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BYANELITECIRCLE.

This world has many companies whose
products are marketed across borders. But
only one whose software crosses borders — in
twoimportant respects.
First, our technology.
Several years ago, McCormack & Dodge
pioneered a technique of integration which
all(med users to move effortlessly from one
application to the next while pursuing a

path of inquiry. In effect, this development
erased the borders between packages and
created a single informational environment
for corporate decision- making.
Second—andevenmoreimportantthan
our celebrated borderless technology —is the
McCormack & Dodge approach to multinational service and support. Truly border less in the classic geographic sense.

McCormack & Dodge

el ave professionalsinover 40countri We offer systems and documentation
in multiple languages. We design our sys-

tems to accommodate the myriad laws and
business practices found throughout the
world. And to run in several different hardware environments.
In the world of McCormack & Dodge,

knowledge has no borders.
Circle number 14 on reply card.
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The Dun i4 Bradstreet Corporation
Financial, human resource, manufacturing and application development rioftware fix mainframe and mimcomputerenvirunments. Call 1.800. 343.0325.
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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
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.
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.*

accounVmps®
You Can See Efficiency
0 1987 Robert Halt International Inc

Circle number 8 on reply card.

'Most offices Independently owned and operated
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MANAGINGINA
HIGHINFLATIONARY
ENVIRONMENT

BY EDWARD H.
SCHWALLIE AND
ALONSO MARTINEZ
U.S. companies that invest in hyperinflationary
economies may not have
the tools necessary to
earn "real money" commensurate with the risks
involved. A Booz, Allen &
Hamilton senior vice
president and CFO defines the ground rules.
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32
STRATEGIESFORA
C� �L�JOB
BY EDWARD H.
KEL LEY
When looking for a new
job, advises this controller, don't overlook help
from your business associates, friends, or the
NAA.

25
OPERATING
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MANUFACTURING
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BY ROBERT A.
HOWELL AND
STEPHEN R. SOUCY
To be competitive, manufacturers should forget
the traditional measures
of direct labor productivity and absorbed overheads and focus on the
five areas that really
matter - quality, delivery,
inventory, material cost
and scrap, and machine
performance.

37
FLEXIBLEBENEFITS
WORKATSMALLER
COMPANIES,TOO

BY THOMAS R.
WHEELER
How a small manufacturing firm successfully implemented a cafeteria
plan of flexible benefits
for just 100 full -time
employees.
Certificate of Merit,
1986 -87.
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IMPROVING THE
BOTTOMLINE
WITHBUDGET
INCENTIVE
PROGRAMS

COLUMNS
6
PERSPECTIVES

BY GERALD L. FINCH
There are several reasons
why the savings achieved
by cost - cutting managers
are not reflected in a
company's financial
statements. Fortunately
a lot can be done to solve
the problem, but it requires upper management's total backing.

10
WASHINGTON
REPORT

48
PRODUCTIVITY
BOOST:
TREATING
EMPLOYEES
ASINDEPENDENT
CONTRACTORS
BY JACK C. BAILES
AND ROBERT L.
EDWARDS
To reduce its operating
costs, the Northwest Forest Operations of ITT
Rayonier contracted with
its employees in a program called the POD System. As a result, the company substantially
reduced costs and improved relations with its
employees.
Certificate of Merit,
1986 -87.

Why cost accounting
must change.

52
LIFO /FIFO: ASIMPLE
SOLUTIONTO
INVENTORY
DISCLOSURE
PROBLEMS
BY RALPH E. WELTON,
G. THOMAS FRIEDLOB,
F. RAY GRAY,
AND JAMES SLOAN
How can companies
make their financial
statements more useful
to investors? This method
of combining LIFO and
FIFO results in better information about a company's future income, cash
flows, and liquidity.
Certificate of Merit,
1986 -87.
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REPORT1 1986 -87
A report to the members
of the Association.

The Treasury nixes inventory write -offs.

14
MANAGING YOUR
MONEY
Do you need professional
financial planning
advice?
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TAXES
Shareholders who surrender shares to the corporation but retain control are not allowed a loss
deduction.
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MANAGING YOUR
CAREER
Preparing to be fired is a
good career strategy.

Management ac c o untants may
hold such titles as c hief financial
officer, vice president — finance,
co ntro ller, treas urer, b ud get analys t, c os t analys t, and acc ountant.
Management ac c o unting is the
pro ces s o f identificatio n, measurement, ac cumulation, analys is ,
prep aratio n, interp retation, and
co mmunic ation o f financial informatio n us ed b y management to
plan, evaluate, and c o ntro l within
an o rganization and to ass ure ap prop riate us e o f and ac c ountab ility
for its res ourc es . Management accounting also c omprises the prep aratio n of financ ial rep orts for
shareho lders , c red ito rs , regulatory
agenc ies , and tax autho rities .
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ACCESS THE CULLINET
FINANCIAL SYSTEM.
RACAI-VADIC DID
'Having pioneered the
development of modems,
we can appreciate a truly
innovative information
technologgyy
In our
opinion,
the
Financial
In
System is just that. We
feel certain that CFS will
serve our needs well into
the future."

� n i�ttru,�

Nancy Yonecla
Vice President, finance
Racal - bathe, Inc.

A shoe box full of receippts.
That was how the Vadic
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 fully
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 -line
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 it's 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 Fmancial Syystem
call toll -free 1- 800.551.4535.
Or write to Cullinet Software,
Inc., 400 Blue Hill Drive

Westwood, MA 02090.198.

Cull!

An Information Technology Integrator
For The 80s, 90s And Beyond.
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COST ACCOUNTING MUST MEET NEEDS

se

The rising level of automation in the American
factory is obsoleting many of the traditional cost
accounting techniques currently used in American
industry. Yesterday's methods are inadequate to
today's needs and far less than manufacturers will
require tomorrow.
From our point of view, this situation represents
both a challenge and an opportunity. From a technical point of view, we must equip ourselves to
meet the changing cost accounting needs. From a
management point of view, we have an opportunity to act as leaders
in hastening the transition to enlightened new methods of cost accounting that reflect economic reality and respond to the needs of senior corporate executives.
Traditional cost accounting systems are, of course, a half- century
old and focus chiefly on control of labor costs. As manufacturing processes have matured, the labor content has diminished. At the same
time, other costs — overhead especially —have increased, though traditional cost accounting systems ignore such costs.
The primary problem is not that our traditional systems control the
wrong thing —the declining labor component —but that they encourage the wrong thing — maintaining output by maximizing the use of
labor and machinery, thus building inventory. This is in sharp conflict
with the demands of the computer - integrated manufacturing (CIM)
and just -in -time (JIT) production and delivery systems that are vital to
improved productivity.
We in accounting have not stood still while those in manufacturing
have forged ahead. We have mechanized and automated the process of
gathering cost accounting data, but that only begs the question. The
real issue is that our cost accounting systems continue to address pasmanufacturing cost control problems. Making those systems more
efficient is not the answer. What is needed is a new mindset that focuses on devising new cost management systems to meet the needs of
a new type of manufacturing.
As companies accelerate their transition to CIM and JIT processes,
we must devise cost accounting systems that can cope with production
systems that make possible reductions of up to 90% in inventory, 50%
in manufacturing floor space, and 30% in direct labor costs. The new
technology is causing a shift in cost patterns and a blurring of the traditional lines between direct and indirect costs.
Aside from these shifts, plant floors are undergoing fundamental
change. As companies adopt JIT processes, they convert plant floors
from their traditional functional layout to cellular layouts and focused subplants. Such changes alter cost pools and data collection
points, creating a need for new types of cost accounting systems.
Our goal as management accountants must be to develop systems
that are product - focused in keeping with the JIT philosophy of focused
subplants, that identify both value and nonvalue costs and that are
strategic as well as operational in concept. In other words, our focus
must shift from inventory valuation to management information that
covers not only direct production costs but preproduction and postproduction costs as well.
JOHN C. ARME
NAA President, 1987 -88
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Less than 20 minutes, as a 1 AYes.
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__City .
I
of BNNs Financial Planning
I Street Address
programs for IBM PCs —for
state
zip_.
Phmte_
ioome tax, estate tax, real estate j
vestment and corporate tax. And

each one can save you an enormous amount of time. See for yourself. I

111113url VVAK

j

Send in the coupon for more information— and find out about our 30-day 1
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LETTERS
TO THE EDITOR

ERWIN S. KOVAL, EDITOR

NOTJUSTDATA
COLLECTORS
am neither a production manager nor a cost accountant, but I
would take offense to Lakshmi
Tatikonda's article titled "Production Managers Need a Course in
Cost Accounting," (June '87). Ms.
Tatikonda proposes that cost accountants and production managers develop a new, working relationship, but it is articles and
attitudes like those of Ms. Tatikonda that foster discontent between these two functions —or
other disciplines as well.

Her article states that "accountants only collect and process data"
and asks "if production managers
do not know how to define and
measure quality, how do they expect cost accountants to measure
it... T' This type of attitude is one
that stereotypes accountants as
"bean counters." Instead, the cost
accountants existing in these businesses should be challenged to seek
new ways of measuring production
and quality. Computers exist to collect and process data; the accountant is needed to help interpret the
data and turn it into useful
information.
Ms. Tatikonda gives an example
of the engineers and the robot to
argue that line personnel often provide erroneous data (accidentally
or intentionally) and then accounting personnel are held accountable
or criticized for not understanding
the business. I would argue, in her
example, that the controller should
have probed for more information
and made sure a competent analysis was done prior to making a
decision.

accountants on call"'.
DEDICATEDTO
EXCELLENCE.
Our system of screening applicants
far exceeds that of our competition.
At accountants on call'our professional placement staff
of former accountants and bookkeepers take the time to
thoroughly screen applicants through multiple interviews,
testing and reference checks. That means that every
person we send you is fully qualified. You spend less time
screening applicants and the personnel you hire will be
effective almost immediately.
If your criteria for hiring employees are high, then
accountants on call`should be an integral part of your
hiring process. Our dedication to excellence has been
proven time after time after time.

accountants on call
A
V

0
THE PROFESSIONALS' PROFESSIONAL'
o'

Offices to serve you in most major U.S. cities.

Call 201 - 843 -8882 to determine the office nearest you.

The article concludes by offering
suggestions to production managers on ways to better understand
cost accounting. There was an obvious absence of suggestions to cost
accountants to better understand
the production process.
Lastly, Ms. Tatikonda states that
the salaries of accountants in manufacturing are less than the salaries in public accounting and she
implies that this has led to less
competent cost accountants than is
needed. I question the source of salary data used to make this statement. Everyone I know uses public
accounting experience as a means
of recruitment into private industry. The opposite route is far less
common and seldom followed for
immediate financial rewards.
Although I did not attend the
APICS conference referenced in
the article, I got the impression
that the attendees were crying out
for help from the accounting profession. Unfortunately, production
personnel may not always know exactly what information is needed to
properly manage the operation, or
if they do know, it is difficult to
communicate their needs to accounting (and MIS) staffs. These
are the times when accountants
need to shed their stereotype as
"bean counters" and become "business analysts." Those professionals
who are able to shed the role of
"data collector" and can creatively
assist information users will be the
persons who gain the credibility of
other functions and will enjoy prosperous careers.
Jerry Rega
Avery International
Painesville, Ohio

MISSES OBITS
The new format of Management Accounting is excellent but missing
from the new look are the listings,
previously carried, for Emeritus
Life Associate and deceased members. The Cleveland East chapter
newsletter carried personnel
changes as listed in Management
Accounting, but now they do not
list Emeritus Life Associates or deceased members. Perhaps these
listings could again be listed?

u
A

Dean S. Brady
Mayfield Heights, Ohio
Circle number 2 on reply card.
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Our Credit Line
Doesn't Make You Wait In Line.
f you like convenience, you'll love Security Pacific
Executive /Professional Services' revolving line of
credit exclusively for NAA members. It gives you
fast, easy access to an abundance of extra capital —with
absolutely no collateral necessary.

The $20,000 question.

Could you use as much as $20,000— possibly even
more—right now? Upon approval, you could have that
much at your fingertips to use for any personal reason.

A million and one uses.
Imagine what you could do with $20,000 ... or even
half that much. You could landscape your property or
make some home improvements, consolidate bills
financed at higher rates, take a relaxing, well - deserved ,
vacation, or even make a timely investment. It's entirely up to you how you use the funds.

The convenience of transactions by mail. r'
Establishing this credit line is a breeze. From
application to funding, the farthest you'll travel
is to your mailbox.

No fees. No penalties. No kidding.

Reduced interest
and increased savings.
As a NAA member, your credit line interest rate is a tough -to -beat 5.9%n over the bank
prime rate (as quoted in the Wall Street Journal).
That's one of the most competitive rates you'll find
on this kind of offer. And one of the best rates for
unsecured funds, period.

Say YES now, decide later.
Sign up now, free of charge. Then request a cash
advance ... at your convenience. If you're not completely satisfied with your credit line, simply
return the funds within 30 days, at no cost or obligation to you. There's no risk now... and no risk
later.
Security Pacific Executive/Professional Services
is a subsidiary of the $63 billion strong Security
Pacific Corporation, the nation's sixth largest bank holding company.

It's easy to say yes to a credit line that
costs you nothing to establish. Since there
are no application fees, annual dues or
prepayment penalties, it makes sense
d `
to reserve your line now, free of charge
1
so the funds will be there when
`:E
you re ready for them. What's more
once your credit line is activated,
interest is charged only on the
amounts in use, not on the
entire line.
l (
i

T,

Free checking for
easy access.

Let us rush you an application.
Complete and mail the
coupon below today! sa

Your credit line also features
Check Access, a personal check
writing system that directly
accesses your account. You
can write as many checks as
you wish (up to your availabl
credit). With Check Access
extra capital is always
at your fingertips.

SECURITYPACIFIC
:-5'EXECUTIVE
/PROFESSIONAL SERVICES
14201 East 4th Ave. • Aurora, CO 80011
(800) 525 -1132 (Colorado residents call collect 341 -6581)
*,Security Pacific Executiverllrofessional Services. Inc is an equal opportunity lender.
Approval of all loans, regardless of amount, is subject to its normal credit policies.
7b cover the administrative costs of arranging the national program, the Asaociation receives
a small fee. The offer should not be construed as an endorsement by the Association of the
lender, or any other products nr services included in the Group Discount Program.

applying
I'm interested
for a line
ETYofnES!credit.
Return this coupon to Security Pacific
Exe cutive /P rofe ssional Service s,
14201 East 4th Ave., Aurora, CO
80011. Or, if you prefer, call toll -free
(800) 525 -1132. (Colorado residents
call c ollect 341-6581.)

N a me _
Address
City

Sta te

Zip

Daytime phone t
i e »7 an?a7

WASHINGTONREPORT
STEPHEN BARLAS, EDITOR

WYDEN MAY
INTRODUCE
TOUGHER BILL
robably after upcoming hearings, Rep. Ro n Wyd en , (Di re. ), wi l l re i n t ro d u ce h i s
"Financial Fraud Detect ion Act."
Th at b i ll , wh i ch Wyd en rewro t e
once in 1986, is expected to be even
tougher yet on corporations, who
would have to develop more complex internal controls against po-

plore case studies of failed corporate financial oversight. ZZZZ Best
is probab ly a pri me candi date for
microscopic attention.
Whil e t he bus iness commun ity
opposes new legislation focusing on
int ernal corporat e fin an ci al co ntrols, it does support expanding the
enforcement powers of the Securities & Exchange Commission. Further support for that position will
come in the October 1987 final report of the National Commission on
Frau du lent F in an ci al R ep orti ng,
b e t t e r k n o wn a s t h e T re a d wa y
Commission.

TREASURY NIXES
INVENTORY
WRITE -OFF

Ron Wyden

tential fraud actions.
The b us in es s commu ni ty h ot ly
opposes Rep. Wyden's effort. "We
are opposed to legislative efforts to
el i mi n at e o r p reven t fraud fo r a
number o f reaso ns ," says Ro bert
Moore, president of the Financial
Executives Institute. "A legislative
solution will not work —you cannot
legi sl at e h uman behavi o r —and ,
such efforts may well be counterp ro d u ct i ve an d u n d e r mi n e t h e
quality of the existing system."
Acco rd i n g t o J ack C h es s o n, a
staffer on the House Oversight and
Investigations Subcommittee, asyet- unscheduled hearings would ex10

Proposed rules from the Treasury
Department on "practical accounting" are giving corporate financial
department s th e shakes. The proposal, which will become final early
in 1988 - -either in its proposed or
in some modified form —would end
the inventory accounting practice
that gives companies an immediate
write -off for part of their overhead
costs when they are operating below capacity.
Peggy Duxbury, director of taxation for the National Association of
Manufacturers, says corporate offici al s wi ll h ave a chance to mak e
their opposition known to the Treasu ry Dep t . d u ri n g a pu b l ic co mment perio d l as t in g for 60 d ays .
But she is not optimistic that Treasury will listen sympathetically.
NAM's Duxbury and a group of
companies such as Monsanto Co.,
Al u mi n u m C o . o f Ameri ca, an d
Eastman Kodak Co., had been trying to enlighten Treasury before it
issued its proposal in early August,
which although temporary has the
force of laws. "We already said all
we can say," says Ms. Duxbury.
If Treasury issues its proposal in
final form withou t modifications,

compan ies coul d go to ei ther t he
co u r t s o r C o n g res s t o o vert u rn
Treasury's decision. About half the
memb er s o f t h e Ho u s e W ays &
Means an d S enate Fi nan ce Co mmittees think the Treasury proposal misconst rues congressional intent. But the two chairmen of those
committees, Rep. Dan Rostenkowski, (D -Ill.), and Sen. Lloyd Bentsen,
(D- Tex . ), are b acki n g Treas u ry.
Ms. Duxbu ry s ays the busi ness
community will wait to see the final rule before deciding whether to
try to overturn it.

EXPECT COMPROMISE
ON PENSION REFORM
Two Ho use p ropos als t hat reform
p en s i o n l aws are o n a co l l i s i o n
course. There will be an attempt to
merge them in a budget reconciliation bill which will be voted on by
the House this fall, at which point
action will shift to the Senate. The
sep arate p rop os als p ass ed by t he
House Ways & Means and Educati o n an d Lab o r C o mmi t t ees h ad
identical objectives: to tighten pension funding standards, to put the
federal Pension Benefit Guaranty
Corpo rati on (PB GC ) on s ou nd er
footing, and to encourage companies with excess funds in their pension plans to keep the plans going
rath er than termi nat e th em to get
at the surplus cash.
But the two proposals prescribe
different means for getting to those
end s. The E & L in it iati ve wou ld
raise the monthl y amount paid by
employers for each covered workers from th e current $8.50 (which
was increased from $2.60 in 1986)
to $19, plus $200 per employee if a
defined benefit plan is terminated
after July 1, 1987. Ways & Means
wo ul d up t he p remi um t o $1 4 an
employee.
The E &L proposal would allow
companies to take excess funds out
of a pension plan only if the plan
has a "cush ion" equal to 125% of
the amount owed to vested employees and to those who are accruing
pen si o n b en efi t s b u t are no t yet
fully vested. The W &M proposal
would force a company to close out
a pension plan before dipping into
its assets.
■
Stephen Barlas is a journalist with
more than 11 years of experience reporting from Washington, D.C.
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"good- customer- like -you, bottom -line price.''
At Data Design we do business differently.
It's well known that we dotit cut our mainframe
financial software prices to make a sale. Why?
Because after the sale we won't cut our
industry- standard service and support, either.
Because we don't run our research and
development on a ''shoestring.
Because we provide you with fast, trouble free installation and excellent support from
management -level people. Including your own
personal account manager.
Because our packages are given the most
extensive reliability testing and thorough documentation development in the industry. What
you cant afford is software that's released
before its ready.
In short, because we believe our software
is worth what we charge for it. Hundreds of
FORTUNE 1000 customers choose Data Design

over other vendors. Companies like Alcoa, Burger
King, Greyhound, Pillsbury, Bankers Trust,
Federal Express, General Electric, Chicago Tribune
Company and Security Pacific Bank. They realize
that the best financial software in America isworth
a slightly higher purchase price.
Especially when they know that lower implementation and operations costs of our high- quality
systems could actually mean a savingsofseveral
hundred tbousaud dollars over other "cheaper"
systems.
You see, the trouble with "cheap" software
is that you may never stop paying for it. Please
keep that in mind when a vendor offers you a
"discount" to make a sale In mainframe financial software, as in anythingelse, you get what
you pay for. Invest in the best. Financial software
by Data Design.
To learn how our systems work for a broad
range of medium to large size companies on most
major computer systems, call Betty Fulton toll -free
at 800 -556 -5511, or mail in the coupon today.
See you at the user conference.

If you are evaluating software for your company
send for our free SOFTWARE SOLUTIONS KIT. A com prehensive guide designed to make the mainframe
software selection process easier for you.
Please send me information on the following
GENERALLEDGER
ACCOUNTSPAYABLE&PURCHASEORDERCONTROL.
FIXED ASSET ACCOUNTING
PROJECT ACCOUNTING
FREESOFTWARESOLUTIONS KIT
NAME
TITLE

CITY. STATE, ZIP
TE11PHONE (
COMPUTU BRAND

i

ngry? Cheated? You'd have a right to feel that

Away. But at least you wouldn't be alone.
Chances are, everyone there paid a different

NUmt

MODEL.

ASSa1A
DATA ATESS

Excellence in financial software. Bvdesign.
1279 Oakmead Parkway, Sunnyvale, CA 94086

NEWS

Assn., and the Union of
National Economic Associations in Japan in cooperation with the International Association on
Accounting Education
Research. The Science

FTCURGESNEW
ETHICSRULES

special NAA delegation will attend the
Sixth Annual Conference on Accounting
Education in Kyoto, Japan, this month. Dr. Jagat P. Jain, professor of
accounting at Niagara
University, Niagara
Falls, N.Y., and president
of the Niagara Chapter,
will present a paper on
"International Transfer
of Accounting Research
Technology." Included in

the NAA delegation are
NAA Chairman Glen E.
Woodson, President John
C. Arme, Executive Director Gary M. Scopes,
and Joseph L. Brumit,
who as chairman of the
Financial and Management Accounting Committee of the International Federation of
Accountants will attend
as the U.S. representative of IFAC.
The Conference, which
is held every five years, is
jointly hosted by the Science Council of Japan,
the Japanese Accounting

r

ROBERT F. RANDALI., EDITOR

NAAOFFICERS
ATTENDJAPAN
CONFERENCE

by the prime minister
from the scientists in the
fields of humanities, and
social and natural
sciences.

Jain
Council of Japan is a
state organ consisting of
210 members nominated

The Federal Trade Commission is recommending
that the National Assn.
of State Boards of Accountancy adopt certain
provisions in a proposed
new Model Code of Professional Conduct to per mit increased competition. The Commission
urged the Association to
offer consumers the option of paying for services
other than audits on a
contingency basis and offer consumers certain
services such as financial
planning, without
charge, and obtain compensation by accepting
commissions if their cli-
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THEKELLYPC-PRO"
SYSTEMFOR
SPREADSHEETS.
Now, the Kelly PC -Pro System includes
the three leading spreadsheet packages, in
addition to the I I 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.

.oar

Lft, 4" " „

w

coyr„p„ <.
rtes

nalysis.

For accounting. Budgeting. Financial

a"°

ents purchase recommended products and services. It also
recommended that the
Association amend its
proposed new code so
that accountants would
be able to pay referral
fees to obtain clients because referrals will provide more information
about services to consumers; and state their non deceptive opinions about
whether financial forecasts can be achieved,
which will provide useful
information to investors.
Moreover, the FTC
staff urged the Association to reconsider the
need for an ambiguous
restriction on "abusive"
solicitation. The staff noted that "we have never
found any evidence that
accountants have engaged in or are likely to
engage in abusive solicitation." The Association
is the umbrella organiza-

tion for state boards of
accountancy and its model code is designed to
serve as the basis for the
rules of professional conduct promulgated by
many of those boards.
In a related action, the
FTC has asked the American Institute of CPAs to
sign a consent order
agreeing to substantial
changes in its Rules of
Conduct. The proposed
consent order would have
required amendments of
the AICPA Rules of Conduct to permit members
to accept commissions,
contingent fees for nonattest engagements, use
trade names, pay for referrals, engage in unrestricted advertising and
vouch for the achievability of forecasts, all currently prohibited activities. The FTC staff also
proposed to permit accounting firms to practice as commercial corpo-

rations with non -CPA
ownership of shares,
which is currently prohibited. The AICPA
Board of Directors has
decided to oppose the
FTC proposal.

AICPASEEKS
ACCREDITATION
FORFINANCIAL
PLANNERS
Another indication that
the field of financial
planning is a growth industry (see page 14) is illustrated by the attention that the American
Institute of CPAs is paying to this area. The
AICPA has authorized
development of an accreditation program for
the personal financial
planning division, which
it recently created. The
Institute wi l l coordinate
its efforts with that of the

National Accreditation
Board sponsored by the
Colorado CPA Society.

WHOARE
TODAY'SCEOs?
More than half of chief
executive officers of the
top 1,000 corporations
come from backgrounds
in sales/ marketing
(28.4 %) and finance
(25.6 %), according to the
latest Heidrick and
Struggles survey. A similar survey in 1984
showed 25.4 %n of CEOs
reporting backgrounds in
finance. The typical Fortune 1,000 CEO is a 58year -old, white Protestant male, married to his
first spouse, and earning
an average annual cash
compensation of
$590,000. He has been
with his company an average of 24 years.
■

PPORBPERSONALCOMPUTER
LIKEKELLY.
I the Kelly PC -Pro System is available
:r700 Kelly offices, every one
)ped with a computer
lly invented temporary help in 1946.
innovations like the Kelly PC -Pro
em make Kelly best at meeting your
ds today.
ou can be sure the Kelly PC tempo es you request for spreadsheet
3lications will have the skills and
-the -job support it takes to getthe
b done.
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MANAGINGYOURMONEY
JONATHAN D. POND, CMA, EDITOR

DO YOU NEED
A FINANCIAL
PLANNER?
Ithough most people would
guess that it rank s second,
Americans devote more time
thinking about money than they do
any ot her si ngl e t opi c. Fin ancial
pl an n in g h as b een h ail ed as t h e
key that unlocks the door to financi al s ecu ri ty. And t here are no w
several hundred thousand persons
who hold themselves out as "financial planners." Some work on commission, some strictly on fees, and
some collect both fees and comm.
si on s. You s ho ul d ex pect t o pay
anywhere from $2,000 to $6,000 for
a comprehensi ve and truly objective financial pl an an d cons ult atio ns fro m a fee -bas ed fin ancial
planner. While some people, typically those with six figure incomes
and /or high net worth, can certainly benefi t from t he proces s, I believe many people can and should
do t heir own fi n an ci al p l an ni ng.
Because personal finan cial pl anning has many similarities to managing a business, those who are successful in business should be able to
effect i vel y h an d l e t h ei r o wn fi nances wi th a mo dest amou nt o f

A
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read i n g an d res earch , co mb i n ed
with periodic reviews of family finances. Incidentally, the whole process can be fun. However, if you believe a financial planner is needed
(perhaps for a particular problem,
rat h er th an a comp reh en si ve revi ew), t here are man y to cho o s e
from. If you need to be assured of
objectivity, select a CPA or estate planning attorney who is committ ed t o t h e fi n an ci al pl an n i n g
process.

