diego office of
Arthur Andersen & Co.,
was elected president of
the Association for 198788.
Nationally syndicated
journalist Jack Anderson
kept NAA conference-goers spellbound with an
inside look at the Washington political scene.

Presidents'
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Stevenson Trophy: Joseph F. Voutier (left) and V.P. Kenneth
R. Johnson.

Mr. Anderson focused on
government waste and
urged the management
accountants to join the
effort to curb spending.
He is co- chairman of the
Grace Commission,
which is spearheading a
drive to reduce government spending and help
reduce the federal deficit.
He warned that America
is "close to the point of no
return" of overspending,
citing the interest on the
public debt for this fiscal
year as a prime example.
The interest alone is $143
billion.
Former U.S. Attorney
General Griffin Bell
warned that more and
more accountants would
be drawn into corporate
criminal cases unless
they took steps to avoid
the situations altogether.
He emphasized the importance of internal operating controls, internal
auditing staffs, and codes
of ethics. He also emphasized the importance of a
standby plan for handling anything that
comes up including a subpoena or a stockholders'
suit against the company
or company directors.
John J. Quindlen, senior vice president —finance of E.I. duPont de
Nemours & Co., stressed
the need for management

accountants to change to
adapt to the new economic realities. He outlined
four prescriptions for
management accountants in the new, fast changing technological
world. "Don't let bookkeeping get in the way of
the message. We must
keep reminding ourselves
that we are trying to
communicate what is
happening." Second, he
noted, management accountants must function
as part of the business
team. Third, "needs
change and we must
change with them. If
you're not going to
change, get out of the
way." Fourth, management accountants must
think globally. "Everything we do today is influenced by foreign effects. We must be
international accountants or domestic green
eyeshades."
Barbara S. Thomas, senior vice president of
Bankers Trust Co., told
convention -goers that
"The international financial markets have entered an era of permanent revolution." But,
she noted, differences in
the nature and quality of
financial information
available to investors has
been a significant barrier
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to the development of a
truly global securities
market. "What is needed
is a set of internationally
approved financial reporting standards mandatory for all companies
that participate in world
capital markets."
James C. Treadway,
Jr., chairman of the National Commission on
Fraudulent Financial Reporting, discussed the
preliminary report of the
Commission. The Conference was attended by approximately 2,500 NAA
members and their families. During the Confer-

ence, a numbers of
awards were presented to
outstanding chapters and
members.

AKRONSUMMIT
WINSTOP
AWARD
At the Annual Dinner on
Wednesday night, presidents of the outstanding
NAA chapters marched
up the aisle to collect
hard - earned awards in
the 1986 -87 chapter competition. Akron Summit
Chapter, led by President
Thomas J. Higgins, won

Top: Warner Trophy, Chairman Woodson, Russell F. Briner,
and V.P. Keith Bryant, Jr. Below: Remington Rand Trophy,
Woodson, Memphis Chapter President Ronnie G. Ashby and
V.P. Curtis H. Easter, Jr.
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Nicholson Award: President Jerry R. Griffith, Woodson, and
V.P. Veole.

the Presidents' Award.
This trophy, which is
sponsored by the past national presidents of the
Association, is awarded
to the chapter with the

highest point totals accumulated over a period of
five years.
Taking first place —
and the Stevenson Trophy —was a California

chapter, Alameda County- South. This chapter
was led by Joseph F. Vautier during the year. In
the Warner Competition,
Northeast Mississippi,
led by Russell P. Briner,
took first place and the
Warner Trophy.
Ronnie G. Ashby, president of the Memphis
Chapter, led his chapter
to capture the second place Remington Rand
Trophy. The J. Lee Nicholson Award, which is
presented to the second place winner in the
Warner competition,
went to North Central
Ohio. Jerry R. Griffith
served as president of the
chapter during 1986 -87.
Third place went to
Knoxville and Chico
Area Chapters. Samuel
L. Coulter led Knoxville
as it captured the Stuart
Cameron McLeod Society
Trophy. Ty Thresher

spearheaded Chico Area's successful assault on
the Rawn Brinkley
Award in the Warner
Trophy competition. In
the international chapter
competition, Rio de Janeiro, with Sergio A. Rosenwald as president,
won first place and the
Arthur B. Gunnarson
Award. For making the
most progress over a period of three years, Nashville- Capitol City won the
Carter Trophy, and Gaston- Carolinas won the
Keller Trophy. Winning
presidents were, respectively, Charles W. Frogge
and Ervin T. Johnson.
More than 300 chapters compete in the NAA
competition every year.
Chapters compete in five
activities: manuscripts,
community responsibility, membership, public
relations, and
newsletters.

NOBODYTRAINS,TESTSANDSU

TEMPORARIES

INTRODUCING
THEKELLYPC-PROTM
SYSTEMFOR
SPREADSHEETS
For accounting. Budgeting. Financial
analysis.
Now, the Kelly PC -Pro System includes
the three leading spreadsheet packages, in
addition to the Il leading word processing
software packages.
No other temporary help service has
anything like the Kelly PC -Pro System:
personal computer training and testing for
temporaries. Plus on- the -job support with
customized reference guides and an 800
hot -line number staffed by experts for
immediate assistance.

Lybrand A ward winners.

outSTANDING
AU1HORS
RECDGNIZED

Rot ert D. Mcllhattan
of Chi cago Chapter won
the L, brand Gold Medal

for the outstanding article submitted in the 198687 competition. The article, "How Cost
Management Systems
Can Support the JIT Philosophy," is published in
this i s s ue of MA NAGE-

MENT ACCOUNTING.

Harold P. Roth of
Knoxville Chapter won
the Lybrand Silver Medal for an article titled
"New Rules for Inventory Costing," published
in March 1987.

PPORBPERSONAL
LIKEKELLY.

-

H. Thomas Johnson
and Dennis A. Loewe
won the Lybrand Bronze
Medal for their article,
"How Weyerhaeuser
Manages Corporate Overhead Costs," published in
August 1987.
Winners of Certificates
of Merit and the titles of
their manuscripts are:
Jack C. Bailes, Salem
Area, and Robert L. Edwards (nonmember),
"Productivity Benefits
from Treating Employees
as Independent Contractors "; Roger Bentson and
Grover S. McMakin, San
Antonio, and Jerry Gass
(nonmember), "White
Collar Productivity,"
page 33; J. Patrick Car dullo (nonmember) and
Richard A. Moellenberndt, Greater Topeka
Area, "The Cost Allocation Problem in a Telecommunications Company," page 39.

MPUTER
And the Kelly PC -Pro System is available
in over 700 Kelly offices, every one
equipped with a computer.
Kelly invented temporary help in 1946.
And innovations like the Kelly PC -Pro
System make Kelly best at meeting your
needs today.
You can be sure the Kelly PC temporaries you request for spreadsheet
applications will have the skills and
on- the -job support it takes to get the
job done.
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Paul J. Corr, Albany,
and Donald D. Bourque,
"The Role of the Management Accountant in a Reorganization"; Leon B.
Hoshower and Robert P.
Crum, Central Pennsylvania, "A Framework for
Controlling Service Center Costs "; John W.
Jonez, Portland, and Michael A. Wright, "Material Burdening: Management Accounting Can
Sup por t C o m p et itive
Str ate gy "; Pau l K rau se

and Steven J. Adams, Diablo Valley, "Are Management Accountants
Professionals ?"
Thomas B. Lammert,
and Robert Ehrsam, Dayton, "The Human Element: The Real Challenge in Modernizing
Cost Systems "; Frederic
E. Lesser, Fort Wayne,
"Transfer Pricing —A
Horse of a Different Color"; Alfred J. Nanni, Boston, Jeffery G. Miller,

and Thomas E. Vollman,
"What Shall We Account
For?"; Gale E. Newell,
Kalamazoo, and Jerry G.
Kreuze, "The Audit Process: An Alternative";
Gordon D. Pirrong, Boise,
"New Rules for Long Term Construction
Contracts."
Michael A. Robinson,
Abilene Area, and John
E. Timmerman, "Systematic Vendor Analysis
Yields Two-Way Benefits"; Arjan T. Sadhwani
and M. H. Sarhan, Akron
Summit, "Electronic
Data Interchange and
Just -in -Time Inventory
Management Systems ";
Howard L. Siers and Joanne K. Blyskal, Delaware, "Risk Management
of the Internal Audit
Function "; Thomas N.
Tyson, Northern New
York, "Quality and Prof
itability: Have Controllers Made the
Connection ?"

Maxine M. Wade, Waterloo -Cedar Falls, "How
to Motivate and Retain
an Employee in a Depressed Economy "; Ralph
E. Welton, Greater
Greenville, G. Thomas
Friedlob, Anderson Area,
F. Ray Gray (nonmember), James D. Sloan,
"LIFO Conformity: Just
How Far Can We Go ? ";
Thomas R. Wheeler,
Muskegon, "Flexible
Benefits Can Work at
Smaller Companies "; M.
Allen Wilson and Edith
D. Williford, Piedmont
Greensboro, "S Corporation: The New Corporate
Tax Planning Weapon ";
James M. Wright and Gerard T. Mazurkiewicz,
Buffalo, "Review of New
Internal Revenue Service
Rules on Accounting for
Contract Revenue "; Don ald E.Wygal, D avid E.
Stout and Ja m e s V olp i,
Tr e n t on, "A C om p ar ative
Illust ration of Incom e Re-

por ting Re qu ir em e nt s in
th e Un it ed S ta te s, t he

United Kingdom, West
Germany, and
Australia."
A five -member Lybrand Award Committee
selected the Medal winners. Members of the
Committee were: Ronald
R. Anderson, CMA, director of budgets, Outboard
Marine Corp., Lincoln,
Neb.; Anthony A. Cal lander, CMA, partner,
Ernst & Whinney, Columbia, S.C.; James G.
Fox, CMA, professor, Department of Accounting
& Finance, Radford University, Harrisonburg,
Va.; John C. Macaulay,
CMA, director of operations analysis, Dresser
Industries, Dallas, Tex.;
and Wayne O. Maurer,
CMA, assistant professor,
business administration,
Wittenburg University,
Springfield, Ohio.
■

W!- SOLVE ANY QUALITY COST PROBLEM
WITH THESE TESTED METHODS

r

I
I

--

4L
. 2 95

Four case studies show specific approaches to improve quality
while minimizing costs. Useful insights into the operation and

)prox.
pages)

developm ent of quality cost system s used to help in the planning

- - - - - - - - - - - - - - - - - - - - -1

Mail to:
National Association of Acc ountants

Special Order Dept.

'

10 Paragon Drive
Montvale, NJ 07645 -1760
Ple ase se nd me Mea suring, Planning, and
Controlling Quality Costs @ $12.95 ea.
Total books:
Total price:

I

Less 10`5, (if applicable):

'

TOTAL:

'

I
I

I
'

and control function.

All prices include postage and handling.
NAA members are entitled to a 10% discount.

Professional books
may be tax deductible.

Charge to my credit card: minimum order: $25.00

All orders under $25

Visa

must be prepaid.
Payments must be

'

drawn on a U.S. bar.

Mastercard "

N.J. residents, please
add 6% sales tax.

Expiration Date

Interbank a
x

Signature

'
'
I

Name (please print or type)

Company (if part of shipping address)

Member '"
O Nonme mber: please send me membership
information,
This coupon may be photocopied.

'

'

I

Address

'

City, State. Zip

'

� - - - - - - - - - - - - - - - - - - - - - - - - � - � - � - � - � - J

MANAGINGYOURMONEY
JONATHAN D. POND, CMA, EDITOR

egorized according to the types
of secu rities that are gen erally
incl uded in the port foli o, e.g.,
max imu m capi tal gain , growth
and income, corporate bond, government securit ies, tax exempt
securities, balanced (both stock
and bonds), gold, international,
et c. Wi t h s o man y a va i l a b l e
fu n d s , t h ere are u n d o u b t ed l y
s e ve ra l t h a t f i t y o u r u n i q u e
requirements.
■ Look for funds with good longterm track records. These funds
tend to remai n ab ove average.
Avoid new funds unless they are
clones of established funds. New
funds typically have a lot of obstacles to overcome before they
can turn in consistently superior
performance.

SELECTING THE
RIGHT MUTUAL
FUND
he advantages of inves t i n g i n mu t u al
fu n d s a r e well
known, but the task
of s e l e ct i n g t h e
"ri g h t " o n e can b e
formidable. According to the Investment Company Inst i tu t e t h ere are n o w o ver 1 ,5 0 0
mutual funds, and new ones are being i ntrod uced at t he rate of o ne
per day. Here are some suggestions
for selecting an appropriate fund.
■ C ho ose a fund t hat meets yo ur
investment needs. Funds are cat-

Number of Mutual Funds
2,000
1,900
1,600
1,400
1,200

■

Stock,
BondFunds
and
Income
Money Market and
s Short-Term

246
1,

Munlapal Bond Funds

1,026

1,000
857
800
865
564

600
426
400
200

1975.1980 1981 1982 1983 1984
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• Avo i d recen t h i gh fl i ers . Res ea rch h a s s h o wn t h at fu n d s
t h at h ave rece n t l y p erfo rmed
spectacularly often lag the fund
averages in the followin g year.
This should not be too surprising
because when you buy a high flier yo u are t yp i cal l y b u yi n g a
portfolio of stocks that are trading high relative to the market.
Of course there are exceptions,
t h e mo s t n o t ab l e i s F i d e l i t y
Magellan.
• D o n ' t b u y t h e a r g u men t t h a t
smaller funds outperform larger
funds. Recent studies refute this
wi d ely h eld co nt en ti o n . On a
risk - adjusted basis (small funds
tend to be less diversified and,
therefo re, ris ki er), th ere i s no
stat isti cal ly s igni ficant differen ce b et ween small -fund vs.
large -fund performance.
• Select funds that are above average performers in down markets.
Wh i l e s o me a re p re d i c t i n g a
5,000 Dow, many of us feel that a
correction is at hand. A few fund
managers tend to do much better
in down markets (they don't lose
as mu ch ) t h a n t h e d o wn ri gh t
abysmal performance of the equity funds in general. Forbes' annual mutu al fund s urvey in the
September 7, 1987, issue ranks
funds in down markets.
• Buy no -load or low -load funds.
Wh y pay 8. 5% up fro n t wh en
yo u can p ay l it t le o r n ot hi ng?
There is no difference in overall
performance between load funds
and no-load funds. For a list of
no -load funds, request the "Investor's Directory" from the NoLoad Mutual Fund Association,
P.O. Box 2004, New York, N.Y.
10116. The price is $5.00.

PLANNING TIP
When should you begin to plan
for reti rement? In man y respects,
much of the financial planning you
do throughout your working life is
di rect ed t o ward p ro vi d i n g fo r a
comfortable retirement. Generally,
you should begin to develop specific
bu dget s an d proj ecti on s st arti ng
about 20 years in advance of your
desired retirement age. Moreover,
you should plan to fund your retirement through at least age 85.
■
Jonathan D. Pond is President, Financial Planning Information, Inc.,
Cambridge, Mass.
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TAXES

INVESTMENTS
AND TAX REFORM

MARK A. SEGAL, EDITOR
he Tax Refo rm Act
of 19 86 d rast ical ly
red u ces t he p ot en ti al tax b enefit s t o
be derived from variou s i n ve s t me n t s ,
p a r t i c u l a r l y t ax
shelters. This res ult is largely attributable to the adoption of Code
Sec. 469, popularly known as the
pas si ve act i vi t y l os s l i mi t at i on s
rules. Essentially, Code Sec. 469 requ ires t hat t ax p ayers mu st l i mi t
the use of deductions and credits
that arise from passive activities to
offs ett i n g in co me fro m pas si ve
activities.
The new rules apply to individuals, trusts , estates, closely held
corporations, and personal service
corporations engaged in a passive
act i vi t y. A p as s i ve act i vi t y i s a
trade or business the taxpayer does
not materially participate in, or a
rental activity. For example, a limited partnership interest is considered passive.
Taxp ayers s ub ject to t h e ru les
must generally limit use of aggregate ded ucti ons and cred its from
passive activities to offsetting aggregat e p as s ive act ivi ty in come.
These rules are effective for passive
activity losses and credits arising
after December 31, 1986. Taxpayers who have either acquired a passi ve act ivi t y i n teres t o r en t ered
into a binding contract to acquire
one, not subject to a condition within their control, on or before October 2 2 , 1 9 8 6 , are an ex cep t i o n .
Wi th re ga rd t o s u ch i n t er es t s ,
there exists a five -year phase -in of
the pas sive l oss li mit ati on rul es.
For 1987, 65% of the losses attributable to such timely acquired interests are not subject to the passive loss limitation rules. In 1988
this percentage will decline to 40 %,
in 1989 to 20 %, in 1990 to 10 %, and
in 1991 to zero.
If the taxp ayer is unable to use
16

the entire passive activit y deductions and credits for a taxable year,
the excess is carried forward. Such
carryforward mus t us uall y be appl i ed agai n s t fu tu re p as s i ve i n come. Taxpayers should note that a
passive activity deduction or credit
can be used only to the extent that
the taxpayer is considered to be at
risk with regard to the activity. If a
passive activity gives rise to a deduction or credit and the amount at
risk is inadequate to allow the use
of the deduction or credit, such, deduction or credit will be carried forward and usable only when there is
a sufficient increase in the taxpayer's amount at risk to absorb such
carryforward . In add it io n, a t ax payer's amou nt at risk will b e reduced in accordance with the deductions or credits used or carried
forward for a given year.
Th e fo l lo wi ng cas es i l lu s t rat e
how the new rules operate.
F o r ex a mp l e, T ax p ayer A ac-

Evaluate
investments
that are attractive
because they
provide
large write-offs.
quired two p assive acti vity i nterests on October 25, 1986. For tax
year 1 987 , one activit y created a
$15,000 loss and the other activity
$8,000 of income. A can offset the
$8,000 of passive activity income
with $8,000 of the passive activity
loss; the remaining $7,000 loss is
carried forward as a passive loss.
Taxpayer B acquired two passive
act ivit y in teres ts o n Oct ob er 2 2,
1986. For tax year 1987, one activity produced a $25,000 loss and the
other $8,000 of income. Thirty -five
p e rc e n t o f B 's $2 5 , 0 0 0 l o s s i s
deemed a passive activity loss while
the remainder is not subject to the
passive loss limitation rules. Thus,
o f h i s $2 5 , 0 0 0 , h e wi l l h ave an
$8,750 pass ive l oss, and $1 6,250
nonpassive loss. He will be able to
use $8,000 of the $8,750, thus having a $75 0 pas sive l os s carryfo rward and be able to use his entire
$16,250 loss to offset nonpassive ac-

tivity income.
While most income derived from
a passive activity is considered passi ve act ivi t y i n co me, cert ai n i n come i s exp ressl y exclud ed from
thi s cl as sificat io n. Ex amp l es o f
such exclusions are wages or salary
earned from a passive activity and
portfolio income earned by the passive activity. Portfolio income includes interest, dividends, or royalti es n o t d eri ved i n t h e o rd i n ary
course of a trade or business and
gain or loss resulting from the disposition of property producing interest, dividends, or royalties either
held for investment or not held in
the ordi nary cou rs e o f a t rade or
business.
To determine if the passive loss
li mi tati o n ru les app ly, you mus t
first know what constitutes an activity. Then examine your conduct
re l a t ed t o t h e a ct i vi t y a n d t h e
breadth of the activity. For example, if a taxpayer can establish that
two en terpri ses are in realit y one
activi ty, h e may be co nsidered to
h ave mat eri al l y p art i ci p at ed i n
each an d no t be su bj ected to t he
passive loss limitation rules attributable to either enterprise. However, shou ld the two ent erprises be
treated as separate activities, material participation in one enterprise
will n o t en ab l e d e d u ct i o n s an d
credits from the other to avert the
passive loss limitation rules.
Whether a taxpayer is materially
participating in an activity is decided separately for each activity and
is bas ed u p on fact s an d ci rcu mstances. General ly, yo u wou ld be
con si dered to mat eriall y part icipate if involved in the operations of
the activity on a regular, continuous, and substantial basis and /or
the activity is your primary source
of in co me. Then it is cons id ered
material participation.
The passive activity loss limitation rules severely restrict the use
of deductions and credits derived
from passive activities. Thus, you
should carefully evaluate those inves tment s t h at are at tract i ve because they provide large write -offs.
Such analysis will help you select
more desirable i nvestment opportunities and avoid unnecessary and
undesirable liquidity problems and
financial consequences.
■
Mark A. Segal, L.L.M, CPA, is an
assistant professor of accounting at
the University of South Alabama.
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ALFREDM.KING,CMA,EDITOR

PC/CONSOL
oon we will have a review of DAC Easy —a
$69.95 accounting
program. Right now we'll
review one of the most sophisticated PC programs
on the market, one with a
price tag in excess of
$45,000. That's correct —
$45,000 for a PC program!
Probably the single
most difficult technical
aspect of accounting is
consolidations. Elimination of intercompany accounts, foreign currency
conversions, and reclassifications —when combined with requirements
to print numerous statements based on legal enity, corporate organizational structure, product
line responsibility, and
geographical location —
make consolidations a
complex area for most
large firms. Each company's needs differ. About
15 years ago, CONSCO
Enterprises, Inc. (Consolidation System Company)
developed a large -scale
sophisticated mainframe
computer program for
handling all aspects of
consolidations. Today,
CONSCO has tackled the
PC.
Installing PC /CONSOL, CONSCO's new system, is not a trivial exercise. A company's basic
chart of accounts and organizational structure
must be loaded into the
system up front. Because
the program provides unlimited editing capabili18

ty, all of it user defined, a
certain amount of trial
and error will be necessary. If edit parameters
are too tightly defined,
the end product will be
100% correct, but it may
take several iterations at
the beginning to get the
initial trial balance and
statements. Later, things
should flow smoothly. If
the edit parameters are
not tight enough, the consolidation process could
result in the well known
"garbage in, garbage out"
syndrome. One of the
strengths of PC /CONSOL is that its table -driven edits are fully controllable by the user.
Another strong feature
of the program is an absolutely open -ended chart
of accounts and unlimited capacity for accumulating monthly data from
subsidiary ledgers or
summary data from processing systems such as
accounts payable, accounts receivable, fixed
assets, and so forth. It
also can handle budgets,
budget revisions, and an
unlimited number of
forecasts.

NOTAGENERAL
LEDGER
PC /CONSOL is not a
general ledger package
although it can do much
of that work. The package should be fed from
corporatewide general
ledger systems; the reporting hierarchy of the

company or subunits can
be built into the PC/
CONSOL organization
structure. Further, because of the system's architecture, it is simple to
redo a consolidation if
the company's organization changes. The system
allows the rolling up of
several paths
simultaneously.
Because the program
will accept both machine prepared and manual entries, consolidations can
be handled at any functional level. In fact,
CONSCO recommends
that each major division
or operating unit of a
large multinational corporation handle its own
consolidations through
PC /CONSOL and then
transmit a final reporting package to the corporate staff.
Data can be accepted
either in local currency
or foreign currency, and
any combination of translations can be handled.
The program has been
written to encompass
both FAS 8 and FAS 52
translation rules. A bonus is the ability to input
data from a custom -written Lotus interface on
the input side. On the
output side, PC /CONSOL
provides an excellent interactive report writer.
Intercompany schedules, recurring journal
entries, and audit reports
are built in. In fact, the
level of internal control
provided by PC /CONSOL
is high (an excellent selling tool when you consider the Treadway Commission Report is under
discussion).
The only major flaw in
the PC package is that
the program cannot automatically calculate intercompany profit in inventory. Entries must be
manual. The program
does, though, provide reconciliation of intercompany balance sheet debits
and credits.

PEGBOARD
APPROACH
The underlying architecture of PC /CONSOL is
based on the old "pegboard" approach to consolidations. Companies
used to use a pegboard
for consolidations, with
the natural accounts running down the left side
and divisional statements
across horizontally. An
adding machine would be
used to cross -foot the preliminary trial balance.
Adjusting and consolidating entries would be added and the final consolidated statements
produced. This system
works very well if there
is only one consolidated
statement prepared, but
to the extent that FAS 14
requires product line reporting and geographical
reporting, and corporate
organizational structures
require two or more other combinations of consolidations, then manual
systems are no longer
cost effective. With PC/
CONSOL, all permutations and combinations of
consolidations can be
handled easily once the
basic upward flows are
generated into the program logic.
At first glance it may
seem silly to put a
$45,000 program on a
$10,000 personal computer. But if the total package takes one or two days
out of the statement closing process each month,
most large companies
would think that it is an
outstanding value.
While the PC program
sells at half the price of
the mainframe unit, it
probably has about 85%
of the functional characteristics of its "big
brother."
For information about
PC /CONSOL, contact
CONSCO Enterprises,
Inc., 400 Corporate
Court, South Plainfield,
NJ 07080.
■
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How Cost Management Systems Can Support

THE
BY ROBERT D. WILHATTAN
he Just -in -Time philosophy is reshaping the
physical nature of the
production environment
and changing both the
behavioral patterns of production
costs and how financial executives
must measure and control these
costs. Some of the changes that are
being applied by financial executives to traditional cost management systems to make them better
management tools consistent with
the JIT philosophy need to be studied and, perhaps, emulated by
others.
Each of the changes discussed
have been put into practice by organizations that have had success
with applying the JIT philosophies
to their business and have realized
that changes to their cost management systems were necessary in order to enable them to keep pace
with the process changes that result when JIT is adopted.
The JIT philosophies are creating manufacturing environments
that require a new, more innovative means of approaching cost
management. Traditional methods
and procedures for measuring and
reporting production costs begin to
erode in a JIT environment and require that changes be made to existing cost management systems.
For example, the JIT philosophies
will significantly impact:
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• Identification of cost drivers,
• Number of product cost
elements,
• Application of product costs, and

J"

■ Nature of performance
measures.
A number of JIT organizations
have enhanced their cost management systems to complement JIT
methods. While specific solutions
varied from one organization to another, common elements of how
change was initiated existed in
each of the organizations that successfully aligned their cost management systems and manufacturing
processes.

IDENTIFICATION
OF COST DRIVERS
erhaps the greatest impact of
JIT on an organization and
the cost management system
is that it focuses management's attention on nonvalue -added processes. A nonvalue process is defined as
any activity or procedure that is
performed within a company that
does not add value to a product.
For example, assume that the
lead time associated with manufacturing a salable product comprises
the following general steps:
• Process Time is the amount of
time that a product is actually
being worked on.
• Inspection Time is the amount of
time spent either assuring that
the product is of high quality or
actually spent reworking the
product to an acceptable quality
level.
• Move Time is the time spent
moving the product from one location to another.
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Traditional measures common in many cost accounting systems
may encourage actions contrary to the spirit of JIT.

■ Queue Time is the amount of
time the product waits before being processed, or moved, or inspected, or whatever.

■ Storage Tame is the amount of
time a product spends in stock
before further processing or
shipment.

n

Of these five steps, only process
time actually adds value to the
product. All other activities —Inspection time, move time, queue
time and storage time —add cost
but no value to the product and
therefore are deemed as nonualue8 added
processes within the JIT
m philosophy.
In many organizations, the
amount of process time is much
less than 10% of the total manufacturing lead time and cost (costs associated with longer lead times include shortages, obsolescence, and
expediting) associated with manufacturing a salable item. Therefore,
over 90% of the manufacturing
lead time associated with a product
adds cost, but no value to the product. It is this premise that leads to
the JIT philosophy that reducing
lead time will reduce total cost.
In order to assist in this process,
financial executives in JIT environments have begun to identify the
causes for the time and cost associated with the nonvalue added elements of manufacturing a process.
The key impact on traditional
cost accounting is that cost management systems now need to identify the cause of costs —the "cost
drivers," in addition to capturing
the resultant costs. Harley Davidson, Omark Industries, Hewlett
Packard, and other successful JIT
users have undertaken studies to
define the true "drivers" associated
with increasing costs. See Table 1
for a list of cost "drivers."
In all cases, the organizations determined that there was a direct
Thomas P. Burnet (I.), CFO of NutraSweet, and author Robert D. Mcllhattan discuss
correlation between the number of
plant operations.
transactions and the cost of produc-
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tion. In addition, Hewlett Packard
determined that many of its costs
were a direct function of: the number of vendors used, the number of
engineering changes to the product, and the total number of part
numbers it maintained.
In few cases there is a direct correlation between labor head count
and total production costs.
By refocusing the cost management system to identify the true
driving force behind nonvalue -added activities, the financial executives were able to assist the manufacturing managers in eliminating
the product design and manufacturing process inefficiencies that
were at the root of the product cost
issues.
Product designs were simplified,
reducing engineering changes and
part numbers, which correspondingly reduced financial problems
associated with excess stock, obsolescence, storages, rework, and other associated costs. Vendors were
reduced, improving quality and delivery schedules; and reporting
transactions were either eliminated completely (in the case of direct
labor) or reduced to an obsolete
minimum, thereby eliminating
support costs for clerical activities
assoc iated wit h tra n sac tio n p ro cess, err o r co rrect io n , wait in g t im e,
and m o v in g tim e.
Thro u gh th e id e n tif icatio n o f th e

costs associated with nonvalue-added activities, financial executives in
each of these organizations have
been able to help identify the true
"drivers" of these activities and
costs leading to their reduction or
elimination.

NUMBER OF PRODUCT
COST ELEMENTS
n e o f th e o th e r im p acts th at
JIT is h avin g o n co st m an agem en t sy s tem s is th e reduction in th e n u m b er o f co st elem ents fo r a p ro d u ct. Th e
philoso p h ies o f JIT, wh ile ap p licable to virtu a lly an y in d u stry o r p ro cess, have h ad th eir gr eatest su ccess es in th e in d u s trie s th at,
because o f t h e n atu re o f th eir p ro d -

0

ucts and processes, have adopted
standard cost systems.
Most traditional standard cost
systems maintain standard cost elements for material, direct labor,
l a nd manufacturing overhead. More
22

sophisticated standard cost systems
often maintained more than these
elements. As managers' needs for
better cost information increased,
overhead costs were typically broken into more finite elements in order to better control production
costs. Standard product cost elements associated with variable
overhead, fixed overhead, set -up,
m at erial acq uis ition, en ergy, dir ect
lab o r o v erhe ad, and othe rs w ere

added to cost systems in an effort to
obtain better visibility and control
over product - related costs.
However, as explained previously, one of the primary philosophies
of JIT is to identify the cost drivers
associated with production costs.
Once identified, the concept of
striving for continual improvement
in the reduction of product cost
through design and process improvements on a daily basis eliminates the need to define multiple
cost elements.
Harley Davidson is an example
of a JIT - dedicated organization
that has reduced the number of
standard cost elements associated
with its products. It has converted
from having five cost elements per
part (direct material, direct labor,
set -up, variable overhead, and fixed
overhead) to just two (direct material and conversion cost). Similar
changes have been made by many
other JIT organizations including
IBM and Caterpillar.
For these organizations, the JIT
philosophies have helped them recognize that the issue is the elimination and prevention of costs, not
simply the reporting of cost elements. The organizational acceptance and awareness that any cost,
regardless of its nature, should be
reduced, has focused attention that
the design and process improve-

ments necessary to implement JIT
successfully will reduce cost
through the enhancements themselves. The reduction of cost elements helps people focus on total
product cost as opposed to individual elements. Additionally, the reduction of cost elements further reduces the support costs associated
with their reporting, calculation,
maintenance, and control.
It should be noted that while the
number of product cost elements
defined within the cost systems for
JIT organizations declined, they all
retained their standard cost systems. In fact, IBM is in the process
of converting some facilities from a
weighted average actual cost system to a standard cost system. The
application of the standard cost system changed in that it was no longer used as widely to measure performance. Standard cost systems,
however, are still important as a
tool for valuing inventory and cost
of sales and as a tool to estimate potential future costs associated with
design and or process changes.
Therefore, an additional impact of
JIT is that standards are used to a
much greater extent as a tool to
prevent costs before they arise as
opposed to report against once they
have incurred. Again, fewer cost elements will suffice in order to meet
their purpose.

APPLICATION OF
PRODUCT COST
s stated, one of the key characteristics of JIT is the adoption of manufacturing cells
dedicated to the production of single or similar products or major
components. In addition to the primary objective of the reduction of

TABLE 1 POTENTIALCOSTDRIVERS
Number of labor Transactions
Number of Material Moves
Number of Total Part Numbers
Number of Parts received in a
Month
Number of Part Numbers in an

overage product
Number of Products
Average Number of Options

Number of Accessories
Number of Vendors
Number of Units Scrapped
Number of Engineering Change
Notices
Number of Process Changes
Number of Units Reworked
Number of Direct labor Empfo
Number of New Parts Introduced

_A�l _ J i
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manufacturing lead time, manufacturing cells also change the nature
of product costs and introduce alternative methods of applying production costs to specific products
flowing through each cell.
The vast majority of traditional
cost accounting systems in place today apply indirect manufacturing
costs to products based upon either
the direct labor hours or dollars
charged to a specific product. A JIT
environment challenges this practice in two significant areas:

is

is

1. The vehicle used to charge and
collect labor hours (or dollars) to
a specific product in most traditional environments is the factory work order. As individuals
work on specific jobs, they
charge their time to the factory
work order that associated
with the item being manufactured. Costs are therefore accumulated as the factory work order travels through the product
process. Within a JIT environment, there may be no factory
work orders. Daily production
schedules are provided for each
cell and typically only finished
items are reported by the cell
over the course of the day. No
detail reporting performed
(which again is consistent with
the philosophy of reduction of
transactions and lead time).
Therefore, the total of all related
costs are applied to the day's
production, not individual jobs
and tasks.
2. In a JIT environment, direct labor may not have a correlation
to other manufacturing costs
and, as previously stated, is usually included in the total conversion costs. Within a JIT environment, alternative methods of
applying cost to a product may
be more appropriate. For example, many JIT users apply total
conversion cost based on velocity
through a manufacturing cell.
Velocity is based on the theoretical number of units that can be
produced within a cell over a
given period. Theoretical capacity is used because it is consistent
with the JIT philosophy of continual improvement towards
perfection with no allowance for
inefficiency or downtime. Based
on velocity, a cost per hour is
computed for a given cell. Therefore, a day's production is costed

LL
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AT requires careful planning.

WHAT IS JIT?
he most widely accepted definition of JIT is the constant
and relentless pursuit for the
elimination of waste, with waste
bei ng d efi n ed as anyt h in g th at
does not add value to a product —
inspection, queue time, and stock.
While this definition is true, it is
too broad t o gai n a cl ear u nderstanding of how JIT might impact
today's cost management systems.
The JIT concept is built on the
philosophy of lead time reduction
fro m s up p li ers , t h ro u gh op erations, and to customers. The common denominator for this concept
is the pursuit of zero inventories,
zero defects, flexibility, and zero
schedule interruptions.
To accomplish these goals, JIT
efforts usually include the following activities and /or attributes:
■ Setup reduction and introduction of co n t in u all y s mall er l o t
sizes. This is necessary to help ensure that products move continuously through the process, eliminatin g queue ti me an d sch edule
interruptions.
■ P u rs u it o f i mp ro ved product
qu al it y. M a n y J IT fi r ms h a ve
ad op ted new qu al it y awaren es s
programs and /or impl emen ted
statistical process controls in ord er t o "ma k e i t ri g h t t h e fi rs t

ti me, " an d t h u s h el p el i mi n at e
product defects and the associated
costs of scrap, rework, inspection,
returns, and other inherent "costs
o f q u a l i t y , " i. e. , p ro d u ct i o n
disruption.
■ C o n t i n u al i mp r o ve me n t i n
some specific element of the producti on process. An i n h e re n t
maxim of JIT is that every person
should at t emp t t o i mp ro ve i n
some dimension of JIT every day.
Imp r o ve me n t c a n b e ma d e in
many areas: defects, better product design, fewer stoppages in the
schedule, mo re o utpu t, o r ot her
areas. Many JIT pro grams h ave
wo rk er in vol vemen t pro grams
struct ured t o h el p moti vat e and
reward workers for making such
improvements.
■ JIT firms generally adopt cellular manufacturing techniques. In
order to reduce travel di stan ces
and inventory between machines,
companies set u p manufacturing
cells that are dedicated to producing a product or major component
start to finish without returning
to th e st ock ro om. Th is JIT feature, so meti mes referred to as a
"factory within a factory," also requ ires work er in vol vement an d
training, and instructing workers
on how to move a product through
a cell as efficiently as possible. ■

ing cells dedicated to singular or
similar product production. However, many JIT organizations including Caterpillar, Harley Davidson,
Omark, and IBM have begun to
adopt new cost management methods of associating total production
costs, including support function
costs, directly to products in an effort to reduce allocations and increase cost information reliability

simply by multiplying the number of units produced by the cost
associated with the hours required to produce that day's production. It does not matter
whether the hours are direct labor, set -up, queue, or machine
hours, the concept is that "time
is money" and that the longer it
takes to produce something, the
more it will cost.