IS NURSING HOME
INSURANCE THE
ANSWER?
f you are ap p roach in g ret irement age or are already retired,
the specter of large, uninsured
health -care costs may be a major
concern for you. Or, if you have elderly paren ts yo u also may share
this concern. Stories abound of ret i red p eo p l e wh o s e l i fe s avi n gs
were wiped out because of a longt erm h o s p i t al i zat i o n o r n u rs i n g
home stay that exceeded the Medicare limits. While the Congress and
the President have begun actively
co n si d eri ng cat ast rop h ic il l nes s
coverage for the elderly, it i s unlikely that the legislation will extend beyon d ho spital co verage to
provide reimbursement for stays in
a nursing home.
There are no easy answers to this
very real concern of older Americans. One response that some older
people are considering is to obtain
nursing home insurance coverage,
wh i ch o nl y recent l y h as b eco me
widely available. Truly comprehensive nursing home coverage is quite
expensive, if it is available at all.
Most policies do not cover the full
co s t of a nu rs i ng h o me s t ay an d
may provide ben efi ts o nly over a
limited time period.
It is important to keep this problem in perspective. The probability
of being financially wiped out be-

cause of an uninsured illness is still
quite low, and if legislation is enacted, it will provide some additional measure of security. Therefore,
you should carefully evaluate any
act io n s t hat yo u o r yo ur paren t s
may contemplate taking to address
the health -care cost dilemma.

FINANCIAL PLANNING
TIPS

Recent statistics have indicated
that Americans are achieving new
lows in their savings rate, averaging les s t han th ree percent of income. Many people understand the
need to save, but nevertheless have
difficulty doing so. The best way to
get on the savings bandwagon is to
"pay yoursel f firs t" by participating in your employer's payroll savin gs p lan . If yo u have a prob lem
saving regularly, start out having a
modest amount deducted from your
payrol l, perhap s beginn ing wh en
you receive a pay raise. You should
try t o graduall y increase t he
amo un t set as id e p er p ay p erio d.
But beware. Some people become
addicted to saving. In fact there is a
term to describe these chronic savers: prosperous.
Maintaining adequate records to
support home improvements is doubly important under the 1986 Tax
Refo rm Act . As un der p ri or l aw,
the cost of home improvements can
be added to the basis for purposes
of computing capital gain when the
home is sold. Un der the new Act,
home improvements also are added
to basis in order to determine the
amount of deductible interest associated with mortgages on a principal and second residence. Taxpayers generally have not maintained
very good records of home improvements, and this has proven to be a
fertil e area fo r IRS au dit . Therefore, it's important to set up a perman en t fi l e t o s u b s t a n t i a t e a l l
home improvements.
Prepare a list of the contents of
your wallet so that if and when you
lose it you wi ll kno w what credit
cards, etc. were lost. Most people
can't co me anywh ere cl os e to remembering what their wallets contai n . Al s o , yo u may b e carryi n g
more credit cards than you need. ■
Jonathan D. Pond, CMA, is President, Financial Planning Information, Inc., Cambridge, Mass.
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RUNTRUEMULTI-USER
SOFTWARE
ONYOURMICRO
Tested. Reliable.
And running every
day on over 15,000
terminals, in
thousands of
businesses.

is

A

American Business S ystems, Inc.

From American Business Systems, the company that
has been in the micro business longer, with more true
multi -user installations, worldwide, than anyone else.
Because we know multi -user systems, better than
anyone in the business.
From complete automated accounting:
Accounts Receivable Fixed Assets
Accounts Payable
General Ledger
Payroll
Report Writer
To applications software like:
Wholesale
Distribution
Point of Sale
Inventory Control
Sales Order Processing
Manufacturing
Purchase Order
Materials
Processing and
Management
Management
All integrated, all multi -user, and all backed by the
most experienced dealer network in the nation.
AT &T, GTE and Northern Telecom sell ABS software as their own. And it runs on a host of other
micros, including IBM, NCR, Sperry, UNISYS, Altos,
Compaq, Motorola, Intel, and more. Under UNIX*
XENIX* * or in networks.
Multi -user software that's easy to install, easy to use
and gets the job done quickly and efficiently, with
no hassle. Find out more: call, write, or send in
the coupon.

Department AA
3 Littleton Road
Westford, MA 01886

MULTI -USER HOT LINE:
(800) 343 -0497
Extension 136
IN MA: (617) 692 -2600
Extension: 136
'UNIX is a resistered trademark of AT&T Bell

Laboratories
'XENIX is a registered trademark of Microsoft
Corporation

Send me complete information on American
Business Systems' multi -user business software.
Name:
Title:
Company: —
Address:
City:
Phone: (

State

ZIP

)

American Business Systems - 3 Littleton Road • Westford. MA 01886
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DEDUCTION ON
STOCK SURRENDER
DISALLOWED

ISRAEL BLUMENFRUCHT, EDITOR
he U.S. Supre me
Court (Commissioner
v. Fink, 60 AFTR2d
87- 5054), in resolving a judicial conflict, recently ruled
tha t a controll ing
shareholder who voluntarily surrenders a portion of his shares to
the corporation, but retains control
of the corporation, does not sustain
an immediate deductible loss to the
extent of his basis.
In the case at hand, Peter and
Karla Fink were the principal
shareholders of Travco Corporation, a manufa ct ure r of mot or
homes. As a result of financial difficulties encountered by the corporation, the Finks voluntarily surrende re d some of t hei r sha res t o
Travco in an effort to "increase the
attractiveness of the corporation to
outside investors." As a result, the
Finks' combined percentage ownership of Travco was reduced from
72.5% to 68.5 %. The Finks received no consideration for the surrende red shares, and no other
shareholder surrendered any stock.
The Finks contended that they
sustained an immediate loss upon
surrendering their shares to the
corporation because by parting
with the shares they gave up an
ownership interest in future dividends, future capital appreciation,
assets in the event of liquidation,
and voting rights.
The Court, however, in an 8-1 decision, rejected all of the Finks' argument and stated that a shareholder who surrenders stock is
similar to one who forgives or surrenders a debt. By surrendering the
debt, the taxpayer gives up principal, interest, and the potential voting power in the event of insolvency or bankruptcy. Such forgiveness
of corporate debt is treated as a
16
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TAXES

contribution to capital rather than
a current de duction. Thus, the
Court concluded that the "Finks'
voluntary surrender of shares, like
a shareholder's voluntary forgiveness of debt owed by the corporation, closely resembles an investment or contribution to capital."
Accordingly, the Court held that
a controlling shareholder who voluntarily surrenders a portion of his
shares, but retains control, must
reallocate his basis in the surrendered shares to the shares he retains and cannot claim an immediate loss deductible from taxable
income. The shareholder's loss, if
any, will be recognized when he disposes of the remaining shares.
The Court pointed out that if it
were to allow controlling shareholders to treat stock surrenders as
ordinary losses it "might encourage
shareholders in failing corporations to convert potential capital
losses to ordinary losses by voluntarily surrendering their shares before the corporation fails." This
would allow taxpayers to have a
significant tax advantage, even
with the changes enacted by the
TRA 1986. While the Act eliminated the long -term capital gain deduction for individual taxpayers, it
retained the -rule that only $3,000
of capital losses may be deducted
against ordinary income each year.
Thus, even under the new law, taxpayers prefer ordinary losses over
capital losses.
The Court said that its decision
was limited to a situation where
the shareholder retains control af-

ter the surrender of the stock. It refused to state whether a different
result would occur if the shareholder lost control of the corporation.
However, Justice White, in a concurring opinion, stated "as I understand the rationale of the Court's
opinion, it would also apply to a
surrender that results in loss of
control." If Justice White's conclusion is correct, then taxpayers of a
failing corporation could convert
capital losses to ordinary losses by
surrendering enough shares to the
corporation so that control of the
corporation is no longer retained.
AUTHORS' DEDUC TION
In a recent decision (Hadley v Commissioner, 59 AFTR2d 87- 1078), the
Court of Appeals for the Second
Circuit reversed the Tax Court and
held that expenses incurred by authors for writing books prior to
1987 are deductible in the tax years
in which they were incurred.
The Tax Court had agreed with
the IRS that Code Sec. 280 (repealed by the Tax Reform Act)
which stated "amounts attributable to the production of a film,
sound recording, book, or similar
property..." must be capitalized and
cannot be currently deductible refers to the production of a book by
book publishers as well as to authors who write the manuscript. In
so holding, the Tax Court ruled
that an author must amortize his
expenses ratably over the estimated life of the income stream from
the book.
However, the Second Circuit
Court examined the legislative history of Sec. 280 and found that the
provision was aimed principally at
a broad range of shelter activity,
namely production company tax
shelter partnerships organized to
produce films, records, or books.
The Court said that authors are not
engaged in the "production" of
books —book publishers are. Authors create "the stuff of which
books are made; they write manuscripts." The Court concluded authors could deduct the expenses of
writing a book as they are incurred
and need not capitalize the expenses. Note: this ruling only affects authors' expenses incurred
prior to 1987.
■
Israel Blumenfruch.t is associate
professor at Queens College.
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1988 MILLER ACCOUNTING GUIDES

TM

Your Indispensable Accounting Source
Officially Promulgated Pronouncements at your Fingertips
Miller Comprehensive GARS Guldek

by Martin A. Miller
Hardcover $40 Softcover $32

by Martin A. Miller and Larry P. Bailey
Hardcover $45 Soffcover $35
■

Restates promulgated GAAP in
straightforward language

Restates promulgated GAAS —SASS,
SSARs and MAS
Reviews legal liability and relevant
court cases

4988
Miller Comprehensive Governmental
GAAP Guide-" by Lorry P. Bailey
Hardcover $50

Details all types of auditing
engagements
■

■

Saves hours of research time
Interprets specialized industry
principles and practices

■

•

•

■

Includes all current FASB Statements
and Technical Bulletins

■

•

•

Miller Comprehensive GAAP Guide"

■

4988

■

4988

Includes a Model Audit Program

Soffcover $40

Analyzes promulgated GASB
pronouncements
Explains unique fund characteristics
Details reporting standards for
nonprofit organizations
Illustrates financial statements —
includes a model CAFR

Miller Accounting UpdatesTM
Coll our toll -free number for information about the Miller Accounting Update Services", which offer up -to -the minute bulletins
containing technical analyses of officially promulgated GAAP and Governmental GAAP. Each Service includes a soffcover GAAP or
Gvt -GAAP Guide.

TOIL
FREE

1=800=543=1918
HB

In MO and AK
call collect 314 528 -8110

MILLER ACCOUNTING PUBLICATIONS, INC.

A subsidiary of Harcourt Brace Jovanovich, Inc, 1250 Sixth Avenue, San Diego, CA 92101 -9803

COMPUTERS
&ACCOUNTING
HARD WARE /SOFT WARE RE VIEWS

ALFRED M. KING, CMA, EDITOR

THENOVELL
NETWORK
mith- Ingalls- French
Business Forms, Inc.,
is a business forms
distributor. We recently
installed a new computer
system with three workstations using Novell networking and accounting
programs from Libra
Corporation.
The company designs
custom forms and also redesigns internal paper
and systems flow, making the forms easy to
read by using colored
inks, screens, colored papers, etc. We also provide
forms management to
our customers which consists of purchasing volume inventories for customers, storing the
forms, and billing upon
release or delivery to the
customer. We also put
the customers' inventory
on a usage trend so we
know when to reorder,
giving enough lead time
if they have changes.
This policy gives us the
capability to combine
purchases, which in turn
gives the customers better pricing.
We pride ourselves on
the fact that we have always had accurate accounting records. All of
the accounting was done
manually until 1981.
Our first experience
with automation was
with the IBM System 23
DATAMASTER. This
was a diskette system us18

ing standalone custom
accounts receivable, billing and inventory programs along with accounts payable and
general ledger provided
by LIBRA Corp. As the
volume grew, the speed
decreased. Another standalone DATAMASTER
was purchased to handle
the accounts receivable,
billing, and inventory
systems. It functioned
until 1986 when we decided that the system
flow warranted an integrated system with multiple workstations.
We began our decision
process by contacting
people in our industry
who had similar applications. We visited three
sites, each having different types of hardware,
which were multi -user
minicomputers.
We looked for three important program
requirements:
• Total integration with
inventory control,
sales analysis, and
multiple work
stations.
• The system not only
had to do a perpetual
inventory, it had to
have the flexibility to
do the forms management requirements of
the business. Those requirements were weekly or monthly reports
showing stored inventory and and a record
of how often it is being
used by the customer,
and reports showing

actual costs for insurance purposes.
■ Local service. The other systems lacked local
service.
We decided to stay
with LIBRA Corp. products that worked with
Novell networking and
IBM PCs, based on the
recommendation of our
LIBRA dealer.
We did have some
growing pains with the
new system. But if we list
our pros and cons, we had
more pros. The pros were
local, on -site installation;
reputable hardware /software; and the system cost
less than a mainframe
system. The cons were relearning programs from
a standalone environment to multi -user system and learning how to
integrate all the
applications.
The Novell network
has never given us a
problem either operationally or functionally. Our
operators did not find the
network difficult to get
used to or operate.
A key operation with
our system is the fact
that while data entry is
being performed on all of
the accounting applications and perpetual inventory, one of us also
can use a workstation to
handle the forms control
and sales analysis.
John Ingalls, President,
Smith- Ingalls -Finch
Business Forms Co., Inc.
Binghamton, N Y.

BNASOFTWARE
he Bureau of National Affairs has designed a full- featured
software package for individual tax planning.
Based on current law, the
package is capable of analyzing even the most
complex tax situations
through the use of multilevel electronic work-

sheets and real -time calculations. With user
friendly commands and
help functions, the program is designed for the
tax planner without extensive computer
knowledge.
Income Tax Spreadsheet runs on the IBM
PC and compatibles using IBM PC or MS DOS
version 2.0 or higher. It
requires at least 256K of
memory, two double -sided floppy diskette drives
or one double -sided floppy diskette and hard
disk.
The program offers a
multi - level, tree structured environment. Input
can be posted directly to
the main worksheet or to
subworksheets or supporting worksheets for
additional levels of detail. In preparing my projection, I used up all 16
available worksheets.
However, most situations
would not require all the
worksheets. I found the
use of spreadsheets in
conjunction with the program alleviated any
space problems. After
speaking with a BNA
software representative, I
was told the updated version will allow as many
custom worksheets as
memory will accept.
Overall, the BNA software package is a versatile, quick program that
minimizes manual input
and offers useful alternatives for options such as
multiple cases, multiple
years, and inflation percentage increases.
I recommend the BNA
software package to tax
practitioners with complex client tax situations.
The program appears to
be in the forefront of software packages dealing
with the Tax Reform Act
of 1986.
Christanne Bailey,
Tax Accountant
Steres, Albert & Carne
San Diego, Calif.
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BOLDSTEPO0
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
S T
research.
Now Available:
Cost Accounting for
Fac tory Automation
focuses on automated manufacturing systems and the

impact these systems have had on cost

accounting.

Management Ac counting in
the New Manuf ac 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
excellence and profitability.

I CM

Place your orders now. And
look for four addtional Bold
Step publications expected

rd.

by late fall.
Bold Step —The last word in
accounting research.

.. . . . .. . . . .. . . . . .. . . . .. . . . . .. . . . .. . . . . .. . . . .. . . . . . . . . .. . . . . .. . . . .. . . . . .. . • . .. . . . .
• Natio nal A s so c iatio n o f A c c ountants
Sp ec ial Orde r D e pt.
• 10 P arag o n D rive
Mo ntvale , NJ 0 7 6 45 -1 7 6 0
Please send me:
Cost Aewwvd ic f or Factory

All o rde rs und e r $ 25 mus t b e p re p aid .
Poymems must be drawn on a U.S. bank. N.J. residents, please add o%,
sales tax. Professionol books may be tax deductible.

Charge to my credit card: minimum order: $45.00

Automation (it, $11.95 ea.
Total price:

Management Accounting in the New
• Manufacturing Environment* $29.95ea.

Viso '

Mastercard'

Totalbc,, .
Total price: _ _
Corporate Profitability and Logistics

Interbank

a $30.00 ea.

Expiration Date

Signature

Total boo ks: _ Total price:
Sub total
Less 10%(dopplicable)_

Name (please print or type)
Company (ii part of shipping address)

Grand total
•

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

'

City, State, Zip

Member'
1 Nonmember; please send me membership
information.

This c oupo n m ay b e pho to co pied .

NIA 10187 OFFER EXPIRES 17!87 •

MANAGINGYOURCAREER
'PREPARING roecFIRED'

ROBERT HALF, EDITOR
As a result

of

of

of

a takeover
the company for which I worked , I was dismissed, along with a number
other financial managers. It was the most
depressing experience of my working life; my unemployment lasted seven
months. I'm now in a new job that I like very much, but I'm trying to be a lot
more realistic. I know I can end up unemployed again, and want to take
whatever steps I can now to be prepared for that possibility.
d o n ' t k n o w t h e c i r c u mstance of your previous firing, and how you h andled
it , b u t I d o have d efi n i t e
id eas ab o ut d eal i n g wi t h
the wren chi ng ex perien ce
of bei ng as k ed to leave a
job, much of which involves preparing to be fired, and how to behave
during the early days of unemployment. These things are applicable
to anyone in our tumultuous workplace of t akeovers , mergers, and
paring down of staffs and, perhaps,
to yo u, sh ould it h appen agai n. I
hope it doesn't to you, of course.
Everyone s hou ld p rep are t o be
fired. How? By building, and nurturing a network of contacts while
yo u 're emp l o yed , and b y havi n g
kept your own "personnel file" on
yourself throughout your working
days. The value of a large and solid
network is obvious. Not so obvious
(as evidenced by how few people do
it) is the building of your own file of
accomplis hment s in your present
and former jobs. When you're fired,
it's no time to have to begin dredging up such material from the past
to h elp you prep are your new resume, and in offering to prospective
new employers solid, tangible reasons for hiring you.
When notified you're being severed from a company, the first rule
is do n't p an ic. At the s ame t ime,
don't let your anger, as natural and
h u man a s i t mi gh t b e, s u rf ac e.
You'll need good references from
you r p res en t empl oyer. Not only
that, there are advantages to being
on goo d t erms as yo u prep are t o
leave. If you keep the situation amicable, you might have th e use of
an office even after your final day,
20

perhaps a telephone, copy machine,
and secretarial services, too. Nothing is to be gained by displaying anger. It might make you feel good for
awhile, but it will hurt you in the
long run.
Force yourself to realize that being fired is nothing to be ashamed
of, or to feel guilt about. It happens
to t he b es t of p eop le. Ho ld you r
head h i gh , an d d o n 't i n d u l ge i n
self -pity, the sort which causes you
to keep it all inside, and to shut out
friends and family. This is a time to
call u p on t h e famil y for s u pp ort
and fo r help . It often brings families together— provided this important s upport syst em is allowed to
function.
I also suggest that anyone fired
not leap into a frantic search for a
new j ob . In t he fi rst pl ace, you r
emo tio ns are on th e s urface, and
t h ere are b o u n d t o b e l i n geri n g

negative feelings that you'll carry
wi t h yo u i n t o p re ma t u re i n t e rviews, and that will be picked up by
a prospective employer.
Tak e a l i t t l e t i me (p e rh ap s a
week; don't take too long and lose
the edge) to be able to think clearly,
and then app roach th e jo b search
in a ca l m, met h o di cal ma n n er .
Tak e p ai n s t h a t y o u r n e w r esume is a good one. Begin contacti n g t h e p e o p l e i n yo u r n e t wo rk
wi t h a p o s i t i ve , s t ru ct u r ed a p proach. Be organized. Disorganization is always bad, but it can be especially destructive when you're in
such a situation. Research the market, and potential employers. Consider your search for a new job to
be a j ob it self. Natu rally, mon ey
needs add an additional, and compelling, pressure. If that's the case,
contact your creditors and explain
wh at's h app ened . In most cases,
they'll go along with you, which relieves some of that pressure. If you
have money saved, don't hesitate to
spend it on the necessities of a job
search — new clot hes, station ery,
postage, typing services.
Finally, begin now to adopt what
I call "job insurance." Have a hobby ready t o turn int o a p rofit able
venture if you're fired, or a part time business that can be expanded
into full -time in the event of a dismissal. Good luck.
■
Mr. Hal f is chairman ofRobert Half
International, Inc., a financial and
data processing recruiting firm with
more than 100 offices worldwide.
Most offices are independently
owned and operated.
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"Hey, w hat's going on here? My job's listed in the want adsi"
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Managingina
H igh Inflationary
Environment
We must come to grips with the fact that rrunreal numbers "are not useful.

2

BYEDWARD H. SCHWALLIE
AND ALONSO MARTINEZ
nflation has been less of an issue for U.S. corporations at
ho me , bu t i t i s a co n t i n u i n g
prob lem i n pl ann in g , man aging, and measuring their businesses in other countries. U.S. and othe r mu l t i n a t i o n a l co mp a n i e s
con tin ue to in ves t i n hyp eri nfl ationary countries, sometimes profitably, but in many cases without
the tools necessary to earn real
money commensurate with the risk
involved.
Becau se t he i nflati on p ro bl em
seems to have " gone away" here at
home, however , executives may be
less motivated to recognize its importance, particularly when setting
targets for managers and when trying to track results against such
targets . Techniques designed for a
no n in fla t io n a r y e n v ir o n m e n t j u s t

do no t wo rk . M an ageme n t mu s t
recogn ize in flatio n and plan and
meas u re i t s en t i t i es d i fferen t l y
when they are located in high infla-
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tiona ry e co n o m ies.

There are several key characteristics of successful operations in a
h yp eri n fl at i o n ary en vi ro n me n t
that man agement need s to und erstand and address . For example:
Operating decisions have larger
financial implications. Receivables , inventories , and monetary
assets have significant impact on
results because of the higher
MANAG EMENT AC CO UNTING /OC TO BER 1987

21

cost of money and inflationary
losses.
These inflationary losses are not
reflect ed in "repo rt ed resu lt s"
but have a direct impact on cash
flows.
Economic conditions are subject
to s i gn ifi can t fl u ct u ati o n s t o
which t he compan y must react
quickly.
There are three fundamental requirements that must be met in order to implement an effective measurement system in an inflationary
environment.
1. Understanding how inflation
impacts the business. This underst an di ng wou ld s tart wit h an assessment of how the unique charact er i s t i cs o f t h e co mp a n y a r e
impact ed b y in fl at io n (examp les
might includ e material s ourcin g,
labor, sales, distribution, seasonality, geography, and the like), and
h o w o p er at i n g d eci s i o n s affect
"real profits" and cash flows.
2. Obtaining top managements'
commitment and conviction. Management must be convinced that inflation should be treated as a real
fact o r i n p erfo rman ce meas u rement, incentive compensation, and
overall portfolio evaluation. Without such top management support,
use of information may not go beyond the controller's organization.
3. Being able to match responsi-

bility with the ability to control results. Th e meas u r eme n t s y s t em
must be able to identify and track
th e imp act t hat in fl at i o n h as o n
those elements of the P &L statement, balance sheet, and cash flows
influenced by local operating management separately from those elements influenced by financial management.
Once man agemen t reco gn i zes
the need, a relati vely straightforward system can be develo ped to
monitor results and still be consistent with the consolidating requirements of the corporation. The principles of such a system are:
Plan and measure res ults in local currency (reflecting the currency used in purchasing, manufac t u r i n g, an d s el l i n g i n t h e
local competitive environment).
Devalu ati on on ly affects "real
result s" to the exten t to which
the compan y o perates in ot her
currencies (imports, exports, repat riates, di vid end s, or i ncu rs
debt).
Report the true economics of the
business highlighting inflation adjusted operating profits. Adjustments would be made to:
Sales —to compensate for receivables being col lected when the
l o cal cu rren cy h as l es s val u e
t h a n wh en t h e s a l e s we r e
recorded.

Cost of Goods Sold —reflecting
impact of changing currency values on inventories, accounts payable, and depreciation.

Operating Expenses—Calculat-

ing the inflat ionary impact resulting from other monetary assets /liabilities.

Balance sheet adjustments for inflation would be embedded in the
system to produce accurate operating reports and to use for measuring return on economic investment.
In addition, cash flows need to be
monitored and planned carefully so
that the company's financial position is not eroded by high inflation.
A typically reported operations
statement would be adjusted to reflect true economic results in an inflat ion ary en vironment as sh own
in Figure 1. The items of inflation
impact have a direct effect on cash
flow, which is reflected in the increase in working capital required
in local currency.
The adjustments would be shown
for both actual and planned results
based on detailed calculations, cons i d eri n g, f o r ex a mp l e: b al an ce
sh eet val u es, as set an d l i abi l i t y
turno ver s egregat ed by monetary
assets, and "hard value" items, and
inflation rates. Reporting should be
done monthly to keep adjustments
current and accurate.
Table 1 demonstrates how a Mexican o perat io n might have it s re-

FIGURE1 /ILLUSTRATIONOFINFLATIONADJUSTMENTTOTHEP
INFLATIONARY IMPACT
AS REPORTED
SALES

COST OF GOODS SOLD
(COGS)

OPERATING
EXPENSES
OPERATING
PROFITS
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ported results adjusted to reflect
the impact of inflation. Note that
while reported operating results
were 3.6 million pesos, or 12% of
sales, the inflation - adjusted results
showed a 2.1 billion peso loss (7 %).
The major factors impacting these
results were: (1) receivables (a 13%
loss in value) caused by 60 days outstanding with 6 %+ monthly inflation, and (2) cost of sales adjustments of 7% (monetary correction
of inventories and depreciation)
(12%) less inflation adjustment of
payables (5 %).

WRONG DECISIONS MADE

TABLE1/COMPARISONOFINFLATIONADJUSTEDRESULTSLOCALCURRENCY
(Millions of Pesos)
REPORTED
ADJUSTED
PESOS

PERCENT

PESOS

PERCENT

31.300

100%

31,300

100%

(4,0001
27,300

(131
87

(22,000)

(70)

(3,600)
1,400

J 12

(24,200)

(77)

'

f management performance is
measured on traditionally reported, instead of inflation -adjusted results, local managers may
well be encouraged to make "all
the wrong decisions" to increase reported margins. For example, they
may accept orders with slower payment terms (if higher prices might
result) or carry higher inventories
(to have lower reported cost of
goods sold).
In either of these cases, higher
operating profits would be reported

ment; for example: (1) economic "or
real" interest costs (adjusted for
the impact of inflation), (2) the mix
of foreign debt and local debt, plus
(3) costs and risks due to capital
structure - typically determined by
corporate (financial) management.
Adjusted profit before taxes in local currency can be restated in doll a r e qui va l e nt re sul t s. When
changes in exchange rates and local inflation vary, the dollar results
would differ from dollar equivalent

while the company may well be losing money.
Adjusted operating profits, as
shown above, should be the key
measurement for operating management. Nonoperating items (e.g.),
interest income and expense (adjusted for inflation) and foreign exposure items should be subtracted
to determine profits before tax.
Such nonoperating items might be
considered more the responsibility
of corporate financial manage-

SALES

-

-

Inf, Adj, on Receivables
Adjusted Sales
COGS

-

-

-

(70)

-

(22,000)

Monetary Correction of COGS
Inf. Adj. on Payables
Adjusted COGS

5

ADJUSTED GROSS PROFIT

9,300

30

3,100

10

Operating Expenses
Inf. Adj. on Other Management
Monetary Assets

(5,700)

(18)

(5,700)

(18)

500

1

ADJUSTED OPERATING PRO FIT

3, 600

12

(2,100)

(1)

TABLE2/DOLLARSEQUIVALENTRESULTS
(Dollars in Millions)
DOLLAR EQUIVALENT *
MANAGEMENT RESPONSIBILIT Y

TRANSLATION
ADJUSTMENTS
AMOUNT

AMOUNT

PERCENT

SALES

$34.8

100%

Receivables Adjustment
Adjusted Sales

(4.4)
30.4

(13)
87

$(6.2)
16.2)

COGS
Correction of COGS
Payables Adjustment
Adjusted COGS

(24.4)
(4.0)
1.5
26.9

(70)
(12)
5
(77)

U.S. DOLLARS
AMOUNT

PERCENT

$34.8

100%

(10.6)
24.2

(31)
69

(0.1)
12.4)
1.8
(0.7)

(24.5)
(6.4)
3.4
(27,6)

(71)
(18)
10
(79)

10

(6.9)

(3.4)

(10)

(6.4)

(18)

10.3)

(3.7)

(19)

Management Assets Adjustment
Government Incentives

0.6

2

1.6

2.2

6

(5.6)

(7.9)

(23)

(6)

0.1
(0.3)
(4.2)
3.5
(0.71
(0.1)

(1)
(12)
10
(2)

ADJUSTED PROFIT BEFORE TAX AND
FOREIGN EXPENSE

(3.3)

(9)

Foreign Exposure Effects -Other

(3.1)

(11)

PROFIT BEFORE TAX

(6.9)

(20)

0.1
(1.0)
(3.8)
6.9
3.1
(0.1)

(3)
(1 1)
20
9

(2.5)

(5.8)

(17)

2.5

(1.1)
(6.9)

13)
(20)

-

-

-

(0.7)
0.4
3.4
3.8
-

(2.3)

-

ADJUSTED OPERATING PROFIT
Nonoperating Income
Corporate Assets Adjustment
Interest on Local Debt
Local Debt Adjustment
Adjusted Interest Expense
Interest on Foreign Debt

-

3.5

-

ADJUSTED GROSS PROFIT
OPERATING EXPENSES

Memo: *900 Pesos to the Dollar.
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FIGURE 2.
MONTHLY CASH FLOW
(Constant Year End Cruzado)

MONTHLY ACCUMULATED CASH FLOW
(Constant Year End Cruzado)

CONSTANT
CWFENT CRUZADOES
ct>RZroas YEAREND
(5)

HARVEST
• Revenue

93.2

85.8

90.5

Operating Profit

18.4

2.7

Margin Percent

21.9

(10)

•

84.2

Operat)rg Expenses

(15)

•
•

InflationImpact

19.0%
(20)

MONTH (1984/1985 Harvesn

local currency results . Thes e can
(and should) be reconciled in order
to convert to dollars for subsequent
consolidation. Table 2 illustrates
how the adjusted operating profits
(from Table 1) can be converted to
dollar equivalent results and reconciled with the dollar P &L on the basis of FAS 8.
Translation adjustments reflect
the difference b etween inflation
and devaluatio n, whi ch affect reported dollar profits, but not "real
results" or cash flows. For a company with more monetary assets than
liabilities in local currency, dollar
resu lts wil l be un ders tat ed when
deval uat io n is hi gh er th an in fl ation. For example, a maxi- devaluation will hurt dollar profits but has
no o p erat i n g i mpl i cat i o ns fo r a
multinational company subsidiary
op erat i ng i n l o cal cu rren cy an d
only affects investment or dividend
remittance decisions.
On the other hand, if devaluation
is lower than inflation, dollar result s will be overs tat ed. In th ese
circumstances, th e compan y may
report profits but have no cash to
remit dividends, because inflation
wi ll i mp a c t wo r k i n g ca p i t a l
requirements.
Local currency results may need
to be restated in constant currency,
especially for seasonal businesses.
When revenues and expenses occur
at different times, they will be reported in a curren cy of different
real val ue resu l ti n g i n di s to rted
margin s . Th e ex amp l e s h o wn i n
Figure 2 represen ts t he case of a
su gar an d alcoh o l mi ll i n B razi l
where expenses o ccur before and
during the harvest, while revenues
24

are co ncentrated afterwards . The
monthly cash flow has been restated to cons tant Cruzados to il lustrate what really has happened.
When revenue and expenses are
reported in current cruzados, there
ap p ears t o b e a 2 2 % margi n (as
shown o n the center chart). After
ad j us t i ng to con s tan t December
year -end cruzad os, real margi ns
are only 2.9% The 19% difference
is inflation profit caused by overs t a t ed re ve n u es i n rel at i o n to
expenses.
Systems such as those discussed
here h ave been i ns tall ed and are
u s ed b y p ro g res s i ve co mp an i es
when managing entities operating
in high inflationary countries. The
systems can be quite simple to operate using a PC. The information
clearly provides insights necessary
for effective and timely decis ion
making.
To make the system fully useful,
pl an n i n g an d p erfo rman ce measurement must be integrated:
❑ Th e p l an in lo cal cu r r e n c y
should recognize inflation's imp act an d t h e a p p r o p r i a t e
assumptions.
❑ ❑ It ❑ sh o ul d ❑i n cl ud e❑t h e❑ mon t hl y
b al a n ce s h ee t , i n co me s t at eme n t ,
an d
cas h
flow
information.
❑ ❑Assumptions❑involving❑economic
forecasts should be treated separately from those involving commitment and performance.
❑ ❑The❑ sys tem❑sh ou ld❑ pro vid e❑for
mo n t h l y rep o rt i n g, inclu ding
p erfo r man ce res u l t s agai n s t
pl an wh i le in corp orati n g b al ance sheet changes.
Calculations that must be made

on an ongoing basis include monetary correction of the local currency balance sheet, inflation adjustment of the local currency income
statement, analysis of effects of economic variances on plan, a translation adj ust ment of dol lar income
statement, a comparis on of l ocal
currency and dollar results, and a
comparison of local currency and
co n s t an t c u rre n cy fo r s e as o n al
businesses.
UNREAL NUMBERS
o be successful, multinationals
mus t pl an an d meas ure t heir
businesses differently in hyperinflationary countries. A system
sho ul d be impl emen ted t hat provides effective management decision tools. This system should be
somewhat independent of accounting reports and intended for decision making at all levels. Once the
system is operational, it must have
the full support of management for
target sett in g, measu ri ng p erfo rmance, and determining incentive
co mp ens ati o n. We mu s t come t o
gri p s wi t h t h e fact t h e "u n real "
numbers❑are❑not❑useful❑—they❑must
be❑real❑to❑have❑meaning❑—in❑the❑envi r o n me n t wh e r e t h e y a r e
generated.
■

T

Edward H. Schwallie is senior vice
president and chief financial officer
of Booz, Allen & Hamilton Inc.,
Florham Park, N.J.
Alonso Martinez is a senior associate with Booz Allen & Hamilton
'Some of thes e calculations are part of statutory
accounting in countries such as Brazil and
Argentina.
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OPERATING
CONTROLS

in the New Manufacturing Environment
Antiquated operating measures promote inaccurate analysis,
poor operating decisions, and inappropriate resource allocations.
BY ROBERT A. HOWELL AND
STEPHEN R. SOUCY

provide managers with operating
data to manage the process.
Today, the focus of manufactur-

raditional operating control measures used to
motivate, evaluate, and
control yesterday's manufacturing operations
are not applicable today. Given the
contradictory operating objectives
and conditions of the two manufacturing environments, one fundamentally unchanged set of operating measurements cannot yield the
quality information needed to successfully manage today's
operations.
The manufacturing transformation in many companies has been
slowed, if not set back, as antiquated sets of operating performance
yardsticks promote inaccurate
analysis, poor operating decisions,
and inappropriate resource
allocations.
Management accountants need
to understand that U.S. manufacturing is facing a revolution not unlike that of the standardization of
manufacturing in the early 1900s.
In that era, standard costs, variance analysis, labor efficiency, and
overhead absorption measures
were developed and maintained to

f
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Editor's Note. "Operating Controls
in t he N ew Manu fact urin g En vironment" is the third in a series of
five articles on current cost management practice in automated manufacturing environments. The first
two articles were published in July
and August.
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ing has changed. Yet, many accounting departments have not updated their control mechanisms
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Technician tests circuit board.
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Five major nonfinancial areas of
operating control for world class
manufacturers are quality, delivery (including throughput and cycle time), inventory, material utilization/scrap, and machine
availability /performance. Management accountants need to capture
these factors in the control process.
This calls for the integration of
more nonfinancial and more subjectively determined measures into
the traditional reporting and evaluation process. This also will require
systems that are significantly more
timely and flexible, in both reporting and analysis.
Inspecting turbine blades.

and processes. Operating controls
need to reflect the concerns of new
manufacturers. They need to be
timely, accurate, and relevant.
Many companies that are considered superior manufacturers and
world class competitors have discarded or subordinated traditional
performance measures, and replaced them with measures that reflect the new manufacturing environment. Issues such as quality,
delivery, inventory, and machine
performance are replacing measures of labor productivity, machine and capacity utilization, and
standard cost variances. Many
companies now employ a detailed
cost -of- quality figure in their
monthly reporting package as well
as reporting statistical process control results, customer complaints,
and other nonfinancial measures
on a daily and weekly basis.
In response to the changing environment, many operating managers have begun to maintain their
own PC -based controls. The challenge for management accountants
is to get involved. They need to get
into the factory in order to understand how it operates and how they
can contribute to making their
company a world class competitor.
Accountants need to re-establish
their role as a primary source of information within the organization.
It is important that information be
centrally maintained and readily
available. The controller only can
achieve this objective by taking a
leadership role in the development
and continual evolution of information disseminated for control and
decision- making processes.
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OPERATING MEASURES
here are several reasons why
the development of operating
measures has not kept pace
with the changing manufacturing
environment.

T

Obsolete cost accounting systems
are still the primary tool for
measuring manufacturing performance. Most manufacturers
have cost accounting systems
that have been used and relied
upon for years. These systems
have not been modified to reflect
the changing manufacturing environment (see "Cost Accounting
for the New Manufacturing Environment," Management Accounting, August 1987). Despite
changes in manufacturing objectives, the greater variety of
products and customers, and the
increased level of automation
and sophistication of the manufacturing process, these systems
are still the basis for operating
measures used to monitor manufacturing performance.

Traditional measures are still
the basis for evaluating manufacturing performance. Companies continue to evaluate manufacturing performance on the
basis of labor utilization, standard versus actual performance,
and overhead absorption. In the
new manufacturing environment, labor is less significant,
more fixed and professional. A
company that focuses on labor
utilization drives managers to
produce product, and create unnecessary inventory. Standard
costing, therefore variance analysis, is no longer relevant because automation and statistical

process control results in a very
reliable and consistent process.
Variances cease to exist. Overhead is a more complex managerial issue as a result of increased
product diversity, and higher
levels of automation. Focusing
on overhead absorption prompts
managers to produce in advance
of customer requirements. Today, the objective is not to absorb overhead, it is to minimize
overhead.

3. Managerial accountants have
not been closely involved with
operations. The typical management accountant has little direct
communication with operations.
Accountants often are physically separated from the manufacturing operations, and the time
spent sorting through miles of
computer runs, tracking and reporting every dollar spent by every cost center, and the routine
of monthly closing has encouraged this unintended alienation
from operations.
It is tragic that as the manufacturing operations are changing, the
management accountant is not
there to observe, understand, and
relate the changes to his role in the
company. As a result, the effectiveness of today's cost -based measures
has been significantly undermined.

QUALITY
1gh quality is clearly a major
objective of world class manufncturers. Companies such
as Ford, Hewlett - Packard, and
Harley Davidson are recognizing
that in order to continue to be competitive, a company must start by
producing a quality product at a
competitive cost.
Companies are addressing the issue of quality in three specific
ways. First, they are dedicating the
resources to design, plan, and build
quality into the product instead of
ensuring quality of the product via
after - the -fact inspection. This objective requires coordination
among the engineering, production,
and service departments to design
a product that can be produced at a
high - quality level, a reasonable
cost, and fulfill the needs of the customer. A company that fails to incorporate all three in the initial
stages of the product development
process is likely to realize produc-

es
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COST OF QUALITY
h e co s t s as s o ci at ed wi t h
quality of conformance generally can be classified into
four types: prevention costs, apprais al cos t s, in t ern al fai lu re
costs, and external failure costs.
Th e p reven t i o n an d ap prai s al
co s ts o ccu r b ecau s e a l ack o f
quality or conformance can exis t . The in t ern al an d ex ternal
fai l u re co s t s occu r b ecau s e a
lack or quality of conformance
does exist.

T

failure

• Prevention costs are associated with designing, implementing, and maintaining a quality system. These costs include
en gi neeri ng qu al i ty co nt ro l
systems, quality planning by
va r i o u s d e p a r t men t s , an d
quality training programs.
• Appraisal costs are in curred
to ensure th at materials and
p ro d u ct s t h at fa i l t o me et
quality standards are identified prior to shipment. These
co st s i n cl ud e i n sp ect io n o f
raw mat e ri a l s , l ab o rat o ry
tests, in- process and finished
go o d s , q u al i t y au d i t s , an d
field testing.
• Int ern a l
costs are associated with materials and result in manufacturing losses.
They include the cost of scrap,
repair, and rework of defective products.
tion problems, excess inventory,
and customer dissatisfaction.
Second, companies are emphasizing quality much earlier in the
manufacturing process. Many companies are working with their vendors to ensure that manufacturing
begins with high quality inputs.
Some companies have established
vendor certification programs and
others inspect all incoming materials. The cost of inspecting all or
most of the incoming materials
may appear to be an inordinate expense, but if you consider that material is frequently the single largest cost category, any value added
to the material along with the material itself is lost if the incoming
part is bad.
While vendor quality is one important place to advance the control of quality, companies also are
using statistical process controls
MANAGEMENT ACCOUNTING /OCTOBER 1987
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Bob How ell (I.) w ith a Premix, Inc., manager readdressing the factory's operating
control measures.

■ External failure costs are incurred because inferior qualit y p ro d u c t s are s h i p p ed t o
consumers. They include the
costs of handling complaints,
warran t y rep l acemen t , an d
repairs of returned products
and conceptually, lost sales.'

ries t o management . Thei r sign i f i ca n ce
mu s t
no t
be
underestimated. The majority of
co mp an i es we h ave b e e n i n volved with have realized a cost
of quality in the range of 20-30%
of total cost. Numbers that get a
lot of attention quickly.
■

The man agement acco un tant
needs to collect, analyze and report these costs and cost catego-

'Harold P. Roth and Wayne J. Morse, "Let's
Help Measure and Report Quality costs,"
Management Accounting, August 1983, p.50.

(SPQ and other in- process control
checks to build in quality rather
than waiting until the product is
fully manufactured before subjecting it to final tests. In- process control mechanisms allow operating
personnel to quickly isolate a quality problem, stop production, and resolve the issue before the problem
results in significant scrap, rework,
or other effects of poor quality.
The third approach to quality
management is the shift in the responsibility for quality to the production function. In many businesses, production is evaluated solely
on its ability to produce. Quality,
while not disregarded, is not their
directive. It is the job of quality
control to prevent rejects from being shipped, without regard for
meeting production targets. If production is held responsible for quality management and accountable

for producing quality products, the
focus shifts from gross output to
quality output. The issue of whose
job it is to produce quality products
becomes irrelevant- everyone is
responsible.
While a handful of companies
have made significant progress in
the quality effort, to date the measurement of quality, which is essential to making and maintaining improvements, has not evolved as
rapidly as some of the more conceptual and strategic initiatives.
Successful monitoring of quality
assumes that the necessary data
are available, which is not always
true. Without specific and timely
information on defects and field
failures, improvements in quality
are seldom possible. Not surprisingly, information on defects and field
failures at the poorest managed
companies is virtually nonexistent,
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and assembly -line defects and service call rates are seldom reported.
"Epidemic" failures (problems that
a large proportion of all units had
in common) are frequent. Design
flaws remain undetected. At one
domestic producer, nearly a quarter of all 1979 -81 warranty expenses came from problems with a
single type of compressor.'
The management accountant can
have a meaningful role in developing quality measures and implementing their use. Principal focus
areas:
• Customer Acceptance,
• In- Processing Audit,
• Vendor Quality/ Incoming Inspection, and
• Cost of Nonconformance.
Customer acceptance may be
measured in terms of numbers of
customer complaints. The measurement system should include procedures to follow up sales and gain
assurance that the customer is satisfied. Some companies are keeping
track of the number of customer
complaints they receive in evaluating the success of their quality program. Other companies survey
their customers on a regular basis
to get feedback in addition to customer complaints. This provides a
customer satisfaction index that
can indicate the existence of quality problems before they reach the
bottom line. Other objective measures of quality include field service expenses, warranty claims,
and returns and allowances.
The second major source of quality measurement encompasses the
wide range of in- process quality
controls. Quality audit programs
enable a company to randomly
measure quality at specific points
in the manufacturing process to ascertain conformance to the specified quality levels. Obviously, the
degree to which companies have inprocess controls is influenced by
the extent of the quality audit program. Many companies, however,
have literally hundreds of control
points at which they are now measuring. At any of these points production can be stopped until the
problem is resolved.
The third major area of quality
measurement involves vendors and
incoming materials. Many companies have developed systems that
rate their suppliers on the basis of
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quality as well as delivery and
price. These systems get quite elaborate but are intended to have the
vendor assume the responsibility
for delivering products within
specification. Those companies that
have not reached the point of formalizing their vendor inspection
process, but are still very conscious
of the importance of incoming materials, have increased their incoming material inspection - sometimes
up to 100 %.
The cost of nonconformance, the
last area of measurement, represents the aggregation of all the explicit costs that are attributable to
producing a nonquality product.
Cost of nonconformance is a comprehensive, company -wide, financial score card for quality. It attempts to capture all quality
related costs, not just those that
pertain to a specific product or process. It also puts a dollar value on
what is most often thought of as an
operating performance measure.
Many researchers and practitioners have developed a conceptual
framework and an itemized list defining the cost of nonconformance.
(See "Cost of Quality" p. 27.)

The need for measuring and controlling quality, both on an operational and financial basis, is great
and affords the management accountant the opportunity to be centrally involved with probably the
most important objective of American businesses today.

livery schedules. Once consistency
and reliability are established,
then speed or throughput should be
emphasized.
World class manufacturers are
establishing targets of 100% ontime delivery and 100% orders
filled. They are rearranging the
factory in order to increase
throughput and reduce cycle times.
Manufacturers also are focusing on
set -up times and making quick
changeovers, characteristics normally associated with Japanese
manufacturers.
Among the measures of delivery
performance is the on -time delivery
performance record. This, of
course, necessitates establishing
delivery due dates against which
actual delivery can be measured.
Targets must be realistic "as soon
as possible" and "yesterday" are inappropriate, and operations must
document and monitor the reasons
behind the delay.
Percentage of orders filled may
be measured according to dollars of
orders filled, line items, or specific
number of items - whichever is considered most effective.
The third major delivery measure is the length of tine, or cycle
time, required from the placing of
an order by a customer to shipment. Some companies have gone
from cycle times of six and seven
months to five or six weeks as a result of focusing on this measure
and making the necessary changes
to accomplish improvements. The
cycle time also can be segregated
into greater detail, such as purchase order lead time and production cycle time. Purchase order
lead time is the time it takes to provide manufacturing with the resources needed to begin production.
Production cycle time is the time it
takes to make the product available for shipment from the dispensation of material to the production
floor. The myriad of available
"clocks" enable management to focus on where value is being detained and what potential opportunities exist for greater efficiency.

DELIVERY

INVENTORY

second major operating measurement is delivery performance. The objective is to establish and maintain process
consistency and reliability, allowing marketing to quote accurate de-

lstorically, inventory control
has primarily focused on the
a e at e
accurac y of the aggregate
inventory balance to avoid unfavorable year -end adjustments. Inventory turnover measures and, to

Too few managers
realize or
appreciate the
dollars lost to

scrap on an annual
basis.
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some extent, the detailed record
keeping of specific part /product inventories have been secondary
concerns.
World class manufacturers are
discovering that the cost of holding
inventory greatly exceeds the traditional cost definition — average inventory times cost of capital. Benefits such as reduced off -site and
on -site storage requirements, material inspection and handling costs,
and obsolescence—a much greater
risk today due to shorter product
life cycles— provide a significant
opportunity for cost reduction. Improved product sows (efficiency),
cleaner facilities, and quicker identification of quality problems also
are benefits of reducing the levels
of raw material, work -in- process,
and finished good inventory.
The objectives of inventory management in many world class manufacturers is no longer to optimize
the inventory level as defined by
the economic order quantity model —but to minimize the inventory.
For example, one manufacturer
has reduced the space allotted to
inventories from two-thirds of one
facility to 15% of a facility half the
former size. Another manufacturer
achieved 100 times inventory
turnover.
From an operating standpoint,
the best way to attack the inventory problem is the traditional "divide and conquer" approach. Detailed recording and control of
inventory by part /product and location is a necessity in order to focus management attention on
where the inventory problems lie.
A number of companies admit they
can not control their inventory because they do not know what or
where it is. Breaking down the aggregate inventory balance into
part /product detail also allows
management to directly associate
the level of inventory and inventory- related costs with a particular
product line. With operating measures such as absolute balances and
turnover rates by the breakdowns
available to management, serious
attention can be dedicated to eliminating inventory.
Inventory reduction is a key operating as well as a financial objective in the new manufacturing environment. The solution requires
input from all areas of an organization. To decrease finished goods
turnover, greater communication
MANAGEMENT ACaOUNTING /OCroBER 1987

Telephone tester.

between sales and manufacturing
is required. To reduce raw material
and work -in- process inventory,
management must address the
problems that underlie the existing
inventory balances such as unreliable vendors, engineering change
notices, schedule changes, equipment breakdowns, and quality
problems —all of which require a
company to maintain excessive inventory balances.
In the U.S., inventory always has
been thought of as a necessary evil.
Smart domestic and overseas manufacturers that successfully analyze and control what causes inventory find that it no longer is
necessary—it's just an evil.

MATERIAL COST/
SCRAP CONTROL
ne area of common ground
between the new and old
manufacturing environments is the significance of material in manufacturing costs. In many
companies, material cost control is
the function of the purchasing department. By motivating purchasing through purchase price variances, management seeks to keep
material costs at a minimum. In
other organizations, the issue of
material cost control has taken on
a whole new dimension. Purchasing decisions are not made on the

0

basis of lowest cost, but on specific
guidelines that include quality and
delivery as well as cost. Besides being the single most significant coat,
material, along with certain operating expenses such as power and
supplies, is the primary variable
cost in the new factory. By not controlling total material cost, managements fail to take full advantage of the operating leverage
associated with the highly automated factory.
An important, but frequently ignored, aspect of total material cost
is scrap. In many manufacturers,
scrap is included in the standard
cost of the product. A company
with sales of $1 billion, cost of materials of $300 million, and a standard scrap rate of 5% would lose
$15 million per year in scrap. Given that a billion - dollar business
might have a 5% after -tax profit, or
$50 million, the $15 million worth
of scrap is very significant. Yet
many accounting systems bury
scrap in the standard cost, providing only variances from standard
for management review and analysis. World class manufacturers are
recognizing that scrap is a significant cost, and are segregating the
full expense on department, plant,
division, and corporate management reports. Too few managers realize or appreciate the dollars lost
to scrap on an annual basis.
Scrap, other than a pure finan29

cial loss, also has a great impact on
the operating efficiency of a plant.
Machine and labor time spent on
producing items scrapped obviously
is lost, but the disruption to the
process also causes operating inefficiencies such as downtime, rework
and schedule adjustments (to replace the scrapped product).
As with inventory, the way to
monitor scrap is through detailed
reporting that quantifies total
scrap losses by product and by operation. Isolating the cause of scrap is
the first step. The way to manage
scrap is to identify when it occurs,
where, and why —then do something
about it.
An appropriate measure of scrap
is the percentage of scrap to good
pieces. In some process businesses,
the measure can be the relationship of output yield to input re-

I.C. chip test.
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sources. Some companies actually
set up scrap reclamation areas
where all scrap, whatever its cause,
are sent for review and disposition.
Other companies establish very
short review periods with the requirement that all material dispositions be made within 72 hours of
their incurrence. While scrap is
certainly a problem, it is also an opportunity. Many Japanese companies profess to cherish scrap because it provides an opportunity to
improve the process.
Ironically, if the new manufacturing environment really means
high incoming quality and tight inprocess control, then you would expect that scrap would be at a minimum. That is the ultimate goal
and, in fact, some world class manufacturers have set zero scrap as
their objective. That means no

scrap allowances. Until a manufacturer gets there, however, the measurement of scrap is critical.

MACHINE MANAGEMENT
AND MAINTENANCE
major trend in the new manufacturing environment is
increased automation. Considering that single pieces of equipment can cost $1 million and flexible manufacturing systems $20 to
$25 million, companies are realizing a higher proportion of investment and product cost represented
by capital equipment. This obviously places increased importance on
the management and maintenance
of this resource.
The first step in evaluating and
controlling the investment and performance of equipment is by understanding the relative capacities of
the various pieces of equipment.
Many companies distinguish between bottleneck and nonbottleneck operations in an attempt to single out those pieces of equipment
that are most critical to plant capacity. If capacity can be increased
at a bottleneck operation, total output can be increased. The relevant
measure with regard to a bottleneck is its use. If the equipment
limits the total output of the plant,
it is expected that the equipment
will be 100% used, excluding maintenance downtime. This is not a relevant measure for nonbottleneck
operations. All you really want to
do with nonbottlenecks is to use
them to the extent that it is necessary to support production through
the bottleneck operations. To produce goods at any higher rate
would only build inventories.
A critical measure of equipment
performance is equipment availability or its inverse, downtime.
The issue really is availability.
Equipment must be ready at all
times when it is needed. It should
not be down for repairs. However,
downtime when it is not needed, is
irrelevant. Therefore, it should not
be considered an example of poor
machine management. The whole
area of the measurement of equipment availability, or readiness to
serve, and downtime when it is
needed and not ready, is an important area of inquiry and measurement for the management
accountant.
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The last area of measurement
pertaining to machines is the development of historical records of machine maintenance. It's similar to
keeping records on an automobile how frequent the automobile is
oiled, the spark plugs and filters
changed, tires rotated and the engine thoroughly checked to ensure
that it is capable of running properly and efficiently. With these records, managers are in a much better position to ascertain the
availability of the equipment and
the appropriateness of replacing it.
Also, with highly disciplined machine maintenance programs, companies are realizing higher quality
and greater consistency from their
manufacturing process.

MEASURES OF THE NEW
MANUFACTURING
ENVIRONMENT
uality, delivery, inventory,
material cost and scrap, and
machine performance are
very important areas of operating
performance in the new manufacturing environment (See Table 1).
Quality and delivery, at a reasonable price, are what the customer
ultimately is seeking. To measure
performance, thereby motivating
management decisions, along those
dimensions will ensure a continuing stream of customers. These
measures relate the business to the
customer, a liaison that must be
stressed continually.
Low inventories, material cost,
and minimal scrap are primary
measures of the manufacturing
performance of a business. These
measures reflect directly on the efficiency of the manufacturing process. The company that has low inventories, material cost, and scrap
rates is on its way toward becoming
a lowest cost, and therefore most
productive, manufacturer.
The focus on equipment performance recognizes the increasing investment in fixed assets that would
support a more equipment intensive manufacturing environment.
Assuring that it is utilized, is available when required, and is carefully maintained to minimize its lifetime costs will go a long way
toward minimizing total manufacturing costs.
As new measures are developed,
manse— direct labor productivity,
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TABLE 11
OPERATING MEASURES IN THE NEW
MANUFACTURING ENVIRONMENT
Inventory

Quality
Customer complaints
Customer surveys
Warranty claims
Quality audits
Vendor quality
Cost of quality
Scrap
Rework
Returns and allowances
Field service
Warranty claims
Lost business

Turnover rates by location
Raw materials
Work -in- process
Finished goods
Composite
Turnover rates by product
Cycle count accuracy
Space reduction
Number of inventoried items

Material /Scrap

Equipment /Maintenance

Quality— incoming material
inspection
Material cost as a percentage of
total cost
Actual scrap loss
Scrap by part /product /operation
Scrap percentage of total cost

Equipment capacity /utilization
Availability /downtime
Machine maintenance
Equipment experience

Delivery /Throughput
On -time delivery
Order fill rate
Lead time —order to shipment
Waste time —lead time less process time
Cycle time — material receipt to product shipment
Set -up time
Production backlog (in total and by product)

I

1

standard versus actual performance, and overhead absorption —
are de- emphasized.
As labor diminishes, it becomes
less critical to manage from a cost
perspective and more critical to
view it as a resource. As automation increases the consistency and
reliability of manufacturing performance, operating variability disappears. Overhead absorption is no
longer the issue. The issue is to use
the fixed costs efficiently. That is
not accomplished by building inventory and attaching overhead
costs to the product rather by using
the operating measures we have de-

scribed to monitor and control
overhead costs in the absolute.