ISIRECT VS INDIRECT COM
Traditional
Environment
Direct labor
Material handling
Repo; 'rs and maintenance
Energy
Operating supplies
Supervision
Production support services
wilding occupancy
Insurance and taxes
Depreciation

It should be noted that other application methods do exist depending on the nature of the manufacturing cell process. These may
include material usage, equipment
costs, or more imaginative items
identified as true cost drivers such
as number of transactions, quality,
or number of engineering change
orders.
A second major impact of JIT on
the area of applying product costs
is the increase in the amount of
production cost that can be directly
applied to a product. This phenomenon is a function of the adoption
of manufacturing cells and the dedication of those cells to singular or
similar products (Table 2).
Within a JIT environment, a fundamental goal is the reduction of
total product cost. In order for the
cost management system to measure success in this area, allocations must be eliminated to the
greatest extent possible. As most financial executives are well aware,
the greater the degree of allocations, the less reliable (or accepted)
the information is for decision making purposes.
As illustrated in Table 2, JIT
helps eliminate allocations through
the implementation of manufactur24

Direct
Indirect
Direct
Indirect
Indirect
Indirect
Indirect
Indirect
Indirect
Indirect

J -1 -T
Environmi
Direcf'I
Direct
Direct
Direct
Direct
Direct
Largely dir
Indirect
Indirect
Direct

and responsibility; i.e., for "ownership" of product costs.
For example, IBM has adopted a
concept of directly charging costs to
specific products as a result of their
JIT enhancements. Costs are associated to products using one of
three methods as follows:
1. Production floor expenses are
charged directly to products as
they flow through manufacturing cells.
2. Nonoccupancy related support
costs, such as cost accountancy
and data processing, are "billed"
directly to the products utilizing
their services. The billing rates
are negotiated between support
function managers and product
managers before services are
rendered and are based on the
amount of support given to a
specific product.
3. Occupancy - related costs are still
allocated to products.
Through the adoption of its direct charging approach, IBM has
significantly increased the amount
of support costs that can be directly
associated to a product without the
need for allocations. Before this
process was adopted, only 25% of

support costs could be associated to
a product. Today, 75% of all support costs can be associated to a
product without allocation.
Comments by controllers who
have adopted direct charging concepts indicate the benefit of enhancing cost management systems
to be more compatible with the philosophies of JIT and resultant process changes. Controllers have commented: "product manager's
ownership of expense has improved;" "the accuracy of product
cost is better;" "there is an increased visibility and awareness of
expense items;" "it allows for flexibility in changing environment, improved sourcing decisions, and competitive analysis;" and "it allows
for cost reductions and improves
competitiveness."

THE NATURE OF
PERFORMANCE MEASURES
s organizations begin to
adopt a company -wide commitment to total cost management, the performance measurements used to monitor
improvement and motivate personnel begin to change. Traditional
measures that are commonplace in
many cost accounting systems are
not appropriate within the JIT philosophy of cost management. In
fact, in some cases they may encourage actions that are contrary
to the spirit of JIT. Four such examples are:
•
•
•
•

Direct labor efficiency,
Direct labor utilization,
Direct labor productivity, and
Machine utilization.

These measurements are inappropriate for the following reasons:
1. They all promote building inventory beyond what is needed in
the immediate time frame.
2. Emphasizing performance to
standard gives priority to output, at the expense of quality.
Relatively few companies even
adjust results to reflect bad
parts. Using standards for performance measurements can be
somewhat limiting relative to
continuous improvement. Once
standards are attained, people
usually feel they have "arrived."
3. Direct labor in the majority of
MANAGEMENT ACCOUNTING /SEPTEMBER 1987
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'Measures of Flexibility
Conversely, a different Fortune
100 company has adopted the seven
measures and goals listed below for
measuring its effectiveness in an
integrated circuit facility.
While the measures are different
MANAGEMENT ACCOUNTING /SEPTEMBER 1987

Traditional
• Total Head Count Productivity
— Output - Total Head count
(direct, indirect,
administrative personnel)
• Return on Net Assets
• Days of Inventory

ect Labor
Efficiency
Jtilization
)roductivity
ichine Utilization
entory Turnover or
tnths -on -Hand
• Cost Variances

• Product Cost, especially relative
to competitors' costs
• Group Incentives
• Customer Service
• Promotion based upon increased
knowledge and capability
• Ideas generated
• Ideas implemented
• lead time by product/ product
family
• Set -up reduction
• Number of customer complaints
• Response time to customer feedb
• Machine availability
• Cost of Quality

• Individual Incentives
• Performance to Schedule
• Promotion based on
seniority

lie Spirit of Manufacturing Excellence," September, 1986
pest C. Huge and Alan D, Anderson

TABLE 4

_

$1,00
3 days
100%
0 defects
0% deviatio
75
0

_

1. Unit cost —cell $ /hr— theoretical units /hr
Through cell with no downtime
Cycle Time
i. On time delivery
4. Quality
linearity — Ability to meet daily schedule
Inventory turns
_

Goal
_

.Measure
_

1. Schedule Attainment,
2. Manning Requirements,
3. Conversion Costs,
4. Overtime Requirements,'
5. Inventory Levels,
6. Material Cost Variance,
7. Scrap /Rework,
8. Manufacturing Cycle Time"
9. Quality Level, and
10. Productivity Improvements.

3
,RMANCE MEASURES: TRADITIONAL VS. AT
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Table 3 highlights some performance measures that may be appropriate for a cost management
system that is consistent with the
JIT philosophies.
Table 3 lists new JIT performance measures that may be appropriate for inclusion in a cost
management system within a JIT
environment. Specific performance
measures are dependent on the
unique business environment and
process being managed. For example, Harley Davidson has adopted
the following 10 measurements to
assess its manufacturing
effectiveness:

ing overall cost and worked closely
with manufacturing to refine these
proposals and establish a "team approach to performance
measurement."
Both performance measurement
systems were simplified from their
predecessor traditional systems.
Simple, easy -to- understand measures were implemented so that everyone in the organization could
understand their intent and interpret their results. Additionally,
measurement results were posted
in the factory so that everyone in
the organization could be more

for these two organizations, there
are similarities. In both cases, nonfinancial indicators were used to
measure performance as part of the
cost management system. This is
consistent with the identification of
true cost drivers outlined earlier in
this article and with the JIT focuses on quality and lead times.
Both measurement systems were
proposed and maintained by the financial executives in these organizations. In each case, the financial
executives took the initiative to
propose more effective ways of
monitoring performance and reduc-

.

manufacturers accounts for only
between 5 % -15% of total product cost. Traditional cost managers have run with very tight direct labor control and relatively
loose overhead control. Frequently, direct labor head count
reductions have been more than
offset by overhead increases.
4. Using machine utilization is
similarly inappropriate because
it encourages results in building
inventory ahead of needs. Focusing on this measurement has
frequently resulted in using expensive equipment and sometimes entire plants around -theclock, thinking this would
maximize ROI. The fact is that
under this scenario virtually no
time is allowed for preventative
maintenance; equipment is run
flat out until it breaks down.
When it does break down, there
is considerable disruption that
ripples throughout manufacturing. This results in unnecessary
costs and, in fact, reduction in
ROI instead of its maximization.
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FOCUS ON SIMPLIFICATION
n each of the major areas of cost
management outlined above,
specific company solutions differ. The impact of true cost drivers
within organizations will differ
from one company to another; the
number of product cost elements
necessary to report and control
costs properly may differ between
companies. The ability to apply
costs directly to product and the
types of cost being applied to products will change based on organizational differences and products being manufactured; and, as we have
seen, performance measurements
differ between companies.
However, without exception, simplification was one of the primary
objectives of every financial executive who enhanced his cost management system for JIT. The focus on
the two or three true cost drivers
within an organization, the reduction in standard product cost elements, the reduction of allocations
and the establishment of fewer,
easy - to-understand, key performance measures are all examples
of simplification.
JIT strives for design and process
simplification because with simplification comes better management.
Better management allows for better quality, better service, and less
cost. The same principles are true
for cost management systems. Traditional cost accounting systems
have a tendency to be very complex. Simplification of this process
enables the cost accounting system
to be used by everyone an organization, transforming the cost "accounting" system into a cost "management" system.

HOW TO INITIATE CHANGE
he management accountant
can learn to think "just -intime accounting." However,
he must adjust to changing technology, new management philosophies, and the changing demands of
information. Nothing is more discouraging than to hear financial
people say "we can't accommodate
that change because of our accounting system."
Each organization cited here had
its own series of successes and fail-

T
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ures before focusing on the cost
management direction necessary to
support JIT. As financial executives related their stories regarding
the cost management changes they
made, a set of common steps
emerged as to how change
occurred:
■ The perception of the accounting
function needed to be changed.
In each company the accounting
function was perceived as a control function, a function that reported when things were bad.
This perception (or reality) had
to change from one of control of
operations to cooperation with
operations to reduce costs. The
financial executives took the
time and effort necessary to understand JIT and joined the op-

JIT focuses
management's
attention on
nonvalue added
rocesses.

aware and in tune to company improvements in these areas.

erating professionals in an effort
to implement its philosophies.
■ The financial executives became
an integral part of the manufacturing and engineering project
teams. A cost manager sat in on
all product design meetings,
manufacturing engineering
meetings, and production control
and planning meetings on a regular basis. This accomplished the
following: a) Accounting personnel learned the key elements of
the engineering and manufacturing processes; b) Operating
personnel became more aware of
the implications of their actions
on total cost, raising the total
cost awareness throughout the
company; and c) Perhaps, most
important, it served as the basis
for eliminating the communication barriers between accounting
and operations. Each objective
helped pave the way for obtaining the interfunctional cooperation necessary for the JIT philosophy to work in a company.
■ True cost drivers were identified.

Once accounting became more
aware of operations and operating personnel became more
aware of the cost implications of
their actions, those processes or
engineering issues that truly determined cost could be identified, segregated, and attacked.
• Each company re- analyzed its
application of costs to products
and implemented a higher level
of direct charging. The elimination of allocations gave a clearer
picture of true product costs and
raised the responsibility of costs
to managers. Again, this is predicated on accounting's understanding of the engineering and
production process.
• Performance measures were altered to help motivate the entire
operating group toward positive
results. Individual performance
measures were reduced to encourage a team concept. Personnel were trained and informed
as to the meaning of performance measures.
• All systems were simplified. Traditional accounting systems
were redesigned to reflect principles of JIT. Information flows
and reports were simplified to focus on the critical processes and
measures.
The simplification increased
awareness and allowed management to focus on only a few issues
that greatly increased the benefits
associated with their actions. As
process changes took place, cost
drivers, and performance measurements changed. Financial executives could change reports and information flows to reflect the new
manufacturing process quickly and
inexpensively.
Virtually any organization can
enhance its cost systems to be more
supportive of the JIT philosophy..
The first step is for the financial executive himself to adopt the primary JIT principle of continual improvement within the organization
and cost management process.
■
Robert D. Mcllhattan is the director of cost management for the Midwest Consulting Group of Ernst &
Whinny, responsible for leading
the cost management services for
that region.
'Ernest C . Huge and Alan D. And ers on, " The
Sp irit o f Manufac turing Excellence, " S ep t.1986.
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`HOW CAN I STOP THE GOSSIP ?'
ROBERT HALF, EDITOR
consider myself a pretty good manager (of an accounting department in
a medium -sized manufacturing firm in the south). The thing 1 can't
seem to manage is the gossip mill that seems to permeate not only my
department, but the entire company. I've tried to take steps to put a stop
to it, but it's evid ently stronger than me. Any suggestions?
Yes, I have suggestions, and primary a mo n g t h e m i s t o vi ew yo u r
"gossip mill " from a po sitive perspective, rather than from a negative one.
As a first step, I would re -name
t h e go s s i p mi l l . I mu ch p refer
grapevine. Here's why.
The word "gossip" carries with it
a d efi n i te n egat ive co n n ot at io n .
The fact is that a grap evine plays
an i mp o rt a n t r o l e i n a d e p ar t ment's, and company's communication system. It is not only an extension of a natural human trait, and
need, to exchange information with
peers in an info rmal, uncen sored
setting, it relieves tension, creates
a sense of being on a team within
an organ izati on an d , perh ap s to
your surprise, is an accurate source
of information approximately 80%
of the time. In addition, the grapevine accounts for as much as 50%
of th e average work er's source of
information within a company, according to Prof. Keith Davis, Arizona State University.
Th e act u al n u mb e rs mi gh t b e
cause for s light debat e. However,
the specific figures aren't nearly as
rel evan t to yo ur man agement account ing career as is the obvious
conclusion to draw —that the compan y grap evine i s a vi abl e, val uable, and often accurate source of
information within a company, and
eve ry s ma r t ma n a g e r wi l l t a k e
steps to tap into it, rather than criticize it, and attempt to eliminate it.
A company grapevine should be
considered as much of a communicati on vehi cle as your co mpan y's
house organ, or employee meetings
at wh ich i nformatio n is imparted
by management . In fact, i t might
be even more valuable because it is

beli eved . Kn o wi n g t h a t , ever y
smart manager must take step s to
use t he grapevine, bo th as a conduit through which to impart his or
her ideas, knowledge and goals, but
as a source of valuable information
as well.
Wh e n e val u at i n g a c o mp a n y
grap evi n e, k e ep i n mi n d t h at i t
pro babl y has a few core lead ers,
perhaps even one individual who is
trusted, and who has access (contacts) in most areas of the company. Employees will gladly, and comfo rt ab ly, sh are i nformati on wit h
th is l ead er, bu t wil l no t s hare i t
with management. They do it with
what is perhaps an unconscious realization that the information will
eventually reach its way to the people they want to hear it —you, and

other members of management.
By identifying a grapevine's leaders, you know where to go to get a
mess age of you r own o ut t o your
employees. I'm not suggesting that
you d irect ly co mmu ni cat e it to a
grapevine leader. But, your assistant, or secretary, might well pass
something on. Just be certain that
the i nformatio n you wis h to have
"b r o a d c a s t " is a c c u r a t e , an d
positive.
I furt her s ugges t that you make
you rs elf access ib le to t he grap evi n e. A grap evi ne wo n 't co me t o
yo u wh i l e yo u 're s i t t i n g b eh i n d
your desk, and behind closed doors.
I urge this not only to take advantage of the grapevine, but as a motivation to get out of the office and to
get a true feel for what is happening in your organization. Listen to
the grapevine and make your contributions to it.
Finally, by listening to what's bein g s ai d i n yo u r grap evi n e, yo u
quickly learn when a false, damaging ru mo r i s bei ng ci rculated. In
this case, take quick action by putting out, through every formal compan y medi um, th e facts t hat wi ll
put the rumor to rest.
You mi g h t eve n us e t h e
grapevine.
■
Mr. Hal f is chairman ofRobert Half
Incorporated, a financial and data
processing recru itingfirm with more
than 100offices worldwide. Most of
(ices are independently owned.

n
I'

T

\ 1

i

PRODUCTIVITY,*
THECONTROLLER'S
ROLE

The controller's tools and expertise can have
a major impact on productivity programs.

BY PAUL BOYD AND MARY M.K. FLEMING

term need to continue producing goods at ever- increasing levels of efficiency.
ore progressive firms have redefined the conManagement negl ected t o set s peci fic pro duct ion
goals, allowing workers to set a pace designed for a levtroller's duties toward planning, interpreting,
el of output acceptable to them but in some cases subevaluating, consulting, and appraising of economic activities. Although still defined as a
stantially below a reasonable standard of output. For
staff position, the controller is able to exercise considerexample, in unst ruct ured work settin gs, such as the
trucking industry or the professions, the quantity of
able authorit y over line d ecisions. Because he is an
the work compl eted deex p ert i n t h e meas u rem e n t of n a s t n p r f o r pen ds p ri mari l y o n t h e
empl o yee's mo ti vati on
ma n s e a n d t h e i n t e r and ability to perform.
p r e t a t i o n of f u t u r e
The lack of support for
implications he has been
thrust into a key role as
feedb ack fro m wo rkers
has been a majo r caus e
American companies atof p rod u ct i vi t y l os s i n
t e mp t
to
i mp r o ve
factories as well as office
productivity.
e n vi r o n me n t s . Oft en
Here we survey a numwo rkers gen erat e i deas
ber of methods instituted
t h a t wo u l d i n c r ea s e
b y man ag emen t t o i n speed or efficiency only
creas e pro duct ivity and
to find that, for one reacite examples of their imson or another, manageplementation and effecmen t rej e ct s t h em an d
tiveness. Our emphasis is
chooses to continue funcon wh at t h e co n t ro l l er
tioning as before.
can do to i mp r o ve
Some managers do not
production.
possess adequate commuThe decline in producnicati on sk ill s to mot itivity can be traced to a
vat e emp l o yees t o p ernumber of causes includfo rm at h i gh level s of
ing disinclination by U.S.
efficiency. What 's more,
corporations to invest in
they may not know what
n ew t ech n o l o gy at t h e
it is that they need to do
same rate as other industo improve the situation.
trialized nations. Much
Top management is often
of t h e American fi rms '
t o o far remo ved fr o m
profit has been used for
day - to-day operations to
int ernal exp ans io n, acrec o gn i ze t h a t t h es e
quisition of other compaproblems exist.
n i es , an d d i vi d en d s t o
Psycho logical factors
stockholders. In effect,
al s o p l ay a s i gn i fi can t
U.S. companies stressed
p a r t in p r o d u c t i vi t y .
short -term goals, without
Often employees generate worthwhile Ideas but manageWhat motivates one emco n s i d er i n g t h e l o n g ment rejects them for one reason or another.
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ployee to work hard may be different from that of another worker. The need for money and fringe benefits
varies considerably from one individual to the next.
Differences in employees' opinions of the importance of
work i n their personal lives, as well as th eir u nderstanding and acceptance of self, can affect their output.

IMPROVINGPRODUCTIVITY

also

here is no panacea to ensure higher productivity.
But experience and research have demonstrated
there are a number of factors that affect workers'
performance. Based on this knowledge, companies have
implemented a wide variety of techniques designed to
increase output in their organizations.
Quality circles have been widely implemented to improve productivity. The basic philosophy underlying
quality circles is that quality awareness through participative management can not only identify problem sitcan as si s t managemen t in so lvin g
uation s but
them. Workers know their jobs best and want to contribute to the success of their employer if they have the
opportunity to do so. The controller can and should
support quality circles by providing cost information
such as the cost of low ou tput, downtime, and "rate
breaking," as well as the opportunity cost of failure to
meet schedules.
Since First National Bank of Chicago completed its
first quality circle training, the morale of the participants has increased greatly.' The employees who were
members of the circles focused on ways of reducing
work loads in order to allow more time for customer
contact and to improve co mmunicati on. As a result,
employees are accomplishing more in a given work day,
they are happier on the job, and their customers report
increased satisfaction with the bank.

BUDGETING
he advent of the computer has revolutionized the
budgetary process —and the controller's role. His
role has changed from a generato r of data to an
interpreter of information. Where once budgeting was
extremely tedious and time - consuming, the computer
has made it possi ble to use sophis ticated budgeting
techniques, such as flexible budgeting, instant revisions, simulations, and mathematical models. Real time systems provide up- to-the- minute actual data.
Changes in productivity can be readily measured. Variances can b e immedi at ely calcul ated and an al yzed,
thus pinpointing the area(s) where corrective action is
needed and the person(s) responsible.
The budget has become a "true" planning and control document for many firms that heretofore had neither the time no r mo netary reso urces to bud get and
monitor performance. For example, a fast food chain effecti vely used a co mputer to pred ict i ts d emand for
each product by day and hour. Management could then
more efficiently plan its variable costs: product ingredients and labor. As a result, perishable food losses were
minimized. Labor downtime was decreased dramatically as employees, many of them part -time, were rescheduled to coincide with peak periods. Graphics of demand
curves and differential profit analysis indicated that
the restaurants sh oul d s tay op en an add iti onal t wo
hours (to midnight) three nights a week and open one
MANAGEMENT ACCOUNTING /SEPTEMBER 1987

hour later on weekdays. These changes resulted in a
15% increase in profits. Such success can be partly attributable to the timely, accurate, and relevant information furnished by the controller.

GOAL-SETTING
reat success in improving productivity has been
attained through the commitment to goal- setting
by management and workers. Latham and Saari
describe a study conducted on unionized logging truck
drivers in the southeastern United States.' The drivers
were not making as many loads in a day as they were
capable of, thus creating an enormous loss in revenues
and profits for the company.
The d rivers' ex pl anati on s for t hei r inefficien ci es
ranged from mild apathy to acknowledging outright violations of company rules. For example, it was not uncommo n fo r drivers to admi t to the research ers that
they frequently pulled off the road to talk to other drivers or to take long lunch hours.
A motivation program for the truck drivers was developed to resolve the problem. First, company managers discussed the necessity for improving productivity
with the union business agents. Next, each week the
foreman of the truck drivers introduced a difficult but
at tai nabl e goal for each dri ver i n terms o f average
number of trips per day from the logging sites to the
mill.
This program d iffered from t raditio nal work standards or management -by- objective programs because
when explaining the program to the truck drivers, the
truck foreman stated that the goals were not production standards. Nor would any negative consequences
occur if they were not met. Their purpose was to challenge the drivers. The weekly goal for each truck driver
was written next to the driver's name and posted on a
bulletin board in plain sight. Every evening the foreman would post the amount of loads delivered by each
driver on the board.
The results of the experiment were better than expected. The average increase for the d rivers was .53
trips per day. Computed on a daily basis for the 39 drivers over the 18 -week goal - setting period, the increase in
number of truck trips was approximately 1,800. Company represen tatives i ndicated that the valu e of the
timber from one truck trip is approximately $1,500. In
total, the value of the increase in trips per truck was
estimated at $2.7 million. Note that part of this firm's
success is traceable to the drivers' awareness of how behavi or affected pro fits —a communi cati on d uty for
which controllers are responsible.

MOTIVATION
ecogniti on and appreci ation are such powerful
sources of work motivation that failure to provide
these incentives to employees can be highly detrimental. When people do not derive a feeling of accomplish ment fro m their j obs, they are not likely t o do
much more than necessary. This awareness of human
behavior has prompted the development of reward systems that provide employees with recognition, appreciation, and other positive stimulation. Motivation controls mus t be adap ted t o fi t each sp ecific si tuat ion.
They are most easi ly used i n jobs th at are repetitive

R
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QUALITYCONTROL
roductivity is inextricably related to quality control. A product must be reasonably useful or otherwise it is worthless. The degree of quality needed i s d etermi n ed by th e p ro d uct . F or ex amp l e, th e
explosion of the shuttle in early 1986 confirmed that,
for this product, there was little room for anything less
than perfection. Since this unfortunate incident, production of commercial shuttles has been postponed. Although somewhat unmeasurable, the cost of the shutdown along with its ripple effect across the economy
has been staggering.
Again, we can look to the Japanese for illustrations
of how once shoddy products were replaced with highly
sophisticated, durable goods. Quality control at strategic points in the production process serve to ensure a
quality product. Use of statistical models generated by
the controller's staff can be very effective in keeping
cost of inspection, waste, and rework low.
e

because this makes it simpler to compare the input and
output by individual workers.
Effective motivation controls were developed by an
aircraft manufacturing plant.' Supervisors in the plant
recognized that the workers needed to be able to measure their own individual output. Accordingly, each
worker was assigned a certain part of the overall job as
her responsibility. The workers then were instructed to
record how long it took to complete their assigned parts
of the total project. This time was entered on a chart
that was posted for all employees to view. Whenever a
worker spent too much time on her portion of the job,
the excess t ime was h ighl igh ted in red on th e ti me
chart.

WORKMEASUREMENT

The charts proved to b e extremely effective in increasing the motivation and productivity of the workers. Within nine months after the charts were started,
the amount of hours spent working on each project had
been reduced by 25% to 40% for most jobs.
It sho uld be emph asi zed th at the charts were n ot
used to punish or reward employees. They were simply
used for employees to compare their output with one
another. If a worker used more than the allotted time
for making her part, the supervisor would know that
more help might be needed.
Instead of using the charts negatively, the supervisors viewed them as a basis for encouragement and assistance. The result was that the workers began to set
new reco rd s i n prod u ct io n vo l ume. The empl oyees
found themselves competing against their own previous records. Anything that caused a slowdown in the
production process became important to the workers to
correct, as it did to the supervisor.
The moral of this story insofar as controllers are concerned i s simpl e: there is more to mot ivation than a
"cold, hard" performance report.
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ncreasing output through measurement of work itself has been proven to be another successful method in raising productivity levels. Successful labor
control programs incorporate realistic standards of performance. A southern textile mill chalked up impressive results through use of a work measurement program combined with a wage incentive plan.' For many
years, the plant had operated under a classical piecework plan for hourly employees and only a limited incentive plan for their salaried personnel. The salaried
pl an h ad beco me i n ad eq u at e becau se o f eco no mi c
changes, operational improvements, and other developm e n t s within t he organ ization. Labo r tu rn over was
over 100% annually, and absenteeism was significant.
An incentive plan was introduced to establish new
motivation, reward the supervisors commensurate with
their performance, and promote a sense of urgency to
control costs within the organization. Several cost improvement factors were incorporated into the plan to
optimize the use of the company facilities and human
resources. Specific steps were taken to improve quality,
reduce absenteeism, control labor turnover and measure the performance of the workers.
The plan for the salaried personnel produced immediate positive results. Because production workers were
interested, the company responded by expanding the
incentive program to cover them, t oo. This plan was
limited to equipment utilization factors, quality, and
safety because any incentive pay would be in addition
to the regul ar pi ecework p ay. Th e res ult was t hat a
new awareness emerged in every phase of the company's operations. Major costs and operational improvements frequently were advocated by the workers. Desp i t e wage in creases, p ro d u ct i vi t y i mp ro vemen t s
reduced costs beyond what had been projected. The savings to the company from these amounted to approximately $200,000. Labor productivity increased considerably, absenteeism was reduced by 50 %, and the labor
turnover rate leveled off at 27% —the lowest in the history of the company.
Work measurement is an especially fertile area for
use of the controller's skills. A high level representative from accounting should be a member of the stanMANAGEMENT ACC O UNT ING /S EP T EMBER 1987

dard - setting team. Part of the record - keeping and reporting functions consists of monitoring standard and
actual costs, analyzing variances, and communicating
results to appropriate individuals. Although responsibility for explaining variances rests with line management, the co ntroll er mus t review th e plau sibili ty of
reasons offered and insist upon a sound corrective action program. Should line management resist, the matter should be referred to top management for resolution. The correction action plan should be time phased
to ensure that progress is being made. Frequent feedback is essential. Often, incentive plans can prevent ineffici encies fro m ari sing in the futu re. Through apprai s al o f t h e i n cen ti ve p l an s , t h e co n t ro l l er can
ascertain if they are based on sound economic theory.

TRAININGANDEDUCATION
S. corporations spend millions of dollars annual ly educating their employees. Thus, the concept of
employee improvement is much like product improvement— making a better product at lower costs. A
bakery realized substantial savings by simply training
its employees to package the "oldest" (oldest being defined in minutes or hours —not days) products first and
by installing a reorder point for each item sold. When
inventory reached a certain level, say, two dozen for
chocolate chip cookies, the clerk processed a reorder
form to the baker.
A large retail ch ain improved cus tomer service by
scheduling a one -hour training session every Friday.
Attendance was mandatory. Three- fourths of the firms'
sales occurred on weekends; therefore, it advertised
weekend specials heavily. The meetings were designed
to inform employees of all advertisements and promotional events; to familiarize employees with goods and
services offered by all departments in order to enable
employees to steer inquiries to the appropriate departments; and to discuss last week's performance, including seeking solutions for recurring problems.
Management b elieves that these train ing sessions
were very effecti ve i n p romo tin g t he i mage th at the
store was a good place to shop.
Training is a challenging area for the controller because its rationale rests on the principle of cost - benefit.
Will the future benefits exceed the costs? Costs, including loss of production during employee training time,
are relatively easy to measure. Benefits are more nebulous and cannot always be estimated accurately. Some
of the benefits might be indirect, such as improvement
in employees' morale as they became more comfortable
with their jobs. Measurable benefits must be brought
back to present value for comparison with cost. Considerable judgment is required when deciding upon an appropriate interest rate. Again the controller's potential
contribution can be highly useful because of his knowledge of financial trends.

U

bor standards by an intriguing approach. In lieu of trying to communicate with 1,100 employees at one time,
the employees were divided into groups of 50. The plant
manager, the personnel manager, and chief industrial
engineer, the area time supervisor, and the appropriate
supervisor attended each meeting. During the first 30
minutes of each meeting, the employees were shown a
short series of 20 slides accompanied by a tape- recorded
talk explaining the time study methods used and the
reasons time standards were considered so vital to the
co mp any. Duri ng th e remain i ng t i me, man agemen t
representatives answered questions. If there were any
questions left at the end of the allotted one hour, they
could be carried over to an additional meeting held at
the end of the first series.
As a result of the meetings, the union withdrew its
objectives against standards and the workers cooperated wit h the time stud y team. Product ivity increased
15%. 6

WORKENVIRONMENT
roductivity can be improved by creating an enjoy able work environment. Management can help to
make work more enjoyable by displaying a positive attitude toward employees and by allowing them to
make decisions. The success of quality circles is due
partly to management recognizing that employees are
able to make certain productive decisions without supervisory help. Managers should encourage communicatio n wit h employees an d li sten to th eir input and
suggestions.
As p art o f th e management t eam, t h e co n t ro l l er
needs to be aware of the state of workers' morale. Much
of this awareness derives from the realization that productivity is not measured in numbers alone.

p

TECHNOLOGY
ew technology has been responsible for millions of
fobs and a dramatic increase in our standard of
living. Consider for a moment the implications of
products such as the automobile, television, and motion
picture camera on the gross national product. Productivity rises as we learn new and better ways of producing goods and services.

COMMUNICATION
ffective communication is essential in increasing
productivity. The controller should never forget
th at accou n t in g is p ri mari l y a commu ni cati o n
system.
A mi dwestern man ufactu rin g firm so lved a major
dispute with employees and their union concerning la-

E
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A circle meeting in progress.
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Better work methods have resulted from technology.
The downside is that considerable manual work was replaced by machines displacing some employees. But
much resentment against machines for replacing human employees could have been prevented if controllers, as well as other top managers, had done a better
job o f commun icati ng to t he pu bli c the b enefi ts of
mechanization and the increase in jobs, in new fields,
as a result of technological advances.

APRODUCTIVITYPROGRAM
et us offer a few practical guidelines for increasing
productivity:

L

1. Each company needs to establish a formalized, company pol icy or p osition on produ ctivity improvement. The controller should provide input, support
the plan, and monitor its progress.
2. Top man agement su pport of t he product ivity program is es sential. Top management as well as the
controller's staff must be committed to incorporating productivity as part of the entire operating philosophy of the firm.
3. Structuring the program correctly is of vital importance. The key individuals responsible for the success of the programs should be specified. A Productivity Steering Committee can be used to organize a
worker output improvement program. The Steering
Committee is responsible for formulating policies for
the administration of the program. It also monitors
output levels during the course of the program to ensure that policies are implemented.
A Productivity Council could be established to
supplement the Steering Committee. This council
would include representatives from each operating
division who would be responsible for managing the
program's effectiveness. Th e Steering Committee
serves as the advisory and approval body for the activities of the Productivity Council. Controller staff
representation on the Committee and /or Council is
desirable.
4. Individual operating unit programs must be coordinated with the overall corporate policy, strategies,
and goals. To enhance this coordination, a Productivity Coordinator would be responsible for conducting meet ings on the subj ect and coordinating the
meetings of the Steering Committee and the Productivity Council.
5. Th e pro gram must be people- oriented and designed
to improve the quality of life at work. If employees
perceive the productivity program as having a positive effect on their environment, then they will be
more likely to respond to the req uirements of the
program in the manner desired. Good relations between company management and its workers are vital to the success of the program.
6. Methods must be chosen to measure output, a difficult process. Questions and disagreement will arise
as to which input factors to monitor, the measurement model to be used, and when and where measurement should take place. Not all employees underst and meas urement s ystems b ut th e co ntro ller
and his staff can do much toward educating employees and alleviating their fears. Simplicity is the key
to acceptance and understanding.
32

Work measurement
is an especially fertile
area for use of the
controller's skills.
Results must be communicated to employees in an
accurate and timely manner. Again, this is an area
for the con trol ler's expertise. E rrors in data will
cause employees to lose confidence in the program
and become alienated. If they receive tangible recognition for effort expended, however, employees will
continue to support productivity improvements.

THECONTROLLER'SROLE
ontrollers need to take an active rather than a passive role in increasing productivity. Effective controllers are visible individuals who perceive themselves as important members of the organization. Note
that such an attitude requires an expansion of the controller's functions. Instead of providing technical competency only, they must demonstrate managerial talents. The ability to communicate and work in harmony
with team members becomes increasingly important. It
is essential that controllers are aware of the behavioral
implications of budgets.
In the context of this challenge, their academic and
experience backgrounds need to be expanded. Today
controllers need concepts from humanities, management, computer science, economics, and general business courses to exercise their broadened responsibili t i es . In ad d i t i o n , t h ey mu s t p o s s es s mo re t h an a
cu rso ry k no wled ge of en gi neeri n g and pro du cti o n
methodologies. A broad - based, five -year accounting
program is one way of attaining such a diversified educational background. Job rotations beyond the accounting department can be effective in broadening the outlook of future controllers.
Rather than limiting themselves to economic events
traditionally recorded on accounting records, controllers must seek out new horizons in order to best serve
their company. Th is expanded role can have a major
impact on productivity because most plans involve a
measurement model or historical accounting data —the
controller's traditional area of responsibility.
■
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Hats at A merican P ro ductivity Center symbolize that productivity ultimately comes from peo ple.

BY GERALD L. GASS,
ROGER BENTSON, AND
GROVER McMAKIN
Certificate of Merit, 1986 -87.

ow often have you heard "I
h ave a u n i q u e j o b wh i ch
cannot be measured "? Well,
there i s no harm in t ryi ng,
and th at is jus t what Un ited S ervi ces Au t o mo b i l e As s o c i a t i o n
(USAA) is doing.
A major premise of productivity
improvement is that by measuring
productivity you can prove that
you have , in fact , improved. While
pro d u ct i vi t y meas u res are co mmonplace in the manufacturing envi ro nmen t , suit abl e produ ctivity
measures for white collar activities
are much more difficult to develop.
This is largely due to the nonrepetitive and qualitative nature of white
collar work.
The Property & Casualty Insurance Division (P &C) of USAA has
had a consistently sound bottom line profit . But when we looked at
t h e "macro meas u re" d evel o p ed
over the past to show the boss what
our productivity was ... Bang! We
sh o t o urs el ves i n t he fo o t! Th i s
MANAGEMENT ACCOUNTING/SEPTEMBER 1987

WHITE
COLLAR
PRODUCTIVITY
How a major insurance carrier tried
to optimize its resources and talents.
measure said our productivity just
di d n o t s t ack u p wi t h o u r o t h er
indicators.
We h ave gro wn rapi d l y to b eco m e t h e six th la rge st pr iva te aut om o b ile in s u r e r a n d t h e t e n t h la r ge s t i n s u r e r of h o m e s in t h e
in s u r a n c e in d u s t r y t o d ay . It
s e e m e d f a i r t o t h i n k s o m e t h in g
m ig h t b e o u t o f k ilt e r in o u r p r o d u c t iv it y m e a s u r e . T h e divis io n

president asked the controller to
ac t as th e pr im e m ove r in ge tt in g a
g r a s p o n t h i s e lu s ive t h in g c a lle d
p ro d u c tivity . He w an te d p ro du ct ivit y t o b e m a n age d a n d im pr o ve d —

no t ju s t meas ured an d rep o rt ed .
The controller saw an opportunity
to go after better productivity and
sup po rti ng meas ures throu gh invol vin g emp loyees i n t he overall
program.
The t ra ditiona l pr od uc tivit y fo rm ula is:
Pr od uc tivity = Ou t p u t
Input
Un d e r ou r m e as u re , ac co un ting
pe op le c ou ld n ot a ff ec t th e ou tp ut ,
wh ic h w a s t o t a l siz e o f bu s in e s s .
A b o u t t h e o n ly w a y a n ind ividu al
33

agemen t. Many co ns ult in g approaches do not address management style.
3. It focuses attention on the effectiveness of actual ou tputs. For
white collar work these outputs
are t ypi call y p ro fes si on al services, either tangible or intangible. Tan gib le services include
published financial statements,
internal reports, and other documents. On the other hand, intangible services include technical
expertise, advice, and actions.

EFFICIENCYVERSUS
EFFECTIVENESS
e h ave p u s h e d t h e wo rd s
"efficiency" and "effectiveness" around quite a bit, so
let's get specific about what we see
in each of them (see Figure 1).
This service orientation and focus on effectiveness avoids many of
the pitfalls of traditional approaches. It stres ses improvement in the
quality and timeliness of white collar activities and ensures they stay
in lin e with the overal l organizati on al o bj ecti ves. Thi s ap proach
also focuses on individual capabilities and thei r co ntrib utio n to the
functional unit with regard to both
efficiency and effectiveness.