■

Robert A. Howell, DRA, CMA, is
president of Howell Management
Corp. and professor at New York
University.
Stephen R. Soucy, MBA, CPA, is
a consultant at Howell Management Corp. Dr. Howell and Mr.
Soucy are two of the authors of the
NAA Bold Step research study
Management Accounting in the
New Manufacturing Environment.
'David A. Garvin, "Quality On The Line" Harvard Business Review September- October 1983.
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STRATEGES

for a Successful Job Search
BY EDWARD H. KELLEY

will

hree months ago you joined a company and now
you are painfully aware that your future is not
with the organizatio n. Or, you h ave deci ded
that in order to progress in your career the time
has come to leave the security of a position you
have held for six years.
Whatever yo ur mo tives are, seeki ng a n ew jo b requires not only a detailed plan of action but an awareness of how to capitalize on opportunities and avoid
mistakes. As a result of my experiences in job hunting,
I have formulated a number of recommendations for
job seekers.
Whether the d ecisio n to l eave your present job is
yours o r your employers, i t is importan t to evaluate
your career objectives carefully. For example, are you
in teres ted o nl y i n a p aycheck or a po si t io n wit h a
meaningful future? Is a new job part of a career plan or
is it only for the short term? What did you learn from
previous job changes and can those lessons be applied
now?
Once you have set tled on an overall strategy, you
should concentrate on the tools you
need. A printed resume which lists all your past job experiences and
32

abilities is a must. You may even want to tailor different resumes for different positions.
Be sure and list all your experiences and abilities including degrees and professional certifications. This experience prepares you for interviews when you will be
called upon to relate your educational and professional
background.
Once you have established your objectives and prepared a resume, your next step is to list all the sources
for job leads. Your list will include the classified page,
associates and friends, professional groups, government
services, mass mailings, and referrals.
By al l mean s us e emp lo ymen t agencies bu t make
sure it is understood what they will and will not do.
Avoid agencies that do not reveal their methods to you.
I experienced considerable distress when my current
boss received my resume from the employment agency
I was registered with. When I first met with the agency, I was ass ured my resu me woul d n ot be part o f a
mass mailing to all firms in our industry, and I further
identified specific companies that were not to be contacted. This lack of professionalism led to much trouble
in my job search.
Professional associations offer opportunities to make
contacts with prospective employers. Approximately 15
MANAGEMENT ACCOUNTING /OCTOBER 1987

years ago, while serving as director of employment at
an NAA chapter, I was approached by a senior financial officer at one of the monthly meetings. He was interest ed i n chan gin g j ob s , b u t wan t ed t o k eep h i s
search confidential. His background was unique, his
employer was very unique, and publication of his credentials would have embarrassed both him and his employer, although the employer was aware of the job
search. I agreed to forward his resume to NAA's national headquarters. The NAA office then contacted
me, requesting additional information about the executive, and this information was given to a prospective
employer. In less than eight weeks after we met at the
chapter meeting, the executive secured a position paying $75,000.
Don't be embarras sed to contact friends for assistance, no matter what the reason for your unemployment or alienation from your current job. Many years
ago, I contacted a friend to make a social engagement
and the conversation turned to my unhappiness at the
job. He then referred me to the president of his company, and fou r weeks later I began an associ ation that
lasted 5 1/2 years.
Consider all possibilities. Many major positions are
filled without being advertised or placed with an employment agency. One company I contacted during my
job search did not have an opening for someone with
my background. This contact, however, resulted in the
creation of a position that did suit my qualifications. I
advise not limiting your efforts to the obvious openings— market your capabil ities b y cont acting firms
that may have a need for your area of expertise.

THE INTERVIEW
he campaign has been organized , con tacts have
been made, you r courage is at a hi gh level, and
now it is time for interviews. Prepare to do your
best. You do not get a second chance to make that all
important first impression. Don't rush your schedule
and put stress on an already tense situation. Make your
schedule of work, travel, and interviews fit without
crowding.
Gaining interviews is a major factor but don't over
schedule to the po int that you are tired and perform
poorly in the interview. You need to prepare for an interview by being you. As a professional you need to
have your first impression be that of a professional.
Some time ago I was called while at work by an agency with whom I had registered. They had an urgent request from a potential employer. I made arrangements
to see th e empl oyer l at e in t he aft erno on . I wo re a
bright red shirt, white tie, red and blue plaid trousers,
and a blue blazer. Certainly not a professional image
and it was a very important factor in my not being considered further. Although the very casual atmosphere
of my employer encouraged the sport attire I wore, it
certainly was not proper for an interview. Now I adhere to the rule of not scheduling an interview unless I
am totally prepared.
While the interview is proceeding you must be very
attentive and display an air of confidence. Do not be so
sure of yourself to be overbearing with the interviewer.
Be prepared! Know all there is to know about you. You
will be q ueri ed about current and ancient t hings in
your background. Any stumbling with the answer will

T
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not strengthen your impression. Be prepared! Some interviews are a series of nonstop qu estions requiring
one -word or one - sentence answers. Other interviews
consist of questions so broad you could discuss them for
an hour each. Be prepared! Some interviewers will ask
you questions so off the wall you will feel confused and
perhaps unsettled. The interviewer is testing your composure in handling a stressful situation.
There are four levels of competency in every job function. To succeed in an int erview, you s hould understand how to describe your abilities at each level.
• Ex pert. You are ext remely wel l versed, current in
the latest technology and philosophy. You have extensive experience in these subjects. It is important
to let the interviewer know your strengths. However,
discuss the subjects you are expert in with authority
but not arrogance.
• Strong. The second level of comp etency applies to
those technical and managerial capabilities you have
considerable experience in and can handle readily.
You need to develop these areas for the interviewer.
• Weak. Obviously you can't be capable in all areas. If
an area you are weak in is brought up for discussion
give it a try. Ho wever, b e careful to discuss only
those areas you have at least some knowledge and
experience with.
• Ignorant. The area of accounting and financial management is vast. Very few people know it all. If a subject is presented that can only hurt you if you try to
discuss i"on't. Try an approach I used in an interview. My prospective employer was a corporation
and a partnership, that is, the business was incorporated and the stockholders owned the real estate via
a p artn ers hi p. Duri ng t he in terview, I was ask ed
about my capabilities in partnership accounting. My
reply was that I have been involved with corporate
accounting extensively for 20 years, and while I am
not presently well versed in partnerships, I can find
ways to improve my understanding and capabilities.
I addressed my limitation without embarrassing myself or without apologizing for what I didn't know.
As the interview progresses, there will be time to allow you to make points about your background and to
ask questions. While the interviewer is talking, make
mental notes on how you will emphasize your capabilities. For example, the interviewer may briefly discuss
us in g co mp ut ers i n th e accou nt in g dep artmen t bu t
2.
S
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A printed resume Is a must.
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may not ask any questions regarding your experience.
At some point, it is important for you to make it known
to th e in terviewer t hat yo u are ex perienced i n th is
area.
During the interview it also is important to raise intelligent questions that will demonstrate you are more
than a sponge, unresponsively taking in information
but not generating any enthusiasm or interest.
Whew! Your first interview with the prospective employer is finished. You politely said, "Thank you," and
indicated that you were ready to move to the next step.
As soon after the interview as possible, sit down and
write a letter stressing three points:
• Th an k th e i nt ervi ewer fo r t h e t i me t ak en fro m a
busy schedule to interview you.
• If you are interested in the position, say so. Further,
stress two or three strong points about your candidacy. Be brief and pertinent.
• Make it clear you are willing to meet with others involved in the decision process.
Subsequent interviews with a prospective employer
may be similar to the first interview or they may become very specific about technical aspects of the job
and your qualifications. At this point, the company has
eliminated several candidates and is pursuing you and
others with deeper interest. Certain subjects discussed
in th e previ ou s int ervi ew wi ll b e rep eated. Revi ew
these topics before you report for the second or third
interview. If you had a weak response to a question at
the last interview, now is the time to demonstrate that
you do know the subject.
By this time you should be more familiar with the
requirements of the position and be able to bring up
observations and comments about the company and its
operations. Try to learn as much as possible about the
position, the responsibilities, your superior, and subordinates. Reiterate how your capabilities apply to the
position.
THE OFF ER
ow you've reached a crucial juncture: The company wants you, and an offer is made. Before you
accept, you should consider negotiating for such
benefits as reimb ursement for cont inuing education
and the cost of your professional activities, extra vacation time, and time off to attend seminars.
Remember, for your protection and for the protection
of your prospective employer, all job offers should be
made in writing. Such a letter is not a contract, but a
statement of the understanding achieved after a few or
many hours of discussion. The offering letter should
make your job responsibilities clear and it should indicate when you will be reviewed for a salary increase,
vacations, and oth er benefits, as well as the desired
starting date. With this written confirmation, you are
assured that even if you have to report to another supervisor, your job responsibilities will not change.

N

KEEP A DIARY
y final recommen dat io n: carefull y d ocument
what steps were taken to secure you new job.
Employment surveys indicate that most individuals will change companies far more often than the last
two generations did. Recently, two of my uncles retired

M
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Thank the interview er for the time taken for the
appointment.

from the companies they worked for since 1924.
Tod ay's co rp orate cu lt ure almost encourages frequent job moves. Corporat e mergers , takeovers, and
restructurings are affecting the security of many managemen t posi tions and may up set th e mos t carefully
planned career path. Therefore, a record of the successes and failures you experienced in previous job searches will be a tremendous benefit when you decide it's
time to make your next move.
■
Edward H. Kelley, CPA, after more than 25 years as a
management accountant now directs his own CPA practice. He also is an instructor of Accounting at Villa Julie College. Mr. Kelley is a member and director of the
Baltimore Chapter of NAA, through which this article
w a s submitted.
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SMALLBUSINESS

oat small business owners
still don't have the necessary amount of accounting
expertise to guarantee them success
when they st art a co mpan y. They
lack training or experience in the
basics- planning, budgeting, bookkeep i n g, an d fi n an ci al man agement. Many owners also lack sufficient funds to hire the right experts.
A nonprofit group of volunteers,
Accountants for the Public Interest
(API), is trying to help these small
business owners. API is a national
network of accountants (including
many NAA members) who work on
volunteer public service projects for
nonprofit organizations, small businesses, and individuals who cannot
afford to pay for professional accounting services . Particularly in
demand is management experti se
to help small companies use their
limi ted bud gets mos t effectively.
Volunteers also provide objective
analyses of public policy issues and
help low- income individuals with
their tax returns.
This year volunteer accountants
have helped more than 2,400 nonprofit organizations in individual
counseling sessions, as part -time
staffers, and by condu cting seminars. Hundreds of volunteers logged
in more than 15,000 hours of service. The average time donated by a
volunteer is 15 to 20 hours per case
and one case per year.
Typical duties performed, in addition to counseling, include preparing tax calendars and overviews of
fiscal responsibilities for small companies and publishing pamphlets on
issues relating to charity status, fiscal accountability for board directors, and proposed changes in law
affecting private foundations and
publi c ch arit ies. Vol unteers also
provide guides on nonprofit book-
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keeping and summaries of the legal
and financial aspects of maintaining a tax- exempt status. In addition,
t h e y p l ac e a c c o u n t an t s o n t h e
boards of directors of small companies and set up internship programs
whereby qualified accounting students will work part -time for a company that needs their services.
Marilyn Quinn, director of development for API, explains that, "The
need for volunteer accounting services is more important than ever.
Nearly 890,000 registered nonprofits now exist and another 90,000
are expected to be formed this year.
Typically, new or small nonprofits
have limited budgets and depend on
volunteer staffing. They have neither the experience nor the funds to
perform basic accounting tasks, nor
can they afford professional assistance. Without access to API volunteer services, many would continue
to be deficient in financial management , repo rti n g, an d acco un t in g
procedures."
API is encouraging accountants
to join i ts netwo rk of vol unteers.
Paul Dasch er, memb er of NAA's
Committee on Community Responsibility, is API's president for 1987,
and two of the three practicing accoun tan ts in Con gres s, Jos eph J.
DioGuardi (R -N.Y.) and Ronnie G.
Flippo (D- Ala.), are members of its
bo ard of di rect ors . M r. Das ch er
says, "The public image of accountants fails to reflect the immense
value of the accounting profession
to the nation and of the pro bono publico work done by many individuals and firms to serve the public interest. API is helping to change that
image-especially by recruiting accountants for volunteer service and
by demonstrating to the public that
t h e acco u n t i n g p ro fes s i o n d o es
care."
For mo re informati on abo ut its
work, contact Accountants for the
Pub li c In teres t, 8 88 1 7th S treet,
N.W., Suite 201, Washington, D.C.
20006, (202) 659 -3797.
■
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"...on the leading edge of modern cost
accounting planning and control." "...one
of the best product cost development
systems implemented..."
Sept 1986
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FROM PEAT MARWICK AND THE NAA...
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THE FIRST COMPREHENSIVE
SELF -STUDY COURSE DESIGNED
SPECIFICALLY FOR CORPORATE
FINANCIAL MANAGERS WHO NEED
TO UNDERSTAND AND APPLY THE
COMPLIANCE REQUIREMENTS
GOVERNING THE NEW AMT.

This course will give you a
practical, working knowledge of
the complex AMT requirements. It
will teach you to calculate the AMT
and give you insights into tax
planning opportunities. The
emphasis is on first -hand
experience in problem - solving and
focuses on the pertinent issues
companies have been
encountering as they apply the
new AMT rules.
The material is presented in an
easy to use, step -by -step,
audiotape /workbook format. The
audio cassettes feature lectures
and helpful discussion on the
topic, along with a workbook
manual that inclu des a
comprehensive synopsis of the
AMT rules as well as the Internal
Revenue Code regulations. And for
hands -on learning, the workbook
includes problems and exercises
simulating actu al situatio ns yo u
may face and numerous practical
examples to help clarify and
explain the rules.

TOPICS COVERED IN THIS PRACTICAL
SELF-STUDY COURSE
Basic Structure
Alternative minimum tax
Alternative minimum taxable income
Adjustments
Depreciation
Pollution control facilities
installment sales
Long -term contracts
Mining exploration and development costs
Merchant marine capital construction funds
1J Book income adjustment
Adjusted basis
Alternative tax net operating loss deduction
Disallowance of passive activity loss
Circulation expenditures
Problem exercises and examples
Preferences
• Depletion
• Intangible drilling costs
Reserves for losses on bad debts of financial
institutions
Tax- exempt interest
Charitable contributions of appreciated
property
Depreciation or amoritization
Problem exercises and examples
Book Income Adjustment
Introduction
Applicable financial statement
— Related corporations
—Equal priority statements

Adjustments to ANBI
— Related corporations
—Taxes
— Nonconforming years
Omissions and duplications
— Restatement of prior years
— Disclosures

— Differing groups for book and tax

— Special corporations
Other issues
1_1 Problem exercises and examples
Adjusted Current Earnings
i7 In general
Definition of adjusted current earnings
Problem exercises and examples
Alternative Tax Net Operating Loss Credit
Against AMT
Alternative minimum tax foreign tax credit
Other tax credits
—In general
— Section 936 corporations
— Regular investment tax credit
Problem exercises and examples
Minimum Tax Credit, Other Rules
Regular tax elections
Interaction with Section 291
Estimated tax
Tax benefit rule
Problem exercises and examples
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THE complete PEAT MARWICK -NAA course is only $145.00.
Additional copies of the workbook are only $55.00.

TO ORDE R
B Y M A IL

Recommended CPE Credit, 6 Hours
TO ORDER: Call the NAA's Order Department
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Specify AMT course. Include $5.00 for
shipping and handling. Send to:
NAA COURSE SERVICE DEPT.
P.O. BOX 635
NORTH WHITE PLAINS, NY 10603
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1 -800 -621 w0043
In NY 914-681-5114
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FLEXIBLEBENEFITS
WORK
at Smaller Companies, Too

The secret is to show employees how benefit dollars are spent.

BY THOMAS R. WHEELER
Certificate of Merit, 1986 -87

ichigan Spring Co. is
a small manufacturer of precision
springs, wire forms,
and stampings for
computers, typewriters, carburetors, automobiles, lawn mower
equipment, and other products..
We've been in business since 1946
and have 100 full -time employees

and one part -time personnel clerk.
In the late 1970s and early 1980s,
Michigan Spring's management began an informal self - evaluation of
its employee relation philosophies
and concluded the company needed
to fine -tune some of its practices to
allow each employee to work to the
maximum of his capabilities. The
environment and culture of the organization, reflective of the 1950s,
needed to become in tune with the
1980s in order to attract and retain
young employees who could be

molded into highly skilled spring
makers. Today's employees are exponents of individualism and balk
at the ways of previous eras.
We knew we had to extend this
new shading of philosophy to all
areas of operation, particularly
benefits. With our small staff we
did not feel we were equipped to
implement a flexible benefits plan,
yet as we continued to quantify our
objectives and put them in writing,
the concept of flexible benefits
looked better and better.

General Manager T om Wheeler explains options available in Michigan Spring's new benefits plan.
MANAGEMENT ACCOUNTING/OCTOBER 1987
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their own plan, selecting benefits
that met their needs. The guy who
has open -heart surgery would be
very involved with his benefit plan,
but we also wanted to make the
plan meaningful to the employee
who was in good health.

IDENTIFYING GOALS
ur first action was to identify what we needed to
achieve in the employee benefit area during the 1980s.

0

4. Concern with future health
cost increases. Health care costs

1. Meet different employee needs.
Our employee demographics had
changed since our benefit plans
were designed — and now the plans
did not fit current employee needs.
Our plan was designed for married
male employees whose wives did
not work and who had two children
at home. Our employees now, however, are single employees living
with their parents, single parents,
and employees whose children
have left the nest —in addition to
the traditional family.

had been increasing at an alarming
rate. They were difficult to absorb,
and, more important, we were not
sure employers should absorb all
increases. We wanted to be in a position to act on health care costs
rather than react — to be in a position to introduce, change, or eliminate benefits without upsetting
employees.

5. Control operating margins irrespective of volume changes. We
wanted to transform most of our
costs to variable costs. Flexible
benefits would put us in a position
to do so. Michigan Spring now has
five specific benefit plans which
can be used to control the company's financial performance: a productivity sharing plan, profit sharing retirement plan, pension plan,
flexible benefits, and a VEBA trust
used to fund health care benefits.

2. Increase employee awareness
of benefit costs. On occasion we had
discussed benefit costs with our employees, but it was one of those hidden costs for which we got little
credit. We wanted employees to
think of their compensation in
terms of total compensation, not
just take -home pay.

3. Improve employee perception
of benefit value. This objective is

6. Discourage union organization. In 1978 our employees were

different from the cost issue addressed in goal two. We wanted employees to feel good about their
benefit package and to believe it fit
their individual needs. We thought
they would appreciate their benefits more if they actually designed

£

Alice M. Workman and Lonnie
Workman key in benefits.
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organized by the UAW. After three
years of turmoil and a lengthy
strike, the union was decertified.
We learned from our mistakes and
promised ourselves to never be in
that position again. We felt that if
an employee could select the benefits he wanted, an outside party
would not be able to develop support through promises of additional
benefits.
7. Economic education. Many of
our problems of the late 1970s were
a result of high inflation and interest rates. Employees felt higher
wages would solve all their problems, but we knew that wasn't the
case. They needed to understand
the economics of their relationship
to Michigan Spring and the company's relationship to its customers.
When employees understand how
their total compensation relates to
the marketplace they serve, they
are not as quick to say higher paychecks will solve all their problems.
After some study, we decided a
flexible benefit plan would be the
best way to realize our objectives.
We couldn't afford to hire an outside firm to design and implement

our plan, but we needed outside
ideas and guidance. We designed a
plan, then had our employee benefits attorney and an outside consulting firm review it to make sure
we complied with employee benefit
laws and to give us additional
ideas.

KNOW YOUR EMPLOYEES
hose were our goals. Next we
turned our attention to the
employees. One of the most
important considerations before
taking any action is to know and
understand your work group. Michigan Spring employees are very
conservative and reserved. Management couldn't dump flexible
benefits on them without some explanation. This concept needed to
be presold. Our first thought was to
ask employees to select their benefits, but how could they change
benefits when they weren't sure
what benefits they had? We spent a
year preparing them for flexible
compensation, slowly introducing
small concepts in progression,
building to the grand finale.
Before implementing any program, support from all levels of
management, including foremen, is
needed. I firmly believe the success
of each benefit we've introduced
has been in direct proportion to the
support provided by our foremen.
When they are behind a project,
they sell it to employees informally. In fact, one foreman was so overzealous in his support for the 401(k)
plan that he had to be followed by a
list of disclaimers so employees
could make intelligent decisions
and not join the plan on emotional
hype alone. On the other hand, one
foreman didn't relate to the flexible benefit idea until he realized a
slight change in deductible levels
would be more beneficial for him.
Then his entire shift got behind the
plan.

T

EXPLORING HEALTH CARE
COSTS AND BENEFITS
ur first opportunity to inform employees about a segment of their benefit package came, oddly enough, when our
group insurance carrier raised its
rates substantially, which was
cause enough for concern, but it
was especially concerning because

0
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our claims had not increased. We
began to explore alternatives. After
a great deal of research, we implemented a partial self - funding arrangement along with a 501(c)9
trust for funding. This move put
Michigan Spring in a position to
save money on health care and control our earnings with the 501(09
trust. Even more important, it gave
us an opportunity to involve employees with benefit costs. We explained and explained the relationship between insurance claims and
insurance premiums, but when I
emphasized that a good portion of
the amount we paid the insurance
company was kept by the insurance
company and not used for employee benefits, employees suddenly became interested in a better use of
those dollars.
For the first time, we presented
the concept of benefits and their
costs as part of a total compensation package. Some employees understood the concept immediately,
but to most it was just more management chatter. We needed something to bring the discussion from
theory into practice on the shop
floor.
Therefore, at the same time we
discussed the relationship between
health care costs and the company's expenditures, we introduced a
productivity sharing plan, a quarterly cash payout arrangement
based on improvements in operating margins. I said to employees,
"You can spend your compensation
through unwise health care utilization or you can take it in cash if, as
a group, we can contain health care
costs." While many employers are
shifting costs, mandating higher
health care deductibles, or changing their plan design to offset cost
increases, Michigan Spring took a
different approach. We preferred to
communicate with our employees
and let them voluntarily improve
their use of health care dollars
through second opinions, outpatient surgery, quick -care clinics,
and similar choices. This concept
was very important because it improved employees' awareness of
health care costs.
About the same time, we also introduced a 401(k) plan which provided one more step toward flexible
compensation through the concept
of before -tax and after -tax benefits.
One of our objectives was to elevate
employee understanding of ecoMANAGEMENT AC00UNTING /OCTOBER 1987

Duane Sugarbaker and Gary Wehnes machine short Over springs.

nomics, and the 401(k) plan put us
closer to this goal. Employees could
choose to contribute before -tax or
after -tax income to the plan. They
had an opportunity to study different investment alternatives and select the best ones for their situation. For the first time, employees
were making decisions about their
benefits. We accomplished a great
deal with partial self - funding of
medical benefits, the 401(k) plan,
and the quarterly productivity
sharing bonuses. During discussions of these programs with our
workers, I hinted toward the concept of flexible benefits to whet employees' appetites.

CONVINCING EMPLOYEES
TO PARTICIPATE
ecause these new ideas were
a dramatic departure from
the past, we had to present
the concept of flexible benefits
many times and several different
ways. We began with a series of
five payroll stuffers. I know that
initially many of them were never
read, but as people talked about
them, interest increased. Finally,
in December 1984 we sat down
with employees in small group
meetings to explain how all of our
benefits interrelated and outlined
the various choices employees
could make. At the same time, we
gave them a benefits folder including an extra set of the five payroll

stuffers and a personalized benefits
selection worksheet.
We spent a good portion of these
meetings reviewing current benefit

levels. Then employees figured out
what benefits they had. Quite honestly, the first year of flexible benefits at Michigan Spring was one of
simply helping employees understand their current packages.
Each employee received benefit
credits —the benefit dollars he had
to spend--equal to the cost of his
present package so, if he made no
benefit changes, he would continue
with exactly the same package. If
he increased his benefits, he paid
for that cost increase. If he reduced
his benefits, he received the savings in cash. That was a difficult
hurdle for us to cross. We were not
comfortable with giving employees
cash in lieu of benefits, but, in adhering to our philosophy and studying other plans, we decided to allow
employees to take cash. Experience
has shown us our fears were unwarranted because only a few people actually reduced benefits and
took cash.

We felt and still do that employees should contribute toward their
benefit costs. This concept is an integral part of flexible benefits because benefit selections will affect
contributions. In addition, we use
weekly payroll deductions as one
more opportunity to remind employees about benefits: Paycheck
stubs include a line for benefit
adjustments.
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was a no -cost item to us.

DESIGNING OUR PLAN

2 Our old short -term disability

et's take a look at our old benefits program and the
way we turned it into Michigan Spring 's flexible plan:
1. Under our old program, Michigan Spring provided $10,000 of
life insurance for each employee. Under flexible benefits, employees could increase their coverage to one times pay or two
times pay. We presented a replacement of income concept for
them to consider while they selected life insurance options. We
also asked employees to discuss
their benefits with their spouse,
which probably explains why we
saw the greatest activity in the
dependent life insurance area. It
was offered for the first time and

coverage was slightly messy with graduated benefit brackets
which we replaced with a
straight percentage of base pay.
3. For simplicity, we kept our medical and dental plans exactly the
same other than the introduction of different deductible levels. Because we were partially
self- funding medical and dental
claims, we established premium
equivalents for valuing different
deductible levels. We wanted
employees to move from the pre-

L

vio u s $50 deductible to a $100
d ed u c tib le, but b ecaus e we were

still in the first year of flexible
benefits, we didn 't want to force
employees to change, so we set
rates that would encourage
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attention.
4. Fin a lly , we added two new bene-

fits to save employees taxes:
child -care reimbursement and
health -care reimbursement.
We rounded out our promotion
materials with a payroll stuffier
summarizing the 401(k) plan, the
profit-sharing retirement plan, and
the pension plan. Although the two
retirement plans were not tied directly to flexible benefits, we still
wanted to refresh employees' understanding of them. In addition to
improving employees ' perception of
their benefits , we wanted the employee's family to support that perception . So, at the end of each
meeting, we asked employees to
take the materials home and with
their families jointly decide which
benefits best fit their needs. In
many cases , the spouse is the family manager, and he or she must
also understand and appreciate
Michigan Springs' benefits package.

YOU SELECTED OPTION E AT TffE ANNUAL COST OF

A

them to select a higher deductible. We wanted to have a few
items that would attract employees' attention . One bold move
was to allow employees to refuse
dental coverage and pocket the
premium savings. We knew we
had a few people who had dentures and didn 't use the coverage, so why should we spend a
premium on their behalf which
was of no value to them? It
helped the plan get employees'

PER WEEK

.00

3,17 3.96=
9. 98

== . m =� = =s..-

.00
wr r x

We had included a personalized
worksheet in each package, which
we asked the employees to fill out,
again with the help of their family,
and bring back to work . Then they
would key their benefits into the
computer . Keying benefits into the
computer added an element of fun
to the program. Many of our employees had not been exposed to
computers , so now they had an opportunity to use Michigan Spring's
computer . Also, this step instantly
eliminated all our record -keeping
problems . One of the common disadvantages of flexible benefit plans
is administration , but our computer gimmick eliminated those problems. I now could spend my time
with employees to maximize their
understanding and use of the plan
rather than on administratve record keeping.
When employees keyed in their
figures, the computer program indicated the amount of flexible benMANAG EMENT ACC O UNTING /O C TO BER 1987

efit credit dollars the company provided. Employees exchanged or
"spent" credits for benefits, leaving
benefit credit dollars which were
added to their pay, or, if they spent
more benefit credits than they had,
the cost of their additional benefits
selected was deducted from each
paycheck.
The last thing we did was to give
each employee a confirmation
sheet reflecting the benefits he or
she had keyed into the computer.
(See Figure 1.) These confirmation
sheets reassured employees they
had keyed in their claims correctly
and eliminated the possibility of
their coming back mid -year, arguing they had selected different
benefits.

CONTROLLING
THEIR
CON
OWN DESTINY
s it turned out, most employees kept the same benefits
package. One might conclude that the lack of changes confirmed that employees were
pleased with the old benefit package, or one might ask why waste
the time with flexible benefits. To
us, the entire process was important. Our employees are not aggressive people but are very conservative and reserved. If there had been
drastic changes, it would indicate
we had been offering a poor plan.
We also wanted to achieve our original seven objectives, the first of
which was to meet employees'
needs. Employees now had an opportunity to select their own benefits package.
Another of our goals was to be in
a position of managing changes in
the health care area. We cannot
predict what the health care environment will be like in two years,
but now we are in a position to deal
with most changes.
We've learned that a vigorous,
dynamic work environment doesn't
just happen but is a result of continued enthusiasm and reinforcement of positive ideas. Discussing
benefit plans about every six
months seems to keep employees'
perception of them fresh. For example, our 401(k) program had
been in effect for two years, but employee participation was only 50 %.
We felt this figure should be higher, so we presented the plan again
during one of our quarterly producMANAGEMENT ACCOUNTING /OCTOBER 1987

tivity sharing bonus meetings, and
we printed a new promotional brochure written specifically for our
employees. Participation increased
to 73 %.
Also, last year one of our payroll
people helped other employees update their beneficiary forms. We
started with the profit sharing plan
and then a few months later moved
to the 401(k) plan. It was an indirect way of reminding everyone of
the available benefits.
This year we formed a wellness
committee, which proved to be a

Our future moves are dependent on
the company's future performance.
A low -cost move would be to increase the amount of life insurance
the company provides to one times
pay. I'd like to see an elective of
three times pay available. We've
toyed with the idea of sickness and
accident choices, such as 55% of
base pay and 65 % of base pay. I believe we will offer an HMO alternative within a year or two. We
haven't offered an HMO yet because we have been concerned with
adverse selection. We recently have

At first we weren't comfortable
with giving employees cash
in lieu of benefits.
valuable source of participation. I
was in overload, so I formed the
committee but asked the members
to explore the issue and decide if a
wellness program would be appreciated at Michigan Spring. The
committee picked up the ball and
implemented an excellent program. We purposely kept managers
off the committee but urged management to participate in and support the program. The program
was successful because employees
developed it. Enthusiasm has
reached a high with health assessments and nonsmoking and weight loss programs. Committee members also have arranged activities
such as cross - country skiing, roller
skating, and picnics. I was very
pleased when the committee reported its findings that good health
even may help hold down health
care costs. Now employees are looking for ways to contain health care
costs.

been involved with seven other
companies, and we are developing a
three -year plan to take advantage
of some economics by combining
groups. It is our desire to extend
our flexible benefits plan to these
new companies as soon as the employees are able to understand and
accept the concept.
Flexible benefits have worked
successfully at Michigan Spring because health care costs per employee in 1986 were the same as they
were in 1953. There are very few
employers who have contained
health care costs during the last
three years. This success is partly
due to the plan design but is mostly
attributable to the employees of
Michigan Spring who are deciding
how best to spend their benefit dollars. Flexible benefits have been
implemented successfully at Michigan Spring and are meeting the
needs of both management and
employees.
■

WATCHING SUCCESS GROW

Thomas R. Wheeler is general manager of Michigan Spring Co. in
Muskegon, Mich., where he is responsible for the company's financial and administrative operations.
He earned a B.S. degree in business
administration and an MBA degree
from Grand Valley State College.
He is a member of the Muskegon
Chapter, through which this article
was submitted.

fter numerous meetings and
countless discussions, we decided to call our program
Michigan Spring's Custom Compensation Plan. It did not fall into
place overnight. We worked for
three years to get here, and I can
envision several more ways to keep
the program in employees' minds.

A
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Improvingthe
BY GERALD L. FINCH
o cos t s avin gs in b usi ness
really result in l ess money
bein g s p en t and impro ved
bottom -line profits? Do cost
savings in the federal government
real l y hel p th e n at i on al defi cit ?
Un f o rt u n a t el y, t h e a n s wer fo r
many businesses and governmental
organizations is "NO "! Many organizations work hard to obtain or develop competent cost conscientious
professionals, but the cost savings
these people achieve often do not
reach the bottom line in business
and do not have the positive effect
they should on the national deficit.
A few months ago, I visited a Fortune 500 company with a very successful emp loyee suggestion prog r a m t h a t is res p o n s i b l e fo r
documented savings exceeding $15
million annually. Unfortunately,
much of these savings never reach
the bottom line because of the managers' motivation to spend the entire budget. The budget balances in
departments that reported significant savings were ab out th e same
as those departments that did not
realize savings —zero or close to it!
A maj or cau se o f th is p ro bl em
lies in the budget system. I'm not
referring to the characteristics of
the standard cost system that may
complicate efforts to identify actual
profits — trying to associate positive
variances with profits. Rather, I'm
referring to cost savings that really
di d o ccu r b u t n ever reached t h e
bottom line because of the motivation in ma n y o r ga n i z at i o n s to
spend the entire budget. This phenomenon mainly exists in organizations that use fixed one -year budget s ,
an d
b ec au s e
mo s t
o rgan i za t i o n s h a ve t h em i t i s a
very widespread p rob lem. F ort unat el y man y b u s in ess es , t h ou gh
probably a minority, also use flexi42

ble budgets that are not as prone to
t h e "s p e n d al l t h e b u d g e t "
phenomenon.

THE PROBLEM
ere are a few of the main reaso ns why fix ed b ud get co st
savings are often derailed before they reach the bottom line.
Up p e r ma n a ge me n t d o e s n o t

N

stress the importance of achieving
bottom -line savings. Individual savings actions may be recognized, but
li tt l e effort i s d evot ed t o en s ure
that t hese savin gs actu all y reach
the bottom line.
M an agement co nsi ders achieving a zero fixed budget balance at
year -en d eith er a satis facto ry or
highly desirable goal, regardless of
th e s avin gs ach ieved . Ho w man y
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Bottom Line
WITH BUDGET INCENTIVE PROGRAMS

THE SOLUTION
here i s a l o t t h at can an d
sh ou l d b e d on e abo u t t hi s
problem in both business and
governmen t. So me s teps that can
be taken:
Start each budget period with re-

T
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alistic budget s using the fl exible
bu d get an d mu lt i p le -year fix ed
budgets wh enever po ssi ble. (The
multiple -year fixed budget could be
most helpful in government.) Pract i ca l Op e r a t i n g B u d g et i n g by
Lawerence M. Matthews and published by McGraw Hill is excellent
for those who need assistance in establishing viable flexible budgets.
Once t h e cos t s avi n gs amo un t
has b een iden tifi ed, determin e if
budget reductions are appropriate
and, if so, for what amount. For example, although $50,000 of electrical s up pl y co st savi ngs co ul d be
achieved, it may be possible to reduce the budget by only $30,000 because of un budgeted in creases in
other repair part categori es. It is
important to carefully consider the
typ e of co st savi ngs b efore arb itrarily reducing current and subsequent year budgets.
If there are funds left over near
the end of the budget period, these
funds should be reported and a decision made on the amount of funds
that s ho uld co nt rib ute t o b udget
savings (see Table 1).
The final —but perhaps the most
important —step is to recognize in
so me mean in gfu l way t h o s e empl oyees resp on si bl e fo r creati ng
cost savings and year -end leftover
fund s. How thi s is accomp lis hed
should be left to the discretion of
each organization. While it is good
to recognize all cost savings, special
reco g n i t i o n s h o u l d b e gi ven t o
those individuals who contributed
savings that actually impacted the
bottom line (see Table 1).
These steps are relatively simple,
but they do require the support of
upper management. Otherwi se, it
is very difficult to instill "budget
savings" as an organizational value. One way to instill this value in
managers is by using various types
of incentives.

2
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organizations throw away year -end
mo n ey (f avo rab l e vari an ces ) t o
achieve a zero balance ?!
S ome o rgan izati o ns try t o en courage fixed budget cost savings
b y a rb i t ra r i l y c u t t i n g b u d g e t s
acros s t he b oard by 10 % -2 0 %.
Wh il e t h is act io n may st i mu l at e
cost - saving actions, these actions
typ i call y s t op wh en t h e new red u c ed b u d get c ei l i n g h a s b e en
achieved. In other words, if a budget has been cut by 20% and cost savin gs acti o ns res u lt ed i n 3 0 %
savings, 80% of the budget will be
spent in spite of the fact that an additional 10% bud get savi ngs may
have b een po s s i b l e. Perh ap s an
even greater d i ffi cu l ty wi t h t hi s
"cut everyt hing 10%" approach is
its very bad effect on good budgeti n g. Wh en s e n i o r ma n ag e me n t
adopts this attitude, lower levels of
management simply build an extra
10% (or more) int o their original
budget request.
M an y man agemen t p er s o n n el
fear that if the entire current year
b u d ge t i s n o t s p en t , t h at n e x t
year's bu dget wil l be cut. Even if
the budget will not be cut, sometimes the fear of not knowing what
the next year's budget will be will
cau s e man a ge me n t t o b u y n e x t
year's requ iremen ts an d "nice-toh ave" t h i n gs wi t h cu rren t -year
funds.
Obviously, this is not a complete
list of the reasons why fixed budget
cost savings do not reach the bottom line, but it is a representative
sample.
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Employees can help cut costs.

BUDGET INCENTIVES
hile the precise type of incentives should be decided
by each organ izati o n, th e
fo l l o wi n g gu i d el i n es ma y b e
helpful.
Employee Cost Red ucti on Savings. Many of these plans offer cash
bonuses to employees who contribut e id eas th at res ul t in cos t savings. The National Association of
Suggestion Systems in Chicago offers many ways to implement such
p r o g ra ms , i n cl u d i n g i n c en t i ve
options.
Management Budget Savings are
necess ary to achieve real b ott om
line savings. Without such incentives, managers will be tempted to
spend cost savings to achieve a zero
budget balance. These incen tives
may include cash bonuses similar
to employee incentives and should
highlight, if possible, the following
types o f reco gnition : awards(pen
and pencil set, trophy, watch, medals, etc.), letters of appreci ation,
comments in the manager's performance appraisal, special lunch or
dinner "celebrations ", and discretion ary bu dgets. These fun ds are
granted in addition to normal operati ng fu nds and enabl e man agers
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OURFINANCIALSOFTWAREGIVES

Nobody brings sports to viewers like ESPN''Twenty-four hours a day, seven days a week, in 43 million
households, they telecast everything from NFL games to gymnastics to the America's Cup. Many of
these televised events change hourly; every one involves a number of different vendors; and each one
requires an accounting system that has the flexibility to keep track of, and grow with, continually diverse
and changing financial situations.
ESPN found just the financial software solution it needed: General Ledger, Accounts Payable, and Accounts
Receivable from Management Science America, Inc.
"Now we can manage every sporting event's profitability," says Steve Myers, Manager, Financial and Administrative Systems at ESPN. "We now can better control our cash flow and quickly track payables and receivables by event"
"Before, we had little control over our systems. We couldn't be creative;" adds Anthony Tamburo, Director
of MIS at ESPN. "But with the financial software from MSA, now we have more flexibility, and we control our
destiny. MSA has, truly, everything we want"
MSA financial software is providing much greater flexibility for the accounting people at ESPN. If you d like
to know what it can do for your company, please contact Robert Carpenter in Atlanta at (404) 239 -2000.
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to spend money on legitimate items
wit ho ut havin g to ob tai n furth er
approval. The discretionary budget
enables managers to deal with sudden surprises and changes. Intrapreneuring by Gifford Pinchot published by Harper & Row has very
helpful information on discretionary budgets and associated intracapital funds.
While it is important to reward
man agers fo r s aving mo ney, it is
important n ot to make this award
greater th an the recognition the
manager will achieve from overall
good professional performance. If
"s avi n g mo n ey" b eco mes reco gnized as more important than overall goo d performance, man agers
may cut costs that could greatly impair service or q uality areas. The
nice feature of discretionary funds
is th at t hey may h el p a man ager
ac h i e ve
a
bet ter
o ve r a l l
performance.

MAKING IT WORK
ere's how the various features
of the management budget incent ives program can work
together.
One -Time Savings are cu rr en t
year cost savings that are achieved
as a result of a clearly identified action that does not pertain to future
years. An example would be satisfying a need for new furniture by
accept ing su rpl us furnit ure from
another company /government locati on. For ex ampl e, assu me Mr.
Jones, a manager of XYZ Corporation, had a budget of $100,000 to
provide furniture for new offices.
While th es e o ffi ces were b ei n g
built, a branch office of XYZ Corporation unexpectedly closed down
mak ing it s furnit ure avai lab le to
Mr. Jones . If Mr. Jones u ses this
fu rn i tu re, he n eed s t o p u rch as e
only $25,00 0 worth of additional

N

TABLE 1 /BUDGET SAVINGS AND MANAGEMENT RECOGNITION REPORT
I. SAVINGS CATEGORY
One -year savings
Multiple -year savings
Year -end left over
Savings Description:

Amount:
Amount:
Amount:

II. BUDGET IMPACT
I Reduce current budget by:
Budget Account
11 No budget adjustment
III. CONTRIBUTORS: Management:

Employees:

IV. MANAGEMENT INCENTIVE /AWARD:

V. EMPLOYEE AWARDS:

Submitted by
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Approved by

furniture, saving $75,000.
Employee Cost Reduction Savings
If the idea to use this furniture resulted from the "employee suggestion program," the employee could
be considered for a cash award. In
t h i s ex amp l e, Mr. J o n es , who
thought of the idea, is not given a
cash award.
Management Bud get Incentives
may b e gi ven t o t h e ap p ro pri at e
manager wh en t h e bu dget in g department reduces its overall budget
by either the full or partial amount
of th e savi ngs. It i s impo rt an t to
give incentives only when budgets
are red u ced, b ecau s e if t h ey are
given prior to actually reducing the
budget, the "savings" may be spent
to cover other needs or nice -to -have
items. P leas e no te t hese man agement incentives are separate from
any type of recognition given to emp l o yees wh o may h ave a ct u al l y
made the suggest ion that created
the savi ngs . In thi s examp le, Mr.
Jones was praised by higher management and given a discretionary
fund of $7,500.
Effect on Current -Year Budget.
Cu rren t -year b ud get may b e reduced by the amount of the savings
or a portion of the savings depending on other cost. factors. If savings
in one area are partially offset by
increases in another, it may not be
possible to reduce the budget by the
full amount of the savings. In this
exampl e, Mr. J on es' cu rrent year
budget is reduced by $75,000.
Effect on Next -Year Bud get. A
portion of the cost savings amount
may be transferred to a discretionary fu n d . Th i s fu n d en co u rages
managers to report budget savings
during the current year because of
the reward of ext ra fu nds fo r t he
subsequent year. If this is not done,
there may be more motivation for a
manager to hide the savings during
th e cu rren t year and s pend t hese
savings on things that will be needed in the next fiscal year. In other
wo rd s , a man ager may b u y n ex t
year's requirements now before the
funds are lost.
In this example, Mr. Jones is allowed to transfer 10% of his savings ($7,500) to a "timeless" discretionary fund. Mr. Jones is free to
us e th i s fu n d fo r an y legi t imat e
co mp an y p urch as e and t h is fun d
does not reduce his future operating budgets.
Multiple -Year Savings are current year cost savings achieved as a
MANAGEMENT AC CO UNTING /O CT OBER 1987

result of clearly identified actions
that also pertain to one or more future years. An example would be
redesigning a shipping container to
use less costly material. The savings may continue year after year
as long as the container is used.
For example, Mr. Adams, the
manager of the Crating Shop of
ABC Corporation tested various
grades of lumber and discovered
that a lower grade of lumber would
perform satisfactorily. Mr. Adams
usually had budgeted approximately $50,000 a year for high quality
lumber and is able to reduce his
budget to $30,000 by accepting a
lower grade lumber.

tionary fund. In this example, 20%
of $40,000 ($8,000) was placed in a
discretionary fund to be spent by
the commanding officer of Recruit
Training Command for legitimate
government needs in the future.
This amount did not reduce the
normal operating budget for the
next -year budget.

OVERCOMING OBJECTIONS

T
Cost- cutters are honored at special
luncheons.

Employee C ost Red uction Sav-

ings. In this example, Mrs. Jones,
who works in the company stockroom, suggested the idea and was
awarded $200 for her contribution.
Management Budget Incentives.

Incentives should be given in relation to the budget savings realized
during the current year and the
next 1 -2 years.
If incentives are given prior to
actually realizi ng savings, the
funds may be used in other areas.
By considering 1-3 years worth of
savings in giving incentives, longterm savings are given more value
than short one -year savings. Thus,
a manager is encouraged to look
into the future even if there is a
good chance he will be promoted or
transferred before the full savings
are actually realized.
In this example, Mr. Adams reduced his current -year budget by
$20,000 and future years' budgets
by a similar amount. He was presented a letter of appreciation by
the president of ABC Corporation
at a special luncheon meeting.
Please note these management
incentives are separate from any
type of recognition given to the employees who actually created or
suggested the cost savings.

this example, the second and third year budgets were reduced by approximately $20,000 per year. ABC
Corporation elected not to award a
discretionary fund.
Year -End Leftover Funds clearly
cannot be attributed to savings action. Two common causes for this
outcome are inaccurate budget estimates and inaccurate cost units.
For example, Lt. Bell in the Navy
budgeted (fixed budget) $200,000
for 10,000 recruit uniform alterations at $20 per recruit. During
the fiscal year only 8,000 recruits
were trained leaving $40,000 unobligated at year -end.
Management Bud get Incentives.

Even if managers clearly cannot tie
year -end leftover money to specific
cost reduction actions, they need to
be recognized for not spending all
the funds. In this case, Lt. Bell received favorable comments in his
annual "performance report" for
his budget savings.
Effect on Current -Year Budget.

$40,000 was returned to the U.S.
Treasury.
Effect on Next -Year Bud get. A

portion of current year leftover
funds may be placed in a discre-

Effect on Current —Year Budget:

Reduction equal to the full or practical amount of current —year savings. The current -year budget was
reduced by $20,000 because ABC
Corporation began using the lower grade lumber at the beginning of
the fiscal year.
Effect on Next - Year's Budget: A
portion of current or next year's
savings may be placed in a discretionary fund. The second and third year budgets may be reduced by
the full value of the cost savings. In
MANAGEMENT ACCOUNTING /OCTOBER 1987

he most common objection to
the management budget ince nt ive program has bee n
from organizations that claim they
are underfunded and need all the
funds they receive. These organizations see little chance of having
money left over.
While it may be true that some
organizations are underfunded, every organization, either private or
public, has at least a few departmental budgets that could end the
fiscal year with budget savings. Departmental managers who are able
to achieve budget savings need to
be properly recognized and protected in future -year budgets. If this is
done correctly, other managers will
begin to strive for budget savings.
After all, the worst thing that can
happen is that the organization
will experience improved distribution of budget funds without an immediate positive impact on the bottom line. For exa mpl e, an
organization receives budget savings from one of its departments
and gives these funds to another
department that is critically short
of money.
Cost savings really can improve
the bottom line in business and
sharply reduce the national deficit
in government. Management, howeve r, must first be c onvi nc e d
through "value- enforced incentives" that budget savings are not
only tolerated but are highly desirable. Once this realization occurs
and the proper budget systems are
in place, business as well as government will be able to convert a
greater percentage of savings to
greater bottom -line savings than
they ever thought possible.
■

Managers who
achieve
budget savings
should be protected
in future budgets.

Gerald L. Finch, CPM, ispurchasing supervisor at Mobil Chemical
Co.
Note. The views expressed are those
of the author and not necessarily
those of Mobil Chemical Co.
47

PRODUCTIVITY
BOOST:
Treating Employees as Independent Contractors
d
LL

m
V

BY JACK C. BAILES AND ROBERT L. EDWARDS
mp l o yees of t h e No rth west F o res t Op erati o n s
(NWFO) division of ITT Rayonier are happy with
their work and so is their employer. Due to excessive operating costs, NWFO was faced with curtailing
operations or converting from a unionized employee
work force to less costly contract vendors. Instead, the
company, the workers, and the workers' union negotiated an agreement allowing the company to contract
with groups of company employees. This unique approach has increased productivity and benefited both
the company and the employees.
The northwest U.S. forest products industry has been
under s evere economi c pres sure for the past s everal
years. Many northwest forest products companies have
gone out of business entirely, and others have closed
portions of their operations. In the face of these conditions, NWFO developed a system of contracting with its
own employees that has proven to be an effective approach t o reducing the co mpan y's cos ts even as the
company's volume of business has increased.
The empl oyees h ave ben efit ed too. They retai ned
their jobs and gained bonus opportunities related to the
cost savings. Both the co mpany and employees have

E
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benefited from the maintenance of a good relationship
between t he co mpan y an d the emp loyees' u nion and
from t h e imp ro vemen ts i n work ers' mo rale. NWF O
calls this program of contracting with employees "The
POD System."
The parent company of NWFO is a multi- billion dollar conglomerate that operates i n a variety of industries and locations worldwide. NWFO is responsible for
the harvest of t imber and export of l ogs t o overseas
markets. NWFO has three primary locations--a corporate office and two operating locations, all located in
the state of Washington. It employs approximately 300,
includi ng sup ervisory staff, and a unio nized nonsupervisory work force. In addition, the company hires
contractors who employ another 700 people.
NWFO's operati ons in clu de l ogging and yardi ng,
loading and hauling, and sorting and shipping. Support
functions include a maintenance shop, construction,
and stores. The shop repairs and maintains trucks and
equipment for forest and yard operations. Construction
operati ons are primarily road cons tructio n, and the
stores operation provides supplies for all of the various
functions.
In 1981, NWFO found that it was experiencing unacceptably high logging costs as compared to the costs
MANAGEMENT ACC O UNTING IO C T OBER 1987

that the company estimated it would incur if it used
independent contractors for logging operations. The
company estimated that its annual internal logging
costs were as much as $4.5 million more than if all logging had been done by outside vendors. The company
had to find a way to reduce internal logging costs to a
level that matched that of outside vendors in order to
avoid termination of all company logging.
Exploring other solutions, top management began
experimenting with a new organizational system in its
logging operations. The company's experience in the
logging area eventually led to use of this new "POD
System" for all NWFO operations.

THE POD SYSTEM
POD is a work group of company employees that
operates nearly independently and receives payments based on the revenues generated and costs
incurred. The POD system is used in both the operating
and support areas at NWFO. Through establishment of
the POD system, the company hoped to reduce costs to
the level that would be incurred if these activities were
run by outside contractors. Not only would such a system reduce the direct costs of specific operations, e.g.,
logging, but also would reduce overhead costs through
a reduction in required supervision.
The basic rules of the POD system are:
❑ ❑A❑POD❑has❑a❑right❑of❑first❑refusal❑on❑NWFO❑work
contracts. Although developed and implemented in
stages, the current POD system gives the company
PODS the right of refusal to undertake a work contract not covered by an agreement with an outside
contractor, at a contractor equivalent rate, where
company equipment and supervision are available
and PODS can perform the work. For a logging POD
the contract would involve cutting a specific stand of
timber. For a trucking POD, the contract would be
for hauling the logs and so on. Company management sets the rates based on rates for similar outside
contracts. these rates are expressed in appropriate
units such as per unit of weight or per load received.
If a POD accepts the rate, a contract is signed and
the POD will generate revenue based on the bid rate
and the actual output produced by the POD. If the
bid is not accepted by one of the PODS, the work is
given to an outside bidder, or the rate can be revised
by the company until a POD will agree to a contract.
In reviewing a potential contract at a stated rate,
the POD must consider the amount of potential payment as if it were gross revenue for an independent
contractor. That is, the POD also will be responsible
for any costs that an independent contractor would
be expected to bear.
L Union agreements are maintained. The POD agreement was developed cooperatively by management,
workers, and the unions. This cooperation has been
a key factor in the success of the plan. Union seniority and bumping rules have been retained for POD
members. In addition, while working on a POD contract, individual workers receive regular wage draws
based on the negotiated union rates. The actual contract settlement payment to a POD is made after expenses are calculated for wage draws and other POD
costs.
❑ ❑Contract❑settlements❑are❑made❑on❑a❑monthly❑basis.

p
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The agreed contract rate is multiplied by the actual
period output of the specific POD, which encourages
maximum POD production. Wage draws are subtracted from the POD's earned revenue. Other costs
that normally would be covered by an independent
contractor also are subtracted.
The PODS use company -owned equipment and are
charged a monthly fee based on a percentage of the
market value of equipment used in terms of economic depreciation. Because the equipment is company
owned, in addition to the equipment fee PODS are
charged imputed interest on the capital invested in
the equipment. PODS also are responsible for equipment maintenance. They are charged for any work
done❑by❑the❑shop❑—which❑is❑itself❑a❑POD.❑Work❑crews
often do their own maintenance to minimize the
maintenance charge.
Like an independent contractor, a POD is responsible for payroll costs and fringe benefits. That is,
costs are calculated for employee taxes including
employer contributions, and for vacations, holidays,
and insurance.
Administrative changes are computed for direct
POD administrative staff, e.g., the POD accountant,
and POD operating committee supervisor. Overall,
the Company has reduced the administrative personnel involved with NWFO operations by 50 %. The
remaining portion of adminstrative cost is included
in the administrative fee paid by the PODS.
Other costs charged to the PODS before settlement
include: fuel, supplies, accident insurance, and catastrophic insurance. Finally, all PODS are charged for
safety personnel costs as well as for safety losses (Table 1).
In most cases, POD settlements show an excess of
revenue over costs, a "profit" which is distributed
among POD members based on the number of hours
worked by each individual. If a POD settlement
shows a loss, this amount is accumulated for later

TABLE 1/POD CONTRACT SETTLEMENT
POD Revenue = Contract Rate x Actual Production
Less Expenses:
Wage Draws
Economic Depreciation of Equipment
Equipment Maintenance
Payroll Costs
Fringe Benefits (vacation, holidays, etc.)
POD Administration
Imputed Interest on Equipment Investment
Accident Insurance
Catastrophic Insurance
Safety Personnel
Safety losses
Other (fuel, supplies, etc.)
Total POD Expenses
Contract Profit (Deficit)
NOTE: Contract deficits are accumulated. Contract profits
offset any previous accumulated deficits and the remainder
are paid in bonus pay. This policy avoids the potential problem of individual PODs seeking to cut their costs by overlooking safety.
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TABLE 2
Activity

Rate Measure

Logging activities

Per thousand pounds

Hauling logs
Yard operations
Crushing rock
Laying road foundation or grading

Per thousand pounds
Per load received
Per ton
Per station

recovery from profitable contracts. PODS that are
not eventually profitable are not continued.
❑ ❑Safet y❑is❑no t❑compromised. ❑NWFO❑h as❑expl icitly
maintained safety as a company objective. To assure
that s afety st an dards are met , t he co mpany manages the safety personnel and sets the minimum requirements that PODs must meet.
❑ ❑An❑operations❑committee❑manages❑the❑system.❑Ongoing administration and revision of the POD agreement i s done by an operations commit tee th at incl ud es managemen t an d P OD repres ent at ives. It
meets routinely to resolve issues associated with the
POD agreement an d to gu ide th e agreemen t as it
continues to evolve. Issues that have come before the
committee include whether or not PODs should own
equipment and how PODs in a deficit position should
be handled.