METNOOOLOGY
h e Amer i ca n P ro d u ct i vi t y
Center approach consists of six
structured phases:

T
sho pp ing arou nd befo re co mmi tting money and other resources to
this productivity dilemma.
This search led to the American
Productivity Center (APC) in Houston, Texas —a privately supported
national organization for productivity research. APC was on record
as saying that th e product ivity of
white collar workers could be measured, and this was of great interes t t o u s . Also, its metho dol ogy
viewed both effectiveness and effici ency as i mpo rtan t comp on ent s
while other consultants were mostly efficiency oriented.
The USAA long -range business
plan emphasizes productivity, quality, and s ervice ex cel lence. Th is
planning document recognizes that
our productivity encompasses both
34

with other companies. We did not
like the idea of doing a solo bit in a
vacuum, as is done with some consulting approaches.
An o t h er go o d f eat u re o f t h i s
method was that it teaches self -sufficien cy wi th th e pro cess, as o pposed to being a task- oriented, one shot goal, o r... "I'll be back in 18
months to give you another `jump
start."'
Other reason s for choos ing the
APC method included:
1. It tap s the inn ovat ive t alen t of
employees. Where else could you
find people with the "smarts" to
know how they should be measured —other than those doing
the actual job?
2. It emphasizes participative man-

1. Diagnosis: t o cl a ri fy s ervi ce
functions, evaluate productivity
factors, and focus on key issues.
This is virtually a "snapshot" of
what the work unit looks like at
the beginning of this process.
2. Objective: to clarify future develop ment s an d es tabl is h service
priorities. What does an organization try to accomplish?
3. Measurement: to establish measures of the effectiveness of services or functions and to develop
feedback procedures telling how
we meet our business objectives.
4. Service (re) Design: t o mat ch
work done day - to-day with objectives and related measures as
well as t o ant icip ate p oten tial
automation. Reviews may point
to des i red ch anges o r s ervi ce
enhancements.
MANAGEMENT ACCOUNTING /SEP'T'EMBER 1987

5. Team Development: to promote
coop erat ion, mu t u al s u p p o rt ,
and the sharing of resources and
common goals.
6. Tech n o l o g y Pa r a met er s : to
match technology with work, to
gai n emp l oyee accept ance o f
technology, and to improve capabilities. Fit technology to the
people.
USAA followed the basic structured format of t hese six phases,
with some alteration (we believe in
dealer's choice):
1. Th e Te a m De vel o p me n t an d
Techno logy Phases we s aw as
runni ng co ncurrently with the
other four phases. The methodology calls for a sequential step by -step process.
2. We changed so me terms t o fit
our corporate personality:
A. Service (re)Design —we liked
Service Enhancement.
B. Technology Parameters —we
ins tead o pt ed for Techno logy
Considerations.
C. Pi l o t man agers — we u s ed
"LIKE " managers (for Leadersh ip * an d Imp a c t : Ke ys to
Effectiveness).

The employees had
to develop their
own measures —
not the bosses!
sen because they all had excellent
high performance records. This disti n ct i o n was very i mpo rt an t b ecau s e th e go al was t o ch eck t h e
methodology against healthy units
under the rationale that if we could
improve the good units we would
have positive feedback.

Workin g C ommitt ee (VP s, ass istant VPs, and directors) were introdu ced. Aft er t he o ri en tati on was
over, we administered a 91 -question APC Productivity and Effectivenes s Survey. Th is ano nymous
questionnaire covered a variety of
to p i cs : Organ izat io n al C l i mat e;
Managerial /Supervisory Leadership; Peer Leadership; Work Group
Processes, and Additional Key Productivity Factors (Customer /User
Relations, Training and Development, Ergonomics o r Wo rk E nviro nmen t, Technology, Measures,
Quality Emphasis, Innovation, etc.)
The possible answers ranged from
(1), to a very little extent, to (5), to a
very great extent.

STATUTORYACCOUNTING
DIAGNOSIS
e b eg an t h e Di agn o s i s
Phase with a general briefing of the 253 people participating in this process. To demonstrate senior management support,
the president of the division made
introductory remarks and then the
Executive Steering Committee (sen i o r VP s ) an d t h e P ro d u ct i vi t y

or th e accoun ting area an alysis, we interviewed three operational area users, 15 accounti n g emp l o ye es , an d t h e VP ,
st at u to ry accou n ti ng. Th e in formal, confidential interviews consisted of a more detailed series of
questi ons . Thes e q ues tio ns dealt
with t he services provided b y acco u n t i n g , t h e e mp l o yee' s wo rk ,

INFRASTRUCTUREMODEL

FIGURE 1. METHOD COMPARISON AND CONTRAST

he 16 -month pilot testing of
this process was completed in
December 1986. Some preparatio ns were necess ary for es tablishing an infrastructure to oversee
the pro cess. In addit ion, training
and coach ing were neces sary for
th e sel ect ed pi l o t man agers an d
their employees.
The infrastructure model consisted of:

TRADITIONAL
EFFICIENCY APPROACH
ONLY

APC "IMPACT"
EFFECTIVENESS APPROACH
(includes efficiency improvement)

Purpose:
Cost cutting
Reduced overhead

Purpose:
Quality improvement
Innovation
Adoption to changes

Focus:
Individual activities
and practices
Specific problem or
procedure

Focus:
Mission /purpose /direction
Services /outputs
Employee capabilities

Approach:
Technique
Solution seeking an
application
Narrow thrust

Approach:
Adoptable process
Tools to ft services/ outputs
Integrate people, places,
and tools

Implementation:
Consultant /expert
dependent

Implementation:
Management and employee
dependent

Impact:
One shot

Impact;
On -going

T
■

An Executive Steering Committee (th e fi ve seni or VPs of the
division).
• A prod ucti vit y wo rki ng committee (VPs or assistant VPs of
the pilot units, plus other interested parties).
• The LIKE Committee (five pilot
managers, the project coordinator, and four facilitators.). The
rive work units included statutory accounting, operations procedures, underwriting and sales,
po l i cy servi ce, an d p ro p ert y
claims.
These five major units were cho-
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Source: White Collor Productivity Improvement:
IMPACT (Innovative Methods and Plans in ACTion)
A erican Productivity Center
35

communications within the group,
man a geme n t p rac t i ce s , p res en t
productivity measures, ergonomics,
technology, and so on.
We then combined the results of
the interviews wi th the q uestionnaire analysis. This synthesis was
transferred into a "Feedback Document" to be presented by the pilot
manager to his people for consideration, modification, and approval.
The pilo t unit people approved
the Feedback Document with very
few changes. Notice that so far the
employees were having something
done to them —a kind of snapshot
of what the unit looked like at the
st art of t h e proces s. Th is was t o
provide a common base for another
"look -see" at the end of the process.

EMPLOYEEINVOLVEMENT
ow it was time to start getting
emp lo yee in vol vement in t o
the process—the Objectives

Phase. We got the employees to do
something to themselves, which we
called the "enlightenment" phase,
with each person helping to develop a picture of what was happening
in the various areas. In this phase,
each stated his mission or purpose;
obtai ned s trategic direction from
the VP and management team; and
set the objectives for the services
identified in the Diagnosis Phase.
It was a time - consuming phase!
Once empl oyees were involved
and s aw an increase in p articipative management within the LIKE
unit, they were eager to find some
good measures. That was the key.
The employees had to develop their
own measures —not the bosses! If
they part icipated in t he proces s,
then they would "own" and believe
in the measures.
The Nominal Group Techni que
(NGT) is a dynamic tool for developing measures. Suggested by APC,
NGT is a modi fied grou p "brainstorming" session. It has five steps:

EXAMPLESOFACCOUNTINGPRODUCTIVITYMEASURESDEVELOPEDBY
THEACCOUNTINGLIKE/PILOT UNIT
EFFICIENCY MEASURES
(QUANTITY /VOLUME
RELATED)

EFFECTIVENESS MEASURES
(QUALITY /SERVICE
RELATED)

OPERATIONAL ACCOUNTING
NUMBER OF JOURNAL ENTRIES
FTE'S

NUMBER OF DUE DATES MET
TOTAL NUMBER OF DUE DATES

STATISTICS

BUREAU RECORDS MAINTAINED
FTE'S

TOTAL RECORDS SAMPLED
BY SYSTEM
TOTAL DATA ELEMENT ERRORS
BY SYSTEM

RESIDUAL MARKET ACCOUNTING
NUMBER OF REPORTS FILED

TOTAL NUMBER OF
ASSESSMENTS RENDERED

FTE'S

NUMBER OF FINES PAID
GENERAL AGENCY

TOTAL POLICY UNIT COUNT
FTE'S

TOTAL CASH RECEIPTS/
DISBURSEMENTS
AGENCY "UNAPPLIED CASH

FTE's are full -time equivalents, which ore full -time employees adjusted for
overtime, temporary help, and part -time hours.

L
:16

(1) Si lent Generation; (2) Round
Robin; (3) Discussion, Clarification,
and Combination; (4) Voting /Ranking; and (5) Consensus. The success
of NGT depends on the Round Robin st ep. Everyone get s to present
his ideas while allowing no interruptions or comments, good or bad,
from oth ers . Th is b rin gs i n id eas
generated in the seven- to ten -minute Silent Generation steps, as well
as "piggyback" ideas that come to
mind and are jotted down as other
ideas are being listed. Once an idea
is presented and written down on a
large briefin g p ad , t hen t he next
person presents an idea. This process con ti nu es u nt il all h ave ex hausted their lists of original and
piggyback ideas —hence the term
"Round Robin."

MEASUREMENTS
et's look at what this step -bystep methodo logy did fo r our
mea s u remen t p h a s e. B et t er
communicati on, in all directions,
was a big plus coming out of the diagnosis phase. Also, the increased
employee involvement in the various meetings caused a new awareness that they really coul d be invol ved i n t he op erati on s o f their
units.
With the positive attitudes developed by this process —and a lot of
hard work by the pilot manager —
the measu rement ph ase became a
very doable and exciti ng time for
the emp loyees . The results speak
for themselves: the Operational Accounting pilot unit employees came
up with 10 3 meas uremen t id eas.
No t b ad fo r wh i te co ll ar peo p l e
"wh o co u l d n o t b e me as u red "!
Granted, there were a few "off -thewall" ideas, but on the whole it was
a very serious and thoughtful effort
in attempting to set measures.
The various task groups are still
t es t i n g t h e s u gges t ed meas u res
with the goal of selecting four to six
usefu l p ro ducti vit y measu res for
each u n i t . Th es e meas u res t h en
wi l l b eco me a "F a mi l y o f M easures" with variou s mathemati cal
"weights" assigned to each quantitative and / or qualitat ive measure
in the family. Remember, the added emp hasis of t his method is on
service and qual ity which encompas ses ti mel i n es s an d effect iveness —along with efficiency. We are
looking for a family that can mea-

L
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H ow t sharpen
ours preadsheet
Two products from Microtek solve your spreadsheet problems.

The NEC MultiSyncIM
Monitor and Video
7 VEGA Deluxe ""
EGA Card
Two products that sum up to value no
matter what spreadsheet you're constructing.
The dynamic NEC MultiSync Monitor.
Intelligent. A great performer and fully IBM
PC/AT PC /XT and look -alike compatible. See
what you're printing, with all 132 columns
on a single screen. Used with Video -7's
VEGA Deluxe turns lines 37% sharper (up tc
640x480 and 752x410 pixels). Colors 37%
more brilliant. Reduces eye strain by 37 %.
Making the EGA standard 37% better than
ever before.

Performance —
Guaranteed!
The great part about the combo is that
VEGA Deluxe supports all the major industry
graphics adaptor standards — the MGA,
CGA, HGC and EGA — or Video 7 will fix it
or refund the purchase price of Vega! And,
you'll be glad to know that this Microtek
Combo can be used with Lotus 1 -2 -3 and
Lotus Symphony"'.
Call Microtek now for complete
information on this extraordinary value.

MI'CRO«<Inc.

Caij Microtek today.
1- 500 -367 -6933

"Bringing you the value and technology of tom orrow . today"

Microtek West, Inc.
1840 4 1 st Street Suite 101
Caprtola. CA 95010
408 -476 -341 1
-

Microtek Central, Inc.
1 000 E State Parkway Unit 1
Schaumburg, IL 60173-4520
312- 519 -1970
1- 800. 654 -8642
-

Corporate Headquarters
1 1878 Market Street
Livonia. MI 48150
313.464 -21 1 1
t -800. 367 -6933

Microtek East, Inc.
1 129 North State St.
Syracuse, NY 13208
315.474.3535
1- 800 - 328.1800

HOWTORUNAHARDDISKSYSTM
WITHOUTTAPEBACKUP.
Microstreamer. Combine that selection with flexible, fast
software and compatibility with such networks as Novell.
The result: outstanding performance with IBM PC XT, AT,
and PS /2 computers and compatibles. Plus, Cipher backs
every sale with a two -year warranty and six-month express
warranty exchange program. *
Best of all, Cipher's reseller program offers
all the support and service to build your tape
system sales.
To learn more about the Cipher
Advantage for resellers, uncross your
fingers and use one to dial
1- 800 -4- CIPHER.
cygymor

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.
Cipher's line of tape backup systems offers
dependable security for that important data.
Choose from 1/4 inch 25MB, 60MB and
125MB full or half height, internal or external
drives, as well as 1/2 inch GCR and

CIPHER5400TAPEBACKUPSYSTEM.
*If your Cipher drive fails to operate within the fast six months of use, Cipher will replace it.

T
asyWith
Instant AccessToYour IBM "Minicomputer.

MadeEasv

HardDecisions.

Good business decisions are based on proper and timely analysis of the right information
... information stored on your centralized IBM System /34, 136 or /38 minicomputer.
Now, with AST's connectivity solutions you can quickly and easily connect any
IBM or compatible personal computer to your IBM minicomputer.
Use your PC as a terminal to access minicomputer data. The AST connection

lets you use your PC as a terminal. And run all your standard minicomputer software
applications through your PC.
Yes, 1 want to know how I can use my PC to access
Use your PC to manipulate minicomputer I my IBM minicomputer!
data. You can transfer minicomputer data to your

I

I
Name

PC with the software AST includes or use other I
standard file transfer packages. And with the
computing power of your PC, you can manipulate I
transferred data using your favorite DOS applications, I
like 1 -2 -39 Symphony8 and dBASE®
AST makes it easy and cost effective.

I

T it le

Company
Adams

I c7Tyfstatemp
'Nephone

Whether your minicomputer is local or remote. Or I I have an IBM System (circle one)
you're in a local area network or cluster —AST has a i 34 35 38
solution to connect your PCs to the rightinformation! Send To; AST Research, Inc.
Call now for more information (714)
863 -1480! Or send the coupon to AST

I

L

2121 Alton Ave., Irvine, CA 92714 -495
Attn: M.C.

———————

A S T I r o & k * � mn rt o W w . Ww k k –!n Emp e a l l :" I S M " M b M c F - B M a G : 0 2 0199 9119: he CknndnMM-416A W ML AS7'and ASllago ng uh -d tm k w a rh so f
ASr &smttk lnt. ISMtgilflewdtmde n rk of lnkrn honal Bsusnm Mathtna Cmp. J-2 -3 and
dBASE r g x k W h - d r n 4
of Ashton-Ihk. Coyynght t i M A S T & - . h , Mr. Ali r ghu res d

ASr.
RESEARCH INC.
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Stretching
The Boundaries
Of Personal Computers

Control and productivity are two of
the payoffs for those who cross the line.
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Choosing The Right Spreadsheet
A software roundup points out what's new and different.
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Is All Ready For Accounting?
Dozens of expert systems are waiting for your advice.

Cover Photo: Henry W olf

Accounts

Receivable Invo

Add A Customer During Invoicing

Designed For your PC by people with

L-.xperience in over 30,000 accounting
installations,
We've taken advantage of the latest hardware and prorrdmmingt, technology
gv to briog
you a lightning fast fulh integrated system
of accounting
k modules.

a \etv Generation of Accounting

r---------------------------

; Preview the View!
if Send $5" along with this coupon to

; Systems Plus, Inc., Attention: Preview,
t Name
tt Address

Double Entry"t uses the windowing
concept extensive,; making your access w
key information fast and easy, No more

; City
1 phone
;

se trthing through stacks of paper, its as

10

clo se as a keVS tro ke.

;

Double Entry
a self running
interactive "
AFor
,b'eu/
yell,ofilccounting .

the

i
t
1 demo and sample reports book,
adjacent coupon and $5-00 to:
1 Sy
3'ste m s Plus, Inc.'

State

t 500 Clyde Avenue

;
—

Visa /Mastercard ❑ ❑Check❑enclosed
Number
Exp.

Mountain 1 ien CA 94043
415/969/7047
1
t

I

System Requirements:
IBM PC / \V or Al" or IBM compatible K-WS'"
or MS-DOS- operalirIgrystem, 256K internal RAM
memory and hard disk. A printer capable of printing

Ideal for the first time or experienced
1 -1r❑Kb,❑ Mralimltal ow, onyaS: 5cemca i(mrdsymu
user. Either wav we offer 90 -days of free tole- i first❑P-nh—
1
phone support.
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A Joint Venture
W

en we look back on this decade, we will no doubt cite the computer
revolution as having had significant impact on our businesses. This is precisely
the focus of the cover story of this special supplement to Management
Accounting.
The supplement, Business Solutions, is
the product of a joint venture between
Management Accounting and Computer
Reseller News, a weekly
newspaper for the computer in dust ry. As you will
see, the revolution in compuier use is not near its

saturation point; rather,
the management accountant's use of the computer
is certain to escalate.
Many of us use PCs and
the appropriate software

such as budgeting, financial analysis, financial
planning and modeling,
word processing, and a
host of accounting applications. But we are just beginning to realize the full potential of the
computer in solving business problems.
That's what this supplement is all
about. Business Solutions will introduce
you to new applications on the cutting
edge of technology such as three- dimensional spreadsheets, expert systems, and
knowledge -based systems. You will learn
how you can use the computer to produce spectacular graphics, consolidate
worksheets, solve simultaneous equations, and, in general, increase
productivity.
Learn how other companies — perhaps
your competitors —are using the computer to their strategic advantage.
Take the case of Shawn W. Bryan, vice
president of finance and administration
at Cabot Farmers Co- operative Creamery in Vermont, who has dubbed the productivity- enhancing capability of PCs a
"force multiplier." An outspoken advocate of PCs, Bryan uses them for everything from prototyping to cost
accounting.
Or consider controllers, such as Terry
Finn of Varco- Pruden Buildings, who
have discovered that less is more; by reSEPTEMBER 1987

placing mainframe systems with PCbased accounting systems, Varco gained
added flexibility and more control over
its accounting procedures.
Bill Grieshober, controller for W elch
Foods, credits PCs for enabling Welch to
be first to market with squeezable jellies,
thus putting the competition in a jam.
Grejshober is proud that his cost accounting department was the first in the
company to recognize
the value of PCs three
N g
years ago.
Dave Burgoon, information services director
for Lincoln National Insurance, found out that
artificial intelligence can
be a productive partner.
He uses a PC -based expert system to help the
company explore potential corporate
acquisitions.
Steve Morelli, general
manager of financial
planning and control at
Heinz USA, who is unabashed about being strictly a Macintosh man, enjoys the
productivity gains that the easy -to -use
Macintosh provides for budgeting, forecasting, and financial analysis.
And finally, W . N. Burdick, manager of
computer systems for William Blair &
Co., claims his use of PCs has gone beyond productivity. He swears the job of
producing a weekly 300 -page investor's
report just couldn't be done without PCs
and laser printers.
There's something for everyone here.
Perhaps you'll find the solution for your
company or practice. Welcome to Business Solutions.
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CALLTHISNUMBER

800247-1212
AMTEL can put together accounting solutions that will help
you crunch out numbers in record time.
Are your accountants still pushing
pencils ... or relying on a system
that does only half the job?
If that's the case, AMTEL can

help.
We're an authorized AT &T Value
Added Reseller. Working closely
with you, we can help design a computer system solution that can help
you take better care of business
matters.
Whether it's a problem of time
(or the lack of it) for client consultations, or one of getting instant
access to critical information, ATGT
will solve it—with accounting system solutions that can be customized to speed you through your day to -day tasks without ever
disrupting your normal routine.
It'll put time back in your hands
by doing everything from increas-

ing the productivity of individuals in
your accounting department to
integrating your practice's client
accounting functions to practice
management.
We'll work with you to put
together a customized, fully expandable computer solution from

i

AUT's complete line of products.
And remember, AT&T equipment is
compatible with components from
other manufacturers.
For solutions you can count on,
return the coupon... or simply call.

0 Yes, tell me how you can help
me save time with numbers.
Mail to: AT&T, P.O. Box 45038,
Jacksonville, FL 32232 -9974.

1800 247-1212, EXT. 878
9

0

Title

M

Company

I
City
& T

AT

State

Zip

An Authonzed Value Added Reseller of AT&T

RusinemPhone No.

I

878

An Accounting Asset
PC use is on the rise but there's room to grow.

H

ave management
accountants reached the
point where they can no
longer work without a personal computer? According to the latest National
Association of Accountants

(NAA) survey, 85% of all
NAA members use person-

al computers, up from
60% 18 months earlier.

Correlates With
A"
25 y C U r S o ld

35 y ear s old
45. years..oldc

Management Use
However, personal computers have certainly not
saturated the management
accounting market. Only
47% of middle managers
use personal computers on
a regular basis, and they
overage less than five
hours per week working
on them. Not surprisingly,
the age of these managers
correlates directly with

IV

their use of personal computers: The younger the
manager, the more he or
she uses a PC. Such figures indicate that PC use is
certain to escalate.
Ap p l i c at i o n s
Middle managers who use
PCs regularly are sophisticated users. Their software
applications include
spreadsheets, general ledgers with financial statements, budgeting, tax return calculations, business
statistics and financial
analysis, financial planning and modeling, and
graphics. They also delegate much of the computer -based work to their
staffs who use personal
computers for applications
such as word processing,
accounts receivable, accounts payable, payroll
and personnel records, inventory control records,
database systems, and external databases.
The top five applications
are: spreadsheets (71 %),
budgeting (48 %), business
statistics and financial
analysis (47 %), word processing (46 %), and finan-

cial planning and modeling (40 %).

Software
Some markets, such as financial analysis software,
have clear leaders. According to an Information
Center survey conducted
by Computer Intelligence
Corp., a Lo Jolla, Calif. based market research
firm, Lotus Development
Corp. commands a substantial portion of the installed base of PC -based
financial analysis software
packages. Including VisiCalc, which was acquired
in 1985, 71 % of the inP
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rinancial Analysis Packages
Installed vs. Planned
Other
Lotus
1 -2 -3

Lotus
1 -2 -3

Symphony
Multiplon

N

Other '
Goldenoote

t3

Source: Computer Intelligence Inc.. 1987 Information Center
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stalled base belongs to
Lotus.
Slightly more than 61 %
of the respondents plan to
purchase additional personal computer software,
and plan -to- purchase
trends show a break from
the heretofore near -total
dependence on Lotus; apparently cost- conscious accountants will stray from
the leader if clearly perceived benefits exist.

Hardw are
Not surprisingly, IBM
PCs are the most common.
Slightly over half of the
NAA survey respondents
plan to install new or upgrade present systems.
Software trends suggest
management accountants
will closely examine the alternatives in today's competitive hardware
market.❑
BUSINESS SOLUTIONS A9
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GIMYOUSO

TU RBO
WAB
C AM
KENGINES.
With Orchid's family of turbos, you
can get the performance you bought
a computer for in the first place. Lightning spreadsheet recalculations. CAD
screens that regeneratein a flash. And
large data bases that sort without
putting you to sleep.
ORCHID'S TURBO FAMILY
T,,,VL
786
Host
Com ller
Referem'
Speed
Atce)crnror

AT

3xXT

6.5x XT
CO Pressor
IOMHZ
80286
1oT2M5
EMS

80286
8K
Cache
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RAM
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386
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CPU
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65 %SPEED
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80386
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PCturbo 286e

let 386

GETTHEEDITOR'SCHOICE:
TinyTbrbo 48V
The Tinybrbo 286" supercharges
your XT to run three timesfaster.Yet
it's so small it takes up only half a slot
in your computer. Just two reasons
whyPCMagazine named it the
Editor's Choice.
TinMrbo 286 gives you a high level
of compatibility. So you can run software like Lotus and windows —with EGA
graphics, EMS memory, or networking
cards —at AT speed. You can even go
back to your PC's regular 8088 chip,
which remains in the system, g' !ving
you 100 % hardware compatibility.

The PCturbo 286e is also a powerful tool for developers and systems
integrators. With features like an
optional 10 -MHz 80287 math chip, and
coprocessing software for concurrent
foreground /background tasks, the
PCturbo 286e lets you build minicomputer -like performance into standard PCs
MOVEYOURAT UP TO386
HORSEPOWERNOW:
Jet 386:'
Take a look today at the price /performance leader in desktop computing:
the Jet 386" Depending on the application, its up tothree timesfasterthan
an AT Andtu*e asfast as some high performance minicomputers.Yet you
don't have to buy an expensive 386 based computer to get this kind of
horsepower.
More importantly, the Jet 386 uses
next generation technology, the 80386
microprocessor. So you can run all of
the current software for the AT now,
and 386 software too. Add
a Jet 386 to PCturbo 286e:

your AT today,

6.iTimeN.k-TS'pred

and you can
extend the
life of your
investment —
for a fraction
of the cost.

Jet 386:
•i Miles

ADDAWESOMEPERFORMANCE:
PCturbo 286e."
For power users, the front runner
today in accelerators is clearly the
PCturbo 286e" It revs up to6.5 times
faster than an XT, or up to 2 times
AT speed —givingyou the world's
fastest screen 110. Plus the PCturbo
286e comes factory equipped with 1
Megabyte of fast RAM, expandable
to 2.

3xAT

6.5xXT

3xXT

FROMTHECOMPANY
THATSTARTEDITALL.
Orchid introduced the first turbo for
PCs, and has since become the number
one supplier of PC accelerators. For
details on our full line of accelerators,
graphics, networks and multi - function
cards, call (415)683.0300
today. Or contact your
local dealer.
T.rryTurbo M& PCturbo 286e andJet386 ore
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Stretching the
Boundaries of
Personal
Computers

B y Robert L. Perry

Management accountants discover there's more
to PCs than meets the bottom line.

T

e movie Star Wars took America by storm
when it flashed across the silver screen in 1977;
thousands lined up to buy Darth Vader Halloween costumes, and everyone knew the catch
phrase "May the force be with you." The first
personal computers also debuted in 1977, with
considerably less fanfare. However, a decade
later the cultural impact of PCs on management
accounting has far overshadowed the cultural
impact of Star Wars.
The PC has come to play a more expanded
role than originally envisioned. Personal computers are no longer the exclusive bailiwick of
computer specialists and experts. With PCbased tools, CFOs, controllers, and management accountants are extending the scope of
their accounting, budgeting, analysis, planning,
modeling applications. Because these tools
are easier to understand and use than they were
a decade ago, a real payoff— increased productivity —has resulted. And, when it comes to
cutting costs, PCs have proven to be real dollar
stretchers.

M

May The Force Multiplier Be With You
"The key thing about the personal computer is
that, as a productivity enhancer, it acts like a
'force multiplier.' You and the people in your
department can do significantly more and better
quality work. It dramatically increases the
amount of work accomplished while reducing
your personnel requirements," says PC advocate
Shawn W. Bryan, vice president of finance and
administration at Cabot Farmers Co- operative
Creamery Co., a $60 million organization in
Cabot, Vt.
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The PC is not a mysterious machine, although
many controllers and accountants continue to
regard PCs the way jungle natives regarded
gifts proffered by European explorers —with naive fascination and a good deal of fear and suspicion. Bryan says a PC is no more and no less
than a "better hammer that you make available
for yourself and to your people."
Overcoming Fear Of PCs
According to an anonymous management accountant in a $300 million corporation, "We
have 25 people in our accounting department
and several PCs, yet we still manually produce
our financial statements. Our controller has a
very strong fear of PCs and cites budget reductions and concern over data security as reasons
to avoid installing more PCs."
Bryan offers a simple solution: "You overcome fear by doing and showing. I see a task
that I know I can do better on the PC, and I take
the initiative. If I produce an accurate, timely report with the information that our executives
want, I build their confidence in micros." In fact,
he used a PC to work himself out of his first job
at the company —and into a better one.
Bryan adds that managers can use education
to help their employees overcome their fear of
PCs. "We sent several people to community college courses, and we consider that a wise investment. But before you do this, make sure that
you keep their knowledge within the corporation
because it becomes a part of your competitive
advantage." Avoid losing the knowledge when
you lose an employee by implementing cross training and knowledge sharing.
BUSINESS SOLUTIONS Al 1

Practical Benefits
As Bryan and the anonymous accountant indicate, the practical benefits of micros far
outweigh uncertainty and the investment needed to automate your accounting department.
Bryan and Timothy J. Lee, National MCS personal computer coordinator for Price, Water house's New York national office, list these sev
en uses:
Calculator Extension. The simplest way to ac
true benefits —and make a case for the PC —is
by using it as an extension of a calculator. Use
it to do spreadsheets automatically, store repet.
itive figures and formulas, and execute function
faster than even the most powerful calculator.

PC's Credibility Builds At
Varco- Pruden Buildings
At first Terry Finn was
skeptical. "A PC -based
system won't work because it can't handle a
business the size of Varco Pruden. We are the second
largest manufacturer of
pre- engineered low -rise
metal buildings in the
country," says Finn of the
$300 million Memphis,
Tenn. -based Varco- Pruden
Buildings.
Controller of the company's St. Joseph, Mo.based profit center, Finn is
in charge of switching it's
accounting operations
from a mainframe to a
personal- computer system.
The Missouri profit center accounted for $32 million of Varco- Pruden's
sales last year.
Varco - Pruden's move
was motivated by the need
for tighter control. Because
the company is primarily
engineering driven, Finn
was frustrated by the fact
that the engineering departments had top priority
on the company's Memphis mainframes. Finn
didn't appreciate having to
wait days for his month end closings while the engineers used the computer;
he wanted more control
over his accounting
procedures.
Earlier this year, Finn selected and installed Costa
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Mesa, Calif. -based State
of the Art Inc.'s M *A *S 90
general ledger, accounts
receivable, and accounts
payable application modules on his personal
computer.
Finn's early skepticism
has been replaced with
belief after working with
the package. "The system
was extremely easy to
learn and use," Finn says.
"Our accounts payable
clerks were able to easily
build their vendor files and
start working right away."
Finn also likes the flexibility he has gained. "We
can now write our own reports with the software's
report- writer module, and
we dump our files to a
dBASE program and use
that program to generate
reports, such as our aged
accounts receivable. The
savings we gain are in the
computer time we save by
shifting the processing
from the mainframe to the
PC."
Finn says his profit center is the company's test
center for personal computer -based accounting
systems. If everything continues to go well, the other
four profit centers will
soon convert to PC -based
accounting systems.
— Robert H. Blissmer

Henry Woll

1 Analytical Tool. As Bryan says, "Using PCs to
do all of our cost accounting rather than a
mainframe is for more effective and less time consuming."
Productivity Enhancer. The "force multiplier"
effect pays dividends when you put an end to
manual, repetitive, labor- and time - consuming
tasks such as re- keying data and doing reports
and statements by hand as well as improving
the accuracy, reliability and timeliness of your
reports. You can sharply increase the amount of
work your staff does each day.
Ci Money Saver. Many controllers say they have
eliminated positions and sharply reduced employee costs with PCs. Bryan says, "You can
easily show that with a single PC, you can eliminate an existing or potential new position. Or
you can fulfill a function with one person and a
PC instead of two people."
More importantly, notes Lee, "A PC saves
your most valuable, irreplaceable asset: your
professionals' time."
Perhaps the greatest dollar savings, Bryan
adds, stems from shifting part of the processing
burden from the mainframe to the PC. "If you
extend the life of your mainframe, you can save
hundreds of thousands of dollars." If you develop your own PC applications, you save MIS programmers for corporate -level projects.
Mainframe Productivity. One important benefit has nothing directly to do with PCs. You can
"raise the level of expectations" on the
SEPTEMBER 1987

Despite their enormous benefits, PCs are not a
panacea for accountants. Bryan warns against
relying on poorly organized data based on
false assumptions solely because the information comes out of a PC. He notes, "I must approve all decision - making models before anyone runs them. And we are moving away from
packages such as Lotus 1 -2 -3 and toward self documenting packages such as Javelin so we
can improve controls."
Plan For Success

will

Simply dumping PCs onto your staff's desks
without preparation can harm employee morale
and reduce productivity. Horror stories are legion, but you can avoid the worst and aim for
the best with the proper planning.
In many cases, PCs are brought into accounting departments haphazardly. At religious -book
publisher Thomas Nelson Inc., for example, several vice presidents first put PCs on their desks.
The staff of Controller Duane Wray had been
running back and forth to the executive suite to
use their PCs for spreadsheets. When he saw
how much time the staff saved, he bought several PCs for his department, and the staff continued to increase its productivity.
This "method" can work, but Lee maintains
that you may get for better results in the long
run with careful planning. Bryan describes one
key requirement and Lee lists five key steps in
implementing PCs successfully.
First, Bryan says, you need someone who
act as "father, brother, mother, sister, and confessor-" and act as the department's information
resource. Almost every successful PC installation
has someone championing the cause.
quality of mainframe software, notes Bryan. As
accountants learn how PCs work, they become
more demanding. They ask the MIS department
questions like, "If I can do this on my PC, why
can't you do it on the mainframe ?" A computerliterate staff, he says, keeps MIS on its toes.
LJ Applications Prototypes. PCs can also help
relieve programmers of some of their burden.
Bryon used PCs to develop a prototype accounting system for the Cabot Farmers Co- operative
Creamery's new mainframe. With PC packages,
his department perfected a framework for the
new system. He gave the framework to the programmers, and they, in turn, put the applications
onto the mainframe. This saved months of work,
and put control of the application into the user's
hands.
❑ ❑Tighter,❑More❑Timely❑Control.❑In❑companies
with❑distant❑plants❑or❑branches,❑coordinating❑—
without❑necessarily❑directly❑connecting—❑micros
and mainframes enables controllers to better
manage distant operations. Lee says, "One client uses strictly compatible PCs for their plant
accounting. Some plants communicate from their
PCs to a headquarters PC; in other cases, the
staff swaps floppy disks back and forth. Headquarters staff converts the PC files to mainframe
files and avoids the cost and difficulty of long distance communications."
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How To Implement PCs
Next, follow Lee's five -step procedure:
1. Assess your needs, particularly the volume
of❑your❑transactions❑in❑your❑"GLAPAR❑"—❑general ledger, accounts payable, and accounts receivable❑—and❑the❑storage❑and❑processing❑capacity your system will need during the next
year as well as three and five years hence.
2. Choose PC technology based on those requirements for volume capacity and processing
time. Let these capacity requirements and additional functions such as spreadsheets, word processing, etc., determine the rate at which you expand. Don't overbuy; tightly schedule when,
how, and for how long your employees use the
PC each day.
3. Do thorough pre - implementation planning
with a methodical and controlled process. As
Lee notes, "Treat this period just like a baseball
team uses spring training 10 get the players into
shape for the season."
4. Use training time to achieve real results.
Use temporaries for data entry into the new system, and let your staff edit and correct batch reports. Train your staff when you load and reconcile beginning balances to give them hands -on
practice and make the best use of limited time.
S. Don't expect overnight miracles. ProductivBUSINESS SOLUTIONS A13
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There are accidents waiting to happen inside every PC.
Your hard disk can crash. Operating systems can
hiccup. Then there's the most error -prone component

of any system —the user.
To protect yourself against data loss,
get an ArchiveXL. The ArchiveXL is a
data backup system specially designed
for the IBM PC, XT, AT and compatibles,
as well as the IBM Personal System /2
product families.
With the ArchiveXL, you can safeguard all the data on a 40MB hard disk
in just minutes ... and with just a few
keystrokes. For added convenience,
you can easily program the ArchiveXL
to perform routine backup at a set
time each day, automatically.
t
All this protection takes up precious little space —even as little
as a 3.5 inch floppy disk drive. And
theArchiveXL system is completewith

everything you need for maximum data protection —
including Archive's QlCstream'M utility software.
One final thought, the ArchiveXL is based on QIC -40,
the tape interchange standard for data
compatibility That's a big Archive extra.
Archive and your local computer dealer
have teamed -up to make tape backup
affordable for everyone. Find out how little
it costs to protect your data investment
with an ArchiveXL. For the dealer nearest
you, call toll -free 1-(800) 237 -4929.
Sure. I want to know more about the ArchiveXL. Pease send me ar
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ArchiveXL information kit ASAP
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Mail to: Archive Corporation
1650 Sunflower Ave.
CostaMesa, CA 92626

CORPORATION
C 1987 kdv* Corporation. Archtae %L n a Iradenwk M Archive rarWatm IBM s a had —rk M IMematawl Business Mxh,nes.

ity gains may come slowly because you should
be running your manual and automated systems
in parallel for two months, and it takes time for
your staff to reach a productive level of
operation.
Once you have implemented your system, you
can broaden your applications as fast or as
slowly as you want. Bryan notes, "It usually
takes about two years for companies to become
thoroughly automated. The applications grow in
spurts, then they reach a plateau, then they spurt
again, and so on." Lee adds that companies
can smooth their progress if they identify their
"critical success factors." Identify what you must
do extremely well to succeed as a business and
then look for ways to use micros to improve

those tasks. One oil company uses PCs to do
"instant" cost accounting at its refineries. Within
minutes, the managers can decide whether or
not to continue refining, reduce capacity, or shut
down, saving millions of dollars a year in excess inventory. Such decisions used to take
days.
In many large corporations and accounting
firms, CFOs, controllers, and managing partners
are stretching the boundaries of PC applications. They need sophisticated yet economical
tools that give them a strategic advantage. Inexpensive personal computers, whether freestanding or linked to mainframe networks, are the
tools with which your staff can build a critical
advantage.Cl

PCs Help Welch Put Competitors In A Jam
"In a market as tough as
ours, a quicker introduction is very important and
often means the difference
between success and failure," says Domenic Mon temurro, manager of cost
accounting, at Welch
Foods Inc., Westfield, N.Y.
Montemurro's 11- person
cost accounting department, which plays a vital
role in new product development, has found an advantage that helps the cooperative get to market
first with "hot" new products. That advantage, of
course, is the personal
computer.
Montemurro says, "We
are constantly analyzing a
steady stream of requests
to estimate the costs and
profitability of new products and extensions to
product lines. Doing these
cost analyses with a calculator is very, very cumbersome. Setting the estimates
up on the PC saves a tremendous amount of time."
Montemurro cites the hugely successful Welch's
Squeezable Jellies and
Jams product line as a
prime example of his PC's
essential role. "Prior to the
introduction, we had to do
dozens of costs analyses
with the PCs. I'm sure the
PC was instrumental in getting the line to market
much sooner, probably
weeks sooner, than it
would have been if we
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hod done them manually.
And we did more extensive analysis, produced reports in a more timely
manner, and delivered
them faster than we otherwise could have."
He notes with pride,
"We were first to market
with a squeezable line, although we had heard several competitors were researching a similarproduct."
Montemurro's boss,
Controller Bill Grieshober,
points out that cost accounting was the first department at Welch Foods
to both recognize the value of and take advantage
of the PC more than three
years ago.
Despite the staff's accomplishments with PC
technology, Montemurro's
department has only one
PC for its exclusive use.
"There is a room right next
door with two more PCs
that we have access to,"
he says, admitting that his
staff monopolizes the
room. "When we are very
busy, we may have five
people from the department scattered around the
building using PCs."
Welch Foods certainly
gets its money's worth
from these PCs. Monte murro says that, on overage, his staff uses PCs for
40 to 60 hours a week. Beside new product analyses,ihe biggest job the de-

partment faces is the
annual budget reviews for
the manufacturing plants.
"We are responsible for
reviewing more than 2,000
accounts in each plant. Prior to PCs, many of these
accounts were not looked
at in depth," Montemurro
says. "Now year -to -year
comparisons and trend
analyses are very easy.
We can more readily identify misspending and budgeting mistakes. We probably save the company
hundreds of thousands of
dollars a year with our
ability to analyze these
complex budgets more
thoroughly."
Grieshober adds that
Montemurro's staff coordinates its budget analyses
with his office's plant and
company budget process.
"We do all of our plant
budgets on PCs. Each
plant accountant has a PC,
and we swap disks with
each one during our
month- to six - week -long
budget process."
Despite their value, PCs
at Welch Foods do not
change the basic nature of
the accountant's job. Rather, Montemurro says, PCs
allow him to do more and
better quality work.
There is no doubt that
the use of PCs in accounting helps Welch Foods put
the squeeze on its
competition.
— Robert L. Perry
BUSINESS SOLUTIONS A15
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Choosing
The Right
Spreadsheet

Marvin Bryan

A trial balance points out what's new and different.

W

hout question, the spreadsheet program was the tool that converted thousands of
accountants into personal computer users. These
programs, such as VisiCalc and Lotus 1 -2 -3, met
the budgeting, financial analysis, business statistics, financial planning, and modeling needs of
management accountants and financial
managers.
It should be no surprise to anyone that 1 -2 -3
is by far the number one installed personal computer spreadsheet package. But if you now use
1 -2 -3 are you set for all time? And should 1 -2 -3
be the automatic choice for novice users? Perhaps. But technology and the competition never
stand still.
Today, a variety of vendors are pushing
spreadsheet technology for beyond simple computerized versions of the accountant's paper
worksheet. In some cases prices are dropping.
In others, vendors are waging feature and function wars. If you're in the market for a spreadsheet, analyze your needs, then shop around.
The choices available may surprise you.
,, I' ,}

1 -2 -3:
A Familiar Figure
There are several advantages to 1 -2 -3. Many
accountants are already familiar with it. It's
powerful and proven. And there are a host of
other products that Lotus Development Corp. of
Cambridge, Mass., and other companies have
developed that work with it, providing functions
as varied as word processing, goal solution,
and automatic checking of electronic mail.
Disadvantages depend on the circumstances
of the potential user. There are some capabilities that 1 -2 -3 simply doesn't provide or provides in a less useful form than competitors —
lack of support for a mouse and rudimentary
graphics capabilities, for example. If price is an
Alb BUSINESS SOLUTIONS

issue, consider that at $495 1-2-3 is relatively
expensive. There is no network version, and the
program is copy - protected.
Some of its potential problems are solved by
another program from Lotus —the natural language interface called Hal. Although this additional product adds $150 to the cost of using
1 -2 -3, Hal will save time, and time is costly too.
For example, Hal can be told to "add all columns," and in a second or two it will automatically enter the necessary formulas to accomplish
this task and even draw a line above each cell
in which a total is to appear. The Graph command creates a graph with the row and column
labels identified. Consolidation is as simple as
telling Hal in plain English to link two worksheets.
But there are limitations. If you need a giant
spreadsheet, you may run out of memory in
1 -2 -3. If you want spectacular graphs, you'll
need to buy some special graphics package
such as Lotus' own Freelance Plus. If there are
worksheets from many divisions to be consolidated, you'll need a utility like XYZ:Consolidate
from Wellesley, Mass. -based Intex Solutions Inc.
in order to complete the chore in any reasonable length of time. Even with the help of Hal,
1 -2 -3 can become awkward to use in a consohdation, especially if you want to look backwards and examine the data that supports the
master spreadsheet from which it came.

Boeing Calc:
Adds Dimension
An interesting alternative to the 1 -2 -3 /Hal combination is Boeing Calc from Boeing Computer
Services of Seattle. It provides a three- dimensional spreadsheet that is not based on the concept of keeping the entire spreadsheet in memory while it's being used. Boeing Calc uses
SEPTEMBER 1987
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are LAN and mainframe versions available.
For those who need to produce spectacular
graphs, a stand -alone accessory called Boeing
Graph is available. The program is a new color
version of Perspective, the three - dimensional
graphics program. However, this option adds
another $350 to the 5299 price of Boeing Calc.

r

virtual memory, which means those portions of
the spreadsheet that are not needed at the moment remain stored on disk. Virtual memory enables the program to offer a maximum worksheet area consisting of 16,000 rows, 16,000
columns, and 16,000 pages, all without the use
of expanded or extended memory devices.
Boeing Calc can handle a single spreadsheet as
large as 32 Mbytes. So each division of a large
company could have a separate page in the
spreadsheet. When viewing the master spreadsheet page, examining the supporting data involves nothing more than using the PgDn key to
find the desired page, or issuing a command to
go directly to the page.
The program can import a 1 -2 -3 file intact,
complete with formulas. Most command keystrokes are the same. And, unlike 1 -2 -3, there

Trapeze:
For Integrating Presentations
For those who need to consolidate many worksheets and who also insist on outstanding visuals in their printouts, Trapeze is a fascinating
option for Apple Macintosh users. The program

combines desktop publishing with a spreadsheet. In fact, starting with the current version
2.0, the developers, Ft. Worth, Texas -based
Data Tailor Inc., no longer even refer to it as a
spreadsheet package, but instead call it an integrated presentation worksheet program.
The term is apt. Information is stored in
blocks. Each block is named by the user according to its purpose or function, such as "Expenses" or "Graph." The block can consist of
data, formulas, text labels, a graph, or even a
scanned image. Blocks can be combined on the
screen in any form desired and dragged orshaped with mouse control, in the usual Macintosh fashion. Adjacent blocks can use different
fonts or typestyles. Blocks will automatically adjust in size when changes are made within them.
Up to 32,767 blocks may be used in a worksheet, and as many as 32 interrelated worksheets can be open at the same time. In addition, Trapeze will perform matrix operations, do
curve fitting, solve simultaneous equations, and
handle amortization tables, as well as all of the
usual business functions. It is priced at $295.

--

Excel:
For The Macintosh

Another product for the Macintosh community is
Excel from Microsoft Corp. of Redmond, Wash.
Excel can build a spreadsheet about twice the
size of a 1 -2 -3 model and has advanced features such as array handling (a formula can operate on an array of values or produce an array
of values). For example, tracking a trend, which
might consist of 12 numbers representing the
months in a year, can easily be accomplished.
A table of varying what -if figures can be
automatically tested in a model at the some
time. Graphs can be viewed on the same screen
with other graphs or with spreadsheets. Different spreadsheets can be displayed simultaneously and linked by simply clicking a mouse
button in a cell.
A Links command permits the opening of supporting spreadsheets linked to the active
Spreadsheet. The command has been strengthened in the latest version (1.04) so that linked
documents, as they're called in this program,
can be opened, changed, reestablished, or canceled from either a dialog box or a macro
function.
Although the program functions in a very different manner from 1 -2 -3, it's easy to learn and
use. Because of the Macintosh graphical user interface, it is possible to use different fonts and
typestyles in Excel's worksheets, database, and
graphing modules. Excel also has the ability to
create presentation- quality graphics such as
charts, line graphs, and pie -charts almost immediately from data in a worksheet.
The latest version supports the AppleShare
network, so separate budget spreadsheets can
be worked on in individual departments and
then consolidated across the network for a compony -wide budget. Excel's price is $395.
A18 BUSINESS SOLUTIONS

Multiplan:
Keeps On Rolling
The IBM version of Multiplan, also from Microsoft, first appeared on the market in 1982. When
1 -2 -3 came out the following year, many users
switched to 1 -2 -3, figuring that the next generation was here. Even today, Multiplan is lacking
in database or graphics capabilities. It sells for
the bargain price of $195 and is available in either IBM or Macintosh versions.
It might be easy to imagine that this is a product that creaks with age and that has been kept
on the market as long as buyers can be found,
as a low -cost alternative to today's state- of -theart software, but that's not the case. It has been
improved continuously through the years. Last
year the IBM version even acquired mouse support. Database files can be imported from
dBASE, R:Base, and other products. If graphics
are needed, another $295 will get you the IBM
version of Microsoft Chart (the Macintosh version is only $125). Graphs made in Chart can
be linked automatically to Multiplan
spreadsheets.
Version 3.0 is completely revamped for
networking, including file locking, passwords,
and data encryption. When running on a network, it is possible to electronically distribute
departmental -level worksheets such as budgets,
income statements, or balance sheets among
remote PCs, and then consolidate the data back
into one master worksheet at the corporate
level.
Multiplan also has built -in spreadsheet auditing. As many as eight different spreadsheets can
be displayed on the screen at once. Today's
Multiplan can calculate time - and -date data,
perform string math, read and write 1 -2 -3 files,
and version 3.0 is twice as fast as version 2.0.
With an enhanced graphics adapter (EGA) it
can display up to 43 lines of a spreadsheet on
the screen.
Spreadsheets are linked through an External
Copy command. A named range of cells is established on the supporting spreadsheet, and a
location in the consolidation spreadsheet is established to accept the data.
A macro - recording feature has been added,
and DOS can be accessed without leaving the
program. It will run under Microsoft Windows,
and there's even a UNIX version.
On the negative side, for those accustomed to
Lotus products, the user interface is different
and often awkward. Building formulas, for example, can be a confusing experience for novices and veterans alike.
Formulas containing relative cell references
are entered with specific relational cell references. For instance, if you see R14C6 R( -4)C +
R( -3)C 4- R( -2)C on the status line, this means
that in the cell with the address R14C6 (row 14,
column 6) the sum of the contents of three other
cells in that column will be displayed: the cell 4
rows up from the active cell, plus the cell 3 rows
up, and the cell 2 rows up.
SEPTEMBER 1987

SuperCalc4:
No Copy Protection Please
SuperCalc4 is the latest in a series of SuperCalc
products from Computer Associates International Inc. of San Jose, Calif. It's bravely priced at
exactly the same $495 retail price as 1 -2 -3. Because it isn't copy protected, several corporations have standardized on it in preference to its
famous rival. The present release (1.10) has
LAN support and provides a slightly larger
maximum data matrix than 1 -2 -3: 9,999 rows by
255 columns.
A version of the Sideways printing utility is

included at no extra charge. Up to nine graphs
can be defined and saved with each spreadsheet; graph types include pie, bar, stacked bar,
line, X -Y, area, and hi -lo. There's a database
module, as well as lookup tables, calendar and
date calculations, and such welcome touches as
the display of negative spreadsheet numbers in
red on color screens.
The program takes some getting used to, primarily because it resembles 1 -2 -3 but is just different enough in its operation and command
structure to thwart those who'd like to charge
ahead without reading the manual. Many of its
changes could be considered as improvements
over comparable features in 1 -2 -3; for example,
the program has all of the financial functions
found in the Lotus product, but it also includes

Gambling On 1 -2-3 Clones
Three spreadsheet products often described as
1 -2 -3 clones or compatibles—VP- Planner from Paperback Software International of Berkeley, Calif.,
Twin from Mosaic Software Inc. of Cambridge,
Mass., and Words & Figures from Lifetree Software
Inc. of Monterey, Calif. —
offer some additional features not found in Lotus
Corp.'s 1 -2 -3. But beware —they may also lack
a few features_
Their price is tempting —
all three sell for just under
$100. Compared to the
$495 price tag for 1 -2 -3,
they look like a steal. As a
matter of fact, Cambridge,
Mass. -based Lotus Development Corp. considers
two of them just that —
they've filed lawsuits
against the creators and
marketers of VP- Planner
and Twin. The case is
pending, but this may influence your buying decision.
The command structure
and appearance of these
spreadsheets match the
1 -2 -3 model that was their
inspiration almost exactly,
except that the compatibles will let the user
choose the colors that will
be displayed on the
screen. The keystrokes required to make things happen are almost identical.
The programs can read
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and write 1 -2 -3 files.
VP- Planner adds a few
features that appeared in
version 2.0 of 1 -2 -3, plus a
few spreadsheet features
of their own. For example,
macros can be recorded;
up to six windows can be
used as opposed to two in
1 -2 -3; and printouts can
be completed in the background while you work on
another spreadsheet. Paper
back Software has seen to
it that VP bugs were corrected and enhancements
made, such as password
protection.
The most notable additional feature provided by
VP- Planner is its five -dimensional database, but
this module is not as easy
to use as the built -in dimensionality of a product
like Boeing Calc. The program will also read and
write dBASE files.
VP- Planner can't use
most of the add -on products developed for 1 -2 -3,
and neither can the other
compatibles. Macros are
not compatible; you have
to buy a second $99.95
product, VP- Graph, to
have the equivalent of the
Lotus PrintGroph module.
But VP- Planner is now a
thoroughly reliable
spreadsheet with excellent
support, and it interfaces
with other Paperback Software products.

Twin runs on Novell and
other networks, reads and
writes files from both versions 1 A and 2.0 of 1 -2 -3,
and offers better graphics
than 1 -2 -3, all for $99.
There aren't many innova•
tions, but Mosaic also offers a sideways printing
module called Revolver for
an additional $69.95.
Words & Figures, from
Lifetree Software, is also
priced at $99. The product
combines a Lotus look alike spreadsheet with a
word processor. Words &
Figures offers such handy
features as permitting the
user to see both a document and a spreadsheet in
separate windows, data
sorting on three keys, an
auditing function, and optional file backups. Database and graphics capabilities are there too.
The danger with buying
a product that is expected
to perform like 1 -2 -3, of
course, is that in certain
circumstances it may not.
But right now these low end alternatives are finding buyers that feel they've
made a smart move.
— Marvin Bryan
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such functions as balance, compound balance,
and annuity rate.
There is no linking facility in SuperCalc4.
However, macros can be saved and used independently from the spreadsheets. Therefore a
macro can be written (or recorded) to enter a
group of spreadsheets one by one, update them,
extract the key figures from each, and enter
those figures into a summary spreadsheet. This
technique provides both linking and consolidating capabilities.
There is an extensive macro language that
provides logical statements and subroutines and
complete control over the building of custom
menus. There's a Learn mode for recording simple keystroke macros. SuperCalc4 will import
and export 1 -2 -3, DIF, ASCII, and VISICaIC files.

PFS:

Goes Professional
Software Publishing Corp. of Mountain View,
Calif., established its initial reputation by creating the PFS line of products: simple, inexpen
sive, easy -to -use programs that performed the
basic functions of chores like word processing
and filing in a straightforward way that beginners could quickly master.
The company has tried to maintain ease -ofuse while simultaneously upgrading the product
line. An example is PFS:Pr-ofessional Plan. It
sells for only $249, runs on networks, has unexpected features like goal- seeking and auditing,
and an unusual structure that's friendlier than
the interface found in spreadsheet programs
constructed in the VisiColc /Lotus tradition.
The top row and first column of each spreadsheet are "name regions," where both rows and
columns may be named and used in formulas,
eliminating the need to enter or copy the same
formula into a series of cells. There is also a
"group- naming" capability; cells, rows, or columns can be combined into a named range,
even if they are not adjacent to each other on
the spreadsheet. Nonadjacent rows and columns can be selected and saved as a special
"view" of related data; this feature makes the
generation of custom reports almost effortless,
as does the ability to graph nonadjacent data
values. Graphs can be printed or plotted without ever leaving the worksheet.
Column widths adjust automatically to accommodate the widest entry. Macros are recorded
and stored in separate ASCII files, so the some
macro can be used with any number of spreadsheets. Lookup tables are supported. Recalculation is swift, since the function is performed only
on those cells affected by changes.
The consolidation features are powerful. Cells
can be linked from separate worksheets or imported from supporting worksheets. Values can
be combined, even if the worksheets have different designs and there are different labels for
the values.
Lotus files can be imported, but the following
features are not converted: graphs, macros,
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multiple -cell range names, statistical functions,
and database tables.
In order to use the program on a network, an
additional product is required: PFS: Professional
Network. It costs $499 but permits the networking of all programs in the PFS: Professional series, such as Write and File.

Javelin Plus:
Beyond Spreadsheets
For those who dare to be different and who can
buck the comfortable dependence on Lotus -type
spreadsheets, Javelin Plus from Javelin Software
Corp. of Cambridge, Mass., offers a number of
distinctions.
Similar to Javelin 1.0, first offered in 1985,
data are not stored in worksheet but in a separate central information base which can be accessed through ten different views. This means
that there are no cell addresses: Formulas are
defined with words and arithmetic operators.
For example, a typical formula might read:
Gross Profit = Sales - Expenses
The program is self- documenting, in that a
schematic is automatically created that is seen
in a Diagram view and which shows all relationships established by a formula. A figure can be
changed in the central information base by
changing the position of a data point in a line
or bar chart.
Among the new features in Javelin Plus are
snap -in Building Blocks— add -in tools that handle specific tasks. Useful Building Blocks include
Rollup, which permits the hierarchical consolidation of multiple models that could be provided by various reporting units in a large
corporation.
] Time Delay, which allows the programming
into a model of the delayed effects of one variable on another, such as the float between the
billing of customers and the receipt of payment.
Lookup Table, in which sales tax rates or a
commission structure can be accessed for calculated variables.
For firms with heavy consolidation requirements and limited use for software other than
spreadsheets, Javelin could be a good choice.
However, there is no LAN version and there are
no security features. Price is $249.95; upgrades
from Javelin 1.0 are $79,

Bottom Line
With such a vast array of spreadsheets to
choose from— including many more not mentioned here — picking the right one is no longer
a simple matter. The bottom line: 1 -2 -3 is a safe
choice, although not necessarily the one that offers ease of use, all the features needed, or low
cost. The competition now presents Lotus with
some formidable challenges.]
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You always knew we were the FASTEST1
but did you know we're the SAFEST, too?

Believe it or not, that bullet sized hole y ou see in th e d isk
above was p unched out after
FASTBACK* backed u p over a
megab yte o f data on it. And — you
guessed it — not a single byte of data
was lost when we went to restore it!
Now, if that sounds like science fiction, how about this:
FASTBACK* can fu lly recover up
to 80 damaged sectors on each
diskette it writes! That's h ow good
our Advan ced Erro r Co rrection
system is, an d there's no t another
pro gram on the market th at can
even come close to it.

A case of self defense.
Let's face it, the whole po int of
backin g u p y our h ard disk is to
defend you r valuable data against
accid ental loss. Sure, yo u can buy
a ch eap er backup utility — or one
with a lot of fancy "bells and
whistles" — b ut that wo n't bring
back a single byte of lost data
when you really n eed it.
FASTBACK* is a sleek, powerful
pro gram d esign ed for one purpose:
to m ake the fastest, safest backups
possible. And nobo dy does it
better. That's wh y the majority of
Fortune 500 com panies are

standardized on FASTBACK* —
and wh y we continue to sell
more co pies than all our
com petitors put together!

Faster than a
speeding bullet.
FASTBACK's* phenomenal
speed is a legend in its own tim e,
backing up a full 10- megabyte hard
disk in ju st 8 minutes flat — or
twice that speed on the IBM -AT
and co mpatibles! Plus,
FASTBACK's* full wildcard
naming conventions let you
selectively back up and restore
ind ividual files, directories and
sub directories. And in incremental
mode, y ou can make a daily
backup o f just those files created or
chan ged since your last full
backup, usually in less than a
minute!

do your daily backups!) And,
with Advanced Error Correction,
your backups are safer than any
other backup system you can buy,
bar none.
So, now that you know why
FASTBACK* is still shoo ti ng down
the com petition, why wait any
longer? Get FASTBACK*
today!

j

FASTBACK* scores
a bulls -eye.
When it comes to safeguarding
you r valu able data, everything else
misses the mark. FASTBACK* is
the fastest backup utility on the
market, period. (That means
you're not as likely to "forget" to
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Is A I Ready
ccounting"'
.

By Robert L. Perry

Applications exist but use is not widespread.

I

nexperienced auditors at Arthur Young &
Co., like those in many accounting firms, found
it difficult to keep track of the firm's 2,200 different audit procedures, much less consistently
follow them. They often had to call in senior
auditors and refer to the firm's voluminous manuals. Of course, this wasted time, made the junior staff less productive, and required a series
of doublechecks for accuracy and consistency.
Today, Arthur Young's auditors can quickly,
accurately, and consistently follow proper procedures to plan their audits. How? According to
Rick Richardson, national director of technology
development, the firm relies on the new and sophisticated Arthur Young Decision Support program, a leading -edge application for artificial
intelligence (AI) techniques and expert systems
software.
Arthur Young's Macintosh -based proprietary
package has been implemented by the firm's
more than 2,000 users. And it is just one of a
trickle of expert- system applications that promises to turn into a flood within the year. They
may dramatically change accounting practices,
and every major firm may have to develop expert systems in order to stay competitive.
As recently as three years ago, says George
S. Burr, CMA, manager with Top 48 firm Whip fli, Ulrich & Co. in Wausau, Wisc., few Al packages and even fewer AI -based accounting applications existed. Now, a boom in software
development and a plethora of new packages
and pilot programs has begun. Every major accounting firm, leading -edge financial institution,
and fortune 500 corporation is exploring expert
systems for financial and strategic planning, accounting applications, and tax analysis.
A I: Oversold Or Misunderstood?
Causing this imminent upheaval in the accounting profession are three often oversold and misunderstood technologies: artificial intelligence,
expert systems, and knowledge bases. In short,
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Al duplicates or mirnics certain human reasoning capabilities, such as recognizing patterns,
analyzing different situations, and applying logical processes to problems with many variables.
However, Al is an academic discipline, not a
commercial field. Expert systems — computer systems that solve specialized problems at the level
of human experts — incorporate Al techniques to
provide novice or inexperienced computer users
with easy access to the experience, knowledge,
and reasoning of experts or specialists in a given field.
Developing an expert system can be a formidable task, especially when programming in
LISP, a language used primarily by Al researchers. To help solve this problem, Al companies
offer expert- system shells — development tools
that relieve the developer of the time - consuming
task of programming the application,
The two most common expert- system shells
are "rule- based" and "example- based" systems. In the former, the system follows "if- then"
sequences of questions and answers and leads
a user through the procedure. The latter system
uses its own logic to determine the rule from examples that users enter into the shell. A knowledge base is simply the experts' experience,
knowledge, and reasoning translated into a
database.
Expert Systems vs.Data Processing
Expert systems differ from traditional data -processing systems in several important ways:
CI They can take incomplete or "fuzzy" information and reach logical conclusions.
They can make qualitative "judgments" by
following an analogy, ignoring irrelevant information, and relying on previous events or
experience.
They can "learn" from experience —that is,
store and apply new information as it accumulates in memory.
They can relate rules or examples and
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point out inaccuracies as well as inconsistencies,
shortcomings, or overlooked factors.
Based on these fundamental ideas, leading edge firms have developed an amazing variety
of expert- system applications. Peat, Marwick
Main & Co. has developed what may be the
largest- application, involving users in more than
3,000 locations. Serving as an auditing application, the program guides auditors through labyrinthine procedures that determine whether a
commercial bank has adequate loan reserves.
Coopers & Lybrand has spent four years developing a very significant expert system that
analyzes fox shelters, but the tax reform law in
1986 forced the firm to rework it. This situation
exemplifies a key point about expert systems
that creates both a problem and an opportunity.
Notes Burr, "An expert system is never done.
There is always something to add to it, new information that changes it, new ways of looking
at different aspects of a problem." That can be
a problem because you have to devote time and
resources to continually update it. But it also
creates a tremendous opportunity to expand
your accountant's knowledge and experience by
automating the newest and best available ideas.
Taxing situations —not only the difficult kind,
but the IRS kind —are ideal applications for expert systems. For example, Don H. Wayne, with
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AD /PR Software Information Services Inc. in
Concord, Calif., has developed the California
Sales Tax Advisor program based on the First
Class expert- system shell, which incorporates a
very complex set of state regulations. Wayne
says, "This can save an agency client in California between one and three percent of his annual
advertising costs."
Or consider a test tax "expert" developed by
Dr. Ron Copeland, Cowan Research Professor
at Northeastern University's College of Business
Administration in Boston. It discovered patterns
of winners and losers in IRS court cases concerning business - travel tax deductions. This simple example could easily be expanded to discern patterns in IRS court cases for dozens of
complex deductions. The system could provide
a real advantage for taxpayers in contesting
IRS rulings.
Bank On Complex Systems
Major banks and financial institutions have also
found a critical area for expert systems: loan
analysis. The Bank of America has an expert
system that forces loan officers to consistently
and uniformly apply bank policies and
procedures.
Arthur Andersen & Co. has used the Aion
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Corp.'s ADS /PC shell to develop the Mortgage
Loan Advisor program for a similar purpose.
California Intelligence's Ray Weinstock says that
several major European banks are using Exsys,
an expert- system shell, not only for loan acceptance and scoring, but also for after - the -fact
loon monitoring.
Lincoln National Insurance has used General
Research's TIMM PC shell to develop an executive -level corporate acquisition expert system.
This system, based on 30 essential questions,
answers even fuzzy, judgment- oriented queries,
such as "How well will Company X fit into Lincoln National's culture ?" according to Dave Bur goon, Lincoln information services director.
General Accounting Associations
Expert systems are also finding homes in more
down -to -earth general accounting applications

Intellisource offers a series of accounting packages with "natural language" front ends that allow users to use English sentences to execute all
of its normal accounting functions. Kenneth H.
Smith, former controller for a manufacturer of
steel- framed housing in Denton, Texas, says that
a computer - illiterate accounts payables clerk
took only two days, as opposed to the usual two
weeks, to learn Intellisource's simple system.
These are just a few of the dozens of expert system applications that can handle functions
ranging from the common — catching accounting
and auditing errors —to the extraordinary—performing company wide strategic planning for
Fortune 500 firms. The future for expert systems
is very bright. As PCs get smarter and more
powerful, expert systems will be applied to any
accounting problem that can be solved with expert knowledge. They promise to bring enormous
productivity gains to management accountants.

Al: Promises And Pitfalls
Al and expert systems are
not panaceas that can
think for you point out
both Rick Richardson, national director of technology development for Arthur Young & Co. in New
York City and George S.
Burr, CMA, manager with
Wipfli, Ulrich & Co. in
Wausau, Wisc.
According to Burr, "The
single greatest problem is
that people don't understand their problems clearly, and they look to the
computer to both understand and solve them.
"Even the smartest computer cannot yet 'understand,'
much less solve a poorly
or inaccurately defined
problem." The rule of
GIGO (garbage in /garbage out) applies to expert
systems —with a
vengeance.
In its current stage, Al
software cannot remotely
approximate the human
mind. The term "Al" remains something of a misnomer. The terms "expert
systems" and "knowledge based systems" are more
accurate. Their primary
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value is the ability to make
easily available to non -experts an expert body of
knowledge in a specific,
narrow field. Even Arthur
Young's 2,200 audit rules
of procedure represent just
a tiny subset of the entire
body of accounting
practices.
Points To Ponder
The key issues in selecting
a good expert system
package, Richardson says,
include:
Ci The ability to work on a
single workstation. Other
firms, such as California
Intelligence and Intellisource, note that their
packages are designed to
integrate smoothly in networks and with mainframe
databases as well as popular packages including
Lotus 1 -2 -3 and Ashton Tate's dBASE III.
Broad functionality. The
system can be applied to
many functions within one
company. In just a few
months, E.I. DuPont DeNemours & Co. developed
more than 300 applica-

tions for the Guru expert system package from Micro Data Base Systems in
Lafayette, Ind.
Flexibility. Four users of
Programs in Motion Inc.'s
First Class program
praised its ability to allow
experts on various subjects
to create knowledge bases
without relying on
programmers.
No substitute for judgment. Richardson criticizes
a tendency to become reliant on a computer's "judgment." He wants expert
systems to encourage AY's
accountants and auditors
to learn and grow into
new, learned partners.
Working on common,
relatively inexpensive
hardware. Good expert
systems will work on popular personal computers,
not only expensive workstations and mainframes.
Developed by professionals, not programmers.
The expert systems that are
most often accepted and
used are those that are
created by experts in a
given subject.
— Robert L. Perry
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Now Sweet It Is
Hardware choices are plentiful as PC standards multiply.
„ I n personal computers,
there used to be one standard —the IBM PC," says
Hal Berliner, national director of Microcomputer
Consulting Services at
Peat, Marwick, Main & Co,
"Now there really are alternatives."
Before making a hardware decision, there are
several issues to keep in
mind. While newer systems
have more horsepower
than their predecessors,
their advantages may not
be compelling to controllers because they are more
expensive, and with the
next - generation operating
system (OS /2) still in the
future, newer systems offer
little more than the ability
to run the old software
faster.
Also consider ease of
learning and use. That's a
major reason why Peat
Marwick selected the Macintosh. But training can
also work against any new
generation of computers. If
you have a large investment in hardware, software, and training, would
it be worth it to switch?
Here are some other issues to consider.
Is The PC Obsolete?
Have the original IBM PC,
PC /XT, and compatibles
reached the limits of use fulness? If a large share of
what you do with PCs in-

valves generic spreadsheet
applications, the answer is
no. In such cases, the slight
speed advantage offered
by an AT -class computer
doesn't mean much. Even
though IBM no longer
manufactures nor sells PCs
and XTs, several vendors,
such as Tustin, Calif. based American Micro
Technology Corp., and
San Antonio, Texas -based
Intelligent Micro Systems,
are offering low -cost IBM
PC /XT compatible systems.
The AT And Its Clones
The AT -class personal
computers, which use an
80286 microprocessor, primarily offer speed and
performance improvements over earlier generation PCs. They are a must
for graphics -based software such as Microsoft
Windows, which, in a
slightly modified form
called the Presentation
Manager, IBM has accepted as its standard PC interface. But that interface
coupled with the new operating system— OS /2 —represents a departure from
traditional character based applications. New
applications, such as the
graphics -based version of
1 -2 -3, will not appear until
well after OS /2's introduction in early 1988, so figure or, a year's wait, perhaps two.

Some Firms Pick Mac
Peat, Marwick, Main & Co.
is one of the larcest Macintosh users in the world,
and Arthur Young & Co.
uses Macintoshes exclusively in its auditing, Large
corporate users of the Macintosh often cite the "hidden monster of training"
as a primary reason for
going with the Mac.
Mac programs have always been easy to learn
and use, and the new generation of Macs —the SE
and the II —have added
power as well. However,
Mark Tina, Small Business
Systems Group Consulting
Manager for Arthur Andersen & Co., cautions that
historically, "There are
limitations on available
Macintosh software.
The PS /2
"When the PC /XT and AT
became a commodity, IBM
lost their differentiation
and started getting clobbered. That's why the Personal System /2 is here,"
says Peat, Marwick's Berliner. However, controllers
and management accoun.
tants will have plenty to do
as they sort out the nuances and details of the
new Personal System /2
standards, some of which
include the enhanced AT
keyboard that was introduced last year and the

3 -1/2 -inch diskettes. While
these disks are technologically superior to the earlier
5-1/4-inch floppy disks,
they do present a dual standard problem for
mixed - technology
environments.
Timothy Lee, National
MCS microcomputer coordinator for Price Waterhouse, suggests that the
PS /2 is not for single -user
systems, but for the "connected world" in which microcomputer linkage with
a mainframe is essential.
Lee says, however, that
"the PS /2 is cost- effective
because of its graphics
capability and speed."
Peat, Marwick's Berliner
cautions that the PS /2 "is
more for the future than
the present," so consideration of such a system is
for those whose planning
horizons stretch at least
five years down the road.
80386 -Based PCs
As a desktop computer, an
80386 -based PC is probably overkill for all but the
most demanding user.
However, it is the major
heavyweight contender in
the multiuser market, and
shows great promise in replacing the hub of a multiuser system such as a departmental minicomputer
or a file server on a network of computers.
— Robert H. Blissmer
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Is Customization Necessary?
Experts say avoid it whenever possible.

T

e task of matching
an integrated accounting
package to your requirements requires answers to
difficult questions. Does an
application package already exist that would
solve my problem? How
have other companies in
my industry solved similar
problems? Are my requirements so unique that I
have to start from scratch?
There are several avenues to explore:
I The special - purpose or
vertical packages that are
custom - tailored to meet
the requirements of specific industries, such as manufacturing, wholesale distribution, retail, or
financial services.
1 The general - purpose or
horizontal packages that
perform functions such as
accounts payable or general ledger. Depending on
the circumstances, these
packages can often be
customized to meet your
requirements.
I i The process of having
the application custom -developed by programmers.
This is usually accomplished by starting from
scratch. Another option is
to have a programmer alter an existing package.

national director of microcomputer consulting services for Peat, Marwick,
Main & Co., says, "Customization is expensive and
time - consuming, and frustrating. It should be avoided whenever possible."
Zebra Electronics Inc.
felt customization was
worth it. The Timonium,
Md. -based parts distributor picked a general -purpose accounting package
from MCBA in Glendale,
Calif., but they also decided they absolutely had to
have customized inventory
and customer order processing. "If we hadn't performed extensive modifications to the software, we
would have had to change
the way we handle order
processing and inventory.
Instead, we changed the
software to meet our
needs," says John
McNulty, systems administrator for Zebra.
Databased Solutions
One solution to the custom
programming dilemma is
the use of database accounting software. These
packages are based on
database management
systems, such as Ashton Tate's dBASE III with its

built -in database language. This, according to
Robert H. Davies, president of Sausilito, Calif. based SBT Corp., "gives
you incredible ad -hoc manipulation of data, once
you can write a few lines
of dBASE code." SBT's Database Accounting Library,
IBM's Business Advisor
SolutionPac, and Champion Business Accounting
Software from Champion
Business Systems in Golden, Colo., all provide flexibility through custom reporting capabilities.
Timothy J. Lee, National
MCS personal computer
coordinator for Price Waterhouse, suggests another
solution: "If all you need is
custom reports, look at the
capability to export data
to a database program,
then use this program to
generate your reports."
Lee also suggests dividing your applications into
two categories: financial
accounting —such as general ledger, accounts payable, accounts receivable,
and payroll —and operational, such as manufacturing, inventory, customer
order entry, and invoicing.
Lee believes that the operational area is the one in
which each company's

The Dilemma
Most companies believe
that their accounting needs
are so unique that customization is a given, but Big Eight consultants recommend that custom
development by
programmers
should be a
company's
last alternative.
Hal Berliner,
`
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needs are more likely to
be unique, and the area in
which vertical - market
packages offer the best
benefits. Open Systems
Inc., Eden Prairie, Minn.,
makes a "Tools of the
Trade" series of vertical
packages, and American
Business Systems in Westford, Mass., offers vertical
packages for manufacturing, wholesale, and iven
tory management.
Horizontal Solutions
In the financial area, fewer
differences exist among
company needs. There the
horizontal packages offer
excellent benefits. Insight
for Apple's
Macintosh by Layered Inc.
of Boston, Solomon III by
TLB Inc. of Malvern, Penn.,
and Easy Business Systems,
by Computer Associates
International Inc. in San
Jose, Calif., are horizontal
accounting packages.
How should you
choose? Berliner says,
"First, look at your business and find out what the
handful of absolutely 'must
haves' are —for example,
consolidations with foreign
currency conversions."
Berliner also suggests you
"approach the selection
process with a flexible
mind and be prepared to
yield on all but the most
critical points."
Lee says "optimize your
total system solution by
combining the best horizontal financial
software with the
best vertical
operational
software."
`.
— Robert H.
Blissmer
t

Knop Blumenthal
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This printer is planning a corporate takeover.
The 24 -pin C-815 ;supra.
line for important documents.
And with built -in emulations for
the IBM ProPrinter XU:l Toshiba
P351 and Qume Sprint 11,0 and
parallel /serial interfaces, it will run
with just about
any system or
software in your
department.
..
Functions
follow forms.
If multi -part forms
are an important
part of your business, nothing beats
the Supra. In its Copy + mode, it
will handle up to six copies —a third
more than the competition. What's
more, the Supra features advanced
paper - handling like top, bottom and
rear feed and a pull -type tractor
standard. A bi- directional tractor
and single- and dual -bin sheet
feeders are also available.
Intelligent features include a
handy Clear Buffer mode that automatically clears the buffer without
turning off the printer. A unique
Top of Form sensor also saves
paper by actually overriding the
software and not advancing to the
next page. unless it's necessary.