SPECIFIC APPLICATIONS
or logging, yarding, loading, trucking, log yard operations, and construction operations, the POD system is operated according to the basic rul es described. In the case of trucking, each individual trucker
is a POD. In all o ther areas, crews of employees are
PODS. The POD contract rates are based on prevailing
outside contractor rates for the various activities. Rates
are expressed in units of output which vary with the
activity involved (Table 2).
The stores and shop PODS are run a little differently.
Th es e op erat e li ke independent businesses, pricing
their products and services in competition with other
retail outlets and machine shops or using a noncom pany source for supplies and repair work. If the POD
shop or POD stores earn more than their cost of operation, the "profit" is distributed to the individual members o f t h o se P ODs , j u st as i t i s fo r l o ggi n g P OD
members.
NWFO anticipated that POD contracting would require ext ensive data support in the areas of payroll,
equipment charges, shop charges, stores charges, and
main ten ance ch arges. Alt hough p lans were made to
computerize all of these information requirements, ultimately payroll was the only one automated.
The existing computerized payroll system was modified to handle employee draws and POD settlements. In
effect, the original payroll system has become an accounts payable/ receivable system for the company. It
keeps t rack o f th e amo u nt emp l o yees are d rawi n g
against future settlements. It also provides information
to help calculate the settlements, which are then paid
through the payroll system.
All other information requirements are either handled manually or are semi - automated on personal com-
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puter spreadsheets. These include:
❑ ❑Processing❑charges❑for❑company❑equipment❑that❑the
PODs are u s i n g, s u ch as l o ggi n g eq u i p men t o r
trucks.
❑ ❑Processing❑charges❑for❑shop❑work❑and❑calculation❑of
the shop profit and loss.
❑ ❑Processing❑stores❑charges❑for❑supplies❑purchased❑by
the PODs and stores profit and loss.
❑ ❑Processing❑charges❑to❑PODS❑for❑their❑share❑of❑the
maintenance costs.
❑ ❑Allocating❑the❑administrative❑costs❑of❑the❑system.

RESULTS AND BENEFITS
rior to t he implementat ion of th e POD sys tem,
NWFO had estimated it was costing an extra $4.5
million per year to use its own logging employees
rather than independent contractors. The POD system
has reduced this differential, amounting to a 20% reduction in logging costs for NWFO.
The co mp any h as maint ai ned a go od relat io nsh ip
with the workers' union. A key part of this relationship
has been the maintaining of wage draws that are based
on union scales that were agreed to in the collective
bargaining agreement . The work ers themselves manage the PODS in term of how their contracts are accomplish ed. This managemen t in cludes determi ning the
number of workers in a POD. As a result, the PODs
have regulated their own sizes so that the amount of
the base draw does not preclude the POD from earning
a net profit. Union bumping and seniority rules have
been maintained, but POD sovereignty also has resulted in peer requirements that workers carry their own
weight. PODS do not have to accept assigned workers.
The cost reductions have been directly related to productivity increases. At the same time as the number of
employees per POD has decreased, the production per
POD dramatically increased. One of the divisions reported that a logging POD now generates 20 or more
truckloads of wood per day compared to eight or nine
loads per day under the old system. It is this increase in
productivity that has resulted in a substantial reduction in cost of company operations.
Employees are now motivated to take better care of
equipment in order t o hold down settlement maintenance costs. The maintenance shop, a POD itself, also
has had to offer competitive maintenance rates in order to get the business of other company PODs. As a
result, total shop costs have decreased substantially. In
fact, one district shop now has 10 employees instead of
the 38 employees it had before the POD system. This
outcome is due primarily to POD crews holding down
co s t s b y d o i n g mo re o f t h e ro u t i n e mai n t en a n ce
themselves.
The road construction PODS have cut their costs by
20 %n.The company now uses fewer outside contractors
in this area because of the efficiency of its own construction PODs.
There also have been tran spo rtat ion cos t s avin gs.
Previously, the company used buses to transport workers to and from the work sites. PODS are now responsible for their own transportation. They can rent vehicles
from th e comp any for th is purpos e, b ut mos t P ODs
have chosen to reduce their costs by using POD members' private cars.
Prior to the POD System, NWFO had approximately
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One logging POD generates 20 or more truckloads of wood per day.

400 logging employees. Cu rrently, the company has
about 200 logging employees in this area. It should be
noted that the employees who left the company did so
of their own volition and received a termination payment from the company based on a union agreement.
Work force reduction has occurred even though the total volume of production has increased.
NWFO's reduction in employees also has included a
reduction in supervision requirements. For example, in
one of the two NWFO logging divisions about half of
the supervisory positions were eliminated, including
production manager, cutting supervisor, yarding and
loading supervisor, yard foreman, and shop foreman.
The other logging division had a similar proportional
reduction in supervision. The net result is that not only
have the direct logging operation costs been cut to contractor- equivalen t amounts, but al so administrative
overhead has been significantly reduced as well.
A team attitude among employees, union, and management has emerged as a result of the POD system.
The POD operations committee, where members of all
three groups work together to maintain the system and
address any problems that do occur, reflects this team
spirit.
The cooperative relationship between employees and
management also is reflected in the nature of supervisor -POD interaction. Supervisors now act as advisors
rather than bosses. They will consult with PON and
make suggestions, but the PODS have the freedom to
make their own decisions about accepting and fulfilling
contracts. The day - to-day decisions are POD decisions.
This self - supervision and decision- making authority
is something POD members believe is an advantage of
MANAGEMENT ACCOUNTING /OCTOBER 1957

the new system, and they say that this feature has increased their interest in their work. As one POD member noted, "It's better than someone telling you what to
do. We know what to do."
The PON take the responsibility to look for ways to
be more productive and to cut costs. It is to their advantage to do this because of the settlement bonus feature.
Workers now arrive early and stay late on a job if that
will reduce their transportation or set -up cost or allow
them to discuss and set out the day's work plan. This
was never the case when the employees were on a fixed
hourly wage.
Cost consciousness is also reflected in the salvaging
of equipment such as the good portion of logging cables
that are worn only in specific spots.
Overall, the POD system has been very successful for
ITT Rayonier and its employees. The company has continued to operate with a combination of employees and
contractors while both increasing output and decreasing costs. The workers are proud of the success of their
PODS. Those who chose to stay with the company have
imp ro ved t h ei r eco n o mi c s t at u s t h ro u gh t h ei r i n creased productivity, and they clearly enjoy the greater
fr e e d o m o ffered by t h e POD s y s t e m wo rk i n g
conditions.
■

Jack C. Bailes is anassociate professor of accounting at
Oregon State University. He isa member of Salem Area
Chapter, through which he submitted this article.
RobertL. Edwards is a manager in the Portland,
Ore., office ofArthur Andersen & Co. and a specialist in
forest products companies for the firm's management
information consulting division.
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• Determining the asset valuation
of ending inventories [Reg. 1.472
(eX4)].
• The information is reported as
part of internal management reports [Reg. 1.427 -2 (eX5)].
• A series of interim reports is presented, provided the reports cannot be combined to disclose nonLIFO profit or loss for the period
[Reg. 1.427- 2(eX6)].
• Lower of cost or market valuation procedures are used in conjunction with LIFO [Reg. 1.427 2(eX7)].

LIFID/FIFID

A Simple Solution to
'Inventory Disclosure Problems
BY RALPH E. WELTON, G.
THOMAS FRIEDLOB, F. RAY
GRAY, AND JAMES D. SLOAN
aradoxicaRy, accounting
theory favors the use of
LIFO in the income statement but FIFO in the balance sheet. FIFO best mimics the physical flow of goods that
most managers seek, but LIFO best
satisfies proponents of current
costing.

and explanatory and is contained in notes to the financial
statements, or as a supplement
to the financial statements such
as the management's summary
of activities section of the annual
report [Reg. 1.472 -2 (e) (3)].

SEC's CONCERNS
ince 1979, pro forma FIFO income statements presented as
supplemental information to
the audited financial statements as
well as footnotes showing ending

LIFO AND TAX REPORTING
he use of LIFO as an acceptable inventory costing technique is relatively new. In
1939, approval to use LIFO for income tax reporting was given only
to companies with large investments in homogeneous raw materials whose cost was a major component of the value of the finished
product. However, in 1947, following a decision of the Tax Court
(Hutzler Brothers, 8 T.C.14), LIFO
became an acceptable tax method
of costing the inventories of all
taxpayers.
Following the initial acceptance
of LIFO as a valuation method for
tax purposes, the Treasury Department adopted rules limiting the use
of LIFO inventory valuation for tax
purposes to those companies that
also used LIFO for financial reporting purposes.
The Treasury Department's
stance on LIFO continued basically
unchanged until 1979. At that
time, the Treasury began to liberalize the LIFO conformity requirements. Today there are five major
exceptions to the LIFO conformity
rule. NonLIFO methods may be
used where:

T
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Inventory represents a large component of retailers' total assets.
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TABLE 1/FISCAL 1983 WORKING CAPITAL ANDLIFOCUSHIONS
(millions of $)
LIFO
LIFO /FIFO
Working LIFO
Working
Company
Capitol Cushion Capital
Allied Stores
770.11 66.70
836.81
Ames Dept. Stores
88.99
14.66
103.65
Associated Dry Goods
375.31 57.40
432.71
Carson Pirie Scott
78.21
19.72
97.93
Carter Hawley Hale
374,63 55.70
430.33
Macy (R.H.)
294.87
65.85
360.72
Murphy (G.C.)
115.69 34.18
149.87
Penney (J.C.)
2,161.00 259.00 2,420.00
Sears, Roebuck
6,581.90 488.40 7,070.30
Wal -Mart Stores
502.81 121.76
624.57
Woolworth (F.W.)
594.00 125.00
719.00

to use LIFO in the balance sheet.l
The equity valuation account
that we propose is a capital maintenance adjustment to owners' equity
at the gross amount. The amount
recorded in the valuation account
is the excess of estimated current
cost (FIFO) over the LIFO- ending
inventory value. Before any return
on investment can be recognized,
this difference must be recovered.
There can be no return on the investment in inventory until the
company realizes a return of investment. Therefore, this difference is properly excluded from income. From a physical capital
maintenance point of view, ROI is
best measured on a LIFO basis.

ROI is best
measured on a
LIFO basis.
Because our proposed model does
not include the capital maintenance adjustment in either the determination of net income or retained earnings, it will not violate
the Treasury's LIFO conformity
rule. The intent of the Treasury
regulation is that the taxpayer may
not disclose FIFO "net worth" as if
FIFO had been used to determine
net income. Our maintenance adjustment is included in owners' equity at the gross amount. Total
owners' equity is not valued as if
FIFO had been used to compute net
income.

%

inventories on a FIFO basis have
appeared. The SEC, through Accounting Series Release No. 293,
expressed concern that these supplemental disclosures, unless properly formulated, might be misleading. ASR No. 293 addressed the
tendency to infer that FIFO earnings are "real" earnings, and the
Commission's belief that FIFO pro
forma earnings disclosures may not
be the best way to obtain comparable information.
While the SEC believed that comparable information is better obtained through use of the current
cost disclosures required by Statement of Financial Accounting
Standards No. 33, it would not object to FIFO disclosures that are
"properly formed and located."
We propose a combined LIFO/
FIFO financial statement presentation consisting of:
1. LIFO inventory valuation of cost
of goods sold, net income, and retained earnings,
2. FIFO inventory valuation in the
balance sheet (via an allowance
to adjust the LIFO ending inventory value to FIFO), and
3. A valuation account to adjust
owners' equity for the resulting
gross amount of unrealized gain
(loss).
This combined method provides
estimates of current costs in both
the income statement and the balance sheet. Companies will retain
the advantage of using LIFO to report earnings, and their financial
disclosures will be affected as follows: liquidity measures (working
capital and the current ratio) and
solvency measures (debt to equity)
will improve, book value per share
of common stock will increase by
the per share unrealized gain, and
return on net assets (owners' equity) and return on total assets will
decrease (see Table 2).
Tables 1, 2, and 3 contain LIFO/
FIFO data from fiscal year 1983 for
11 retailers. Retailers were chosen
because inventory represents a relatively large component of their total assets. Tables 1 and 2 contain
working capital and financial ratios using both LIFO and the combined LIFO /FIFO approach. Table
3 contains comparisons of LIFO/
FIFO and current cost disclosures.
Our combined LIFO /FIFO model
will not violate the Treasury Department's LIFO conformity rule
which does not require a company

Increase over
LIFO Working
Capital
8.66%
16.47%
15.29%
25.21%
14.87%
22.33°%
29.54%
11.99%
7.42°%
24.22°%
21.04%

FASB'S CONCEPTUAL
FRAMEWORK
he objective of financial reporting is to provide information useful in making business and economic decisions. To be
useful it must be both reliable and
relevant. Relevance is best evaluated in the context of a full set of financial statements. Consideration
must be given to how recognition of
a particular item of financial data
contributes to aggregate decision
usefulness.
The FIFO current cost of inventory should better assess future
cash flows than the LIFO ending
inventory value. Therefore, the
combined LIFO /FIFO model is
more useful than LIFO alone.
LIFO /FIFO estimates do not sacrifice reliability to obtain added relevance. The current cost estimates
provided by the combined LIFO/
FIFO model are both verifiable and
objective, because they are historical cost measures. These historical
costs are realistic estimates of current costs.
Responding to FAS 33, some companies report a LIFO valuation as
the current cost of cost of goods
sold and a FIFO valuation for the
current cost of ending inventory. A
small difference between reported
current cost estimates and the
LIFO /FIFO valuation we propose
can be noted for others (see Table
3). Income determination.Statement of Financial Accounting Concepts No. 5 (para. 39) defines comprehensive income as the periodic
change in equity from nonowner

T
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transactions and other events and
circumstances. While traditionally
we have thought of "net income" as
a residual, comprehensive income
is not "net income." "Net income"
better equates with the Board's
concept of "earnings," which excludes most unrealized value
changes -for example, the cumulative effect of a change in account-

ing principle, foreign currency
translation adjustments, and unrealized losses on the writedown of
the long -term portfolio or marketable securities to lower of cost or
market. These unrealized value
changes are, however, a part of
comprehensive income.
Statement of Financial Accounting, Concepts No.5 also indicates

that "future standards also may
recognize certain changes in net assets as components of comprehensive income but not as components
of earnings" (para. 51). The FASB
states that one such possibility
would be the LIFO /FIFO capital
maintenance adjustment (see
SFAC No.5, footnote 33 to para. 51).
Statement Articulation. Our pro-

TABLE2/REPORTEDLIFORATIOS,RECOMPUTEDLIFO/FIFORATIOS,ANDPERCENTAGECHANGE
(FISCAL1983)
D'

%

Current Ratio
LIFO
LIFO /FIFO

Change

%

Return on
Common Equity
LIFO
LIFO /FIFO

Change

Change

Assoc.
Dry
Goods

Corson
Pirie
Scott

Carter
Hawley
Hale

Macy
(R.H.)

2.04:1
2.13:1
4.41%

2.78:1
3.07:1
10.54%

1.67:1
1.77:1
6.14%

1.68:1
1,85:1
10.19%

1.66:1
1.76:1
5.90%

1.50:1
1.62:1
7.49%

14.02%
13.09%
-6.69%

22,32%
19.53%
- 12.53%

14.74%
13.52%
-8.29%

8.99%
7.99%
- 11.20%

9.38%
8.71%
-7.14%

21.36%
19.91%
-6.79%

Murphy
(G.C.)

-__--___7

Penney
(J.C.)

S@arS
Roebuck

2.16:1
2.5111
15.90%

2.20:1
2.34:1
6.54%

1.36:1
1.39:1
1,98%

2.00:1
2.24:1
12.11%

12.98%
10.60%
- 18.34%

13.76%
12.75%
-7.34%

14.43%
13.69%
-5.13%

31.92%
26.97%
- 15.51%

WalMart
Stores

r

Ames
Dept.
Stores

Wool worth
(F.W.)

1.83 :1
2.01:1
9.55%

11.87%
10.53%
- 11.25%
4.861

5.34%
5.20%
-2.66%

10.66%
9.98%
-6.40%

6.24%
6.03%
-3.27%

3.58%
3.43%
- 4.35%

3.44%
3.35%
-2.69%

10.63%
10.26%
- 3.48%

5.78%
5.25%
-9.09%

6.61%
6.37%
-3.67%

3.24%
3.2096
-1.20%

13.82%
12.81%
-7.34%

4.62%
- 4.90%.

$46.00
$49.18
6.92%

$7.60
$8.72
14.80%

$50.74
$54.49
7.39%

$35.36
$39.42
11.47%

$21.27
$22.84
7.40%

$18.99
$20.30
6.90%

$36.92
$45.33
22.77%

$47.93
$51.42
7.29%

$27.60
$28.98
5.00%

$5.27
$6.14
16.53%

$31.92
$35.89
12.43%

61.89%
60.30%
-2.57%

53.53%
50.07%
-6.45%

54.29%
52.78%
-2.78%

60.82%
58.20%
- 4.30%

61,38%
59.74%
-2.67%

48.69%
47.06%
-3.36%

54,90%
49.78%
-9.32%

52.15%
50.40%
-3.36%

78.81%
77.98%
-1.05%

54.98%
51.20%
-6.86%

56.43%
$3.60%
-5.02%

-

%

Return on
Total Assets
LIFO
LIFO /FIFO

Allied
Stores

%

Book Value Per
Common Share
LIFO
LIFO /FIFO

Change

%

Debt to Total
Assets
LIFO
LIFO /FIFO

Change

TABLEWCOMPARISONOFLIFO/FIFOANDFISCAL1983CURRENTCOSTDISCLOSURES
(millions of $)

=

*

Current Cost
Cost of
Goods Sold

LIFO Cost
Cost of
Goods Sold

Difference
of
as a
Current Cost

614.51
127.66
613.10

609.96
127.67
613.13
85.84
787.38
662.77
212.99
2,252.00
4,108.90
857.15
1,167.00

0.74%
-0.01%
-0.00%

2,489.62
430.61
2,761.35
691.61
2,559.87
2,350.57
635.16
8,053.00
15,850.50
3,418.98
3,704.00

2,489.53
429.66
2,758.03
688.49
2,559.87
2,349.48
635.16
8,053.00
15,692.50
3,418.03
3,679.00

0.00%
-0-01%
0.12%
0.45%
0.00%
0.05%
0.00%
0.00%
1.00%
0.03%
0.67%

2,252.00
4,100.00
858.16
1,171.00

*

0.00%
0.51%
*

787.40
666.15

0.00%
-0.22%
0.12%
0.34%

%

Difference
of
as a
Current Cost
%

FIFO Cost
of Ending
Inventory

*

Allied Stores
Ames Dept. Stores
Associated Dry Goods
Carson Pirie Scott
Carter Hawley Hale
Macy (R.H.)
Murphy (G.C.)
Penney (J.C.)
Sears, Roebuck
Wal -Mart Stores
Woolworth (F.W.)

Current Cost
of Ending
Inventory

Data unavailable or calculation impossible because of missing data.

Note: J.C. Penney estimates the current cost of cost of goods sold and the current cost of ending inventory using the LIFO and FIFO
methods, respectively. This is equivalent to the LIFO /FIFO method advocated by the authors.
in
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Ending Inventory - 1,400 units
FIFO: 1,400 units @ $10.80 each
LIFO: 1,400 units @$10.00 each
400 units @ $10.50 each

@
@
@

$10.00 each
$10.50 each
$10.75 each
$10.75 each
$10.80 each

10,000
25,200
25,800
34,400
21,60_0
117,000

$

1,000 units
2,400 units
2,400 units
3,200 units
2,000 units
11,000 units

@

Beginning Inventory
1st Quarter Purchases
2nd Quarter Purchases
3rd Quarter Purchases
4th Quarter Purchases
Goods Available for Sale

@

TABLE4 /LIFO/FIFODATA

$15,120
$10.000
4.200
14,200
$920

Difference between FIFO and LIFO valuations

Cost of Goods Sold -9,600 units
LIFO: $117,000 - $14,200 =
LIFO: $117.000 - $15.120 =
Excess of FIFO Pretax Income over LIFO Pretax Income
less: Tax Effect at 40%
Excess of FIFO Net Income over LIFO Net Income

$102,800
101,880
$920
368
552

LIFO/FIFOFINANCIALSTATEMENT:THEALTERNATIVES
Difference at Gross

Difference at Net

$257,000
108,800
154,200
79,000
75,200
30,080
45,120

$257,000
102,800
154,200
79,000
75,200
30,080
45.120

Assets
Current Assets lother than inventories)
LIFO Inventories
Allowance to Adjust Inventories to FIFO

$ 40,000
14,200
920

$ 40,000
14,200
920

Total Current Assets
Non Current Assets
Total Assets

55,120
220,480
$275,600

55,120
220,480
$275,600

$113,560
0
$113,560

$113,560
368
$113,928

Stockholders' Equity
Contributed Capital
Retained Earnings
Unrealized Holding Gain in Inventory
Total Stockholders' Equity

$116,000
45,120
920
$162,040

$116,000
45,120
552
$161,672

Total liabilities and Stockholders' Equity

$275,600

275_ 600

INCOME STATEMENT
Net Sales
LIFO Cost of Goods Sold
Gross Margin
Operating Expenses
Pretax Inc ome
Income Tax Expense (40%)
Net Income
BALANCE SHEET

Liabilities
Liabilities (other than deferred taxes)
Deferred Taxes ($920 x .40)
Total Liabilities

r

nother specific methodology
has been proposed for implementing a combined LIFO/
FIFO presentation in the financial
statements.' It calls for reporting
the LIFO /FIFO capital maintenance adjustment net of tax. Deferring tax on the maintenance adjustment is intuitively appealing
because it restates owners' equity
to a FIFO valuation. But this presentation would not conform to Accounting Principles Board Opinion
No. 11.
The maintenance adjustment
does not affect the income statement any differently than it affects
the tax return. Thus, within the
meaning of APB No. 11 the adjustment is not a timing difference.'
The capital maintenance adjustment will affect the income statement differently than the tax return only if the LIFO layers are
liquidated. The capital maintenance adjustment is a permanent
or semipermanent difference between the income statement and
balance sheet. This permanent or
semipermanent difference arises
because LIFO will continue to be
used on both the income statement
and the tax return. We do not report fixed assets net of the expected
tax on an anticipated gain (loss) on
disposal. We should not report the
maintenance adjustment net of a
tax that will occur only if LIFO layers are liquidated.
If we report the maintenance adjustment net of tax we will violate
the LIFO conformity rule. Under
the alternative proposal, the value
of owners' equity is the same as the
value that would have been placed

F

$

AN ALTERNATIVE PROPOSAL

Table 4 contains a simple comparative example of the two LIFO/
FIFO presentation alternatives.
The presentation of net income is
the same under both alternatives.

on owners' equity if FIFO had originally been used to determine net
income. Reporting the adjustment
net of tax would therefore violate
Treasury regulation 1.472- 2(eX4).

$

posed method does not compromise
financial statement articulation. A
combined LIFO /FIFO model will
result in statements that articulate, despite using different inventory cost flow methods in different
financial statements. LIFO earnings will still be reflected in the retained earnings figure reported on
the balance sheet. However, this
method will bring an internal inconsistency to the balance sheet.
Assets will include inventories valued at FIFO while owners' equity
will be valued higher (lower) than
would be the case had FIFO been
used in the computation of net
income.

55

of these additional disclosures
should be minimal. Thus, the combined LIFO /FIFO method provides
an essentially costless benefit.
■
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oth LIFO /FIFO presentations we have discussed are
only bookkeeping changes —
they will not affect the cash flow.
Many companies using LIFO are
already making FIFO inventory
disclosures in the footnotes to the
financial statements. For those
companies, information to calculate a FIFO net income and the resulting FIFO financial ratios is already publicly available. Therefore,
we have no basis to expect a change
in the market value of a company's
securities as the result of adopting
the LIFO /FIFO presentation. By
clearly disclosing the estimated
current cost of inventory on the
face of the balance sheet (FIFO),
companies will ensure that financial statements become more useful. As a result of these unique current cost attributes, a LIFO /FIFO
method should provide investors
and creditors with better information about the company's future income, cash flows, and liquidity.

ow would we handle the initial adoption of a LIFO/
FIFO method? On adoption
there would be a consistency qualification. But beyond the qualification how should the change be disclosed? We do not believe the
change requires a cumulative effects adjustment or retroactive restatement (APB No. 20). The adopting company has not actually
abandoned the LIFO method in favor of another acceptable inventory
method. The LIFO /FIFO method
should be viewed as a LIFO method
because LIFO is still used in the
computation of net income. Can
there be a cumulative effects on income where the same method is being used to compute net income prior to and after the accounting
change? We think not.
The consistency violation by initial adoption of a LIFO /FIFO presentation is best mitigated by
prominent disclosure in the period
of change. This disclosure should
occur within the note addressing
"significant accounting policies."
Where financial reports encompass
comparative statements, the balance sheets of years prior to the
year of adoption should be restated.
Because companies are already
disclosing LIFO cushions and FIFO
inventory figures in the footnotes
to their financial statements, cost

of

CHANGING TO LIFO /FIFO

THE FIRST TIME

of

Balance sheet presentation differs,
however, because our proposal presents the gross LIFO /FIFO difference as a capital maintenance adjustment, and the other approach
presents the net of tax difference as
the maintenance adjustment, classifying the remainder as a deferred
tax liability.

of

Retailers like this one could benefit from a LIFO /FIFO presentation.

'T reasury R egulatio ns pro vid e that a taxp ayer
may d is close the value of inventories o n a balance sheet us ing a method other than LIF O to
identify the invento ries ... However, the d is closure of inc ome, profit, o r lo ss for a taxab le year
on a b alanc e sheet is sued to credito rs, s hareholders, p artners , o ther prop rieto rs , o r beneficiaries is co ns id ered at varianc e if suc h inco me
. invento ry
info rmation is as c ertained us ing..an
method other than LIF O and s uc h inc ome information is fo r a taxab le year fo r whic h the LIF O
metho d is us ed fo r Fed eral inco me tax purpo ses.
Therefore, a balanc e s heet that d is clos es the net
wo rth of a taxp ayer, d etermined as if inc ome
had been as c ertained using an inventory method o ther than LIFO , may b e at varianc e. .. if the
disc los ure o f net wo rth is mad e in a manner
that also disc loses income, profit or loss for a
taxable year [1.472- 2(eX4)].
'Michael P . Bo han and S teven R ubin, " LIF O /
FIFO: How Would It Work ?" Journal of Accountancy, September 1986, pp 106 -110.
'An exp os ure d raft, " Ac co unting fo r Inc ome
Taxes" (FASB, Sept. 1986), proposes deferral of
"tempo rary differenc es . " This expo sure draft
defines " tempo rary d ifferenc es" to include :(Dtiming differences and (2) differenc es between the tax bases of ass ets or liabilities and
their rep o rted amo unts in financial s tatements .
Ap plic ation of the expo s ure draft to the maintenanc e adjustment would no t p rod uc e a deferrable d ifferenc e. Under our prop osal, invento ry
wo uld be valued at LIF O o n the balanc e sheet
ad justed to F IFO thro ugh the use o f a valuatio n
allo wanc e. T he LIF O valuation us ed in the b alance sheet and inco me s tatement need no t b e at
variance with the LIFO valuation us ed o n the
tax re turn.
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INFORMATIONPLUSE
What Are the Principles in Construction Accounting?