Presentation graphics.
The Supra also prints bidirectional
business graphics up to 180 x 360
dots per inch, including true circles
(instead of ovals you get from other
24 -pin printers). For eye - catching
headings, users can also magnify
characters up to eight times, horizontally and vertically.
With optional font cards. you
can express yourself in a variety of
typestyles. You can even create and
permanently store your own typeface or logo using C. Itoh's optional
download card and Font Master"
software.
Corporate conqueror.
The new C. Itoh C -815 Supra is one
of the fastest, quietest clot matrix
printers on the market today. It's
a master of capabilities that line
and laser printers can't touch. And
it's backed nationwide by C. Itoh
Digital Products' one -year warranty.
The takeover
has begun. Ask to
see a Supra today.

•

In the fast -paced world of corporate
computing, one printer has been
voted most likely to succeed.
The new 24 -pin ProWriter C-815
Supra- From C. Itoh Digital Products.
Supra power.
With its 8086 microprocessor, one
megabit ROM and 64K RAM, the
C -815 is the only printer that will
match the power and speed of your
PC for the demanding high- volume,
multi -user environment of today's
corporate departments.
For starters, it's one of the fastest
24 -pin dot matrix printers on the
market today. And at 53 dBA in
normal mode and 51 dBA in quiet
mode, it's also the quietest.
The unique diamond configuration of the Supra's 24-pin printhead
allows the printer to race through
drafts up to 570 characters per
second, or attention- getting true
letter quality proposals at an incomparable 162 cps (12 cpi) —over 60%
faster than the Toshiba P351: "
Many users? One printer.
The Supra is the printer to have
at LAN's end.
Because with its
massive 42K buffer, there's no
more waiting in

1211TON
C. Itoh Digital Products, Inc.
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$395

UTILITY BILLING
SYSTEMS
Vertical Market Software

4GL ACCOUNTING SYSTEM
Whether you've been looking for a
stand alone accounting system, or a
base fo r yo ur own vertical package,
our 4GL accounting package will
save you from having to re- invent the
wheel. Adhoc reporting, record locking, "query by forms ", and source
co de are all available.

FI XE D
A S S E T MA NA G E R

to create more Sales.

• AUT O MA T I C D EP R E C I A T I O N

Water Utility Billing
Metered Gas Billing
Cable Television Billing
Rural Electric Billing

Il n ,; l ud e 58 1 1 + y8 ; c n an p es ,

A c co unt s R ec e iv a ble
A c c o unt s P a y a b le
Gener al Le dg er

• PR E PA R ES IR S T A X F OR MS
• D E P R E C I A T E S B Y MO NT H
for G/L entries

Payroll

• STORES, TRACKS B REPORTS

Call o r write f or free detailed literature or a demonstration copy today.

data for uo to 50.000 aas1111

i 1111l DacaI

El Dorado Softworks
El Dorado, Arkansas 71730
501 - 862 -1177

MM S Internatio nal
2400 Corporate Exchange Suite 200
Columbus, OH 43229
(614) 895 -0738

73 7 S O T O W NS E ND A V E
MO NT RO S E , C O . 81 4 0 1
1. 80 0- 5 25 1 04 0

THE PENSION
ADMINISTRATOR

t ff F

An unique so ftware program which
calc ula tes ea c h pe ns ion applic ant's
best consecutive payro ll years with a
record of payro ll deductions. Allows
for employee data to be accumulated
on a pay period basis. Customization is
available.

of your valuable inventory asset by:
■Following Items ordered and sold, Items
received or returned, and current inventory
value —all by month or year.
■Generating Purchase orders.
The MS -DOS versions of this software require
only three commands to be up and running In
minutes, saving you time and money.
Registered Owners receive 2 Full Years of Phonei n Support Free.'
Write or call today and receive Inventory Control
Software for just $149.95 or try the demo disk
(MS -DOS only) for $10.00•.

%610k

81 5peen Street
Natick, MA 01760

FLEXIBILITY = SOLUTION
■ Pepsi Cola Bottling■ Marriott ■ Lockheed
Mission Paving ■ Glenn Larson Productions
■ Coca Cola Bottling ■ 1PL

■ Hughes ■ Pinner Construction ■
Harlem Globe Trotters ■ Ice Capades
■ Racquefsporf Development ■
■ Glouka, Wong & Stuecker, CPAs ■

Math Co- processor recommended

(617) 651.1188 (24 hr.)

SGACAW Technologies

Outside MA: 1- 800-331.1811(9am -Spm ET )

Call or write for more information.

512 South Fort Drive
Charleston, W est Virginia 25314

't'ou muet return the post-paid warranty card to benefit.
•Ma sachusetts sales tax not Included.
IBM Tr ade mar k of l ine —t—al aus lnes s Mac hines
MS - DO S ty e demdr k of M- 1—f t

650 Sierra Madre Villa, Second Floor
Pasadena, CA 91107 ■ (818) 351 -5483

(304) 756 -2755
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and here are just a few that have found solutions at Lake Avenue:

I B M X T o r t ru e c o m p at ib le
Mi n im u m 5 1 2 R A M a n d
2 0 MB ha rd dis k

mgnv, any onnter

OF

L a k e A v e n u e ' s A c c o u n t in g C o lle c t io n
is designed and written in d BASE III PLUS®
by CPAs. Source code, custom modificatio ns , train ing an d tele p ho ne s up p o r t are
available. Our cus to mers believe that

Software package with documentation:
$600.
Certified check or money order only.
SYSTEM REQUIREMENTS

Re q v u CSIB M' PCo r c o r n p an b le c omp ut e r . 2 56 K 0 0 52 . 0o r
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Please contact Jon Meigs, Associate Publi sher
at ( 51 6 ) 365 -4600
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Dressing Up Spreadsheets
Laser printers make better financial statements.

F

inancial documents
typically contain a large
percentage of numerical
data, usually expressed in
tables, graphs, or spreadsheet form. Unfortunately,
it's all too common to see
a painstakingly prepared
and typeset financial report laced with typewritten,
cut - and - pasted, or other
archaically produced
spreadsheets. These outdated methods are actually very work - intensive, but
the results are far removed
from the polished look the
rest of the report enjoys.
Compromised by drab
spreadsheets, the professional punch the author
was striving for is reduced
to a feeble poke.
The Typeset Look
Programs are now available that will give your
documents the typeset
look. With the addition of
a laser printer and a minimum of creative ability on
your part, pages of
spreadsheet data will look
as good as the rest of a financial document. By offering a large variety of
fonts, typefaces, shades,
and sizes, users can
spruce up the appearance
of what might otherwise be
a dull presentation of facts
and figures.
These programs also incorporate features allowing text to be combined
with numbers. This comes
in handy when a row or
column of figures could
use the extra clarification
only words can provide.
Adding boxes, grids,
screen tints, and other
shapes, particularly
screens, is useful for high-
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lighting totals or the results
of calculations.
Heinz Excels
Steve Morelli, general
manager of the financial
planning and control department at Heinz USA in
Pittsburgh, uses Microsoft
Excel for budgeting, forecasting, and financial
analysis. IBM PC and compatibles number over
2,000 at Heinz, compared
to around 100 Macintoshes
company -wide. "But I'm
strictly a Macintosh man,"
Morelli says. He prefers
the ease -of -use of the
Macintosh, with its accessi
ble, pull -down menus. He
chose Excel for its fundamental calculations capabilities and the user- friendly graphic interface. (Although Excel currently runs
only on the Macintosh, Microsoft is developing an
IBM PC version to run under the Microsoft Windows
environment.)
"To do all this with
something like the 1 -2 -3
package from Lotus, you
would have to buy add -on
programs, plus memorize
all the commands to use
Lotus in the first place.
Frankly, I wouldn't bother.
All of this is built into Excel; it's simply a matter of
pulling down the menu that
says 'Fonts,' selecting the
font and point size, and
clicking 'OK.' " But Morelli
is a master of the subdued
spreadsheet; the variety of
fonts and styles at his fin0

C
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gertips do not tempt him to
overindulge his creative
prowess. "I'll just use a
basic font —a very simple,
usable day -to -day font for
about 90% of what I do,"
he said. "Now, when I do
a presentation requiring a
more formal look, that's
when I'll actually utilize
some of the attributes
available."
Although Morelli admits
the decorative spreadsheet
does generate more impact, he feels its use
should be limited to when
it would be most relevant.
Accordingly, he will not
bother with extras when a
paper is just going to his
boss or someone in his department. "I'm more practical; I don't care how it
looks. There are, however,
certain things like bold
and italics that are useful
for highlighting certain information. This is much
more applicable on a day to -day level. Save the
large and dramatic typesetting for where it's more
effective, like in a presentation format."
William Blair Invests
W. N. Burdick is manager
of computer systems for
the Chicago -based investment banking firm William
Blair & Co. One of his primary applications is to
produce a weekly 100- to
300 -page financial report
that combines comments
from research analysts
with graphical stockmarket price information.
"Our research analysts
have weekly meetings with
the institutional sales people. The minutes of the
meetings are entered using
A30 BUSINESS SOLUTIONS

Manuscript, a word -processing package from Lotus that provides formatting features for producing
documents that incorporate graphics, tables, and
spreadsheet data," says
Burdick. "We merge the
minutes with the market
pricing information using
Lotus Symphony. Then the
combined data is merged
into a database which is
sorted alphabetically by
comments and also by
stock - ticker symbol. Once
a week we laser print our
page proofs, then send the
data to a financial printer.
Burdick says he started
using laser printers 2 -1 /2
years ago, a move that
was considered controversial at the time. "I could
buy them for under $3,000,

the laser printer, calling it
"the most significant innovation since the PC." Burdick also found that because of Manuscript's
familiar Lotus interface
and compatibility with
Symphony, learning to use
the program was an easy
task for his spreadsheet
users. "Our research reports are composed by
analysts using Manuscript,
then the secretaries just
dress up the documents a
bit."
What To Look For
Left to its own devices, a
laser printer will merely
emulate a letter - quality
printer. Regardless of
which laser printer you
use, the key to unleashing
its capabilities lies in the

Regardless of which laser
printer you use, the key to
unleashing its power and
capabilities lies in the application softwa re's ability
to exploit them.
- W R

which at the time was not
much more expensive than
a letter - quality printer,"
says Burdick. "Initially, the
Hewlett- Packard LaserJet
was as difficult to use as
possible. Our word processors couldn't deal with
it at all. Now Manuscript
takes care of all the difficult tasks."
Burdick now swears by

application software's
ability to exploit them. Setting up a laser printer involves installing the printer
driver — software that allows the application program to communicate
properly with the printer —
that comes with the application software. Not all
programs support all laser
printers. Manuscript, for

example, contains printer
drivers that support 11 laser printers including Hewlett- Packard Co.'s original
LaserJet and LaserjetSeries 11, IBM's Pageprinter
3812, Epson's GQ -3500,
and the Canon LBP -8 A2
and LBP -8 11. Find out
which laser printers are
supported by which
software.
Your choice of laser
printer also depends on
your computer system. For
example, most Macintosh
applications naturally support Apple's own Laser
Writer and LaserWriter
Plus printers, but access to
other laser printers is
limited.
In the IBM PC world, the
Hewlett- Packard LaserJet
was an early market leader, so many software companies have developed
printer drivers for it. Software that runs under the
Microsoft Windows environment can utilize the Apple LoserWriter as well.
With the right software,
matching a laser printer to
your financial application
is straightforward. But beware: There is a price to
pay for all this, warns William Blair & Co.'s Burdick.
"Our firm has evolved to
the point where we now
have one laser printer per
workstation. But now we
think our laser printers are
slow."
— Marcella Murman
and James Covuoto
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STB's Chauffeur HT
will drive your Lotus
where Hercules can't go.
Get full Hercules compatibility and the first 1056 x 352 resolution.
With STB's Chauffeur HT ;" you can run software
compatible with the Hercules Graphics Card" on
any IBM compatible computer.
You get stunning monochrome graphics and high
resolution text.
How does that make your life easier? Simple.
When you run a Lotus" spreadsheet, you can
view up to 65`7r more data on the screen at one
time. All 12 months plus the totals column, in full
10 character columns!
If you use Hercules or IBM adapters, you have

Contact your local dealer and ask for STB's
to pan to see that much data, wasting keystrokes
Chauffeur HT, or any of STB's full line of video,
and valuable tine. But that's just the beginning.
memory
and I +O boards.
When you use Microsoft Windows" with the
Chauffeur HT, you can display one application on
Simply The Best
the fast two thirds of the screen, leaving the other
one third for additional applications.
That's how Windows was intended to work.
Whether you want to get more mileage out of
your Lotus or open more windows in monochrome
graphics, only one video adapter goes the
STB Systems, Inc.
distance. The Chauffeur HT.
1651 N. Gkm% ile, Suite 210. Rkhf fde

Teen 75M]. 121412:M-87'01

Ter1rtUl1a) Emulation.

Full Hercules CompatiNity.

• Firs t h igh res olution 132
character display
• Display hill reports on screen
• Crisp 8 x 1.1 1 hlracter cell

• Runs Hercules Graphics Card
software

132 Character Display.

• Perfect for Lotus 1-2-3"
• View 659E more data on screen
tha Hercules or IBM
• 8 x 14 character cell lover twice
the character resolution
previously available on any 132
character model

Drivers for Lotus 1.2.3,
Microsoft Windows,
Symphony "'and AutoCADT"
Full 1/0 Capabilities.

• Standard parallel printer port
• Optional clmk calendar
• Optional serial port

high Resolution
Monochrome Graphics.

• 10% x 352 bit mapped graphic.
compared to 720 x 348 for
Hercules
• 469E more than Hercules
Graphics Card

K Accelerator" Software.
STB Two-Year Warranty.
IBM FC /XT/ATCompatible.

More Space forWindows"

• 1056 x 352 bit mapped resolution
• Almost 5 0 % more than Hercules
Graphics Card
ACTUAL SCREEN showing all 12 months and the totals column of a Lotus spreadsheet at one time. Note the sharpness of the 8 x 14 character cell produced by
STB's Chauffeur HT.
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s u r e a l l o f t h e s e p ro d u c t i vi t y
elements.
S p ac e l i mi t at i o n s p rec l u d e a
compl et e li st in g o f th e meas ures
developed in this process, but we
will be glad to share th e fu ll l ist
with anyone int erested . Also, we
b el i eve t h at emp l o yees n eed t o
have ownership in them if they are
to best improve pro du ct ivi ty. So
our measures would not necessarily
be your best measures. A sample of
our white - collar accounting measures is shown on page 36.

WHATWE'YELEARNED
ven t hough we are stil l "t esting the water," we can share a
number of our findings:
1. The methodol ogy works in an
e n v i r o n me n t of d y n a mi c
ch an ge an d p ers on nel s hi fts .
We committed the substantial
time requ ired for the process
and produced desirable results.
2. We had excellent "buy -in" of
the diagnosis phase by the employees which helped to move
the project forward on a positive note. This was achieved by
outstanding teamwork in combin ing th e s urveys an d i nterviews into a true picture of how
we were doing things.
3. The pilot units identified short and long -term issues that they
could address to improve their
overall productivity.
4. We u n c o ve r e d n u me r o u s
"q u i c k fi x " i s s u es t h at t h e
units could immediately deal
with themselves.
5. We f o r me d a "B u bb l e -Up "
Committee to explore the common issues which were beyond
the authority of the individual
u n i t s . T h e c o mmi t t e e researched five issues and presented them to the Productivity Working Committee. Some
issues were forward ed to the
proper staff agencies for further research and resolution.
One example which surfaced
through th is proces s was the
lack of a co mpan y po licy on
smoking.
6. Good un it level measures are
possible with the enthusiastic
involvement of the employees.
Tapp ing the inn ovat ive abi lities of the employees is a winning move in any game!
7. This methodology enhances the
MANAGEMENT ACCOUNTING/SEPTEMBER 1987

John Younker teaches seminar at APC.

en vi r o n men t o f d eve l o p i n g
managers in participative management concepts and skills.
8. Employees are receptive to parti ci pati ve man agemen t. They
are eager to share their know ho w to th e bet termen t o f th e
company.
9. In a s t ru ct u red envi ro nment ,
the un its ad dressed the basic
reas o n s fo r t h ei r ex i s t en ce.
Th is was a mo st help ful an d
educational exercise. Addition-

ally, they developed a broader
vi e w a s t h e y b e c a me mo r e
aware of company issues outs i d e t h e i r o wn i mme d i a t e
areas.
10. Worki ng wi th con sul tant s in
th e mu lt i - co mp an y environ ment p ro ved to b e ex tremel y
helpful. The cross- pollination
of i d eas b et ween co mp an i es
has been beneficial to our pilot
units.
11. A "P r o d u ct i vi t y Di rect i o n

A view of the USAA building in San Antonio, T ex.
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REVISEDUSAA WCPI ** METHODOLOGY
ONE MONTH

ONE MONTH

PRE

OVERVIEW
AND
ANALYSIS

PLANNING

L:MANAGEMENT
BRIEFINGS
)PROJECT
SITE
SELECTION
I : CLARIFICATION

L
- ) ORIENTATION
MEETINGI5)
LINTERVIEWS

:SURVEYS

OF
EXPECTATIONS
METHODOLOGY
TRAINING

SYNTHESIS
DATA
ANALYSIS
!.: FEEDBACK
0 BASIC
ACTION
PLANNING
0 PROJECT
STEERING
COMMITTEE
SELECTION

THREE MONTHS

ONGOING

PLANNING
AND
MEASURES

SERVICE
ENHANCEMENT

MONITORING
AND
FOLLOW -UP

❑ DIRECTION
STATEMENT
MISSION/
PURPOSE

EJSERVICE
REVIEW
ILI SERVICE
TEAM(S)
DEVELOPMENT
[ -,TECHNOLOGY
REVIEW

DEVALUATION
REVIEW(SI
❑ REVISIONS
—AS
REQUIRED
L_IINSTITUTIONAUZATION

ORGNiMGT
PHILOSOPHY
SERVICE
STATEMENTS
SERVICE
OBJECTIVES
SERVICE
MEASURES
IPROJECT
GROUP
TRAINING

"White collar productivity improvement

ee in vol vemen t neces sary to su stain optimal white collar productivity. Thi s i s n ot to i mpl y t hat o ur
comp any has not had such incentive programs in the past. For over
30 years o ur emp l oyees h ave received substantial annual bonuses
fo r goo d p e rf o r ma n c e. W e a r e
studyi ng fu rther impro vemen ts to
our gain - sharing program in a related res earch project. Ou r intent
is to improve the ability to recognize in di vid ual an d team acco mp l i s h men t s fo r i n n o vat i o n s an d
creativity.
The American Productivity Center methodology is not the one panacea to cure your productivity ills.
But, when you integrate this method ol o gy wi th o t her wort hy t o ol s
an d p ro ces s es s u c h a s o u r o wn
Leadersh i p '86 , Qu ali t y C ircles ,
Statistical Process Control, Simplification, Suggest ion Boxes, an d
"Ho t L i n es , " y o u h ave a p r et t y
neat package of ways to get the employees and managers involved.

IT CAN WORK

FUTUREPLANS
h a t li es a h e a d fo r t h e
USAA P &C Insurance Division in the productivity arena? After present ing our findings
and impressions to the chairman of
US AA a n d t h e p res i d en t o f t h e
P &C Division, we were given the
green light to proceed with developing a sh or tened vers i o n o f t h i s
methodology — relying on the good
old "learning curve." The ultimate
goal is an evo lution ary change to
in creas e empl oyee in vo l vemen t
and to broaden participative man-

W
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PRODUCTIVITYCHARTER
he charter received by the Producti vi ty Analysi s un it i s to
d evel o p a "F ami l y o f M e asures" at all levels of the P &C Division work force. This is to be done
through employee involvement and
part icip at ive man agemen t. Goo d
micro measures (there are no perfect ones ) can th en be aggregated
on a weighted basis to become the
president's total macro measure for
productivity. Ult imately, any and
all unit contributions to quality /effectiveness and volume /efficiency
can be reflected in the total picture
called productivity.
Upper management realizes that
the absence of material incentives
might eventually erode the employ-

he b o t to m l i n e fro m th e accounting viewpoint: You certainly can measure white collar p ro d uct ivit y o f o t her s ervice
functions. It does require time, effort, faith in your employees, a progres s ive managemen t t eam at al l
levels, and absolute top -down suppo rt from s en i o r man agemen t i n
order to raise ourselves out of productivity stagnation. It can work. ■

T

Jerry Gass, is administrator, quality management, United Services
Automobile Association, San Antonio, Tex.
Grover S. McMakin, CPA, is
quality analyst, quality management, USAA, and a member the
San Antonio Chapter, through
which the article was submitted.
Roger L. Bentson, CMA, CPA, is
director, agency accounting, USAA.
He is a member San Antonio
Chapter.
of

agement throughout the division.
Te n t at i ve p l a n s c a l l f o r t wo
months of pre - planning, overview,
and analysis led by outside facilitators. Then the units will be actively
involved for three months of analyzing their own operations. Monitoring and follow -up will then be
ongoing, with all phases constantly
open to fine- tuning. Social scient i s t s h ave a 2 0 - l et t er wo rd fo r
this— "Institutionalization" (See
table above).

of

Statement" for the P &C Divisio n was wri tt en as a n ecessary beginning for thi s project . F o r t h e fi rs t t i me, o u r
co mp an y mis si o n, o ur bu si ness philosophy, and our management philos ophy were all
merged into one document to
sh ow t he n at ural i nt erweaving and support of the productivity philosophy.
12. We confirmed that good leaders /managers are essential to
the goal of improving productivity. Our pilot managers were
primarily responsible for moving the pilot project to a successful conclusion.

'A less structured project — "Leadership 86 "—
was initiated about the same time as IMPACT.
Because the Leadership 86's decentralization of
authority or "power down" theme complemented the "impact" process, the two were loosely
grouped together. The chairman of the Productivity Working Committee was also chairman of
the Leadership 86 committee, which resulted in
a natural tie-in between the two processes. Consultants frequently have to deal with blending
their methods with existing management
programs.
MANAGEMENT ACCOUNTING /SEPTEMBER 1987

The Cost Allocation Problem
in a Telecommunications Company
BY J. PATRICK CARDULLO AND RICHARD A. MOELLENBERNDT
i Certificate of Merit, 1986 -87.

ost allocation is a pervasive problem. Nearly every organiza tion must
cope with cost allocation
in some ma nner whe n
measuring and reporting costs for
purposes such as performance evaluation, product costing, and cost
justification or reimbursement.
The problem exists because of indirect costs. Direct costs can be
identified with a single costing

unit, but indirect costs are common
to two or more costing units. According to SMA 4B, "Allocation of
Service and Administrative Costs,"
an indirect cost is a cost that cannot be identified specifically with a
cost object in an economically feasible manner. If there is a need to assign indirect costs to the individual
costing units, a cost allocation base
must be established to make this
assignment. The cost allocation

Guarding against interruption of service and potential dangers.
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problem as it affects telecommunications companies, however, may
have widespread ramifications for
users —and accountants.
The telecommunications industry has had a cost allocation problem since its inception. When the
National Bell Company was formed
by Alexander Graham Bell in 1879,
telephone sets and switching equipment manufactured by National
Bell were rented to franchised li-

cens ee comp an i es . Th e licensee
co mp an i es were res pon sib le for
managing the local telephone service; however, National Bell Compan y p ro vi ded an d co nt ro l l ed a
long distance network for intercity
calls . Th us, two separate cos ting
uni ts ex is ted whi ch sh ared co mmo n res o u rces . Co s t all o cat io n
methods were established by indust r y me mb e r s , r a t h e r t h a n
regulators.
Prior to 1930, a policy known as
"board to board" pricing was commonly used in the telecommunications industry. Under this policy,
all common costs of providing telephone service were charged to local
rates. Toll prices recovered only
the incremental direct costs of pro-

Laying cable.
40

viding long distance s ervices but
did not make a contribution to recover any local network cos ts. In
the i ndu st ry, t hi s pol icy was d escribed as charging only costs from
"t ol l swit chb oard t o t ol l swit ch board" to toll. This pricing methodology was struck down in Smith vs.
Illinois Bell Telephone Company
(1930) 282 US 133. In this decision,
t h e co u r t h e l d t h a t t o l l prices
should provide some recovery to local facilities cost.
Currently, costs incurred by telecommunications companies may be
classified as either nontraffic sensitive costs (NTS costs) or as traffic
sensitive costs (TS costs). NTS costs
do n ot flu ctu ate wi th traffi c volumes over a relat ive range of call

volu mes and hen ce have a fi xed
cost behavior pattern. A large portion of NTS costs are the costs of
the s ubs criber lin es run ni ng b etween t he tel eph one user and the
swi tchin g equ ip men t (cent ral o ffice) used by a local exchange company to transfer calls between customers. Other NTS cost s i ncl ude
executive compensation, business
office services, general accounting
costs, and other general overhead
costs.
Most NTS cos ts for a local exchange company are common to all
major services provided by the company. Thus, the allocation of NTS
cos ts will affect l ocal telep hone
rates and intrastate and interstate
toll rates. A large portion of NTS
costs, for example the cost of subs cr i b e r l i n e s a n d t h e i r mai nt enance costs, can be directly identifi ed wi t h geo grap h i c a reas an d
often with specific customers. Despite this fact, regulators generally
do not allow telephone companies
to vary rates by geographic area or
customer by basing rates on recovery of NTS costs that can be directly identified with specific geographic regions or customers.
Instead, the regulators have historically required all NTS costs of a
given local exchange company to be
pooled and then arbitrarily allocated to its various services. This allocation allows companies to recover
costs by providing uniform rates for
bo th hi gh an d low toll ro u t es
through rate averaging. Local rates
are b ased on the call ing scop e of
the customer rather than on the actual cost of providing service for a
sp eci fi c ge o g r ap h i c regi o n or
customer.
Traffi c s en s it i ve co s t s are t h e
costs of providing telecommunication services that have a direct relat ion shi p t o t he number of messages or volume of traffic handled
by the network. TS costs tend to exhib it a "st air s tep " cos t b eh avi or
pattern. For example, toll circuit
equipment is classified as a traffic
sens it ive i n ves t men t . Ho wever,
thes e co sts are not variabl e un til
toll volumes exceed the existing capacity of toll circuits, so that more
toll circuits must be added. In any
case, TS costs may be directly identified with a specific service.
No n t raffi c s en s it i ve co s t s are
substantial in amount and in relation to TS costs, In 1984, the total
NTS reven ue req ui rement for all
MANAGEMENT ACC O UNT ING /S EP T EMBER 1967

T_document called the "Sep arations

TABLE 1

Jurisdiction

Actual Percent
of Usage (SLU)

Su
Subscriber
Plant Factor

Interstate Toll
> Intrastate Toll
Remainder (Local)

10%
15%
75%

30%
37%
XXX_
XXX

TOTAL

100%

U.S. telephone companies was over
$24 billion which translates into a
flat rate of approximately $18 per
access line per month.

ALLOCATING COSTS
ypically, when indirect costs
are allocated to products or
servi ces in o rd er to d et ermi ne t he "fu ll " cos t of mak in g a
prod uct or providin g a service, a
uniform loading rate based on a direct cost is determined. This rate is
used to spread the costs to all products or s ervices that benefit from
the indirect cost. The allocation of
joint product costs to identifiable
pro du cts u su all y is bas ed o n an
"ability to bear" criterion. This approach at tempts t o achieve a uniform produ ct margin on all p rodu ct s . T h e r e ve n u e ge n e r at i n g
ability of each product, in part, determi n es t h e amo u n t o f i nd i rect
costs allocated to that unit. The indirect cost formula becomes a functi on o f margin al reven ue and d irectly identifiable costs. The cost
allocation process used by regulators to establish telephone rates for
reco veri n g t el eco mmu n i c at i o n
costs up to now, however, has not
b e e n b a s e d o n ei t h e r o f t h e s e
methods.
Regulated co mp an ies need to
ach ieve an accep tabl e rat e of return on investment for the company as a whole. However, justification for any particular segment of
su ch a comp an y h is t ori cal ly has
been bas ed on s oci al n eed rat her
th an o n t h e p erfo rman ce o f an y
specific segment. In order to provide service based on social need,
the FCC appears to have based its
allocation methods for telecommunication companies upon a version
of th e fairn ess an d b en efi ts -received -from allocation criteria.
The objective of the FCC in allowing a monopoly structure in the
telecommunicatio ns industry was

T
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Nontraffic Sensitiv
Revenue
Requirement
$ 5.40
6.66
_5,94
$18.00

to provide universal service. To accomplish this goal, the FCC encouraged pricing basic local service far
below its actual cost and arbitrarily
overprici ng toll s ervices. Companies were required to provide uniform rates fo r b oth high and low
volume toll routes through rate averaging. The FCC also required a
subsidization of the local service by
requ i ri ng a hi gh p orti o n of NTS
costs to be allocated to interstate
toll based on the premise that long
distance was a premium service.'
Under the monopolistic marketplace of the past, the allocation procedure of subsidizing local rat es
was acceptable, even applaudable.
It was a means of lowering monthly

The telecommunications industry
has had a cost
allocation problem
since its inception.
sub scrib er ch arges so t hat a vast
maj o rit y o f p o t en t i al cu s to mers
coul d afford telep hone services.
Ho wever, t h e el imi n at i o n o f t h e
mon opo li sti c market h as creat ed
an opportunity for telecommunicati o ns comp ani es t o recover NTS
co s t s t h ro u gh more direct co st based pricing. In this way, customers' payments would more directly
reflect what it costs the telephone
company to serve them. Obviously,
th i s ap p ro ach wou l d ten d to i n crease local rates.

LOCAL RATES KEPT LOW
he allocation basis for non traffi c s en s i t i ve co s t s h as
been codified by the FCC in a

Manual" (47 CFR Part 67) or "FCC
P art 6 7 . " 2 Th e M a n u a l d efi n es
wh i ch c o mmo n t el eco mmu n i cations costs will be allocated to the
interstate jurisdiction. Costs not allocated to t he int erstat e juri sdiction are allocated by default to the
intrastate jurisdiction. FCC Part 67
requires NTS costs to be allocated
by a factor called the "Subscriber
Plant Factor, "' a formula designed
to apportion a large portion of the
NTS costs to toll services. This formula keeps local rat es low by requiring toll rates to bear a disproportionate share of the NTS costs.
The formula uses actual subscriber
line usage (SLU) study minutes and
multiplies these by approximately
two and one -half times.
Although the allocation process
is arbitrary, regulators defend the
formula on the basis that toll service h as a premi um servi ce val ue
o ver l o c al s ervi ce, an d t h at t h e
goals of society can better be served
by subsidizing basic local service.
For example, if t he total monthly
no n t raffic s en s i ti ve reven u e requirement per access line was $18,
a typical allocation of this cost to
the various jurisdictions is shown
in Table 1. It's clear from the table
th at a l arge p o rt i on of th e fi xed
cost of telephone service has been
loaded into toll services.

NEW TECHNOLOGY
CREATES PROBLEMS
ew technology, such as fiber
op t i c cab l e an d d i gi t a l
switching systems, is having
an impact on nont raffic s ensi tive
co st s. They tend t o co st l es s per
u n i t o f c ap aci t y t h an t h e o l d er
technology. However, the complete
impact of t hese new technologies
on NTS costs and the various allocations still is not clear. The fixed
cost portion of fiber optics systems
varies di rectl y wi th t he requ ired
band -width of fiber, resulting in a
hi gh er pro po rt i on of NTS co s ts .
Also, costs of new digital central offices tend to have a higher proportion of NTS costs.
New technology also is making it
more difficult to categorize switching costs into their respective traffic sensitive and nontraffic sensitive cat ego ries . A maj or cause of
this problem is that the new digital
technology has integrated switch-

N
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ing funct ions that once were performed by separate facilities. New
digi tal techn ol ogy al lo ws man y
function s on ce p erfo rmed by mechanical equipment having discrete
parts to be integrated and consolid at ed b y s o l i d s t at e el ect ro n i c
switching operated by a multipurpose computer. This change places
increased pressure on the jurisdictional cost appo rtionment system
set up b y th e FC C in the Sep arations Manual. Some individuals in
the industry contend that this situation decreases the reliability and
relevancy of jurisdictionally separated accounting information .4
New markets also have had a significant impact on nontraffic sensitive costs and their allocation. Under
an
"o p e n
n e t wo r k
architecture" plan, local telephone
co mp an i es are al l o we d t o o ffer
their services to resellers on an unbundled or feature -by- feature basis.
This will result in more users of the
company's network. Consequently,
the proportion of network dedicated to individual customers and other services is decreased, resulting
in a smaller allocation of NTS costs
to these services.

THE IMPACT OF BYPASS
nterex change carriers provide
telecommunications services between Local Access Transport
Areas. These companies pay access
charges to local exchange companies for originating and terminating their toll calls. A portion of the
access charge is designed to recover
the NTS costs allocated to the access service. This cost is billed to
the interexchange carrier on a per
mi nu te b as is t hro ugh th e carrier
co mmo n l in e rate el ement at ap proximately $.015 per originating
minute and $.043 per terminating
mi n u t e. ' B as ed up o n an average
co s t o f $1 8 p er acce s s l i n e p er
mo n t h , cu s t o mers o ri gi n at i n g a
high volume of interexchange services will pay their portion of NTS
co s t s aft er u s i ng ap p ro xi mat el y
1200 toll minutes ($18 /access line /
$.015 /minute ). Toll minutes billed
to customers above the first 1200
minutes would actually "over" recover the fixed NTS costs.
Th u s , h i gh vo l u me cu s t o mers
have an in cent ive to red uce th eir
contribution to the local exchange
company by bypassing its facilities.
The interexchange companies have

I
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SHARED TENANT SERVICES

Cost allocation
processes for
telephone
companies are
starting to parallel
traditional cost
allocation methods
more closely.

acco mmo dated h igh vol ume cus tomers by providing their own local
connect ions, o r by p rovidin g private line service, microwave, or satellite hookups that apparently provide a more economi cal means of
completing calls.
Currently, technology accommodates the bypass technique. A customer may install a sophisticated
telephone called a pri vate branch
ex ch an ge (P B X), a mi c ro wave
transmitter, and a receiver that directly connects the customer to an
in t erex ch an ge co mpan y wit h o u t
us in g t he i n termedi ary l ocal ex change company. These microwave
dishes are similar to home satellite
dis hes th at all ow ho meo wners to
receive television signals without
paying cable television companies
for local access.
At some level of bypass utilization, local exchange companies become subject to unrecovered non traffic sensitive costs. Obviously,
s u ch co s t s mu s t b e re c o ve re d
through higher rates to remaining
cus to mers. As rat es es cal at e, s o
does the incentive for more bypass,
and, thus, even higher rates. Similar to an inflationary spiral fueled
by inflationary expectations, this
"bypass sp iral" cou ld destroy the
telecommunications system as it is
known today. As a result, the FCC
an d a l l s t at e r egu l a t o r s are a t tempting to make the services of local exchange companies more economical ly attractive by gradually
decreasing the NTS portion of access charges, thereby discouraging
bypass.

ocal exchange companies are
req u i red to a ve r a g e t h e i r
rates between high- and low cost customers. Consequently, low cost customers s uch as apartment
and condominium complexes make
pro po rt ion at el y higher con trib utions to the recovery of nontraffic
sensitive cost. Low -cost customers
have an i ncent ive t o t ak e advan tage o f "s hared t en an t s ervi ces "
that allow customers who are geographical ly conti guous to share a
s i n g l e P B X an d s e ve ra l acces s
lines . In thi s en viron ment , a customer typically will not use an access line all the time. By consolidati n g t h e t e l e p h o n e t ra ff i c at i t s
origin through a common PBX, custo mers i n t h e s h ared t en an t s ervi ces arran gemen t can mi ni mi ze
t h e req u i s i t e n u mb er o f a cces s
lines. Thus, fewer access lines are
ordered fro m t he l o cal ex ch ange
company.
In a man n er s imi lar to bypass ,
shared tenant services also will decrease th e contri bution to a local
exchange company's NTS costs recovery because fewer access lines
will be sold. As with bypass, if rates
are raised, the use of shared tenant
service will be further encouraged.
Unlike the feasible solution to bypass, the reduction of the per -minute access charge would not solve
t h i s d i l emma b ecau s e t h e l o wer
rate still would not be economically
advantageous to the customer.
Cost of local service tends to be
higher in a sparsely populated service area and lower in densely popu l at ed co mmu n i t i es . Ho we ver,
when regulators establi sh rates,
the calling scope of the customer,
not the underlying cost of service,
det ermi nes h i s rate. Al t ho u gh i t
costs less to provide local service to
a c u s t o me r i n a c o mmu n i t y o f
100,000 than one of 1,000, the regulat or wil l req ui re a h igh er b as i c
monthly charge to the former set of
cu s t o mers o n gro u n d s t h at t h ey
can co mmu ni cat e with more people. The larger the calling base, the
greater the value of service.
One way of deterring the use of
the shared tenant services arrangement is to de- average local phone
rates. Sparsely populated markets
wo u l d pay h i gh er rates fo r t el ephone service, and more den sely
popul ated urban areas would pay
lower rat es . De- averaging local

L
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rates would more "properly" allocate NTS costs of a particular community to the "cost causing" customer. Customers would pay rates
that reflect the cost of their service
rather than its underlying value.
However, de- averaging of rates is
not politically acceptable.
The reality of the shared tenant
services problem is that it can be
mitigated only by regulatory restraint because potential customers
of this arrangement are seeking to
avoid a flat charge for local service.
The FCC has not taken a preemptive stand on this issue. As a consequence, each state public utility
commission is able to establish its
own policies. Six state PUCs have
ruled that shared tenant service is
permissible resale of a local exchange company's service. Two
states have prohibited it.e

DEREGULATION'S IMPACT
lthough local exchange companies are still regulated in
all 50 states and by the FCC,
some formerly regulated services
now have been deregulated. These
services include providing customer premise equipment (telephone
sets), inside wiring, mobile telephone services and, as of January
1, 1987, billing and collections services for interexchange companies.
When a regulated company provides noncompetitive services, as
well as the aforementioned compet-
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itive services, the possibility of
cross - subsidy exists. Two distinct
cross - subsidy problems are:
■ Regulated customers could subsidize nonregulated operations;
■ The regulate d compa ny may
have a vast trade or pricing advantage over its competitors because l arge portions of NTS
costs could be billed to regulated
customers and little allocated to
nonregulated costomers.
The allocation of NTS costs to
regulated and nonregulated services is a prime consideration for
regulators. The FCC is currently
working to find a solution that will
provide increased assurance that
regulated services do not ultimately subsidize nonregulated services.
The FCC requires a separate accounting for investments, revenues
and expenses of nonregulated activities. On April 17, 1986, the FCC released a Notice of Proposed Rule
Making that proposed the adoption
of accounting and cost allocation
rules for separating the costs for
regulated telephone service from
the costs of a telephone company's
nonregulated lines of business.
These proposals include rules for
the allocation of NTS costs.
The Notice of Proposed Rule
Making identifies two approaches
to costing methodologies— long -run
incremental costing and fully distributed costing. The long -run in-

cremental costing approach is advocated by many local exchange
companies because it favors pricing
goods at their incremental cost,
thereby measuring whether all customers are better off. However, the
FCC recommends using the fully
distributed costing approach so
that NTS costs will be allocated to
all services, not just basic services.
The Notice of Proposed Rule Making also recommends using a "General Allocator" to allocate common
costs which would incorporate a
three - factor formula of identifiable
expenses, wages, and assets! The
the FCC expects that by using the
fully distributed costing approach
to cost allocation, the threat of
cross- subsidy of nonregulated by a
regulated utility will be minimized.

END -USER ACCESS CHARGES
fter the breakup of the Bell
System, the FCC took the position that nontraffic sensitive cost recovery from toll service
historically has been too high. The
FCC also recognized that an inordinately high level of NTS cost was
being allocated to the interstate jurisdiction. This arbitrarily high allocation was caused by the separation process use of the Subscriber
Plant Factor (Table 1). By using the
SPF, costs that should have been
recovered through the intrastate
jurisdiction were being allocated to
the interstate jurisdiction and then

A
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FCC issued an order calling for a
$1.00 monthly end -user fee for residential customers and a $6.00 fee
for business customers. This order
became effective June 1, 1985. The
residential end -user fee increased
to $2.60 on July 1, 1987.
The end -user charges allow local
ex ch ange comp an i es to d ecreas e
the carrier common line charge to
interexchange compan ies. Under
this approach, less NTS cost is recovered from toll services while local service charges increase.
On December 19, 1984, the FCC
ordered that over an eight -year period, beginning on January 1, 1986,
all local exchange companies will
mo ve fro m th e frozen in terst at e
Subscriber Plant Factor level of allocation for the subscriber line portion of nontraffic sensitive costs to
a 25% allocation.
This FCC decision will cause less
NTS cost to be allocated to interstate operations and will leave recovery of more of the NTS costs to
the various state PUCs.
If the public utility commissions
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recovered t hrough int erstate to ll
rates. Becaus e almo s t al l P UC s
mi rro r i nt ers t at e s ep arati o n s i n
the intrastate jurisdiction, the SPF
formula also caused the residual intrastate NTS costs to be disproportionately allocated to intrastate toll
service.
In an a t t emp t t o r emed y t h i s
problem, on February 28, 1983, the
FCC released an order that authori zed t h e reco very o f i n t ers t at e
NTS co st s t hrough b ot h i nt erexch an ge co mp an y access ch arges
and flat rate end -user charges. The
monthly residential and business
customer end -user charge was proposed to be $2 and $4, respectively.
Both rates were to become effective
January 1, 1984.
Because of public opposition and
concern by state regulators who rega rd t h e F C C ac t i o n as a n encroachment upon their jurisdiction
over lo cal rat es, th e FCC d id not
implement its original order for the
recovery of NTS costs and subsequently revised the end -user access
charge plan. In February 1984, the

n the future, fixed indirect costs
(NTS costs) of local exchange
co mp ani es wi l l become mo re
concent rated i n t he i ntrastate jurisdiction and will be removed from
toll and carrier access charges. The
NTS cost wil l b e recovered from
end -users via monthly charges.
Al so , any n o nregul ated o perations of local exchange companies,
such as ins ide wiri ng and bill ing
and collection services, will bear a
proportionate share of overall nontraffic sensitive cost.
Regulators are slowly changing
the cost allocation process for local
exchange companies. Today it parallels the traditional common cost
allocation methodology of nonregulated industries. The arbitrary v &1u e j u d g men t s t h at fo rced l o cal
phone servi ce to be priced below
cos t wi ll event uall y be rep laced.
Then customers will more closely
pay for the actual cost of services. ■

of

W

CHANGING ALLOCATION

„

rates was done at the state level.
In 1907, both New York and Wisco n s i n es tab l i s h ed regu l at o ry
commissions for this purpose. Today, every state has state and /or
municipal agencies called public
utility commiss ions (PUC) with
regulato ry aut ho rit y o ver i ntrastate telecommunications rates.
The first attempt to regulate interstate telecommunications service took place in 1910 when Congress pl aced cert ain as p ect s o f
int erst at e teleph on e op erat io ns
under the jurisdi ction of the Interstate Commerce Commission.
Current regulations of interstate
telep ho n e rat es an d o perat i on s
originated with the Communications Act of 1934. This Act created
t h e F ed e ral C o mmu n i ca t i o n s
Commission (FCC) which has regulato ry autho rity over al l in terstate telecommunications services
and required regulation "to make
available as far as possible, to all
people of the United States a rapid, effi cient , nat i o nwi d e, an d
orldwide wire and radio commu-

nication service with adequate facilities at reasonable charges." In
order to accomplish this goal, the
Act allo wed the creation of monop ol y st ru ct ures t hat were expected to provide econo mies of`
scale so the cost of local service
co ul d be redu ced an d u ni vers a
service provided.
Since t he breakup of th e B el.
System on January 1, 1984, tel
phone services have been provid
ed by l ocal ex change compani
and interexchange carriers. A 1 .
cal exchange company is a compa
ny, co op erati ve, or as so ci at io n}
that provides local telephone ser
vi ces wit h i n a geo graph i c are
called a Local Access & Transpo '
Area. An interchange carrier pro!
vides telephone services between
local access transport areas.
,
Local exchange companies al
provide services to originate an
termi nate to ll call s fo r i nt erex
ch an ge carri ers , s el l cu s t o me
premise equipment, install insid
wiring, provide billing and collet
tions servi ces for int erexchange
carriers, and provide mobile telephone servi.Lc
s._

t to regul at e
T theel epfirsth o natte emp
s e rvi ce an d set

mirror this separations provision,
t h e h i gh er i n t ra s t at e NTS co s t s
will be passed on to local customers
through local service rates and not
placed on toll services.

'Public Utilities Fortnightly,"The Origin and
Current Status of Telephone Access Charges,"
October 3, 1985, p. 22.
"The Separations Manual is periodically revised
when the FCC convenes a "joint board." The
joint board consists of FCC and various state
and municipal PUC staff members who jointly
recommend changes to the FCC. The FCC has final authority over changes to the Separations
Manual.
3
47 CFR Ch. 1, Section 67.124110. 1.851.
'Kansas Corporation Commission Docket 127,
140-U (Phase IV), Southwestern MI Telephone
Company answer to KCC data request question
H. Prepared by the researcher and other employees of southwestern Bell.
'NECA FCC Tariff Number 1.
'Public Utilities Fortnightly, December 12,
1985, "Trends and Topics: Shared Tenant Services," p. 52.
'Notice of Proposed Ru lemaking FCC Docket
No. 86.1111, released April 17,1986, p. 27.
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Corporation:
THENEWCORPORATETAXPLANNINGWEAPON
Although changing to
S Corporation status means
lower taxes, it also may limit
the company's future ability
to acquire equity financing.

BY M. ALLEN WILSON AND EDITH S. WILLIFORD
Certificate of Merit, 1986 -87.

he Tax Reform Act of 1986 lowers the income tax
rat es an d ch an ges t he overal l at ti t ud e i n t h e
business community toward Subchapter S corporati o ns —n ow referred t o as S co rp orati o ns .
When fully phased -in, the maximum individual bracket rate will be 2 8% and the maximu m corporate rate
will be 34 %.'
Lowering the maxi mum individual rate b elow the
maximum co rporate rate creates an i nteresting phenomenon. In a complete reversal of prior tactics, this
rate structure creates a strong incentive for profitable
corporations to elect S corporation status. If a corporation elects S corporation status, its federal income is
taxed at the shareholder level rather than the corporate level. With lower individual rates, this can result
in significant income tax savings when the rates are
fully phased -in.
Table 1 shows that a corporation with $2 million in
taxable income can save $120,000 in federal income
taxes each year simply by making the S corporation
election.
In satisfying its federal income tax liability, the corporation must realize that the shareholders, and not
th e co rpo rati o n, wil l b e mak in g th e t ax p aymen ts .
From a practical standpoint, this means that the corporati on will have to p rovide the sh areh old ers wit h a
quarterl y es timate of t he corp orat ion's current year
tax l iabil ity and a distribut ion o f cas h equ al to the
quarterly estimated tax payments required.
For instance, in our hypothetical case, assuming the
income is earned ratably over the year, the corporation
would make a quarterly cash distribution of $140,000
($560,000 _ 4) to the shareholders for their quarterly
estimated tax payments. Assuming the shareholders
are in the 28% tax bracket, the net cash flow effect on
them will be zero, and the corporation will increase its
positive cash flow by $30,000 each quarter by avoiding
46

the higher corporate estimated tax payments (Table 2).
Another change introduced by tax reform is the concept of passive losses. Beginning in 1987, individual
taxpayers will not be able to fully deduct excess passive
losses. Losses generated by passive activities can only
offset passive income.
Because many individuals have invested in tax sheltered i nvestment s which will be gen eratin g p ass ive
losses in the future, a key planning point for these individuals will be to be generate passive income. By 1991,
when the passive loss rules are fully phased -in, it is
probable that an individual with excess passive losses
can report additional passive income without increasing his or her current federal income tax liability. This
is an i mportan t concept for the cl osel y h eld family
business in which not all family members participate
in the business.
The following hypothetical illustration assumes that
a family business is incorporated on January 1, 1991,
wit h t wo bro thers mak ing a cap ital cont rib uti on of
$50,000 each. One brother is active in the business, and
the other is not. The nonparticipating brother has excess passive losses on his personal income tax return in
1991 of $100,000 and also needs $100,000 in cash annually from the corporation to maintain his lifestyle. The
tax ab le i nco me fro m t he corporat io n in 1991 is $2
million.
If an S corporation election is not made and obtaining a loan is not feasible, the nonparticipating brother
can possibly obtain the cash in one of two ways. He can
take a $100,000 dividend, or he can participate in the
business and obtain $100,000 in the form of compensation. If he receives a dividend, it cannot offset passive
losses because the dividend is not classified as passive
income. It will be fully taxed on his individual return,
an d h e wi l l s u b j ect t he co rpo rat e earn in gs to t wo
rounds of tax before he receives the cash.
On the other hand, if he takes the compensation, he
will eliminate the corporate tax on this income, assuming that it is reasonable compensation for his services.
However, because compensation is not passive income,
MANAGEMENT ACCOUNTING /SEPTEMBER
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TABLE 1
Regular
Corporation

Annual Tax
Savings

560,000

$

_

-

-_0 -_
560,000

680,000

120,000

$

Tax Due

$2,000,000
28%

0
-

Tentative Tax
Graduated Bracket
Effect°

$2,000,000
34%
680,000

S Corporation

$

Taxable Income
Tax Rate

_

it will be fully taxed on his individual return. Thus, because he participates in the management of a business
in which he initially did not want to be actively involved, he probably will destroy a previously good relationship with his brother and will be fully taxed on the
compensation. In both situations, even though the corporation makes a $100,000 distribution to the shareholder, because of income taxes he actually obtains less
than $100,000.
If, instead, an S corporation election is made and the
nonparticipating brother trusts his brother to run the
business so that with respect to the nonparticipating
brother, the S corporation activity is a passive activity,
the result is completely different. First, his share of the
income ($1 million) could be used to offset his excess
passive losses. Secondly, if the corporation distributes
cash to him for his share of the income tax liability —
because he only will have $900,000 of passive income to
report —he will get more cash ($280,000) than he will
have to pay to the IRS ($252,000) as the tax on this inco me. F i n al l y, i f h e n ee d s t h e ad d i t i o n al mo n ey
($72,000), the corporation can make a tax -free distribution to him out of current -year earnings. Therefore,
with an S corporation election, he can obtain the entire
$10 0,0 00 wi th out an y negat ive i nco me tax effect s.
Thus, the shareholder actually obtains $100,000 from
the $100,000 cash distribution from the corporation.
Perhaps an even greater benefit of the S corporation
election than the cash flow and immediate tax savings
is a concept that is not new under the Tax Reform Act
of 1986. Income earned by the corporation is reported
by the shareholders on t heir indivi dual t ax ret urns.
Consequently, they can increase the tax basis of their
stock by the amount of income reported less any cash
distributions. For a shareholder who is contemplating
a sale of his stock, this can produce major tax benefits.
To il lust rate thi s po int, assu me t hat in t he h ypothetical case, the corporation is incorporated on January 1, 1991, with one shareholder making a cash contribution of $100,000. The corporation has $2 million in
tax abl e i nco me in 19 91 and makes t he app rop riate
cas h d ist rib ut ion s for es timated t ax payments . His
stock is sold one year later for $1,540,000. If the shareholder elects S corporation status, he will not have a
gain or loss on the stock. If the shareholder does not
make the S corporation election, he will have a gain of
$1 ,4 40 , 00 0, o n whi ch he cou l d po ss i bl y owe o ver
$400,000 in federal income taxes (Table 3).
Although most of the changes created by the Tax Reform Act relate to tax planning opportunities for corporations with taxab le income, there are situations in
which the election may be advisable for corporations
that project taxable losses.
One of the major cornerstones of the new corporate
tax policy is the imposition of a tough, broad -based corporate alt ernative minimum tax . Although a discussio n of t he al tern ati ve min imum tax is beyo nd o ur
scope here, it is important to note that a corporation
with tax losses could find itself paying the corporate
alternative minimum tax. If the corporation is paying
this tax because of the infamous book income over tax
income adjustment, this tax can be completely eliminated should the company make an S corporation election. From a practical standpoint, even if the corporation is not currently paying the alternative minimum
tax, just the freedom from worry about calculating and

tracking this tax may be a sizable benefit.
MAKING THE ELECTION
t least two questions must be answered before the
S corporation election is made. First, can the corporation qualify for S corporation status? Secondly, do I want S corporation status for my corporation?
The first question is relatively easy to answer and
helps to answer the second question. IRC Sec. 1361 outlines the general requirements for an S corp oration.
The corporation must be an eligible domestic corporation with no more than 35 shareholders. For purposes
of Sec. 1361, a husb and an d wife are treated as one
shareholder. Qualifying shareholders include individuals, est ates, grantor trus ts, and voting tru sts. Sec.
1361 also includes other qualifying shareholders such
as testamentary trusts, for the 60-day period beginning
o n t h e d a y o f t h e d e emed o wn e r' s d ea t h . Tr u s t s
"own ed" by a person ot her than t he granto r and the
income beneficiary of a qualified Subchapter S Trust
are treated as shareholders under Sec. 1361. An individual who is a nonresident alien cannot be a shareholder in an S corporation.
An eligible domestic corporation can have only one
class of stock outstanding in order to qualify as an S
corporation. Treasury stock and any authorized but unissued stock of a different class from that held by the
stockholders will not disqualify the corporation. An S
corporation will not be treated as havi ng more than
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..Projected Annual
Liability
.Quarterly Estimated
Tax Payments or
Distributions
Quarterly
Cash Flow
Savings

Regular
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$680,000

$560,000

170,000

140,000

$30,000

one class of stock outstanding solely because there are
differences in voting rights among the shares of common stock (Sec. 1361 (c) (4)).
Upon determining that a corporation qualifies for S
corporation status and deciding to elect such status, the
election must be made no later than the 15th day of the
third month of a corporation's taxable year in order to
be effective for that year. All shareholders must consent to the election (Sec. 1362(a)). A corporation must
meet all requirements to qualify as an S corporation no
later than the first day of the taxable year for which
the election is to be effective. This election is requested
on Form 2553, Election by a Small Business Corporation, filed with the IRS. The Service Center will usually
acknowledge timely receipt of the election — including a
statement that the election is approved for the taxable
year beginning with the date shown on Form 2553.
For taxable years beginning after December 31, 1986,
all S corporations will be required to have a calendar
year -end. This change to a calendar year -end may result in the filing of a short period return from the beginning of the fiscal year in 1987 through December 31,
1987. The net income for the short period will be spread
evenly over the four years, 1987 -90, unless a shareholder elects to report all of the income in 1987.
Because not all states recognize S corporations, state
income taxes also must be considered. North Carolina,
for example, specifically requires S corpo rations to
compute their corporate income tax as if no election
had been made for federal purposes. To partially alleviate t he problem of doub le taxati on, North Caro lina
does have an unlimited dividend exclusion for individuals for distribution from an S corporation if all of the
corporate earnings were subject to the North Carolina
income tax. If, however, the corporation apportioned its
income between other states, then only that percentage
of the dividends which corresponds to the North Carolina apportionment factor is deductible. For example, if
70% of the corporate inco me is appo rtio ned to and
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2,000,000

0

The S corporation
cannot have a corporate
shareholder,
nor can it issue
preferred stock.
taxed in North Carolina, then 70% of the distributions
will be eligible for the dividend exclusion.

SIXPOTENTIALPITFALLS
he management of a closely held business has numerous factors to consider when trying to determine if S corporation status is best for its corporation.
1. The election establishes limitation on the corporate
structure. The S corporation cannot have a corporate sharehol der, nor can it issue preferred stock.
Without preferred stock, many estate - planning techniques such as asset freezes and family capital corporations are foreclosed.
2. Wit h a l imitation on th e number o f sharehol ders,
the corp oration may li mit its future ability to acquire equity financing.
3. A calendar year -end may not be a natural business
year -end for the corporation — creating illogical financial statements or additional burdens on those
i n d i vi d u a l s res p o n s i b l e for p r e p a r i n g t h e
statements.
4. If the corporation files its tax returns in a state that
does not recognize S corporation status, the cash distribution s may be subject to tax at the in dividual
level after already having been taxed at the corporate level.
5. If the S corporation activity is deemed a passive activity with respect to one or more shareholders, the
election may create a passive loss problem to the extent that the corporation has losses. This may result
in the disallowance of a current deduction for passive losses that would have otherwise been usable by
a re gu l a r c o r p o ra t i o n as a n e t o p er a t i n g l o s s
carryback.
6. The corporation gives up the benefit of the surtax
exemption. With the lowering of the tax rates and
decreasing the number of brackets, this exemption is
not as valuable as it was in prior years. However, for
a corporation with taxable income consistently less
than $75,000 annually, the income tax rate on this
income will still average less than 25 %, and this is
less than the 28% rate to which it probably would be
subjected at the individual level.
Under the right circumstances, electing S corporation status provides tremendous benefits. It is important to note, however, that such status is not always
the best route for a corporation to take. The management of each business should carefully examine the environment in which the business is currently operating)
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If a business is paying
the corporate AMT
because of the book income
over tax income adjustment,
it can eliminate the tax
by becoming an S corporation.
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year following the year for which termination was effective; therefore, caution should be taken, before terminating the election or having the election revoked, to
ensure that the proper form for the corporate entity is
retained.
A final point to consider is the education process involved when the form of the entity changes to an S corporation. Management must inform its auditors of the
change, as well as t he ban ks, and other instit utions
that would be affected by such a change. Lending institutions probably will want some assurance that the S
corporation election was not made to strip all of the
current earnings out of the corporation. Shareholders
also wi ll need to be ed ucated on the effect s o f t his
change on their individual financial and tax situations.
Making the S corporation election affects several parties and their approach to the particular corporation.
Thus, each party should be fully informed of all the
ramifications of the election.

SEEKPROFESSIONALADVICE
e have presented both the many benefits of S
corporation status under the Tax Reform Act of
1986, as well as the potential pitfalls and planning opportunities of the election. As with all major decisi ons , we recommen d th at a final decis ion not be
made until all of the corporation's professional advisors
are consulted.
■
w

and cons ider th e advan tages and disadvantages of S
co rp o rat i o n s t at u s . Th e p ro s an d co n s s h o u l d b e
weighed separately over an extended period of time,
and the decision should be carefully made.
Once the decision has been made, several planning
opportunities should be considered. Planning when to
make the election is extremely important.
Many corporations may have elected S corporation
status prior to December 31, 1986. The reason for the
pre -1987 election was to avoid the new 10 -year look back rul e on the sale o f as sets . Basically, th is rule
states that any built -in gain recognized by the S corporation on the disposition of any asset within 10 years
after the effective date of the S corporation election
will be taxed at the corporate level. Thus, as a planning
point, a corporation planning to sell assets after the S
corporation election will need to factor this additional
tax into their considerations.
Related to this idea is the planning required for a
short - period return. The Tax Reform Act of 1986 requires all S corporations to report on a calendar year
basis. Consequently, all existing fiscal -year S corporations are required to change and to file a short - period
return from the beginning of the fiscal year in 1987
through December 31, 1987. Income earned during this
period will be spread evenly over four years from 198790 unless the shareholder elects to report all of the income in 1987. This means that a profitable corporation
with a June year -end may want to postpone the recognition of its fourth quarter income with the expectation
of shifting the income into the short - period return for
the period ending in December 1987 —thus, having the
income taxed at lower rates over a four -year period.
If the S corporation will operate at a loss, the limitations on the deduction of losses will affect the shareholders who do not materially participate in the activity. The possibility that the losses will not be deductible
must be anticipated by S corporation shareholders who
have no passive income to offset the passive losses.
Ano ther p lan nin g fact or involving S corporati on
election is the loss of the surtax exemption for corporations whose income is less than $75,000. When taxable
income is below this level, the corporate rates may be
less than the individual rates. Therefore, the limitations imposed upon an S corporation may outweigh any
benefi ts derived , thu s mak ing s uch an election less
attractive.
If the S corporation shareholders decide to terminate
S corporation status or the status is revoked, a new S
corporation election cannot be made before the fifth

M. Allen Wilson, CPA, J.D., is a tax manager for Arthur Andersen & Co. in Greensboro, N.C. He was president of the Piedmont- Greensboro Chapter of NAA in
1986 -87 when this article was submitted.
Edith S. Williford is a tax staff accountant for Arthur Andersen & Co. in Greensboro, N.C. She was secreta ry of Piedmont - Greensboro.
'Bec ause o f the phas eo ut o f certain tax benefits s uc h as lower b racket
amo unts and exemp tio ns , the individual rate co uld b e higher than 28%
,ind the co rp orate rate higher than 34 % , However, as a general rule, the
maximum marginal rate will b e eq ual to the highes t brac ket rate.
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THE HIDDEN DANGER IN

BONDYIELDS
BY LIVINGSTON G. DOUGLAS
any investors think that a
bond's "yield" is i ts "retu rn , " o r wh at t hey wil l
recei ve. Th at b el ief is a
misconception, which could lead
them to make poor investment decisions. They need to know how to
calculate their to tal return before
they make any investment moves.
In the world of fixed income securit ies, t he two mo st wi dely used
measures of yield are yield- to-mat u ri t y (YTM ) an d cu rren t yi el d
(CY). Yield -to- maturity is the single
discount rate that equates the present value of all of a bond's future
cash flows, such as semiannual coupons an d prin cipal repayment, to
th e b o nd 's current market p rice.
Current yield is a bond's annual return on investment attributable to
the bond's two semiannual coupon
payments and is derived by dividing the annual coupon cash flow by
the bond's current market price.
Table 1 compares two U.S. Treasuries that share the same maturity d ate but di ffer wi th resp ect to
coupon size (6.625% vs. 13.875 %).
Th e i s s u e s h ave s i mi l ar YT M s
(6.41% vs. 6.44 %) but differ dramati call y with resp ect to current
yield (6.59% vs. 11.77 %). What's
going on here? What does the investor really earn?
Different measures of yield will
lead th e i nvesto r t o— someti mes
dramati cally— different ex pectations of return. The yield -to -maturit y rate i s a go od in di cato r of a
bon d's retu rn on ly if t he bo nd is
held to maturity (or is sold prior to
matu ri ty at t he same YTM as o n
the purchase date) and the bond's
semiannual coupons are reinvested
at the YTM rate. The current yield
measure simply s hows the annual
coupon return per dollar invested,
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ign o ri n g ret u rn s fro m an y b o n d
premiu m/ di scou n t amort izat io n
and from reinvestment of coupons.
As such, current yield can be very
mislead ing, es pecial ly over short
holding periods.

PRICE, YIELD, AND RETURN
he relationship of bond prices,
yields, and returns is illustrated in Tables 2 and 3. Table 2
analyzes a 10 -year discount bond (a
bond selling below par), and Table
3 follows a 10 -year premium bond
(a bon d s ell ing ab ove par). Each

bond is noncallable for life and is
priced to yield 8.0 %. These tables
vividly show that even when interes t r at es ar e h el d c o n s t a n t (a t
8. 0 %), several it ems are al ways
changing: the bond's price, the annual amount of premium /discount
amortization, and th e bond's current yield. The total return, however, is a steady 8.16% per year.
The tables highlight several important points: First, a bond's price
h as a n at u ral an d ma t h emat i cal
t e n d en cy to mo ve t o wa r d p a r
($1,000) over time until at final maturit y i t is valued exact ly at par.
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The premium /(discount) at which
the bond is purchased is eliminated
progressively through scientific (effective interest) amortization. The
amount of ann ual amo rtizat ion is
simply the difference between the
beginni ng -of -year price and the
end -of -year price using the original
purchas e date yield -to- maturity
percent as the di sco unt factor in
both price calculations. Changes in
the gen eral level of interes t rates
have an additional impact on bond
price and bond return at points in
ti me pri or to mat uri ty an d i n dependent of the underlying drift toward par of a bond's price.
Second, the cou pon return on a
bond is a con stant d ollar amount
per year, payable in two semiannual coupons. As such, the coupon's
rel at ive co ntrib ut io n to a bo nd 's
annual total return rises /(falls) as
a premium/ (discount) bond's price
fall s /(ri ses) o ver t ime. Thi s ex plains why current yield, focusing
sol ely on an nual coup on retu rn ,
rises /(falls) as premium /(discount)
bonds get closer to final maturity.
Third, over one -year holding periods, the reinvestment component
of total return is insignificant relative to the coupon and amortization
contributions to total return. Not

TABLE 1
PRICE AND YIELD DATA ON TWO U.S. TREASURIES
Issue

Price

YTM

CY

U.S. Treasury 6.625% due 8 /15/89

$1,005.00

6.41%

6.59%

U.S. Treasury 13.875% due 8/15/89

$1,178.75

6.44%

11.77%

su rpri si n gly, t h e hi gh er cou po n
bond has hi gher reinvestment returns than the lower coupon issue
($2.40 /year vs. $0.80 /year).
Fou rt h, yield -to- maturity provides a fairly accurate estimate of a
bond's total return when the bond's
YTM rate is unchan ged an d coupo n s are rei n vest ed at t h e YTM
rate (both are underlying assumptions for Tables 2 and 3). Yield-tomaturity incorporates coupon, amo r t i za t i o n , an d r e i n ve s t me n t
ret u rn in it s calcu lat io n (u si n g
YTM as t h e rei n ves t men t rat e).
The one -year total returns of 8.16%
differ from the YTM rate of 8.00%
simply because YTM is a semiannuall y co mp ou nd ed rat e (8.0 0%
compounded semiannually is equivalent to 8.16% annually).

Fifth, current yield fails as an indicator of a bond's returns because
it considers only the coupon component of return and ignores the impacts of amortization (big impact)
an d rei n ve s t men t (s mal l i mp act
over short hori zons). As a res ult,
premi um bo nd s wi ll have hi gher
current yields than discount bonds
of similar maturity.
The current yield differential between high- and low - coupon issues
widens as the bonds approach maturity. For example, look at Tables
2 and 3. At the beginnin g of year
nine, with two years remaining until maturit y, the 12% bond o ffers
688 basis points more CY than the
4% i s s u e (1 1 .1 9 % - 4. 3 1 % =
6.88 %). A basis point is 1/100 of
1 %. At the begi nni ng of Year 1,

TABLE 2
PRICE, YIELD, AND RETURN BEHAVIOR OF A HYPOTHETICAL DEEP DISCOUNT,
NONCALLABLE 10 -YEAR BOND
Issue
U.S.Treasury4.00%
due12/31/96

Time
Current
Period YTM1 Prlcel Yield2
YEAR1
YEAR2
YEAR3
YEAR4
YEAR5
YEAR6
YEAR7
YEAR8
YEAR9
YEAR10
Maturity

8.0% $728.19
8.0
746.81
8.0
766.95
8.0
788.74
8.0
812.30
8.0
837.78
8.0
865.35
8.0
895.16
8.0
927.40
8.0
962.28
$1,000.00

Coupon
Return3

5.49% $40.00
5.36
40.00
5.22
40.00
5.07
40.00
4.92
40.00
477
40.00
4.62
40.00
4.47
40.00
4.31
40.00
4.16
40.00
4.00%

Amort4

Relnv.
Retum5

Total
Return6

$18.62
20.14
21.79
23.56
25.48
27.57
29.81
32.24
34.88
37.72

$0.80
0.80
0.80
0.80
0.80
0.80
0.80
0.80
0.80
0.80

$59.42
60.94
62.59
64.36
66.28
68.37
70.61
73.04
75.68
78.52

1 -yr. Difference8
TR(%)7 (CY - TR)

8.16%
8.16
8.16
8.16
8.16
8.16
8.16
8.16
8.16
8.16

-2.67%
-2.80
-2.94
-3.09
-3.24
-3.39
-3.54
-3.69
-3.85
4.00

As ofthebeginning oftheyear.
Current yield is calculated as theannualcoupon return divided bythebeginning-of-yearprice.
Couponreturn issimply4.00%x$1,000par=$40 peryear.
Scientific amortization of thediscount -calculated as thedifferencein end-of -yearpricefrom beginning -of-yearprice.
Reinvestmentreturnifthesemi-annualoouponisreinvestedattheYTMrateof8.0 %.
Totalreturn =Coupon return +amortization ofdiscount +reinvestment return,
Totalreturn (in %)=Totalreturn / beginning -of-year bond value.
This differenceindicates howthecurrent yield measureunderstates the totalreturn foradiscount bond.
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TABLE 3
PRICEYIELD,ANDRETURNBEHAVIOROFAHYPOTHETICALPREMIUM,
NONCALLABLE10-YEARBOND

U.S.Treasury12.00%
due12/31/96

Current
YTM1 Prlce1 Yield2

YEAR1
YEAR2
YEAR3
YEAR
YEAR5
YEAR
YEAR
YEAR8
YEAR9
YEAR10
Maturity

8.0
8.0
8.0
8.0
8.0
8.0
8.0
8.0
8.0
8.0

9
/o

Issue

Time
Period

$1,271.81 9.44%
1,253.19 9.58%
1,233.05 9.73
1,211.26 9.91
1,187.70 10.10
1,162.22 10.33
1,134.65 10.58
1,104.84 10.86
1.072.60 11.19
1.037.72 11.56
$1,000.00 12.00%

Coupon
Return3

Arnort.4

Reinv,
Retum5

$120.00
120.00
120.00
120.00
120.00
120.00
120.00
120.00
120.00
120.00

$(18.62)
(20.14)
(21.79)
(23.56)
(25.48)
(27.57)
(29,81)
(32.24)
(34.88)
(37,72)

$2.40
2.40
2.40
2.40
2.40
2.40
2.40
2.40
2.40
2.40

Total
1 -yr.
Return6 TR(%)7

$103.78
102.26
100.61
98.84
96.92
94.83
92.59
90.16
87.52
84.68

8.16%
8.16
8.16
8.16
8.16
8.16
8.16
8.16
8.16
8.16

Dlfference8
ICY - TR)
+1.28%
+1.42
+157
+175
+1.94
+2.17
+2.42
+2.70
+103
+3.40

As ofthebeginning of theyear.
Current yield iscalculated as theannualcouponreturn dividedbythebeginning-of-yearprice.
Coupon return is simply12.00% x$1,000par-$120 peryear.
Scientific amortization ofthe premium-calculated as thedifferencein end -of-yearpricefrom beginning -of-yearprice.
Reinvestment return ifthesemiannualcoupon is reinvestd at theYTMrateof8.0 %.
Totalreturn =Coupon return -amortization ofpremium +reinvestment return.
Totalreturn (in %)=Totalreturn / beginning -of-yearbond value.
This differenceindicates howthecurrent yield measureoverstates thetotalreturn forapremium bond.

this differential was only 395 basis
points (9.44% - 5.49% = 3.95 %).

CURRENT YIELD
ISN'T BETTER
sing the dat a in Tab le 4 , we
can cal cu l a t e t h e t o t al returns on two U.S. Treasuries
of similar maturity in the two-year
sector. It is clear that the 15-3/8%
i s s u e o ffers mu ch mo re cu rren t
yiel d t han th e 6 -3/8 % i ssu e. The
lower co up on is su e gen erates an
11. 72 % t ot al return over the 1 2/
17 /8 6-10/15/88 invest ment period, which exceeds the 11.47% total
return offered by the 15-3/8% issue
over the same period (calculations
co u rt es y o f t h e R yan F i n an ci al
Strategy Group). Unless there is a
burnin g n eed fo r int eri m coup on
cash flow, the bond buyer should
prefer the issue offering more total
return per dollar invested.
In su m, p urch asin g bo nds with
higher current yield does not necess ari l y l ead t o s u p eri o r t o t al return s. The bo nd with hi gher curre n t yi el d ma y s i mp l y be
generati ng high co upon return at
the expense of principal loss (premium amortization), leaving the in-

U
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vestor no better off. A comparison
of the YTMs of the two bonds is a
mo re effect ive screen i ng mechanism for finding bonds offering incremental total return advantages,
particularly over short -term holding periods.
When ven turin g away fro m t he
n o n cal l ab l e U. S . T rea s u r y a n d
Agency arena, an investor must seriously question the usefulness of

yi e l d me a s u r es as t o t al re t u r n
proxies. The introduction of call,
sinking fund, and conversion provisions on many corporate bonds and
prepayment features on mortgage backed securities creates major ambiguities with respect to what the
investor can really expect to earn
in the security in question.
As an illustration, see Table 5. It
analyzes two corporate bond issues

TABLE 4
ATALEOFTWOTREASURIES
TotalReturn*
(12/17/86 10115/88)

Price

YTM

CY

A- U-S. Treasury
6.375%due 9/30188

$1,001.96

6.25%

6.36%

11.720/ 6

B- U.S. Treasury
15.375%due 10/15/88

$1,156.88

6.15% 13,29%

11.47%

Issue

Difference(B -A)

-.10%

+6.93%

-.25%

'Thetotalreturn is thenonannualized return perdollarinvested. A 5%
reinvestment ratewas assumed forallcoupon cash flows. The6.375% issuewas
reinvestedat5% overthe9130/88-10/15188 period toallowcomparabileyover
thesameholding periodas the15.375% issue. Calculations courtesyofRyan
FinancialStrategyGroup.
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traded on the New York Stock Exchange. The issues are General Motors Acceptance Corp. (GMAC), a
14 -3/ 8% d ue 4 /1 /1 99 1, and Anheuser -Busch (AB), an 11 -7/8% due
10/01/2012. The GMAC issue has
102 basis points more YTM and 257
basis points more CY than the Anheuser -Busch issue. However, the
AB issue has 329 basis points more
yi el d to cal l (YTC) t h a n t h e
GMAC's. What is the true yield?