STAN STEC, EDITOR

CONSTRUCTION
ACCOUNTING
an you cite cost principles
pertaining to construction
cost accounting and highlight significant references that
may be available ?" is a frequently
asked question for NAA's Inquiry
and Library Services. One of the
major considerations is how to determine the point at which income
is recognized. The first recommended reference is Accounting Research Bulletin No. 45, which states
in part: "The percentage-of-completion method recognizes income as
work on a contract progresses. The
committee recommends that the
recognized income be that percentage of total income, either:
a) that incurred costs to date bear
to estimated total costs after giving
effect to estimates of costs to complete based upon most recent information or,
b) that may be indicated by such
other measures of progress toward
completion as may be appropriate
having due regard to work
performed."
Charles Rachui's article, "Percentage of Completion Accounting"
(Management Acccounting, Dec.
1974), has detailed information on
procedures for this method, how to
treat engineering estimates of total
completion, the accounting for
costs as work progresses, and the
calculation of profit allocations. It
provides several exhibits that clearly illustrate the cost calculation
methods and procedures involved.
The author also suggests setting up
valuation reserves similar to a
bad debt reserve —which complement percentage -of- completion
computations. According to Mr. Rachui, this type of reserve has the

"C
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principal advantage of applying
general conservatism to the overall
profit recognition system, and can
be used to level out peaks and valleys caused by irregular work
loads.
Another article, "Revenue Recognition and Disclosure on Long Term Contracts," written by Richard J. Freeman (Management
Accounting, Jan. 1976) discusses
the circumstances involved in recognizing income and the unique
problems that can be encountered.
The author states that these problems require a prejudgment factor
in estimating both costs and revenues and the inherent concerns
about whether these judgment factors are compatible with economic
reality. Mr. Freeman provides a
good analysis of ARB 45, in addition to a study of more than 40
companies' annual statements for
revenue and income recognition.
He analyzes whether sufficient information has been provided to
make proper economic
assessments.
"Management Accounting for
Construction Contracts," written
by William H. Lucas and Thomas
L. Morrison, and published in November 1981, discusses the unique
characteristics in accounting for
construction contracts. These include uncontrollable external factors such as weather, different
types of labor skills for each contract, and the presence of uncertain forces. Exhibits and tables are
provided, illustrating reports and
analyses of jobs. Gross profit and
progress billing computations also
are included.
The authors summarize the article by stating, "GAAP for longterm contracts is of little help to
construction companies. Typically,

it results in overstating profits, as
well as distorting the financial position in the short run. Worst of all,
it can create a misunderstanding of
the nature of gross profit on longterm con tracts . ..."
"Labor is one of the most critical
factors in determining whether or
not completion of a successfully bid
project results in a profit. Of all the
cost factors that must be considered, labor is the major variable,"
said David B. Nordby in the May
1970 issue of Management Accounting. Mr. Norby presents a workable
approach for comparing estimated
data with actual information, and
describes procedures invalid in bidding for contracts, including subcontractor and material suppliers'
estimates based on previous experience. He advises that the end result
of the labor costing system outlined
is a set of unit labor rates that correspond with special conditions and
general projects.
A question can be raised for assets constructed by a firm for its
own use. When, or why, are such
assets capitalized or expensed? This
had been under study by the Management Accounting Practices
Committee and reported first in
July 1972 issue of Management Accounting. The Committee's report
covers interest costs during the period of construction, capitalization
of land, accounting treatment of
maintenance, repairs, improvements, and replacements. This article is one of the more significant
fixed asset accounting studies and
is titled "The Capitalization of
Costs as Opposed to Charging the
Cost Off as an Expense."
If the reader wishes to receive articles referred to in this column, including other valuable data on construction costing, send a $5.00
check or money order to Special Order Dept., National Association of
Accountants, Inc., 10 Paragon
Drive, Montvale, N.J. 07645 -1760.
Please include a self addressed
mailing label and relevant information. Telephone orders cannot
be accepted.
Last month we focused on accounting under high -tech and machine- intensive situations. We
failed to mention that a packet of
articles was available and can be
ordered by sending an additional
check or money order for $5.00 to
Special Order Dept. at NAA. Both
offers expire March 31, 1988.
■
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Sloan School of Management in a
recent (June 12, 1987) Wall Street
Journal Technology Review. He
suggests that American managers
are not close to the technology they
are managing. That is because fewer American managers have technological backgrounds (as compared to either Europe or Japan),
"they have no way to judge the
merits of revolutionary changes in
production technologies." It is
these process technologies that "if
successful often disrupt well- established patterns of behavior for both
managers and workers." Dr.
Thurow continues, "yet production
often is the human dumping
ground for American firms. It gets
the lowest quality managers and
engineers; it pays the lowest
salaries."
The above does not suggest that
the accountant /financial manager
should be the focus of the blame for
this "mess" on the factory floor. It
instead suggests that manufacturing management has been slow to
develop a new mindset —a new
world view —to combat the new
competitive forces that confront it.
A recently completed NAA
study, Management Accounting in
the New Manufacturing Environment, would seem to support points
1 and 2 of Skinner's reasons. As
shown in this study, advanced manufacturing technologies consist primarily of stand alone pieces of
equipment (computer -aided design,
computer -aided engineering, robotics, numerically controlled machines, etc.), only 10% indicating
Flexible Manufacturing Systems
(FMS) and 13% computer- integrated manufacturing environments
(CIM).
With such small percentages in
FMS and CIM, it would appear that
the rate of change is too modest to
meet worldwide competition. Thus,
while the factory of the future may
be needed now, it is simply not being established.
However, a recent research study
done for NAA by Coopers and Lybrand, suggests that another alternative manufacturing environment
may be a factor in addressing modest investments, to date, made by
U.S. firms in advanced manufacturing technologies. It is a simple
technology using people, called
Just In -Time (JIT).
An overriding theme in a JIT envir onment is continuous improve-

TRENDS
MANAGEMENT
ACCOUNTING
PATRICK L. ROMANO, CMA,
EDITOR

MANUFACTURINGIN
TRANSITION:
THETURNINGPOINTFOR
COSTMANAGEMENTPRACTICEPART11
by has the factory been so
slow to adapt and reform
itself?
Wickham Skinner, author of
Manufacturing: The Formidable
Competitive Weapon, provides several answers to this question:
1. "Manufacturing management
has been strong on operations but
short on strategic, long -term planning." This has resulted in incremental and piecemeal changes being made in the factory, with the
whole never quite right.
2. "Management has not been offered the right equipment, systems,
technology, and tools by engineers.
But when these magnificent new
innovations have been applied they
have proven slow to be effective
and economic."
3. "The major criteria for manufacturing success has been on efficiency rather than on the ability to
compete. The emphasis has been,
quite naturally, on industrial engineering productivity, meeting
schedules, and maintaining efficiency on a month -by -month basis."
4. Finally he indicates that another part of the problem has been the
short -term financial orientation of
management, dominated by financial types in top corporate
management.
As he concludes, "All these factors and certainly others have kept
the factory of the future always in
the future."
Another point of view is offered
by Lester C. Thurow, Dean of MIT 's
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ment and change. As this study indicates, "the goal is to simplify and
to do it right, thereby rectifying the
complexities inherent in the manufacturing process of the '60s and
'70s. It represents a commonsense
approach to manufacturing that requires a change in the organization's mind -set to be successful. It
necessitates involving all employees in controlling their destiny,
pushes control to the lowest level,
and does not suggest that high tech
and robotics are the only answers to
the manufacturing problems. JIT is
one of the best preparations for extensive automation because it
yields a flexible, balanced —yet
simple production process —one of
the keys to successful automation."
A recent survey on automation
was conducted by the manufacturing services group of Touche Ross
and Co. (Journal of Accountancy,
Aug. 1987). It covered 40% of all
New England manufacturing locations with annual sales of $50 million or more. This study indicates
". . . many manufacturers have
found technology more complex
and costly than initially anticipated." Further, "manufacturers are
focusing on low - capital intensive
approaches to short -term improvements such as Just -In -Time (JIT)
and total- quality- control (TQC).
In summary, we find that Skinner provides strong reasons why
the factory of the future has been
so slow to adapt and reform itself.
Thurow places greater emphasis
and blame on inadequate manufacturing management. It appears
that manufacturing management
has been slow in developing a new
mind -set to cope with the competitiveness confronting it. NAA research confirms that investments
have been modest and piecemeal,
supporting Skinner. Another NAA
study and a recent Touche Ross
and Co. survey, however, would
suggest that investments in complex, advance manufacturing technologies are not the only course of
action. That a simple technology
using people (JIT) is another way to
cope with competition. Touche Ross
and Co. concludes that "... those
that balance a strategic focus with
a wise use of existing and emerging
technologies appear to have the
best chance for survival."
■
Patrick Romano is director of
research at NAA.
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MAPCOMMENTS
ONAUDITPROPOSALS
wring the past summer, members of NAA's Management
Accounting Practices Committee commented on a series of
proposed statements on auditing
standards issued by the Auditing
Standards Board of the American
Institute of CPAs (See Management
Accounting Practices, May 1987).
The following comments highlight
the MAP Committee's reactions to
the proposals.
Analytical Procedures—issuance
of the Standard would be
appropriate.
The Auditor's Standard Report —
(1) the proposed scope paragraph
casts an inappropriately negative
shadow on the financial statements
by indicating that the audit is designed "to evaluate whether the financial statements are materially
misstated." (2) When alternative
accounting principles are available,
the auditor does not assess the
appropriateness of accounting principles used— rather he assesses acceptability of the accounting principles used. (3) The "subject to"
opinion should be retained.
Communication With Audit
Committees or Others With Equivalent Authority and Responsibility—
the MAP Committee agrees with
the proposal, except that (1) the requirement for the auditor to inform
the audit committee about the implications of audit adjustments
should apply only to those adjustments considered material, and (2)
disagreements between management and the auditor that are satisfactorily resolved and not otherwise reportable need not be
reported to the audit committee.
Examination of Management's
Discussion and Analysis —the proposal is ill- advised and should not
be adopted because (1) some of the
disclosures are too subjective to be
audited, (2) the additional audit
costs involved would exceed any potential benefits, and (3) the proposal would treat MD &A and the financial statements as separate and
distinct auditable units, which is
erroneous and not in the best inter-

D

The Auditor's Responsibility to
Detect and Report Errors and Irregularities —the standard needs
greater balance. The exposure
draft can be read to imply that
management is, by nature, corrupt
and must be watched carefully. The
final standard should explicitly acknowledge that the "rotten apple"
is the exception, not the rule. Language that says that audits are designed to detect material misstatements reflects an inappropriately
negative tone.
Illegal Acts by Clients—the proposed standard makes useful
changes to existing standards and
should be adopted.
The Auditor's Responsibility for
Assessing Control Risk—the exposure draft is a positive step in clarifying the purpose of the auditor's
review of the client's control structure. The statement however,
should more clearly limit the scope
of the auditor's review to these aspects of the control structure directly relates to the preparation
and content of the financial statements.
Auditing Accounting Estimates—adoption of this proposal as
a Statement on Auditing Standards
would be appropriate.
The Communication of ControlStructure Related Matters Noted in
an Audit —the provisions overall,
are reasonable. The MAP Committee recommends that, in addition to
communicating appropriate matters to the audit committee or
equivalent body, they also should
be communicated to senior management of the organization.
Requests for copies of MAP committee comment letters should be
made to Ms. Victoria DeRobertis,
at the NAA national office in
Montvale, NJ.
■
Louis Bisgay, CPA, is NAA
director, Management Accounting
Practices.

twelve contributing authors, selected for
their expertise and knowledge of
concepts covered on the CMA exam.
CMA Review is a self- contained review
of all the informa tion needed to pas s the
examination. Each volume consists of
text that discusses the concepts
illustrated by previous CMA questions
with step -by -step instructions on how to
answer the questions, and othe r CMA
problems and solutions that relate to the
concepts discussed.
CMA Review Tapes, containing over 50 hours of
audio cassettes, are:
- 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 — covers all topics needed to pass
the examination.
- Current — contains discussion of most recent
examination questions and accounting pro.
nouncements.
- High 4aaary — recorded by professional reader
on excellent quality cassettes.
EXAMI NATION PART/TI TLE

PRICE

Volume 1
Book: Vol.1
Cassette Tapes

19.9!
sSIN.00

Book: Vol.2
Cassette Tape,

S 19.95
5100.00

Public Reporting
Stand ards, Auditing, Book: Vo1.1
Taxes (see Vol. 6 below) Cassette Taper

S 19.95
$129.60

Economics and
Business Finance

Volume 2
Organization and
Behavior, and Ethics

Volume 3

Volume 4
Internal Rep orting
and Analysis

Book: Vol.4
Curette Tapes

1995
5110.06

$

LOUIS BISGAY, EDITOR

ests of potential investors.
The Auditor's Consideration of
an Entity Ability to Continue in Existence -the MAP Committee suggests that (1) the "subject to" opinion be reinstated because it is a
well - understood warning signal,
and (2) a time frame in which to assess the going concern be reinstated—one year from balance sheet
date is suggested.

Volume 5
Decision Analysis,
Modeling and
Information Systems

(took: Vol."
Casette Tapes

S 199"
S119.60

Volume 6
1986 edition, contains taxes, current developments
and most recent exam questions. One copy is needed
for use with any cassette tape order.
Book: Vnl.6

$
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19.95

Comple te Se t
Save S40 on CMA Review tapes or 520.20 on CMA
Review books by ordering a complete set.
Books: V ois.1.6
Tapes: Pans 1 -5

S 99.50
M00.00

Shipping Information: UPS shipping and handling:
Tapes — S4.00 for first pan and SI.00 for each additional part. Books — $4.00 for first volume and S.50
for each additional volume. California residents add
6'h % sales lax.
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REGAINING
COMPETITIVENESS;
PUTTING "THE GOAL"
TOWORK
Mokshagund am L. Srikanth and
Harold K Cavallaro, Jr., The Spectrum Management Group, Inc., 25
Science Park, New Haven, Conn.
06511, 1987, 150 pp—The Goal has
been one of the great success stories in business publishing. One of
the aut hor's colleagues ind icated
that the only formal advertising for
the book was a one -page ad in Management Accounting when the book
was p u b li s h ed . Two years l ater,
mo r e t h an 10 0, 0 00 co pi es h ave
been sold. NAA itself has distributed many copies.
For the first time i n a bu siness
book, a novel was used to communicat e i nno vat ive produ cti on techniques, techniques which turn existing cost accounting assumptions
upside down. Eliyahu Goldratt and
Robert Fox, two of the principals of
Creative Output, which developed
the OPT techn iques and were the
basis of The Goal, have been featured speakers at NAA- sponsored
programs. Now we have a book by
two former members of the professional staff of Creative Output who
have fo rmed t h e S pectru m M an agement Group, publishers of this
volume. This new work teaches basic manu fact urin g managers, and
of course controllers, how to implement the concepts directly. Regaining Competitveness is a useful tool,
translating ideas expressed in The
Goal into workable concepts for ind i vi d u al c o mp an i es . Th e b o o k s
won't replace an in -house consultant, but perhaps some highly motivated managers could implement
t h es e i d eas aft e r read i n g t h em.
[The authors are consultants specializing in imp l emen t in g t h es e
techniques.]
Regaining Competitiveness does
an excellent job of bridging the gap.
Although a summary of The Goal is
60

presented in the appendix, it is necessary to read the entire novel first.
The au thors also reco mmend that
read ers p erus e t heir b oo k t wi ce,
first on a "once- over" basis to get a
feel for their recommendations in
applying the concepts, then a secon d t i me t o get d o wn t o t h e d etailed systems required to actually
implement the procedures_
The b ook's format is ex cell ent.
Each chapter begins with a summary of the relevant chapters of The
Goal followed by an explanation of
its concepts. Recommended action
it ems h el p t h e read er rel at e t h e
co n cep t s t o a s p eci fi c bu si ness
environment.
To g e t t h e ma x i mu m b en e fi t
from what the authors now refer to
as synchronous ma n u f a ctu r i n g ,
manufacturing and financial managers as well as corporate operating ex ecu tives mus t agree o n t he
des irab il it y of ch an ge and admit
that present production schelduling, cost accounting, and financial
reporting techniques simply cannot
do the job. Whether this will turn
out to be a harder task for controllers or for production executives remains to be seen. The fact is that
no w, more t h an ever, t h ey must
work together. Regaining Competiveness gives bot h si des a map toward a common goal.
Alfred M. King

MANAGING INFORMATION:
THECHALLENGEAND
THE OPPORTUNITY
John Diebold , American Management Associations, 135 West 50th
Str eet, New Yo rk, N_ Y., 10020,
1985, 121 pp.—John Diebold is a
p i o n eer i n t h e fi el d o f au t o mation —the man, in fact, who coined
the word. For the last 35 years, he
has b een a co n s u lt an t , l ect u rer,
and au t h o r in th e i n fo rmat i o n
field. In this volume he deals percep t i ve l y wi t h i n fo rmat i o n resource management, corporate in-

fo r mat i o n po l icy, an d s u ch
future - oriented topics as interactive videotex and the need for U.S.
information policy.
In what is perhaps the most important chapter, he deals with corporat e in formati on policy —what
guideli nes a firm sh ould have for
sharing and distributing information, how it should deal with security and disclos ure, and how it can
determine the ideal balance, optimizing single -unit perfo rman ce
agains t t he needs of the co rpo ration as a whole. Mr. Diebold says,
fo r ex amp le, t hat med iu m -si zed
companies can compete with their
larger competitors in price and
s ervi ce o n l y i f
t h ey h a ve a
comparable level o f i n f o r ma tion capability.
An i n fo rmati on
po li cy
wo u l d
co ver
fo u r p ri n ci p al
areas: central corporate data management , cent ral public relations
and outside information dissemination, security as a corporate policy,
and integrated databases.
It is hard to argue with Mr. Die bold's conclusion: "Those corporations that will excel in the future
will be those that structure informat i o n as effi ci en t l y as t hey d o
t h ei r o t h er as s et s . " He provides
concrete and explicit advice on how
to develop such a policy as well as
the benefits. This chapter alone is
worth the price of the book. What
is most interesting is that the ideas
were presented fi rst in 1980, but
seven years later they are perhaps
even more applicable.
AMK

CHANGINGALLIANCES
Davis Dyer, Malcom Salter and Allen Webber , Ha r va r d B u s i n es s
School Press, Boston, Mass. 02163,
1987, 330pp.—What is the real reason the Japanese auto industry has
achieved world dominance? Is it because of lifetime employment? Total quality control? Just -in -Time inventory systems? According to the
aut ho rs, members of th e Harvard
Busi ness Sch ool Proj ect o n t h e
Au to In d us try an d t he Ameri can
Econ omy, th e answer i s "n one of
t h e ab o ve . " T h e d e cl i n e o f t h e
American automobile industry and
MANAG EMENT ACC O UNT ING /OCTOBER 1987

the dominance of the Japanese industry can be traced to immediate
post-World War II developments.
Today in the Uni ted Stat es, the
UAW views the employer as its enemy, e.g. General Motors . General
Motors views Ford and Chrysler as
its main competitors and the U.S.
government as the enemy. As long
as t he American au to mark et was
protected from foreign competition
and al l aut o mak ers were pl aying
on t h e s a me
�
fi el d wi t h reC
GING
sp ect t o wages AULIr�
1
and government
re gu l a t i o ns ,
co mp e t i t i o n
took t he form
wi t h
wh i ch
most of us are
familiar.
This cozy system was doomed against the Japanese system under which the auto
companies, labor, and government
all worked together as a team. The
authors say this phenomenon in Japan started right after World War
II. As the auto industry has become
a single worldwide industry, however , the parochialism of the U.S.
gro u p s co u l d n o t wi t h s t an d t h e
Japanese onslaught where all three
factors were working together. In
the United States they were working at cross purposes.
In add it ion t o o fferi ng di scu ssions about the United States and
J ap an , t h e au t h o rs an al yze t h e
competitive situation in the United
Ki n gdo m and German y, h o ld i n g
out little hope for the former and
pointing out some potential problems in the latter.
This book is the result of several
years of dedicated research , including interviews in all four countries
wi t h a vari et y o f act i ve p art i ci pan t s from l ab o r , in d us t ry, an d
government . The recommendations
for change make sense, but the authors are not particularly optimistic: "Japan ese auto mak ers retain
the advantages in co st and quality...the highest quality cars being
made i n th e Un it ed S tates to day
are coming out of Japanese operated pl an ts ...Changes attemp ted in
the American system are still fragi l e e x p e r i me n t s . Mu ch o f t h e
change is largely rhetorical, waiting for the test of implementation."
Viewing the auto industry in the
co n t ex t o f what t h ey refer t o as
"Th e Ame ri can E n t erp ri s e S ys -

R"
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ROMAC is a full-service, professional personnel
firm, specializing in accounting, banking and data
processing. We work with both corporate clients and
job candidates—matching an individual's skills with
the client 's needs. Whether you need permanent personnel for key positions, or part -time people for short -

and long-term assignments, ROMAC is your single
personnel source. Every ROMAC office is staffed by
professionals with experience in accounting, banking
and data processing. Best of all, we guarantee every
candidate we send you.
For information on our permanent and temporary
personnel services, simply call the ROMAC office
nearest you. Any time
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ROMAC & ASSOCIATES
Personnel Consultants.
For Accounting, Banking
and Data Processing.
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tem, " t he aut hors emphasize t hat
o u r s y s t e m i t s e l f wi l l h ave t o
change. The fundamental question
is the legitimacy of govern ment's
participation in the enterprise system. In Japan, business and labor
have adapted to active government
involvement. In this country, they
have not. "In Washington , successive administrati ons vacillate between expressions of concern and
disavowals of responsibility for the
pl i gh t o f t h e au to in d us t ry. Th e
three sides take turns blaming the
others and being blamed."

I

This book is profoundly disturbing, but every thoughtful business
person should read it.
AMK

MAINTENANCE NUMOME ■T
Edward Hartmann, ed., Institute of
Industrial Engineers, 25 Technology Park, Norcross, Ga. 30092, 1987,
285 pp. —While aimed primarily at
mai nt en an ce p ro fes s io n als , th i s
book of reprints contains material
fo r th e man agemen t acco u n tan t ,
particularly if maintenance expen61

ditures represent a large portion of
overhead costs. For example, an article by Donald J. Knapp describes
a microcomputer -based man ageme n t s y s t e m for i mp r o vi n g
productivity.

ONE-ON-ONEWITH
ANDYGROVE:HOW
TOMANAGEYOUR
BOSSt YOURSELF
ANDYOURCOWORKERS
And rew S. Grove, G.P. Pu tnam's
Sons, 200 Madison Ave., New York,
N. Y. 10016, 1987, 235 pp.—The author is chief executive officer of Intel Corporation, the well -known
semi - conductor manufacturer. As
though he did not have enough to
do , M r. Gro ve wri t e s a we ek l y
newsp aper col umn, so mewhat in
the style of Ann Landers, in which
he responds to business questions.
Whether the subject is time management, firing, ethics, or dealing
with a difficult boss, Andy Grove's
remarks are emi nen tl y practi cal.

As a cofounder of Intel in 1968, Mr.
Grove has watched his firm grow to
a position on the Fortune 500 and
receive a recen t n o mi n at i o n b y
Dun's Business Month as one of the
fi ve bes t-man aged fi rms in
the country.
Do n 't
si t
do wn and read
th is b oo k from
co ver to co ver.
•
Rat her, t ak e i t
on a b u s i n e s s
trip and skim it
at
ra n d o m.
Here is ju st a sampl e of material
co ve red in Mr. Gr o ve ' s p i t h y
advice:
"Question: I work fo r a company
where each month an employee is
chosen as `Employee of the Month.'
The wi nner receives a certificate
fo r d i n ner fo r two an d a p l aq u e
with his or her name engraved on
it. I assume this is an incentive to
make people work harder. Does it
work?
Answer: I feel that the key element

"Hey, Fred. i got a guy here who questions our claim
that the Micro Control" financial reporting system can
adapt to any language or currency -

in arrangemen t s li ke th is i s t hat
they recognize good performance.
The fact that an employee gets chosen each month for his or her perfo rman ce s ays t o all emp loyees
th at s o mebo dy cares abo ut th ei r
work, evalu ates it , an d provides
feedback. We may never be able to
prove th at this mot ivates peop le,
bu t I am co n vi n ced t hat it d oes .
Furthermore, I think it injects a bit
of celebration into the work environment and makes it more fun for
everybody. So I strongly agree that
a pract ice lik e this is useful, and
recommend it —i n whatever version your budget allows."
AMK

HOSTILEBATTLES
FORCORPORATE
CONTROL
Den ni s J. Bl o ck, a nd Har vey L .
Pitt, Practising Law Institute, 810
S e ve n t h A v e. , New Yo r k, N . Y ,
10019, 1987, approx. 1,900 pp.—
Fortunately for NAA members, relatively few companies end up in a
hostile battle for corporate control.
Regardless, these two volumes are
must reading. For the latest in poison pills, state anti - takeover statutes, lockups, breakup fees, and dire c t o r s ' res p o n s i b i l i t i e s , t h i s
two- volume summary of a Practising Law Institute conference represents the current state of the art.
AMK

MAXIMIZING
PROFITSINSMALL
ANDMEDIUM -SIZED

MW]H( 4ONTHO1,
-all the power of a mainframe system -with the flexibility of the PC.