FINDING THE TRUE YIELD

T

Stock Exchange excitement.

the bonds, the more coupon income
th e i n ves t o r can co ll ect an d t h e
gr ea t e r t h e r e t u rn e a rn ed . Th e
"t r u e" ma t u r i t y o f t h i s i s s u e i s
highly uncertain, and, as a result,
an expected rat e of return can be
generated only if specified assumptions are made wi th regard t o the
probability of the cash call, refunding call, and final maturity (with
sinking fund considerations).
Bon d yi el d measu res o ft en are
applied mistakenly as return- on -inves tment pro xies. A simple co mparison of YTMs or CYs is not suffici en t t o i d en t i fy s u p eri o r b o n d
investments. Yield measures do not
necessarily reflect the potential future total returns offered by selected b o nd i s su es , part i cu l arly fo r
bonds trading at deep discounts or
l ar ge p re mi u ms . Al t h o u gh t h e
YTM figure is a reasonabl y good
pro xy for co mpari ng non cal lab le
U.S . Treasu ry and Agen cy bon ds
over sh o rt h o l d in g p eri o d s wi t h
mi ni mal ch an ges i n yi el d levels ,

TABLE5
PRICE AND YIELDDATAONTWOCORPORATEBONDS
Issue
A-GMAC14.375%due411/1991
(Refundableasparon4/1/88)

Price
$1,095.00

B-AnheuserBusch11.875%due10/1/12
(Refundableat$1,056.25 on 10/1/92;
Sinkingfundcommenceson 10/1/93;
Current cash callat $1,090.00
$1,125.00
Difference(B -A)
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YTM

YTC

11.48% 6.44%

CY
13.13%

10.46% 9.73%

10.56%

-1.02% 329%

-2.57%

the unique characteristics of corporate bonds require more in -depth
analysis. Higher yields can reflect
lower credit quality, adverse call/
refunding provisions, an impending
sinking fund, or simply a high dollar price and related reinvestment
rate risk.

BOND, BOOK,
AND CALCULATOR
n newspaper financial sections,
U. S. Treasu ry an d Agency is sues are listed in price and YTM
terms, wh ile co rpo rat e b ond s are
sho wn i n t erms o f p ri ce an d cu rrent yield. The current yield measure is particularly suspect because
it ignores the amortization of bond
p r e mi u m/ d i s c o u n t o ve r t i me ,
which occurs lock -step with coupon
accrual. Unfortunately, CY is not
defined or is defined as "the annual
percentage return to the purchaser
at th e curren t price," a mo st precarious assertion as we have seen.
In ves t o rs mu s t rememb er t h at
any p rojection of fu ture return is
only as good as the underlying ass u mp t i o n s . A co py of e i t h e r
Moody's Bond Record or Standard
& Poor's Bond Guid e can provide
the corporate bond specifics. A finan ci al cal cul at o r can mak e t h e
t as k o f t o t al re t u r n proj ect io n
manageable.
■
'

he GMAC and AB issues have
un i q ue call feat u res , wh i ch
mak es a d i rect co mp a ri s o n
somewhat difficult. The GMAC issue should be viewed as a one -anda -half year issue because it probably will be called at par on 4/01/
1 9 8 8 t h ro u gh a re fu n d i n g wi t h
new, lower -cost debt. The yield to
call, therefore, best expresses the
investor's likely return. The actual
rate of return will vary if the coupons are reinvested at a rate other
than the 6.44% YTC rate. The YTC
rat e is cal cu l at ed s i mil arl y t o a
YTM, except that the call date and
call price are used as replacements
for the maturity date and maturity
value (i.e., par).
The AB issue is a bit messier. It
has two call features — a current
cash call at $1,090 and a refunding
call at $1,056 .25 on 10/01/1992.
The issue also has a sinking fund
that commences 10/01/1993. If Anheuser -Busch calls the bonds using
internally generated cash flow (not
cash flow from new debt issuance),
the investor will lose $35 on every
bond purchased ($1,090 cash call
price - $1,125 purchase) -a 3.11%
l o s s . Of co u rs e, t h e l o n ger An heuser -Busch delays in cash calling

Livingston G. Douglas is an associate with MacKay - Shields Financial Corp., an independently managed subsidiary of the New York
Life Insurance Co.
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TRENDS
IN EDUCATION

RALPH L. BENKE, JR., CMA, AND
ROGER H. HERMANSON, EDITORS

CONTINUING
EDUCATION
FOR EMPLOYEES?
robably the most enduring and
accurate comment made by
commencement speakers is
that education does not stop with
graduation. Business people have
experienced this truism over and
over again. Yet, even though we
know the value of education, accounting employees often are undereducated in their profession.
In older, more established companies, particularly manufacturing
companies, the tendency has been
to train personnel in accounting
rather than employing personnel
already trained in accounting. Assembly line workers, secretaries, or
new high school graduates become
accounting clerks. Accounting
managers often are engineers or
production employees who are
placed in the accounting department to gain experience. Some of
them never leave. Newly minted
MBAs, whose entire accounting
background consists of one undergraduate and one graduate accounting course, are trained to be
accounting managers. People with
a background in real estate sales or
high school teaching are hired for
accounting staff positions.
These accounting clerks and
mangers trained by the company
are knowledgeable employees, but
only to the extent of the company's
accounting systems. The company's
accounting manuals are their accounting textbooks.
Accounting is a technical discipline that is difficult to master. For
many company- trained accounting
employees, any area beyond their
immediate responsibilities is completely foreign to them. Often accounting managers have only a

P
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vague understanding of the company's accounting system. They grasp
part of the system, but do not understand the total system and how
the parts interact with each other.
For company - trained accounting
clerks, the situation is slightly
worse. They understand how to do
their job, what to do, and sometimes even why they are doing it.
But they seldom understand how
their job relates to the company's
accounting system.
In older, established companies
you often have to climb high up the
corporate ladder before finding
managers with accounting degrees
and outside experience. These employees are sometimes hired from
the Big 8 firms and serve as the
company's experts.
Newer or more dynamic companies, particularly service companies, often hire university accounting graduates. But when these
graduates start working, their accounting education outside the office usually ceases. Instead, they
are trained exclusively in the com-

Companies should
consider starting
an in- house'
accounting
education
program.
pany's accounting system. They
have the advantage, at least in
their early years, of being able to
understand the entire accounting
system. But as their career progresses, they lose sight of the forest
because they are dealing with only
a few of the trees. By the time they
reach the higher levels in the company, they are experts in the company's accounting system, but not
in general accounting practices.
While the accounting system can
function from day - to-day with company- trained accounting "experts,"
it can't do what really is needed —
to adapt to the rapid changes in
business organizations today.
Corporate restructurings, mergers, and expansions occur with increasing frequency, placing new de-

mands on financial accounting.
New technology that demands new
cost accounting techniques also requires new financial accounting
techniques, such as the changes required when a business adopts Justin -time production.
Company- trained accounting
managers and clerks are not
equipped to cope with the types of
adaptive accounting needed today.
Often the accounting staff lags behind the rest of the organization
because it cannot fit new technology, such as computer - assisted manufacturing and just -in -time production, into the existing accounting
system. Management must seek
outside help to adapt their system,
leaving the accounting staff in a reactive rather than a proactive role.
There are a number of excellent
means of updating the education of
accounting employees. The NAA
offers a wide range of practical
courses. Local universities offer
excellent courses on a number
of accounting topics. Preparing
for the CMA exam also can be
useful.
However, these opportunities are
not sufficient to educate a large
group of clerks and managers who
are undereducated in accounting.
What is needed is an "in- house" accounting education program that
focuses on generalized accounting
practices and relates these practices to the company's accounting
system. Through such an education
program, accounting clerks can begin to understand how their responsibilities fit into the total system. Accounting managers can
better understand their company's
accounting system, and they can
use that knowledge to adapt their
system to the needs of today's business environment.
We believe continued training
for accounting graduates and company- trained accounting managers
and clerks is vital. Although accounting education can be expensive, time - consuming, and cumbersome to manage, it can make a
difference in a company's financial
performance.
■
Ralph L. Benke, Jr., CMA, is professor of accounting at James Madison
University.
Roger H. Hermanson is the Ernst
& Whinny Alumni Professor at
Georgia State University in
Atlanta.
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IF YOU THINK THE ONLY WAY TO STAY CURRENT IS READING
,JOURNALS, PUBLICATIONS AND ATTENDING SEMINARS...
• The latest developments in
Accounting — developments
that directly affect you and
your company
• The insights and views of the
world's leading industrial,
government and economic
leaders
• The most efficient means to
improve staff productivity
• A convenient, concise way
for you and your staff to fulfill
CPE credit requirements

THERE'S AN EASIER WAY
While many accountants spend their time reading
professional journals, trade publications, bulletins and
attending lectures and seminars to keep up to date on vital
developments and trends, others have discovered an
efficient, cost effective new way to keep current in just 4
entertaining, thought - provoking hours a month.
How do they do it?
Through the Accountant's Television Network (ATV).
This monthly videotape News Journal is a joint effort by the
NAA and the Center for Video Education. Our goal is to
produce the single most effective current issues educational
programming ever offered to management accountants.
All in the entertaining, easy to understand videoactive
learning format.

IN JUST 3 MONTHS
ATV has covered these important topics for its subscribers:
• Tax Reform's Impact on Capital Investment
• Economic Outlook— Stocks and Interest Rates
• FASB Today— Interview with Don Kirk
• DuPont Audit Risk Model
• 1986 Tax Reform Act
• W inning on Wall Street
• FASB Hearings— Accounting for Income Taxes
• Analysis of Income Tax Accounting
• Insider Trading
• Logistics Excellence
• Managing Computer Risk: A Management Perspective
• The Role of the Audit Committee
In addition to its coverage of current topics, ATV will provide
at least one segment each month which focuses on a topic
which is part of the "core of knowledge" essential to the
practice of management accounting. Areas covered will
include:
• Cost Accounting and Cost Allocation
• Budgeting and Planning

• Performance Evaluation
• Investment Justification and Capital Budgeting
• Microcomputer Developments — Controls and Applications
• Managing the Accounting Function
• Economic Outlook
• Ethics and Organizational Behavior
• Inventory Control and W orking Capital
• Quantitative Techniques and Decision Analysis
• New Developments in Production — Effective Accounting
• Specialized Industry Accounting Problems

EASY TO USE -EASY TO ADMINISTER
We make ATV easy to use for either self or group- study.
When you subscribe to ATV you'll receive the ATV
Facilitator's Kit including ATV orientation information, basic
how -to's of room set up, sample letters you can use to invite
your staff to view the current issue and forms to monitor
attendance. Then every month you'll receive an information
pack designed to help you and your staff get the most out of
that issue.

FB[IPREVE
I W!
We're so sure you and your organization will want ATV that
we'll send you the current issue "on- approval ". Evaluate it
with your staff for 2 weeks without obligation. When you
subscribe to ATV pay the first month's invoice ($400. for
monthly subscribers, $350. for annual subscribers) and we
will bill you monthly with each shipment. Some accountants
will continue to do things the hard way —
others will call today.

1-800-621-0043
EXTRA
BONUS

In NY call: (914) 681.5113

Along with your ATV preview, we'll send you the valuable
management accounting text Cost Accounting in the 90's,
yours to keep just for previewing ATV.

The AICPAS
First Century
Highlights from 100 years of progress
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BY JAMES DON EDWARDS
AND BARBARA J. SHILDNECK*
n 1887 a group of 31 accountants formed the American
Association of Public Accountants (AAPA), the direct lineal ancestor of the American
Institute of CPAs and the first national organization of public accountants in the United States. The

AAPA's chief purpose was to provide a professional body that could
attest to its members' competency
and integrity.
Simultaneously, discoveries in
science and technology and new
managerial techniques were changing the country from an agrarian to
an urban - industrial society, and
the need for specialized knowledge
became important. To function effi-

Y
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month, as the American Institute of CPAs celebrates its centennial, the National Association of Accountants wishes it another
successful 100 years. Public accountants and management accountants
alike would agree that the accounting profession has undergone revolutionary changes during the centuculminating in the evolution of
ry,
management accountants as high ranking members of a company's
decision- making team and public
accountants as auditors of companies' f financial statements and dispensers of a wide range of financial
advisory services.
In the following article, James
Don Edwards, a long -time member
of NAA, and Barbara J. Shildneck,
a senior editor at the AICPA, reflect
on what they consider milestones in
the AICPA's professional history
and show how both public accountants and management accountants
have influenced the direction of the
profession. The two served as managing editor and editor, respectively, of the Journal of Accountancy's
commemorative issue published in
May 1987.

a
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Some of the AAPA founders at an early meeting.

ciently, this more complex society
required the services of new and diverse types of experts such as economists, engineers, librarians, sociologists, and public accountants. The
members of the AAPA and its successors were able to fill a number of
those needs.
For example, to provide its members and management accountants
with informal help on practice
problems, it set up a research library in 1918, an effort spearheaded by George 0. May of Price Waterhouse & Co. Starting in 1920 the
library and bureau of information
(the precursor of the AICPA Technical Information Service) issued
special bulletins containing questions and answers from and by
practitioners. Guidance on specialized accounting problems, directed
both to management accountants
and public practitioners, could be
found in articles in the Journal of
Accountancy,which the Institute
began publishing in 1905.
The AICPA has always recognized that the ultimate purpose of
professional service is the protection of the public interest. Therefore, improving the quality of accounting services performed by
both public and private practitioners has been central to the organization's objectives. To achieve these
objectives, the Institute has had to
maintain a delicate balance between flexibility and standardization— flexibility to allow improve58

ments in accounting methods, and
standardization to create stability
and public confidence in the accounting profession.

SETTING ACCOUNTING
STANDARDS
he area of accounting standards setting has undergone
the most change since the
AICPA's inception. At first, accountants resisted efforts from government agencies —the Interstate
Commerce Commission in 1907 and
the Federal Trade Commission in
1914 —to introduce uniform accounting lest the profession be
straitjacketed and unable to depict
economic events accurately.
In the 1920s, however, the public
began to increase its participation
in the U.S. securities markets,
which led to calls for more effective
ways to address corporate governance and financial disclosure
problems. After working with the
New York Stock Exchange in an attempt to develop accounting standards, the AICPA issued six principles that listed companies were
required to follow and published
them in 1934 in Audits of Corporate
Accounts. Management accountants and their companies thus
were presented with their first set
of formal accounting standards.
In the early 1930s, the Institute
organized the Committee on Ac-
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counting Procedure (CAP) as the
body to promulgate accounting
principles. This action was taken to
counter the turf encroachment the
accounting profession saw when
the newly created Securities & Exchange Commission was given power to set accounting standards for
public companies.
The CRP's credibility was greatly enhanced when SEC Chief Accountant William W. Werntz indicated that the Commission would
accept the authority of the CAP's
pronouncements —if they served
the public interest. For almost 30
years the CAP defined generally
accepted accounting principles in a
series of 51 accounting research
bulletins.
The Accounting Principles Board
(APB) replaced the CAP in 1959. It
came under fire when members of
the profession disagreed about its
basic purpose — whether it should
establish broad principles and allow accountants to rely on professional judgment in applying them
in practice or whether it should
concentrate on enhancing the comparability of companies' financial
statements by narrowing the range
of acceptable accounting alternatives. The APB's authority also
seemed in danger of being undermined by the SEC, and there was
mounting criticism of the increasingly complex and innovative business practices of some conglomerates during the 1960s' merger
boom.
The AICPA responded by forming two committees in 1971 —the
Study Group on the Objectives of
Financial Statements (the Trueblood Committee), whose 1973 report
stressed the importance of identifying the underlying concepts helpful
to financial statement users in developing standards, and the Study
Group on the Establishment of Financial Accounting Principles (the
Wheat Committee), whose deliberations led to the creation of the independent Financial Accounting
Standards Board in 1973.
Committee members included
public and nonpublic accountants
as well as nonaccountants. Business was represented by C. Reed
Parker of Duff, Anderson & Clark,
Andrew J. Reinhart of the Singer
Company, and Howard 0. Wagner
of Jewel Companies, Inc., on the
Trueblood Committee and by
Thomas C. Pryor of White, Weld
MANAGEMENT ACCOUNTING/SEPTEMBER 1987

and Co. and Roger B. Smith of General Motors Corp. on the Wheat
Committee.
The Wheat Committee concluded
that accounting standard setting
should remain in the private sector
and that public support for this activity should be broadened by involving both users and issuers of financial statements. It also was
concerned about some critics' perceptions that because the APB was
dominated by CPAs, that group's
decisions would be too influenced
by client interests. Therefore, the
FASB was created, whose seven
members represent all areas of the
accounting spectrum— public accounting, industry, and academe.
To date, it has issued 93 Statements of Financial Accounting
Standards and six Concepts
Statements.
The formation of the FASB radically altered the standard - setting
function for the U.S. accounting
profession. Although standards setting remained in the private sector,
for the first time in the profession's
history it was not in the hands of
the AICPA.

AUDITING STANDARDS
he movement toward standardization in auditing resulted primarily from the
McKesson- Robbins fraud case in
the late 1930s. In 1939 the AICPA
formed its Committee on Auditing
Procedure (CAuP), which issued 54
Statements on Auditing Procedure
(SAPs) through 1972. Between 1948
and 1975 the AICPA issued 13 industry audit guides.
In 1972 the AICPA shifted its
emphasis from detailing specific
procedures auditors should apply to
defining broad standards CPAs
should satisfy. The CAuP was disbanded and replaced by the Auditing Standards Executive Committee (AudSEC), which codified the
existing SAPs as Statement on Auditing Standards (SAS) No. 1 and
issued 22 more SASs through 1978.
During this period, Congress was
scrutinizing the integrity and independence of the accounting profession. In 1974 the AICPA formed the
independent Commission on Auditors' Responsibilities (the Cohen
Commission) to investigate the
scope and organization of independent auditors' responsibilities. One
of the Cohen Commission's major
MANAGEMENT ACCOUNTING /SEPTEMBER 1987

Trueblood Committee action.

findings was that a gap existed between the performance of auditors
and the expectations of financial
statement users. Walter S. Holmes,
Jr., CEO of CIT Financial Corp.,
and financial analyst William C.
Norby of Duff, Anderson & Clark
represented the views of preparers
and users on the Commission.
The Commission's final report,
issued in 1978, served as a basis for
restructuring various existing auditing standards. It also provided
for the evaluation and reporting of
internal accounting controls and a
reassessment of the entire self -regulatory process.
The Commission noted that auditing standards seemed geared
mainly for CPAs with public clients
and provided little guidance for
CPAs whose clients were not required to register with the SEC.

The formation of
the FASO' marked
the first time in
the accounting
profession's history
that standards
setting was not in
the hands of the
AICPA.

Soon after, the AICPA established
two new technical committees: in
1978, the Auditing Standards
Board (ASB), which replaced AudSEC in preparing authoritative auditing standards, and, in 1977, the
Accounting and Review Services
Committee, which provides guidance principally for compilations
and reviews of financial statements
of private companies.
In the mid- 1980s, Congressional
hearings under the leadership of
Rep. John Dingell began investigating several highly publicized business failures —some involving
fraud —and hard questions were
asked about the quality of audits
and the effectiveness of financial
reporting. In 1985, the independent
National Commission on Fraudulent Financial Reporting (the
Treadway Commission) was formed
to study ways for all participants in
the financial reporting process to
improve the prevention and detection of fraud. The initial conclusions of the Commission, which was
sponsored jointly by the NAA, the
AICPA, the American Accounting
Association, the Institute of Internal Auditors, and the Financial Executives Institute, highlight management's ultimate responsibility
for financial statement accuracy
and its duty to set a tone of personal and professional ethics within
the company.
The Treadway Commission's final report, to be published this fall,
will affect issuers, regulators, auditors, directors, law enforcers, educators, and professional organizations. Management accounting's
interests were represented on the
Commission by Donald H. Trautlein, the recently retired chairman
and CEO of Bethlehem Steel Corp.
Congressional concern over the
regulation of the profession, both in
the 1970s and the 1980s, has led to
a number of other changes in the
structure of the AICPA and its programs. In 1977 the Institute established a voluntary program to monitor practice and improve
compliance with performance standards —the division for CPA firms,
with its SEC practice section and
private companies practice section.
The ASB, addressing a whole range
of expectation gap issues, has published 10 exposure drafts that
would make significant revisions in
existing SASs, and the AICPA recently proposed a major restructur59
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Display of historical photographs at AICPA exhibit.

ing of its Code of Professional
Ethics.

AICPA ETHICS CODE
he AICPA ethics code has
evolved over 100 years of responding to the expectations
and challenges presented by members, clients, regulatory bodies, and
users of financial statements. Understanding that development is especially important now in light of
the report of the Special Committee on Standards of Professional
Conduct for CPAs (the Anderson
Committee), which asks Institute
members to consider the direction
in which their standards and Rules
of Conduct should develop.
The proposed changes to the
code, which will be presented to the
AICPA membership for ballot this
fall, would:
❑ ❑Restructure❑the❑code❑into❑two
sections, including new standards of professional conduct
and revised rules of performance
and behavior.
❑ ❑Provide❑guidance❑to❑practitioners in making judgments on
the scope and nature of services
and adherence to
professionalism.
❑ ❑Establish❑a❑new❑program❑for❑the
systematic monitoring of practice to improve the quality of

T
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service and assure compliance
with performance standards.
❑ ❑Establish❑mandatory❑continuing
professional education for members in practice and those not in
practice and postbaccalaureate
education requirements for entry into the Institute.

WHEN THE TWAIN MEET
ntil recently, most AIPCA
members were CPAs in public practice. The membership profile began to change dramatically about 15 years ago, and
today❑—for❑the❑first❑time❑—❑Institute
members in business and other
"nonpractice" segments outnumber those in public practice. AICPA
membership will reach 250,000 this
year, with 100,000 in business.
That 100,000 figure represents dynamic❑growth❑—there❑were❑only
8,300 CPAs in business on the Institute membership rolls in 1960.
Accountants play a vital role in
American business today. They are
employed as internal auditors and
tax and systems experts and constitute various financial, accounting,
and planning staffs. Some of the
largest U.S. companies have elected or will elect a significant number of management accountants
into the positions of CEO, chairman, board director, president, and

other powerful posts.
Of the AICPA members in business, corporate officers account for
about 40 %; of these, about 40% are
top❑officers—❑vice❑-❑presidents❑and
above. Since 1976 the corporate officer members have more than doubled from around 18,000 to 40,000
in mid -1986. During the same period the top officer positions have tripled from about 4,500 to approximately 15,000.
The acceptance of CPAs in business and their participation in the
AICPA have been greatly enhanced
over the past decade, with more
serving as directors, officers, council members, and committee members than ever before. About half
the AICPA's committees now include one or more business members,❑but❑their❑ratio❑—only❑about
5% of total committee membership❑—lags❑far❑behind❑that❑of❑public
practitioners. Currently only one in
1,000 business CPAs serves on Institute committees, while the public practitioners' ratio is one in 100.

WOMEN IN ACCOUNTING
ust as the number of CPAs in
business has increased in recent
years, so has the number of
women in accounting. Although
the recent upward mobility of women accountants is an encouraging
development, women have been
CPAs since 1899 when Christine
Ross received New York certificate
no. 143. In 1902 she had offices
with the Manning Yacht Agency in
New York City and performed accounting services for women of
wealth, fashion, and business. By
1910 a total of 10 women had
earned the CPA designation. One
of these, Harriett Lowenstein Goldstein of New York, was the comptroller of several charities, including the Federation of Jewish
Charities and the American Joint
Distribution Committee.
During the 1920s only a few
women were studying accounting,
but several decades later they were
swelling the ranks of the Bureau of
the Census occupational listing for
accountants and auditors: 18,265
women were so categorized in 1940
compared with 55,660 in 1950.
Women CPAs increased from 175
in 1940 to about 600 a decade later.
The number of women CPAs employed in public accounting, the
largest employer category in a seMANAGEMENT AC CO UNT ING /SEP T EMBER 1987
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ries of surveys conducted by the
American Woman's Society of
CPAs and the American Society of
Women Accountants, declined
slightly from 62.6% in 1974 to
58.5% in 1985. The second largest
category was "other business and
nonprofit organizations," which increased from 18.6% to 29.1 %. In
the world of business, women are
serving as vice - presidents, controllers, treasurers, and division managers of large corporations.
In 1984, the AICPA Future Issues Committee identified the upward mobility of women as one of
the 14 major issues facing the profession, and a special committee
was formed to address the issue. It
is notable that the only management accountant on that committee, Brenda T. Acken, who is secretary- treasurer of the South
Atlantic Coal Company, Inc., chairs
the group.

MINORITY RECRUITMENT
he AICPA has made commitments in several other areas
to ensure that the accounting profession in general reflects
society fairly. In the early 1960s
minority representation in accounting was very low, and a study
by Bert N. Mitchell reported that
in 1968 only about 150 of the more
than 100,000 CPAs were black. For
a variety of reasons — including an
insufficient number of role models
and inadequate opportunities offered by the profession and sociey —the accounting profession
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had a smaller minority representation than the medical and legal
professions.
In 1969 the AICPA council approved a national program to accelerate the integration of the profession. The Minority Recruitment
and Equal Opportunity Committee
was established to encourage a
larger number of high - potential minority men and women to attend
college and major in accounting, to
improve their educational opportunities, and to encourage their employment and the equality of opportunities for performance and
advancement.
Since then the committee has
recommended, developed, and revised programs and strategies to
promote and increase the number
and the quality of minorities in accounting. Although the last 10 to
15 years have shown some progress, much more needs to be done.

THE NEXT 100 YEARS
hat about the second 100
years? The lessons from
the first 100 seem clear.
The organized profession's success
has stemmed from its ability to
serve as a focus for building consensus about the profession's roles and
responsibilities in a changing economic environment. Both function
and unity are needed to sustain the
public's confidence.
To maintain that unity, professionalization must accommodate
the diversity inherent in the profession by providing a forum in which
differing views can be expressed

'T
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The ultimate
purpose of
professional service
is the protection of
the public interest.
and acceptable compromises
reached.
The first 100 years have provided
the AICPA and the accounting profession with a rich experience that
will help them meet future chal-

Manuel F. Cohen, Cohen Commission

lenges. Accountants have been able
to form organizations that can successfully address the many changes
in their professional lives. By building on these solid foundations, the
profession will be able to sustain
and enhance its reputation for integrity and service to the public. ■
James Don Edwards is the J.M.
Tull Professor of Accounting at the
University of Georgia. An NAA
member since 1954, he is a past national VP and past national director and has served on NAA's MAP,
Planning, and Research committees. Dr. Edwards is program chairman for NAA's 1988 Annual Conference. A past president of the
Lansing- Jackson Chapter, he is a
member of Atlanta Central. A CPA,
he has been active in leadership po.
sitions with the AICPA and several
other accounting groups. He holds a
PhD degree from the University of
Texas.
Barbara J. Shildneck is senior editor, special projects, of the Journal
of Accountancy. A member of the
magazine's editorial staff since
1966, she was its chief editor from
1983 through the May 1987 issue.
. Ms. Shildneck is an employee of the American
Institute of CPA& and her views, as expressed in
this article, do not necessarily reflect the views of
the AICPA. Official positions of the AICPA are
determined through certain specific committee
procedures, due process, and deliberation.
Authors' note: Much of the material in this article is based on the May 1987 issue of the.loumal
of Accountancy (copyright © 1987 by the American Institute of CPAs, Inc.), which commemorates the 100th anniversary of the establishment
of thepublic accounting profession in the United
States. Adapted with permission.
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THERACE
Eliyahu M. Goldratt and Robert K
Fox, North River Press, P.O. Box
241, Croton -On- Hud son, N. Y.
10520, 1986, 179 pp.— Readers of
the May 1987 MANAGEMENT ACCOUNTING will be familiar with
Mess rs . Go l drat t an d F ox 's con cepts. After the runaway success of
Mr. Goldratt's novel version of his
production concepts, he wrote The
Race, to provide, in easily unders t an d ab l e wo r d s a n d d i agr ams ,
what it takes for the United States
to become competitive in manufacturing. Quality, product life cycles,
machine technology, logistical systems , an d i nven tory are facets of
this requirement for change. Dealing primarily with inventory scheduling, this book will be of tremendo u s h el p to ma n u f a c t u r i n g
execut ives and to read ers of th is
magazine.
I st ron gly recommend th at you
t el ep h o n e No rt h R i ver P res s at
914 -941 -7175 and order a copy for
$15. This book might be the single
best investment a financial manager in t he man ufact urin g en vi ro nment has ever made.
Alfred M. King

FORWARD THINKING:
THE PRAGMATIST'S GUIDE
TO TODAY'S
BUSINESSTRENDS
Robert D. Gilbreath, McGraw -Hill
Book Co., 11 Wes t 19 th St ., N ew
York, N. Y. 10011, 1982 176 pp.—
"Something unusual, puzzling, and
powerful is at work in every industry and every market. It is the phenomenon of change, and it is gaining on us," Mr. Gilbreath begins his
outstanding, provocative book.
Because of change, for example,
he feels the kinds of business models that accountants are fond of developing—budgets,. position des cr i p t i o n s , an d o r g an i za t i o n
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charts —may not work. "Business
models are tools, not ends in themselves, and the nature of change is
that it mocks most of them." Models are costly to
develop and are,
by d ef i n i t i o n ,
i n a ccu rat e b eca u s e of t h e
co mp l e x i t y of
th e real worl d .
bm
Mr. Gi l b re at h
do es an o u t stan ding job of
showing what is
wro ng wi t h t h e t ype of anal ys es
that most accountants feel comfortable working on. Summing up, Mr.
Gilbreath says, "Business professionals [accountants ?] are distinct
from others in their deductive insistence, in their constant demands
for the result, the payoff, the bottom line of any theory."
Unfortunately, his recommendatio ns, wh ich he refers to as " t he
new ma n a g e me n t va l u e s , " a r e
rath er general and may n ot allow
accountants interested in developing models and understanding the
bottom line to do a much better job.
Suggestions that we recognize the
val ue o f in depend en ce, freedo m,
an d ad ap tabi li ty of app ro ach, o r
that we show a concern for enrichmen t ra t h e r t h an o p t i mi z at i o n ,
that we develop a growing need for
confidence in ourselves, or that we
emphasize discovery, are all valid
points but not easy to apply.
It would be extremely interesting
to have Mr. Gilbreath's suggestions
as to how accountants can do a better j ob gi ven t he i nherent ch ange
he recognizes and the limited tools
avai l ab l e fo r u n ders t an d in g t hat
change. Unfortunately, as accountants we are focused on the bottom
line. Is there a real alternative?
This is a very thought - provoking
book, and readers who wish to obtain a "big picture" should absorb
Mr. Gilbreath's thoughts.
AMK

WINNING ON
WALLSTREET
Martin Zweig, Warner Books, Inc.,
New York, N. Y., 1986, 281pp. —The
ti tl e of t hi s bo ok mad e me wary.
My assumption was that the book
would promote the Zweig Forecast,
a s to ck mark et in vestmen t let ter.
Should I decide to invest, I hope my
assumptions are significantly more
accurate! The author was not self servin g; h e was mod es t an d d i s cussed other stock investment related publications frequently.
Martin Zweig provides a guide to
logical investing that does not rely
on scoring big on a long sh ot but
provides intelligent advice for decidin g on an investment s trat egy,
when to enter and exit the market,
and when to stay on the sidelines.
His approach is based on discipline,
yet it allows for flexibility depending on the individual investor's personality and financial situation.
When fin is hed , the read er wi ll
know about the Standard & Poor's
500, New York Compos ite Index,
Do w Jo n es In d u s t ri al Average,
mark et t ren ds and mark et indi cators, interest rates, the Fed's monetary policy, and
ot her pert in en t
information.
An
ad d ed
benefit of Martin Zweig's Winn i n g on Wa l l
Street is the expo s ure o f b ad
habits many investors have devel o p ed so a
newcomer will use an objective appro ach t o i n ves ti n g t hat wi ll in crease hi s chan ce of succes s. Altho ugh I n ow st ron gl y b el ieve in
heeding market trends, I would recommen d i n ves t i n g i n t h i s b o o k ,
e ve n i f w e we r e n o t i n a b u l l
market.
Steven LoCascio
CBS, Inc.

THE DOW JONES -IRWIN
GUIDETO USING THEWALL
STREETJOURNAL
Michael B. Lehmann, Dow JonesIrwin, Homewood, Ill. 60430, 1987,
275 pp. —So you read T h e Wa l l
Street Journal every day. How can
Dr. Lehman n, a professo r of economics, help you do it better? This
book really is a layman's guide to
MANAGEMENTACCOUNTING/SEPTEMBER1987

inte rpret ing
current economic condit ions.
For example,
the author reprints an article
from the newspaper on an increase in the
Consumer Price
Index and then
explains how the CPI is constructed
and what it means.
Chapters cover money supply, interest rates, the business cycle and
inventories, as well as business capital expenditures, leading economic
indicators, and federal fiscal policy.
This book would make an outstanding review tool for the CMA exam.
It has just enough depth to provide
good, solid background information
and is devoid of jargon and complexity, traits which many economists, although not Dr. Lehmann,
share.
AMK

NANDBOOKOFSMALL
BUSINESSVALUATION
FORMULAS
Glenn Desmond and John Mar cello, Valuation Press, Inc., 13160
Mindanao Way, Marina Del Rey,
Calif. 90292, 1987, 139 pp.—Every
professional appraiser and every
book on valuation offers the same
advice: Do not try to value a business using "rule of thumb" approac hes. Yet i n the everyday
world, this is exactly how businesses are valued. This outstanding volume by two well -known professionals has one failing. It covers only 20
different types of businesses. If you
have an accounting practice, a
cocktail lounge, an insurance agency, or a video rental store, this book
can help value it relatively quickly.
If you have a wholesale grocery, a
machine shop, or a dry cleaning
business, it will be of little value.
As an example of the material
provided, car washes typically sell
for three t ime s gross revenue,
whereas building material retailer
values are based on 8% of the gross
sales plus the adjusted market value of tangible assets, primarily
inventory.
Accountants with a small business practice would find this book
useful. Workable valuation solutions could be developed, at least
for the 20 types of businesses cov-

ered. There will be a demand for
comparable information on other
types of busi ne sses almost
immediately.
One of the strengths of the book
is a list of trade journals and associations for each industry, which can
be the source of further information. This book is recommended as
long as the reader understands the
li mi t at i ons in the valua tion
approach.
AMK

THENEW
TELECOMMUNICATIONS
INDUSTRY:EVOLUTIONAND
ORGANIZATION, VOLUMESI
AND11
Leonard S. Hyman, Richard C.
Toole, and Rosemary M. Avellis,
Public Utilities Reports, Inc., 1700
North More St., Suite 2100, Arlington, Va. 22209, 1987, 472 pp., 204
pp.— Deregulation of the telephone
industry is still running its course.
What are the impacts on the industry itself? On users? On investors?

The authors, Merrill Lynch security analysts, offer an outstanding
analysis of the telecommunications
industry, its current economics,
and the impact of divestiture. In
Volume II they present up-to -date
investment information on some 15
telephone communications companies plus the seven regional Bell
companies and the regional long distance carriers. The authors also
touch on six foreign companies.
These two volumes are a model
for industry studies. If we could get
Merill Lynch to produce corresponding volumes for other industries, NAA members would have an
outstanding source of reference
information.
AMK

ACCOUNTINGINFORMATION
ANDBUSINESS
ORGANIZATIONS
4th ed., Barry E. Cushing and Marshall B. Romney, Addison - Wesley
Publishing Co., Reading, Mass.
01867, 1987, 900 pp. —The fact that
this textbook takes a number of its

fQPoor Charlie. He was responsible for budget consolidation
before we got our Micro Control `" financial reporting sy— steemm{."

J

.

rV

MICR(

ONTROL

-all the power of a mainframe system -with the flexibility of the PC.

1 1RSAnew generation of financial information systems 1 -800- 922 -9091
1MRS, Stamford,CT

Circle number 7 on reply card.

revi ew qu es t io ns from t h e CM A
exam suggests the material covered
is i mp o rt ant t o man agemen t accountants. The text is aimed directly at accounting systems and is not
just a general study of data processing. The most interesting sections
of the b ook deal with accounting
system applications for marketing,
purchasing, production, personnel,
and financial management.
A sign of the times is a separate
chapter devoted to microcomputers
and accoun tin g i nfo rmatio n s ystems. IBM introduced its first micro co mpu t er o nl y si x years ago .
That a textbook, which takes some
period of time to prepare, is covering this material in depth is an indication of the rapid pace at which
ac c o u n t i n g d a t a pro ces s i n g is
changing as well as the ability of
the authors of this excellent text to
keep up with the times.
AMK

BAILOUT
Irvin e H. Sprague, Basic Books,
Inc., 10 East 53rd St., New York,

Refiguring A
7-YearIncome
TbxProjection
In2SeConds
N O Tb
W ==
One Number:
1 -800- 372 -10338
Callistoll-freeand find out just
howmuchwork airt<ixplanningsoftwarecan save mi. Whether it's our
Income Tax Spreadsheet or any of our

WierBNApmgramsfortheIBM-PC.
Makesimpleworkoutofthe
mastcomplicatedtaxlaws.Callour
numberrightaway:1-800-372-1033.

ONASOFfWARE
A dwivora if 77x Bw-w& of NaPoidAffaim Inc.
POBoxg0830,lY4xngton.D. C.20016-0830
Circle number 6 on reply card.
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N. Y. 10022, 1986, 264 pp. —Can we
call this progress? Of all the FDIC
assistance provided to banks, more
th an 8 0 o f t h e 1 0 0 l argest cas es
have occured during the 1980s. Author Irvine Sprague, who served as
e i t h e r c h a i r m a n o r d i r e ct o r
throughout his career at the Federal Deposit Insurance Corporation
(FDIC), provides us with an insider's view of the regulatory involveme n t wi t h poten ti al bank
011
; T
failures and the
reas o ns fo r as IIII11EILS11111G1E
s i s t i n g t h es e
banks. His experi en ce s e r ve s
srARr, nr,
well to i n fo rm
the reader of
the charter of
t h e FDIC an d
the FDIC's interrelationships with
vario us b an k regul at ory au th orities and the Treasury Department.
Mr. Sprague's book discusses six
bank failures, four of which were
resolved with an FDIC bailout, thus
the title of the book. It is heavily
weighted toward the bailout of Conti nen tal Illinois National Bank.
First he describes the reasons for
the failu re. Seco nd, he d escribes
C o n t i n en t al ma n a g e me n t ' s a t tempts to spare the need for a rescue. Third, he gives the reason why
the FDIC stepped in —The Essentiality Doctrine. This doctrine states
that "All insured banks in danger
of failing that are essential to provide adequate banking services to
the community must be saved." In
1984, the book notes, 179 banks had
more than 50% of their capital in
Continental, 66 of them 100 % .

11

F in a lly , t h e a u t h o r e x p la in s t h e
m eth o d o f F D I C a s s ist a n c e w h ic h
st a r te d w it h an in je c t io n o f $2 b illio n in c a s h , c o n t i n u e d w i t h a
se a r ch f o r a b uy e r la r ge e n o u gh t o
h a n d le t h e o pe ra tion s of C on tine nta l, a n d c o nc lu de d w it h a ta ke ove r
by th e FDIC. To end, Sprague offers
h is id e as on im pr o ving th e p ro c es s
o f a s s is t in g t h e f a ilin g b a n k s a n d
lea ves t h e re a d e r fee ling t h a t alt h o u g h b a n k f a il u r e s a r e la r g e r
th a n e v e r , t h e p a r t ic ip a t io n o f t h e
FDIC h as led to pr ogress in protectin g th e co ns um er .
M r . Sp ra gu e 's b oo k provides inte r e s tin g ac c o u nt s o f c o n flic t s e n countered throughout the process,
es p e c ia lly wit h t h e Tr e a s u r y Dep a r t m e n t . He e ve n h a s a s e p a r a t e
ch a p t er d e vo t e d t o it , t it le d " T h e

Tr e a su r y Tiger , " wit h f u ll d e ta il.
St even LoCasci o

PLANTOSUCCEED:
A GUIDE TO STRATEGIC
PLANNING
St even C. St ryker, Pet ro celli Books,
251 Wa l l S t r e e t , Pri nc et o n, N . J .
08540, 1986, 270 pp . —The a ut ho r
de f ine s st r a te gic p la n n i n g a s t h a t
tool r e q u ir e d " t o h a n d le problem s
an d op p o r t un it ie s w h ic h t h e f i r m
will f a c e d a y i n a n d d a y o u t a s it
st rives to ac hie ve it s goa ls a nd ob je ct ive s ." Th e book is w r it t e n prim a r ily f o r s m a lle r b u s in e s s e s an d
in divid ua ls w ho a r e pla nn ing t o go
int o bu sine ss f or t he m s elve s an d is
of relatively less value for larger
orga niz ations . I t is w ell wr itt en and
com pre hen sive.

AMK

Members may borrow books listed
i n th is secti on by t e lep h o ni n g M .
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• guaranteed to make your clients, associates, family
and friends LAUGH!
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What Are the Implications of Automation?

STAN STEC, EDITOR

ROBOTSAND
ACCOUNTING
he n a c o mp a n y p r o gr e s s e s

W

from manual to advanced
manufacturing systems of
control as a result of automation,
what are the implications on quality, inventory controls, and the accounting system 'n general?
Last month I focused on "Machine vs. Direct Labor Accounting"
which is a prelude to higher degrees of automation accounting.
This month I'll address the effect
on accounting systems under more
sophisticated automatic processes.
NAA recognized a keen interest
in this subject, sparked by Allen
Seed's article "Cost Accounting in
the Age of Robotics" (See Management Accounting, October 1984).
Subsequently, NAA conducted a
two-day conference in 1986, titled
"Cost Accounting for the 90's: The
Challenge of Technological
Change."
That project was followed by the
Management Accounting in the
New Manufacturing Environment
Study. Published by NAA, this
study is a joint effort by the Association and Computer Aided Manufacturing- International (CAM -I) located in Arlington, Tex. In my
opinion, this particular study is one
of the most advanced works in current literature on automated manufacturing processes, statistics of
companies using automation and
robotics, and related technical areas of interest.
The study identifies cost system
characteristics that must be recognized to adjust to various types of
automated situations. The study
states ". , . As the manufacturing
process changes -for example becomes more automated ... the (cost

MANAG EMENT AC C O UNnNG /S EP T EMBER 1987

accounting) system likewise must
be changed ...."
In a later section, it also notes
.. a large percentage of companies utilize full costing, as opposed
to variable or direct cost; therefore,
a major consideration of overhead
allocation to products must be of
primary concern ... ".
The authors further inform the
reader that a "fundamental concept in cost accounting is homogeneity," which implies that cost accountants should identify a
reasonably common class of activity, then establish that activity as
an overhead pool and apply overhead on a common basis (most
practicable to the products involved ...).

COMPANYPRACTICES
Surveys have indicated a surprising number of companies that use a
single overhead rate for allocation
to product lines. One has to wonder
how in such situations management can have any confidence in
the resulting product cost
calculation.
"Accounting for the Factory of

#E� b
Vii.
COST ACCOUNTING

FOR IRE ^SAC

N 2 V W
THE
CHALLENGE
OF TECHNOLOGICAL CHANGE

the Future" by David M. Dilts and
Grant W. Russell (Management Accounting, April 1985) concentrated
on robotics, automated material
handling, and computer - controlled
machine tools.
It describes an integrated collection of automated production processes called flexible manufacturing systems (FMS) that may consist
of numerically controlled machines, primary robotics, material
transport systems, either all or partially controlled with small to medium computer systems.
James A. Brimson, vice president
of Computer Aided Manufacturing International (CAM -I), also addressed this subject in the March
1986 issue of Management Accounting. In his article, Mr. Brimson
points out "changing cost behavior
patterns due to decreasing direct
labor and increasing equipment
and information components,
which result in increasing equipment and information components,
which result in increasing pools of
indirect costs (coupled with decreasing pools of direct costs) ... require concentrated management
accounting attention."
According to Mr. Brimson, "current cost management practices
are inappropriate in the highly
automated computer - integrated
manufacturing environment.
While an important first step to
solving these problems is made by
recognizing the change, the solutions to the problem are not so easily developed. Change will not come
easily."
Professors Dilts and Russell conclude "that management accountants must ensure that they continue to provide information from
within the manufacturing process
despite the technological impetus
that could make manufacturing a
black box. If controllers are not
prepared to become actively involved in supplying management
with financial expertise in the new
manufacturing environment, the
role of the controller will diminish
dramatically as management turns
to other professionals for the needed information."
For information on how to obtain
copies of "Cost Accounting in the
90s," please call the NAA special
order department at (201) 5736278.
■
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TRENDS
NaNA6EMEMT
ACCOUNTINGPRACTICES
J LOUIS BISGAY, EDITOR

MEASURINGCONTROLLERSHIP
FUNCTIONS
maj or pro ject aut ho rized by
the Managemen t Accounting
Practices Committee is being
developed u nder th e di rection of
Robert Weiss, vi ce president and
co n t ro l l er o f S ch eri n g - P lo u gh
Corp., chairman of the Subcommittee on Promulgation.
The objective of the project is to
develop and publish a statement or
s t at emen t s o n man ag emen t ac counting (SMAs) which will provide
specific guidelines from which the
controller may objectively evaluate
the effectiveness and efficiency of
the resources used to perform the
tasks within his purview.
If successful, the project will provide th e controller with a t ool he
may us e to con fi rm or in val idate
many currently subjective appraisals of his responsibility areas.
The plan is to publish the SMA
guidelines which will identify the
dat a an d fo rmul at e requ iremen ts
to answer many typical questions,
such as:

Robert G. Weiss

th e o n goi n g wo rk, p l eas e l et u s
know.
The project is being developed by
John Towey, NAA staff, and William Kl ebous, a loan ed executive
form the Schering - Plough Corporati o n . P leas e call J o h n To wey at
(201) 573 -6231.
William G. Klebous
John F. Towey

ON
FARAGENDA
Mrs

• "Ho w d o I d et er mi n e wh e t h er
my accounts receivable activity
is allowing too many (or too few)
inval id (and un aut ho rized ) remittance deductions for cash discount, damages in transit, short
shipments, etc. ?" or
• "How do I justify staff additions
us in g vo lu me and co st ben ch marks to justify such additions ?"

ing published material. For all int en t s an d p u rp o s es acco u n t an t s
have been virtu al ly s il en t on t he
subject! Yet our initial interviews
have indicated a positive interest in
the pro ject un dertaki ng. In a survey recently sent to 600 randomly
s el ect ed NAA co n t ro l l er s , we
sought to confirm initial interest in
the proj ect an d to id ent ify i nterview can did ates or questi onnaire
candidates. Who is currently using
objective evalu ation techniques?
Who is willing to share such techniq ues wi th t heir con trol ler co ll eagu e s ? Th e i n i t i al i n t er vi ews
have indicated a great deal of interes t o n t h e s u b j ec t a n d s e ver a l
thought provoking suggestions for
improving the project.
If yo u wo u l d b e i n t eres t ed i n
co mpl eti n g t he su rvey, h ave an y
questions for the material to be covered in this project, are willing to
participate in the study, or simply
want to famili arize yoursel f with

When the statement is completed, it is envisioned the guidelines
may be incorporated into the existin g NAA profes si on al edu cati on
program and also offered as a separate NAA media training course.
A review of the available literature has provided very little exist66

ccording to a Status Report of
t h e F i n an ci al Acco u n t i n g
Standards Board, major projects on the Board's Technical Plan
include:
■ Accounting for Income Taxes —a

final Statement is scheduled for
issuance in the third quarter of
this year. Th e project was first
added to t he agenda in January
1982.
• Accou nting for Employee Stock
Compensation Plans —the project, which involves complex issues, is slow going. Th e Board
h as co me t o s everal t en t at i ve
conclusions but needs the results
of additional staff work before it
can readdress the schedule for issuance of an exposure draft.
• Cash Flow Reporting —the July 1
Technical Plan reported that the
Bo ard wil l i s su e a reex po s ure
draft t hat, among oth er t hin gs,
would requi re use of the direct
method of presenting cash flow
from operating activities. Since
th en , t h e B o ard reco n s i d ered
and decided to allow use of either the direct or indirect method and that, because there would
be no significant changes to the
in i t i al ex p o su re d raft , a fi n al
Statement will be issued.
• Co ns ol id at io ns a nd t he E qu it y
Met ho d —t h e fi rs t of t h r e e
phases is to develop a concept of
the reporting entity and related
conceptual matters and to apply
those concepts to consolidation
policy and techniques. The first
St at emen t res u l t i n g fro m t h i s
phase — "Consolidation of all Majority -Owned Subsidiaries " —is
s ch ed u l ed fo r r el e as e i n t h e
fou rt h quart er. Whi le th e co ncep t o f t h e rep o rti n g en ti t y i s
still being developed, the staff
also is working on the part of the
second phase that deals with accounting for investments in joint
ventures.
■ Financial Instruments —the project is expected to develop broad
stand ards that wou ld ai d in reso l vi n g is s ues rai s ed b y t h e
F AS B E me rg i n g Is s u es Ta s k
Force and other issues concernin g vari o us ki n ds of fi n an cial
transactions that seem likely to
aris e in t he fut ure. The i ni ti al
phase involves improving disclosure. In t hi s regard , th e B oard
plans to issue an exposure draft
in t he thi rd quarter an d a fi nal
Statement by the end of 1987 or
in early 1988.
■ Postemployment Benefits Other
Than Pensions —The Board currently is considering staff recommendations on recognition and
measurement issues.
■
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BOLDSTEPIS
MOVINGAHEAD
The National Association of
Accountants is proud to announce the
Bold Step publication series, an historic
new research effort in management
accounting. Backed by $1 million in
funds, Bold Step is aimed at solving
real -world problems with real -world
solutions— keeping management
accountants not just abreast of new
trends and technologies, but on the
cutting edge of them. To ensure an
emphasis on practical applications,
Bold Step features major contributions
by top practicing accountants from

industry and major accounting firms,
joined by the best academic and
professional researchers.
Bold Step is just that —a
B
bold new step in accounting
research.
Now Available:
Cost Accounting for
Fac tory Automation
focuses on automated manufacturing systems and the
r
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• Mail to
National A s s o ciatio n of A c co untants
Sp ec ial O rd er De pt.
• 10 P arag o n D rive
Mo ntvale , NJ 0 7 6 45 -1 7 6 0
•

Plecse send me.
Cost Ac c ounti ng f or Fac tor y

•

•

impact these systems have had on cost
accounting.
Management Ac counting in
the New Manufac turing
Environment issues a challenge to
corporate America by establishing a
baseline for current practices and
recommendations for future practices,
as management accounting adapts to
a changing manufacturing
environment.

Corporate Profitability and
Logistics defines and elaborates on
10 principles of "uncommon sense."
The intensity with which world -class
companies execute these principles is
a key contributor to their
n I I excellence and profitability.
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Place your orders now. And
look for four addtional Bold
Step publications expected

by late fall.
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Automation ra 511 95 eo
•

cu;a bcck , _

— Tr_.tcl pris:c:

Managem ent Ac counting in the New
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Robert Anthony

ANTHONY
HONORED
Robert N. Anthony,

Massachusetts Route 728,
Professor Emeritus of
Harvard Business School,
was honored with the
School's Distinguished
Service Award given to
individuals whose service
has resulted in a marked
increase in the ability of
the school to perform its
educational mission.
Prof. Anthony was the
Ross Graham Walker
Professor of Management
Control before retiring
from the School in 1982.
He served on the NAA
Management Accounting
Practices Committee
from 1984 to 1987 and
was profiled in the May
1986 issue of MANAGE-

Wheeling, has been elected president of the West
Virginia Board of
Regents.

ed director of administration and finance of the
International Council of
Shopping Centers (ICSC).

James D. Fasulo, Waterbury, is the new controller of Havco Heating Air
Conditioning Ventilating
Co., Inc., Waterbury.

Robert P. Marovich,
Cedar Rapids, has been
named vice president and
general manager of Collins Government Avionics Division, and Russell
M. Hansen has been
named vice - president and
controller of Collins Avionics Group.

Tom R. Hahn, Northern
Virginia, has been named
vice president- finance at
Amherst Information
Systems, Inc., Arlington,
Va.
Richard H. Hilton, Mohawk Valley, past president, has been named
vice president of finance
and administration at
Utica Boilers, Inc.

Ginger Martin, Baton
Rouge, was named chief
financial officer, and
Martha Boudreaux, assistant vice president and
cashier, at First National
Bank of East Baton
Rouge.

Robert M. Mallia, Long
Island, has been appoint

Joseph E. McCarthy,
Los Angeles, was named

Joseph Miglore

vice president - general
accounting, Union Bank.
Joseph J. Miglore, Columbus, was appointed
vice president — finance
for Haworth, Inc., Holland, Mich.
Randolph E. Vaught,
Hampton Roads, recently
was named an Associate
of Talbot & Associates,
Ltd. He is vice president
of finance and administration for the firm.
Dabney Wellford, Memphis, was named CFO at
American Medical Data
Systems.

r7

MENT ACCOUNTING.

Mildred Bograd, Morris- Essex, is vice president /chief financial officer of Mort Barish
Associates.
Louis A. Costanzo,
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soppy

NEWPRODUCTS
&SERVICES

writer with a simple, yet
sophisticated typing station. The
9500 Display Typewriter is designed
with four pitches (10, 12,15 and proportional spacing), justification,
bolding, underlining, double underlining, subscript, and superscript.
Users can save their text exactly as
it appears on the screen by using the
9500's 3.5
disk drive. Each
floppy diskette can store up to 400
pages. The Swintec 9500 also has a
wide carriage for spreadsheets and a
built -in HELP feature which brings
instructions to the screen in clear,
simple language. The Display Typewriter's other features include:
mail- merge, form fill -in, automatic

ELIZABETH WARREN, EDITOR

EQUIPMENT
ew generation technology
(NTG) has released Merge, an
integrated communications
product that provides voice and data
capability in a single unit. Merge
combines an executive telephone
with a built -in modem that supports
either 300 -or 1200 -baud transmission rates, a two-line 80- character
LCD display, a full alpha - numeric
keyboard, and a host of computer
functions. The unit interfaces directly with microcomputers and peripheral devices such as printers,
card readers, and IBM -type keyboards. When used for electronic

queue dialing of up to 36 numbers at
one time. Calls are repeated automatically on busy signals without
operator intervention, with the connected party's name and number
shown on the display. Other telephone features include speed dialing, toll restriction, speakerphone,
automatic redial, programmed dialing, daily reminders memo display,
auto dialing records, directory dialing, and a phone directory of up to
500 parties that can be accessed via a
rapid search string capability.
Merge is available with either 32K
or 256K Memory.
More info? Circle 17.

The Sw intec 9500 Display T ypewriter.

New Generation T echnology's Merge.

mail processing, the unit sends and
receives data unattended. An internal storage capacity of up to 256K allows Merge to store up to 128 pages
of text in an onboard memory. Automatic error checking and resend capabilities assure reliability and permit transmissions at times when
more favorable telephone rates are
available. Other Merge capabilities
include auto-logon with preset
tiered access for automatic one -button access to databases such as Dow
Jones. The unit's programmable
keyboard accepts macro commands
to facilitate operations. Merge telephone features include automatic
MANAGEMENT ACCOUNTING /SEPTEMBER 1987

Tab Products Co.has added the
Personal Computer (PC) Cart to its
Humanetics Computer Support Furniture Systems. The mobile PC Cart
is designed to serve as a workstation
for most popular PCs and printers.
Finished in rich wood veneers, the
cart houses the CPU, monitor, rollout keyboard and, if desired, a printer in only four square feet of floor
space. Access to the printer bin can
be changed quickly and easily enabling the printer to be located in
the front or at either side of the cart.
The keyboard platform is positioned
at a height to allow long periods of
use without causing back and shoulder strain. Space for a copy holder is
provided between the screen and
keyboard to eliminate continuous
field -of- vision changes and resulting
neck strain. Options for the PC Cart
include a cooling fan to carry off excess machine heat, a multiple plug
surge - protected electrical outlet,
and a choice of light or dark oak
wood finish.
More info? Circle 18.
Swintec Corp. has introduced the
9500 Display Typewriter, a typewriter -based display system combining an intelligent electronic type-

pagination, stored format settings,
cut and paste, multiple column
printout, global search and replace.
A special print feature allows users
to print several different documents
in succession while working on another document. Features that
make the Display Typewriter even
more productive include: a second
disk drive, a cut sheet feeder, special
legal and medical modules, Spell
Proof TM (an 80,000 -word dictionary including a 300 -word custom
user dictionary), and a communication port which allows the 9500 to
read files from anIBMPC compatible computer.
More info? Circle 19
Computing Aids, Inc.has developed the Print Position Aid (PPA), a
design tool for determining the
placement of computer print output
on business forms. The PPA consists
of six transparent 11 x 15 -inch grid
overlays featuring line -and column spacing positions. The positions can
be 10, 12, or 15 characters per horizontal inch with six or eight lines per
vertical inch. Pica gradations and
word processing print spacers for 5,
69

6, 8.3,16.7,17.1, and 20 characters
per inch are also provided. The overlays allow the user to locate print positions against a soft yellow background, which can help reduce eye
strain, and eliminate the need for accountants to periodically purchase
programmed printing updates when
there are changes in the tax forms.
The product can be used with any
brand of printer or typewriter.
More info? Circle 20.
TECH —SA —PORThas developed
Floppiclene, a patented wet /dry
cleaning system for disk drive heads.
Floppiclene uses 100% disposable
cleaning disks; the wet portion ofthe
disposable disks loosens contamination on the heads and the dry portion
wipes the heads off. The complete
system consists of 20 disposable
cleaning disks, cleaning solvent in a
non -drip aerosol container, a reuseable disk envelope, two anti - static
CRT screen wipes and two lint -free
wipes for drying off the monitor.
Floppiclene comes in an attractive,
easy - to-store binder, and is available
for 3.5 ", 51/4" and 8" formats. The
3.5" kits contain ten disposable
cleaning disks.
More info? Circle 21.

TAB Products Co.'s Personal Computer Cart.
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SOFTWARE
atext, Inc. has developed CD/
Corporate, CD /CorpTech, CD/
Private, CD /International and
CD /Banking, business and financial
databases on compact optical discs
(CD -ROMs) complemented by CD/
NewsLine, a direct telephone link to
the Dow Jones News /Retrieval, offered as an add-on option to the CD/
Corporate database. The CD/Corporate package contains four discs
(available separately or in any combination and updated monthly) covering more than 10,000 companies
in the consumer, industrial, technology and service sectors. Information
includes financial statements, excerpts from annual reports, 10-Ks
and 10-Qs, investment analysts' reports, officer and director biographies, and article abstracts from
more than 700 journals and periodicals. CD /CorpTech profiles more
than 13,000 public and private U.S.
high technology companies providing information on subsidiaries, divisions, products, executives and
markets. CD /Private includes data,
i.e., top executives' names, annual
revenues, number of employees,
etc., on approximately 100,000 companies from retail to manufacturing

and from distribution to service.
CD /International incorporates financial information on the world's
leading 2,000 U.S. and 2,000 nonU.S. corporations and is format adjusted for consistency and comparability across countries. CD /Banking
provides full financials and analyses
on bank performance for more than
14,000 commercial banks, 3,000 savings & loans, 6,000 bank holding
companies, and 40,000 branches.
Datext subscribers receive a CDROM optical drive, regular updates
of the database discs, user documentation, training and customer support. The CD databases run on IBM
PCs or 100 percent compatibles with
a hard disk and a minimum of 512
bytes of RAM. The CD /NewsLine requires 640K bytes of RAM. Data and
text on the databases can be transferred directly to other software programs including, Microsoft Word,
Multimate, PFS: Write or WordStar
or exported to Lotus 1 -2 -3, Multi Plan or Symphony for spreadsheet
applications.
More info? Circle 22.
Keystone Software, Ltd.has released Keystone, a financial accounting system for personal computers which implements a "unified
file" design for a wide spectrum of
reporting needs, from a simple, personal financial statement to a complex management information system. Keystone's "unified file"
design is a one -menu system with
single -entry format which combines
the following accounting functions:
financial reporting, general ledger,
accounts receivable, accounts payable, payroll, job cost, product line,
departmental, budgets, fixed assets,
and interchange to /from spreadsheet or dbase. The software sharply
defines three components of accounting: general accounts, sub accounts and time, and can communicate to and from spreadsheets and
dbase or user - written systems. Budgets or entries can be entered from a
spreadsheet and information can be
retrieved instantly on the basis of
one day to 99 years. The software
supports a free -form chart of accounts for nearly 40 million items.
Payroll requires no set -up, wages
can be allocated direct to jobs, and
federal, state and local taxes are calculated with W -2 reporting. Keystone also can write vendor checks
on demand, take discounts, partial
MANAGEMENT ACCOUNTING /SEPTEMBER 1987

Keystone, a financial accounting
system for personal computers from
Keystone Software Co.

pay and still report 1099s. Invoices
can be aged, and the invoice writer
provides unit/ price extensions,
sales tax, finance charges and
freight. Keystone is available for
IBM PC, AT, COMPAQ computers
and 100% IBM PC compatibles. It
requires 256K RAM with a hard disk
and laser or wide - carriage 16.66 cpi
dot - matrix printer.
More info? Circle 23.
SoftLogic Solutions Inc. has introduced @ Liberty ( "At- Liberty "), a
spreadsheet compiler that enables
users to create and distribute executable spreadsheet applications
that can be run without the original
spreadsheet program. All formulas
are invisible to the end -user. Data
also can be exported to the original
spreadsheet program. @ Liberty
consists of two programs, PREPARE
and RUN. Once a spreadsheet is developed using Lotus 1 -2 -3 or a compatible program, the PREPARE program compiles a spreadsheet's .wks
or .wkl file into a computer program
that can be run without the source
spreadsheet program. The resulting
@ Liberty - compiled spreadsheet
looks and operates like the original
version. The RUN program enables
users to distribute @ Liberty -compiled spreadsheets to end -users and
permits end -users to enter new data,
modify specified data and calculate
results. The end -user, however, cannot use @ Liberty to create a spreadsheet. @ Libery uses a 1 -2 -3- style operator interface with only the
commands that are normally used
to" run" spreadsheets, making it
safe and easy to use by personnel not
trained in spreadsheet creation. The
software compiles a typical 32K
worksheet in less than 30 seconds,
supports printing in 80- and 132 -colMANAGEMENT ACCOUNTING/SEPTEMBER 1987

umn formats, allows printing to a
file, and supports bar, stacked -bar,
and line graphs on color monitors as
well as graph printing. @Liberty
features a licensing plan in which
users can distribute @ Liberty —
compiled spreadsheets and associated documentation to up to ten end users. Users also can purchase a "refill" pack and license 15 more
end - users. @ Liberty works with Lotus 1 -2 -3 compatible spreadsheet
packages including Lotus 1 -2 -3,
Symphony, SuperCalc4, and Multi Plan. The program runs on IBM compatible personal computers
with a minimum of 256K RAM, and
PC -DOS or MS -DOS, version 2.0 or
higher. The software is fully compatible with the 1 -2 -3 Release 1 A command and function set, and works
with most of Lotus's Release 2.0
functions.
More info? Circle 24.
Stochos Inc. has introduced Total
Quality Costs (TQC), a microcomputer software package designed to examine all quality - related factors affecting profitability. TQC is based on
criteria established by the American Society for Quality Control and
comes with a copy of the Society's
standard reference book, Principles
of Quality Casts. Report charts available through TQC include lists of accounts and journal entries, a cost
distribution report, actual vs. budget chart, a text -based cost vs. basis
chart, a quality costs report which
demonstrates the magnitude of
quality costs and their impact on
company profits, and a quality costs
chart which presents the information in graphics format. A pareto
analysis of quality cost data also
may be displayed graphically. The
program features full menu control,
context - sensitive "help" screens,
windowing, hardware adaptability,
standard terminology, automatic
electronic data transfer, large data
capacity for processing, and a built in calculator. Optional equipment
includes a graphics video display
card, a hard disk drive, a graphics
printer for charts, and a math coprocessor to speed up calculations.
TQC comes ready -to-run on microcomputers using MS-DOS or compatible operating systems. A minimum of 256Kb of RAM is required.
The TQC package is offered with a
30-day free trial.
More info? Circle 25.
■

THE MicroMash
Review
WI NNERS! r r
You can be a winner with the CPA,
CMA and CIA Reviews developed
s p ec i fi c al l y fo r ac c o u n t i n g
professionals. Great for individuals
an d o ffi ces , t h e MicroM ash
Reviews are a t i me and cost
effi ci en t c o mp u t e r as s i s t ed
ins tructi on al tool co nt ai ni ng
personalized study options and
record keeping functions. Easy to
use, the MicroMash Reviews create
a highly mo t i vat i n g, in st an t
learn i n g at mo s p here for each
c e r t i f i c a t i o n . IBM'"r PCs or
compatibles.
Call 1- 800 - 241 -9700
for brochure or
DEMO information.

MkroMash CMA Review ...
contains over 750 multiple- choice
q u es t i o n s and 50 in t eracti ve
essay /problems covering all five
sections of the exam.

MkrOAUsh CPA Review ...
includes over2,100 multiple- choice
questions and essay /problems that
interact with the user. CPA Review
Pass or Refund guarantee available
for individuals.

MkroAl sh CIA Review ...
contains over 700 multiple- choice
q u es t i o n s and 20 in t eracti ve
essay /problems covering all four
sections.

J703

14 Inverness Drive
1
Englewood, Coloradado o 800112
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18001 241 -9700
In Colorado: (3031 799 -0099

MicroMashg

MICRO MAnaged Study Help
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ACRS met h o d s . Fu ll
screen editing of detailed
records, custom reports,
s o rt i n g, s p l i t t i n g an d
mergi n g, vari ab l e F YE
and more. NEW, Version
2.0 $95.00. VISA /MC accep ted. MONEY BACK
GUAR ANTE E . SOFT LINK P.O.Box 2433, Stuart, FL 34995, 305 -3349562.

CLASSIFIED

COMPUTERSOFTWARE

PAR TIALS! Fo ur headings, balloons, negatives,
78's, margins, paging. Not
copy - protected, 128K. NO
RISK TERMS — $89.95
NET 30 DAYS OR RETURN PRODUCT. Save
$10 by mentioning this ad.
414 -332 -1222. Budget Computer, 160 So. 2nd St., Milwaukee, WI 53204. FREE
DEMO available.

NO- HASSLE AMORTIZING for IBM PC and compatibles. Calculates principal, payment, rate or term.
Has weekly, bi- weekly,
semi- monthly, monthly, bimonthly, quarterly, semiannual, annual payments.
VARIABLE RATES —UNLIMITED NUMBER OF

DEPRECIATION /FIXED
ASSET MANAGEMENT.
Over 2 0 0 u s ers n ati o n wide; many call this the
best program available at
any price. IBM- PC /XT /AT
and compatibles. Federal,
State and Book detail by
month. SL, DB, DDB and

WANTED
New Jersey CPA seeks to
purchase an accounting,
tax, and /or financial planning practice. Will pay a
fair price and in cash. All
replies in strict confidence.
Please write box # 123.
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Gerstein at MANAGEMENT AcCOUNTING.
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is available at $395.

CMA TEAM CMA
CERTIFIED
MANAGEMENT
ACCOUNTANTS

Assisting closely held
and family owned
businesses In
maximizing the use
of their capabilities
and resources

The New National Accounting Firm
SEA PART OF17—

......................
..................Cali t 900TEAMCMA

DEPRECIATIONTABLES
Percentage Tables Depreci at io n, Tax P reference
Numbers, all mid -quarters, $15.00 —check with
order. H. Schueftan, 7623
Keeler Ave., Sk oki e, IL
60076.

HELPWANTED
CORPORATE ADMINISTRATOR for headquarters
of growing systems engineering firm. Successful
can did at e wil l b e a mid
level i n d i vi d u al wi th
st ro n g man agemen t accounting background. Will
directly support CFO, have
working responsibility for
benefit plans, personnel
and admi nist rati on, and
will supervise small support staff. Special project
areas to include budgeting
and planning.
Requirements: Demonstrated intellectual ability,
undergraduate degree in
business or related field,
five to seven years of progressive and relevant experience in comparable position, strong communication skills, CMA. Additional experience preferred in
one or more of the followi n g are as : Go vern men t
contract accounting, financial /management accounti n g , p r o p e rt y man ag ement, human resou rces/
recruiting, benefit design
and management, corporate records/ shareholder
rel at io ns , ad vanced d egree.
ADROIT SYSTEMS,
INC., is based in suburban
Washington, DC. We offer
a challenging growth position for a midlevel career
professional. Naturally, a
very attractive compensation package is available
to th e successful candi-

date. U.S. citizenship required. Send salary history
and resume in full confidence to: Mr. Michael Syracu s e, Ad ro it S yst ems ,
Inc., P.O. Box 19470, Alexandria, VA 22314.
ACCOUNTANT: responsible for analysis & accounting procedures pertinent
to food, franchi se & ice
cream industries. Compile
monthl y stat ements , auditing financials & preparation of tax returns. Prepare financial forecasts,
reports & operation strategi es in cl u di ng profi t &
loss, overhead expenses.
Bachelor's Degree in Accounting. 3yrs /exp. doing
above or 3yrs as Financial
Co n t ro l l er. 40h r /wk.
$25K /yr. Mai l res ume:
JOB SERVICE OF TENNESSEE, C1 -114 Cordell
Hull Building, Nashville,
TN 37219. At t n : L.
Piasecki.
ACROMETAL SERVICES,
INC., located in the heart
of M innesota's vacat ion
land, is seeking a COST
ACCOUNTANT. Two plus
years of cost accounting
experience with a manufacturing firm is desired.
Must be a good communicator. Apply by sending
your resume to: Acrometal
Companies, Inc, P.O. Box
408, Brainerd, MN 56401,
218-8294719.

FREIGHT TRAFFIC
SERVICE
IS YOUR FIRM CONTR OLLING F R E IGHT
EXPE NSE ? We p rovide
co mp l et e p ack age of
freight bill pre - audit, post au d i t , p ay men t , an d
freight brokerage. MDCA
TRAFFIC GROUP, 314487 -5221.
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Why 200 of the
World's Largest Companies
UseSystemW(S
Budgeting and
Performance
Monitoring

2

Financial
Consolidation
and Reporting

� J1
_

Long Term
Planning

"Deadlines." In spite of starting the

"Too little, too late. "Thiswas the way

"Change is constant." Plain and

budgeting cycle earlier every year,
manyofthese companies continued to
experience a problem meeting their
annual budget development deadline
and their monthlybudget 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 their budgets on a microcomputer using Lotus 1.2 -3 or Personal
W" so data can be collected electronically for consolidation and reporting on
the corporate mainframe by System W.
Time savings of 50°i or more
are not unusual with System V.
even when budgeting locations are
spread around the world or when a
major structural change, like a reorganization or an acquisition, needs to be
incorporated at the last minute.

many of these companies described
their management's attitudeabout 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 SystemW, thecontroller's staff often 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.

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 thesecompanies described
the Achilles heel of their long -term
planning process.
Using System W, these planners
now often 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 a year, acquire or
divest companies regularly, or if external conditions change dramatically,

Copyrighl 1987byCOMSHARE.INCORPORATED

Software for BusinessManagement. System W,a completeproduct lineofmainframeand microcomputer software, makesitpossible
to build a reporting system of essential corporate information for management control in budgeting, financial consolidations, long -term planning and
other management accounting applications. From investigative analysis to reports and charts for formal presentation, System W's reporting capabilities
are flexible enough to answer the full range of management's requests. System W solves the chronic problem most corporations face of accessing data
from incompatible software products for use in management reporting. System W helps you succeed in your corporate mission despite a constantly
changing business environment. Whatever happens, System W can smoothly support your management needs for information.
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Get the facts on System W!
Forcasestudies on howindividualcompanies use
System
W. write or
call Chris
Kelly-994
at Comshare
1.
800-922.7979.
InMichi
gan,313
-4800.In

Syslem W runs onIBMmainframes usingVM,!CMS or MVSRSOoperating
systems, and onDEC VAwVMS The personal computer components run

C O 3001
RSouth
MState
i / St.� C .

onIBM PCIAT orfullycompatible microcomputers.Lotusand1-2.3are
registeredtrademarksof Lotus DevelopmentCorporation

Circle number 11 on reply card.

Canada, 416- 675 -6363.

oo

AnnArbor, Michigan48108

•

Reduce
the risk

data
personnel.
An independent study*, revealed that 3 out of 4 top executives and personnel
managers agreed that specialized personnel services are better than the
non - specialized at providing quality personnel.
Robert Half is the world's largest specialist in recruiting accounting, financial
and data processing personnel. Robert Half has the size and reputation to
attract-more job candidates -and the expertise to match their capabilities
with your company's exact requirements.
And all that reduces risk.
Call your Robert Half office. You'll be glad you did.
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accounting,financialandedp personnelspecialists
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Q 1987 Robert Half International Inc.
Most offices independently owned and operated.
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