Jerome Braverman, Van Nostrand
Rei n ho l d , 1 1 5 Fi f t h A v e. , New
Yo r k , N Y 10003, 1984, 226 pp.—
"Cutting costs is where profits are
made today." This book is written
pri mari l y fo r l i n e man agers an d
deal s wi th capacity pl anni ng, inventories, purchasing, quality stand ard s , h u man re s o u rce man agement, and information systems. A
con troll er or cons ul tan t worki ng
with a small b usiness would find
this book helpful.
AMK

I M R5 A new generation of financial information systems 1- 203 - 323-6500
MR S. St a mf o rd . CT
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Members may borrow the books
listed in this section by telephoning
Miriam J. Redrick, manager of
library services (201) 573 -6235.
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TRENDS

IN EDUCATION

GARY J. MANN, EDITOR

TEACHING
MANAGEMENT
ACCOUNTING TO
NONACCOUNTANTS
olleges and universities can significantly improve the quality
of management accounting
courses offered to nonaccounting
majors. Such courses, conducted to
acquaint nonaccounting business
students with the internal organization accounting function, are
generally based on a standard management accounting text. While
such texts are essentially well -prepared and meaningful in themselves, most are written primarily
for the accounting student, with
emphasis on the technical aspects
of accounting. Thus, many non accounting majors tend to view the
course with something less than enthusiasm, often considering it as
just another three -hour requirement that must be endured.
Another problem is that some
important subjects related to the
management accounting function,
such as human behavior, economics, finance, marketing, and information systems are only tangentially covered in many texts.
Because this material is presented
only as a side issue, it often is covered only superficially, if at all.
These negative factors can result in
business graduates being less than
well prepared and therefore less
qualified.
Nonaccountants who are not familiar with management accounting are handicapped —they are not
likely to understand the capabilities of the management accounting
function and therefore cannot use
it effectively. On the flip side, management accountants who must
work with organization personnel
not familiar with the internal ac-

C
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counting function will find their
tasks of determining information
needs and providing and translating information for these persons
more difficult.
These undesirable consequences
can be prevented. By "going beyond
the text" professors can capture
students' attention, heighten their
interest and enthusiasm, and motivate them to a better understanding and appreciation of the management accounting function, with
better learning as the result. Several actions can be taken to accomplish these objectives.
To gain the students' attention
immediately and stimulate their
interest in the course, the professor
should use the first class period to
focus on real world applications of
management accounting methods
and techniques. This is accomplished by reference to pertinent
articles in the business press, that
report on important business decisions made by business and other
organizations. By discussing decisions made by managers and pointing out how management accounting was or may have been used in
providing the information used in
arriving at the decisions, the professor can demonstrate the importance of management accounting to
managers.
Another important action the
professor can take is to directly interrelate the students' primary areas of interest with the management accounting function. One way
of doing this is to discuss specifically how each of the other business
disciplines interfaces with management accounting. For example,
marketing students are interested
to learn how marketing personnel
provide sales estimates for operating budgets and for evaluating proposed new product lines. As another illustration, students in all
business majors usually are interested in how the responsibility accounting concept is applied in classifying organizational elements as
responsibility centers and how the
performance of these centers is
controlled.
Next, the professor should integrate students' studies of other subjects to increase their appreciation
of management accounting as an
integral organizational function
and provide them with an understanding of how management accounting fits into the overall orga-

nizational framework. For
instance, discussing and presenting
examples from organizational behavior courses regarding the motivational effects of tight budgets,
imposed budgets, and participative
budgeting helps students establish
a link between the management accounting function and human behavior. Likewise, relating concepts
taught in the students' finance
courses helps them integrate the
contributions of both the finance
and management accounting in
capital budgeting decisions.
The professor can further enhance the students' interest in the
course material by emphasizing the
application of management accounting methods and techniques
with the larger framework of organizational planning, organizing,
and controlling. Students will be
even more motivated to learn management accounting when they understand the place and use of accounting in the total management
function. The professor can provide
this understanding, for example, by
stressing the application of the
budgeting process as a planning
function, by demonstrating that
budgeting and the responsibility
accounting concept are elements of
the control function, and by pointing out that special orders, make or -buy situations, and product add/
drop questions are decision - making
aspects of the planning function.
Finally it's very important for
the professor to stress the concepts
and applications of management
accounting methods and techniques while de- emphasizing the
mechanical details of the accounting function. That is, the accounting function should be taught from
the user's ( nonaccounting student's) point of view by constantly
demonstrating how managers benefit from management accounting,
leaving the more detailed aspects of
the function to accounting majors.
These approaches to teaching
management accounting provide
substantial benefits. Students are
able to learn better and as a result
they become better qualified
managers.
■
Gary J. Mann, Ph.D., is assistant
professor of accounting at the
University of Texas at El Paso.
He is a member of the El Paso
Chapter, through which this column
was submitted.
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PROMOTIONS&
NEWPOSITIONS

Karen C. Brisacher,
Member at Large, U.S.A.,
has been appointed controller at Berkman &
Daniels Marketing
Communications.
Farhad F . Feizkhah,
Memphis, has joined Upjohn HealthCare Services
as its chief financial
o f icer.
f

FISNELNAMED
CONTROLLER
James L. Fishel, Muskegon, has been named controller and chief financial
manager of Cannon -Muskegon Corporation, a specialty alloy producer to
the precision casting industry. Mr. Fishel is a
gradudate of Western
Michigan University and
Seidman Graduate College of Business. He has
been with Cannon for
three years as the manager of accounting and
cost accounting. Prior to
his employment at Cannon, he was with the
Prince Corporation of
Holland.
Edward A. Williamson,
Birmingham Vulcan, was
promoted to controller of
Consolidated Pipe/
Supply.
John S. Tomac, Bridgeport, was promoted to
controller of Main Street
South Corp.
Peggy Jo Christenson,
Denver, has been promoted to division controller
at Mission Viejo
Company.
Gordon J. Roth, Des
Moines, has been promoted to tax partner with
Deloitte Haskins & Sells.
Craig F. Kammen,
Greater Topeka Area, was
named president of Victory Life Insurance
Company.
Linus W. Kinner, Green
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Harvey Smalheiser, Miami, senior vice president -corporate tax for
Rider System, Inc., was
elected president of the
National Accounting and
Finance Council of American Trucking Assn.

James Fishel

Mountain, is now treasurer with Artec Distributing, Inc., Shelburne.
Robert M. Young,
Greenwood, is now controller with Carolina
Management, Inc.

Lawrence P . Spellacy,
Jr., New Haven, has been
named controller of
Shared Technologies Inc.,
Hartford. Thomas A. Sebastian was named senior vice president and
controller of American
National Bank, Hamden.
Robert E. Green, New
York, was appointed assistant treasurer and
manager of financial
planning and analysis of
Ebasco Services, Inc.

Diana C. Pirkle, Kansas
City, was promoted to
controller at the National Catholic Reporter Publishing Co.

York State Resource Office for Parents
Anonymous.
David J. Klintworth,
Rockford, was named
partner in charge of the
tax department at Peat
Marwick Main & Co.
Margaret M. Amott,
Sacramento, has been
promoted to controller of
the Sacramento Union.
Debra J . Miller, South
Jersey, has recently
joined Datamatic Processing Services, Inc. as
their treasurer.
Judith A. Lueke, Tulsa,
was promoted to assistant comptroller at the
University of Tulsa.

Irene F. Shiigi, Hawaii,
was named senior tax
manager at Peat Marwick Main & Co., Anthony E. Altig was named
audit manager, Brent M.
Clark and Doreen M.
Lee were appointed audit
supervising seniors, Carol C. Hioki was named
senior tax specialist, and
Laura M. McNally and
Faith M. Oyabu, were
named to the audit staff.
Betty R. Scott, Jackson,
was promoted to assistant comptroller at University of Mississippi
Medical Center.

Karen Brisacher

Terry W. B owmaster,
Minneapolis Viking, was
recently promoted to vice
president of strategic
planning at the Pillsbury
Company. Herbert D.
Ihle has been named senior vice president and
controller at Pillsbury
Company.
Harvey Smalheiser

John L. Samuelson,
Pikes Peak, was recently
hired as controller for the
U.S. Olympic Committee.
Laurie A. Paterson,
Rochester, has been elected treasurer of the New

Gary J. Roling, Waterloo -Cedar Falls, was appointed chief financial officer with the Chicago
Central Railroad.
Marc M. Morozzo,
Wichita, was recently
elected a partner in the
audit department of
KPMG Peat Marwick.
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NEWPRODUCTS
8SERVICES

SOFTWARE

ELIZABETH WARREN, EDITOR

B

Microscience Corp. has announced Q-Net Resource Manager, a
data communications device that
can interconnect up to 16 different
computers (PCs, Local Area Networks, multiuser systems (minis and
mainframes), and up to any of 16 different operating systems (terminals,
printers, modems, etc.) into a single
integrated computer resource. Via
Q-Net, an authorized user can transparently access from any terminal
all computers, printers, modems,
other terminals, POS (point -of -sale)
systems, bar code readers, and so on.
Q-Net manages the resources by
monitoring all traffic on every connection to determine when it may
disconnect and give the port to another user. It can logically switch
any terminal requesting service to
any available port of a computer or
modem and queue users when no
port is available. Unlike LANs, QNet provides immediate, consistent
keystroke response times regardless
MANAG EMENT AC CO UNTING /OC TO BER 1987

iseware, Inc. has released
Prime Time Personal, a time
management software program for IBM PCs and PC compatibles. The package features four modules: appointments, tasks,
assignments, and people/ phone
lists. The command keys and screen
layout are the same in all modules,
and users can move from one module
to the next with a single keystroke.
Tasks, assignments, and appointments are displayed as part of a full
day's schedule or with pertinent
notes and dates attached. The program can list items by due date, priority, or classification and is capable
of monitoring 100 tasks, 160 assignments, and 150 appointments per
day. Prime Time Personal also offers
compatibility with multi - tasking
software such as Microsoft Windows
and Quarterdeck DESQview, pointer- movement keys to make the program more functional on lap -top
computers, copy features to allow
items to be easily copied or moved
between appointment and task modules, enhanced user profile options
to allow users to customize the program for their specific needs, and enhanced report control to allow users
more options for printing reports.
Prime Time Personal can generate
12 different reports, including daily
and summary appointment and assignment reports, the day's schedule, and place and address books.
The program can be run as a memory-resident program using 118K of
RAM or as a standalone application.
More info? Circle No. 22.

W

EQUIPMENT
astech Computer Company
has developed the DPC -1000
PAYCALC, a simple payroll
calculator invented by two CPAs.
PAYCALC stores all current federal, state, and local tax information
in a plug -in cartridge. When given
the answers to as few as three simple
questions such as gross pay, married
or single, number of exemptions and
so on, PAYCALC calculates and
prints all payroll deductions on its
built -in printer in approximately 15
seconds. The unit also will calculate
insurance deductions, straight and
overtime hours, tips, and any other
standard or nonstandard deductions. PAYCALC is housed in a desktop calculator case and comes with
the tax module of your choice; all 50
states and their municipalities are
available. Additional and /or revised
tax cartridges also are available.
More info? Circle No. 20.

logging port that can provide a
printed output audit trail of all activity. This hard copy report provides time - stamped records of all
connections, disconnects, incorrect
password attempts, and so on.
More info? Circle No. 21.

Bastech's Paycalc.

of how many terminals (from one to
128 ports) are used simultaneously.
Printers, modems, and other devices
are treated as peripherals that can
be shared among all authorized users. Q-Net allows additional terminals for infrequent users to be attached to the systems and has a

MENU - DRIVEN LOTUS"" TEMPLATE
provides low, medium and high values for eight
common valuation methods, including the discounted future earnings method. Automatic
data -entry system allows input by clerical personnel. Printing of reports involves only a single keystroke.
30 D AY M O NEY -BACK G UARANTEE. '

INNOVATIVE PROFESSIONAL
SOFTWARE, INC.
6825 E. Tennessee, Suite 1-311
Denver, Colorado 80224
(800) 622-4070

Profitime, Inc. has introduced Profitime /Plus, a time and billing template for professionals and service oriented businesses. The package
provides automated timekeeper
worksheets, variable rate schedules,
accounts receivable records, and
preprinted or computer - generated
statements. Profitime /Plus also prepares a cash receipts journal, comparative analyses, productivity reports, monthly /annual recaps, and
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THE MicroMash
Review
WINNERS r 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 , th e MicroM ash
Reviews ar e a t i me and cost
effi ci en t c o mp u t e r as s i s t ed
ins tru ct ion 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 va t i n g, in s tan t
learni n g at mo s ph ere fo r each
c e r t i f i c a t i o n . IB M '' P C s o r
compatibles.
Call 1 -800- 241 -9700
for brochure or
DEMO information.

Charles Schwab & Co., Inc. has released an upgraded Equalizer (version 1.5) program designed to put individual investors on similar footing
with stock market professionals. It
runs on all IBM PC, AT, XT computers and compatibles and allows investors to take full advantage of
their hard -disk drives. Equipped
with a personal computer and a modem, an Equalizer user can execute
buy or sell orders from the keyboard,
receive automatic portfolio updates
from Schwab's central computers,
locate securities prices, and receive
automatic alerts of trading activity
concerning specified securities. The
user also can receive on- screen information about commissions, gains
and losses, and dividend receipts. In
addition, the software package gives
users access to Standard & Poor's
Marketscope, the Dow Jones News/
Retrieval database services, and to
Telescan
Inc.'s Analyzer software.
More info? Circle No 24.

MkroAlash CMA Review ...
contains over 750 multiple- choice
q u es t i o n s and 50 in teract ive
essay /problems covering all five
sections of the exam.
A4krvA40h 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.

MkiVA ash CIA Review ...
contains over 700 multiple- choice
q u es t i o n s and 20 in teract ive
essay /problems covering all four
sections.

E3
ID

14 Inverness Drive
104
Fnglewnnd, Colorado
a& 800112
(800) 241 -9700
In Colorado: (303) 799 -0099

MicroMash(=
MICRO MAnaged Study Help
Circle No. 1 on reply cord.

McCormack & Dodge (M &D) has
announced AP: Satellite and GL Satellite systems that allow users to
process accounts payable and general ledger mainframe transactions on
IBM and compatible PCs. The new
products work in conjunction with
Interactive PC Link, M &D's microto-mainframe link which transfers
information between the two environments. AP: Satellite lets users
enter and validate invoice transactions according to mainframe editing criteria. Users can immediately
upload to the mainframe for consolidation or continue processing on the
PC. The system incorporates several
mainframe functions, including the
ability to establish company policy,
inquire into invoice and vendor activity, and print vendor, invoice, tax,
and general ledger reports. It also
features comprehensive check writing capabilities, including real -time
check generation to meet immediate

needs. GL Satellite enables users to
enter and edit journal transactions
on microcomputers for mainframe
consolidation. Invalid account entries are flagged and printed out in a
control report to facilitate error correction before batch processing. Tables can be maintained at the PC level by users with proper security, and
a choice list feature automatically
displays valid field options to make
data entry easy. Comprehensive security features on both mainframe
and PC applications ensure data integrity. On -line HELP documentation also is included. The mainframe
applications run on IBM 30XX and
43XX machines under OS and DOS.
More info? Circle No. 25.
Gemisys Incorporated has released the Financial Management
System, an interactive relational database software package that handles essential information, accounting, and reporting needs ofgeneral
and financial manager. The software system is composed of five fully
integrated modules, which also can
be used on a standalone basis: general ledger (including a financial report generator), accounts payable,
accounts receivable, fixed assets,
and payroll. The system offers built mechanisms to keep data error free, extensive cross- referencing capabilities, cross - checking of new
data vs. previous data, error message signaling, multiple simultaneous user accommodation, instantaneous access - inquiry response on
screen or paper, instant update, security, special report capability, and
nationwide support services. Any information not readily acquired
through standard menu items may
be accessed through an easily
learned inquiry language.
More info? Circle No. 26.
in

client activity reports. The template
operates on Lotus 1 -2-3 (Releases 2.0
and 2.01), is menu - driven with complete on- screen instructions, and is
adjustable to meet individual requirements. The package also includes a comprehensive user guide
with tutorial, reference section,
glossary, and index.
More info? Circle No. 23.

The Halcyon Group has developed
WAL, a diagnostic software package for analyzing financial data of
small to medium -size businesses in
comparison to industry standards.
Using a company's most current financial statement, fisCAL generates financial statement ratios,
breakeven point analysis, degree of
operating leverage, ZScore bankruptcy prediction, operating capital
requirements, and cash market valuation of the business.
More info? Circle No. 27.

REPORTOFTHE
PRESIDENT
he year 1986 -87 has been one of
challenge and change ... a year
to reflect, to look ahead. . a difficult year in which we took a "bold
step" forward to review, restructure,
and keep pace with our profession
and the needs of our members.
I believe that NAA is on the thresh.
old of unprecedented improvement
and growth. To meet these goals per.
sonnel changes were accomplished. I
also formed a "Blue Ribbon" Long
Range Strategic Planning Committee to examine all areas of NAA to see
where we should be going for the next
five to twenty years. The Committee,
chaired by Past President Robert J.
Donachie, will be critically reviewing
each and every function that exists
today to see if it should be continued
as is or altered, expanded, contracted,
or eliminated. No activity will be
ex emp t from review by th e
Committee.
NAA has been and continues to be
the leading management accounting
organization in the world, and we
want t o co n ti nu e to b e j us t th at .
However, we are not without serious
problems that mus t be addressed
now.
Many changes have already taken
place. We were fortunate to have John
Chironna serve as interim executive
director. He will continue to serve the
Association as a volunteer member.
We were pleased to inform you that
we appointed Gary Scopes to take
over as the new executive director effective August 1, 1987. Gary brings
to the Association strong administrative skills developed during 14
years of similar positions with the
Texas and Louisiana societies of
CPAs.
Much of what I have learned this
year has come from the chapters. I
have already been impressed by the
dedication and support NAA receives
from its volunteer members.
I remain committed to my belief
that the real strength of our Associati on is th ro u gh th e chapters and

T

Glen E. Woodson
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councils —our grassroots. This past
year, I accelerated staff visits to our
chapters, and we will continue to expand our contacts to all chapters. I enjoyed visiting 60 chapters and 18
councils in the United States and 7
chapters in Europe and Brazil.
In recognition of the fine work of
the Regional Councils, I am pleased
to report th at they are now represented on the National Board of
Directors. This change in our regional
structure will fill the gap between the
chapters and the national organization. The reporting relationship will
increase between the chapters and
the councils, which will allow us a
much larger pool of talent to work
with because Regional Council representatives will not be required to
travel to national meetings but can
accomplish all their assignments
within the area serviced by the council. The Regional Councils represent
the greatest untapped source of
volunteer help in NAA. Their leadership is excellent.
The majority of my report to you has
focused on the changes and reorganization begun in my term of office. As
you read th e bo dy of t hi s an nu al
report, you will learn about the work
of your standing committees. All of
these committees, made up of volunteer members like yourself, have
made significant contributions in
keeping NAA #1, the leader and the
world's largest association in the profession of management accounting.
Respectfully submitted,

Glen E. Woodson
President
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tion Plans. Stephen A. Butler and
Michael W. Maher, October 1986.

SERVICES
RESEARCH
Id Step" initiatives started
in fiscal year 1985.86 and
egan to bear fruit this year.
Through the dedicated efforts of
Chairman Stanley R. Pylipow, the
Committee on Research, and NAA's
major resource —the many Project
Committees that work with our
talent ed researchers —NAA has
published 10 research reports with an
additional 10 continuing in progress.

BOLD STEP PUBLICATION SERIES

BOLD

with Computer Aided Manufacturing— International, Inc.
2. Cost Accou nting for Factory
Automation by Robert E. Bennett,
James A. Hendricks, David E.
Keys, and Edward J. Rudnicki.
3. Performance Measurement and
Cost Accounting in a JIT Environment by Coopers & Lybrand.
4. The Use of Ad vanced Office
Systems in the Financial Function
of an Organization, Arthur Young
& Co., jointly sponsored with
Digital Equipment Corp.
5. Business Ethi cs a s a Corporate
Resource by Stephen Landekich.
6. Corporate Profitability and
Logistics. Innovative Guidelines
For Executives, Ernst & Whinney.
Jointly sponsored with the Council
of Logistics Management.
7. Impairments and Writeof fs of Long Lived Assets by Michael Schiff, et
al.

EXECUTIVE COMMITTEE
APPROVES TWO MAJOR STUDIES
wo major studies recommended
by the Committee on Research
were approved by the Executive
Committee this fiscal year. They are:
"Cost Accounting in a JIT Environment ," by Coopers & Lybrand,
$74,100
"Impairments and Writeoffs of Long Lived Assets," by Michael Schiff, et
al, $46,000

T
eatured in the July issue of Man agement Accounting the "Bold
Step" research series is reflective
of a series of quality studies directed
toward real-world application by
management accountants in industrial and other organizational settings. At present, seven publications
have been placed in NAA's groundbreaking "Bold Step" research series.
They are:

F

1. Management Accounting in the
New Manufacturing Environment
by Robert A. Howell, James D.
Brown, Stephen R. Soucy, and
Allen H. Seed, III, a joint project
MANAGEMENT AOCOUNTING /OCTOBER 1987

RESEARCH REPORTS PUBLISHED
• The Use of Mathematical Models.
W. Tho mas Lin and Paul R.
Watkins, July 1986.
• Accounting for Costs as Fixed and
Variable Maryan ne M. Mowen,
October 1986.
■ Management Incentive Compensa-

• Cost Management Systems: A Digest of Relevant Literature. Joint
project, NAA and Computer Aided
Manufacturing — International.
Charles Mecimore and William G.
Sullivan, January 1987.
• Classifying and Coding for Accounting Operations. Germain
Boer, March 1987.
• Decision Support Systems for
Management Accountants. Germain Boer, 1987.
• Management Accounting in the
New Manufacturing Environment:
Current Cost Management in Automated (Advanced) Manufacturing
Environments. Joint project, NAA
and Computer Aided Manufacturing— International. Robert A.
Howell, James D. Brown, Stephen
R. Soucy, and Allen H. Seed, III,
May 1987.
■ Cost Accounting for Factory Automation. Bennett, Hendricks, Keys
and Rudnicki, June 1987.
• Techniques in Inventory Management Control. Mecimore, Weeks,
June 1987.
• Quality Costs. Measurement; Planning and Control Morse, Roth, and
Poston, June 1987.

RESEARCH PROJECTS IN
PROGRESS
1. The Use of Ad vanced Office
Systems in the Financial Function
of an Organization — Arthur Young
& Co. Jointly sponsored with
Digital Equipment Corp.
2. Corporate Profitability and
Logistics: Innovative Guidelines
For Executives —Ernst & Whi nn y.
Jointly sponsored with the Council of Logistics Management.
3. Performance Measurement and
Cost Accounting in aJust -In -Time
Manufacturing Environment —
Coopers & Lybrand.
4. Internal Uses of Inflation Adjusted
Acco unt ing Data at F M C
Corporation — Hertenstein.
5. Cost Accou nting for Service
Businesses —NYU.
6. Anthologies to Help Solve 7bday's
& 7bmorrow's Problems & Excellence Revisited Van germeers ch .
7. Expert System Stud y of Budget
Variance Evaluation —Boer.
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8. Should LIFO be Adopted? A
Guide for Management — Schiff.
9. The State of the Art of Budgeting
— Umapathy.
10. Organization and Management of
the Accou nting Function —
Holmes, Madden.

MANAGEMENT ACCOUNTING
PRACTICES
he Management Accounting
Practices (MAP) Committee has
two charges: to speak on behalf
of the NAA on accounting and financial reporting issues and to develop
and promulgate management accounting guidance. In both respects,
the MAP Committee continues to
operate at a vigorous pace.
During 1986/87, the Committee
submitted 31 comment letters on a
wide range of topics. Comments were
given to the Financial Accounting
Standards Board, Governmental Accounting Standards Board, Securities
and Exchange Commission, American Institute of CPAs, International
Accounting Standards Committee,
International Federation of Accountants, and the Institute of Internal
Auditors. Some significant subjects
covered were: Statement of Cash
Flows, Accounting for Income Taxes,
Consolidation of All Majority -Owned
Subsidiaries (FASB); Disclosure of
the Effects of Inflation and Changing
Prices (SEC); Report of the Task Force
on Risks and Uncertainties (AICPA);
Accounting for Investments in Associates and Joint Ventures (IASC).

T

The MAP Committee commented
in detail o n the recommendations
contained in the Report of the National Commission on Fraudulent
Financial Reporting and reacted to
each of the 10 proposed Statements
on Auditing Standards issued by the
AICPA's Auditing Standards Board
in its major effort to make the
auditing profession more responsive
to the needs of financial statements
users.
On September 23, 1986, the NAA
sponsored a symposium in New York
titled GASB/FASB: A Roundtable on
Jurisdictional Concerns. The meeting followed submission of a letter to
the Financial Accounting Foundation
by the MAP Committee that urged
the Foundation to take action to prevent the possible occurrence of a
situation in which, because of the
established jurisdictional boundaries, the FASB and the GASB would
address similar accounting issues
and arrive at substantially different
conclusions. MAP Committee member Robert Anthony chaired the symposium, whose participants included
NAA president Glen Woodson, MAP
C o mmi t t ee ch a i rman Wi ll iam
Ihlanfeldt, and MAP Committee
member Patricia Douglas.
Also with regard to financial reporting: James Colford and Arthur Lyons
testified on January 9 at the FASB's
public hearing on Accounting for Income Taxes; representatives of the
AICPKs Accounting Standards Executive Committee and Auditing
Stan dards Board visi ted wi th the
MAP Committee at its meeting on
January 13; on March 31, the MAP

Dr. Robert Anthony (center) looks on as Prof. Patricia Douglas (right) clarifies a point with
Thomas L. Holton, chairman of the Financial Accounting Foundation's Structure Committee, at the GASB /FASB roundtable, sponsored by the NAA. Dr. Anthony, professor
emeritus at Harvard Business School, chaired the roundtable.
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Committee met at the FASB; and at
the Ju ne 9 meeting, SEC chief accountant Clarence Sampson participated. FASB's liaison to NAA,
Victor Brown, attended every MAP
Committee meeting held during the
year.
Turning to promulgation of Statements on Management Accounting,
four SMAs were published in 1986/87:
• No. 1D, The Common Body of
Kn owledge for M an ag eme n t
Accountants.
• No. 4E, Definition and Measurement of Direct Material Cost.
• No. 4F, Allocation of Information
Systems Costs.
• No. 4G, Accounting for Indirect
Production Costs.
The Subcommittee on SMA Promulgation, chaired by Robert Weiss,
has the tasks of identifying projects
and monitoring those projects from
inception through delivery of a draft
SMA to the MAP Committee for its
approval. The due process procedure
includes solicitation of comments
from advisory panel members. Subjects currently on the Subcommittee's
agenda include Allocation ofthe Cost
of Capital, Use of Allocations in Internal Measurement, Cash Management, and Measuring Performance in
High - Inflationary Economies.
In addition, as the year drew to a
close, efforts were getting underway
to develop detailed scopes of two
newly authorized projects — (1)
Measuring Performance Within the
Controller's Function and (2) Managing Working Capital. The underlying
premise of the first project is that
guidelines for measuring the efficiency and effectiveness of the controller's
functional areas —e.g., accounts payable, accounts receivable, budgeting —would be widely viewed as very
useful. The second project involves
establishing guidelines relative to
the management accountant's role in
managing working capital.
There are no signs that 1987/88 will
bring any reduction in the level of activity. Certainly the FASB will
stimulate much reactive effort. The
Committee's desire to advance the
professionalism of management accounting ensures that SMA development will continue unabated. As a
result of reaching agreement with a
major publisher to market Statements on Management Accounting,
their visibility and that of the NAA
should be enhanced significantly in
the coming year.
MANAGEMENT ACCOUNTING /OCTOBER 1987

In -House Programs —Based on PEP —
Available to Companies and Chapters
New Ethics Film
ACE Program and Member CPE recording on NAA computer

FOCUSED CONFERENCES AND
SEMINARS
onference and seminar activity
continued to increase during
1986.87, both in quantity and
quality.
The Eigh th Annu al Controllers'
Conference was held at the Four
Seasons in'Ibronto on October 8 -10,
1986. Jointly sponsored with the
Society of Management Accountants
of Canada, this two and one -half day
conference used the theme of international perspectives to explore the
areas of mutual financial concern to
the United States and Canada. Approximately 200 attendees left the
conference with a greater appreciation of current problems and ideas on
how to deal with them.
The second and third semiannual
joint conferences on "Corp orate
Financial Management," cosponsored with Peat Marwick, were held
on November 18 -19, 19 86 , at th e
Grand Hyatt Hotel in New York and
on May 11- 12,1987, at the Marriott
Long Wharf in Boston, respectively.
This popular series has continued to
attract an increasing number of attendees each time it is offered because of the outstanding speakers
and topics on the program.
A conference entitled "Thx Reform —
Corporate Operating Strategies for
'87 and Beyond" was held February
26.27, 1987, at the Westin Hotel in
Washington, D.C. This conference was
jointly presented with the American
In s t i t u t e of Cert ified Public
Accountants.
A series of 8 one -day seminars on
Just-In-Time Inventories, cosponsored with Coopers & Lybrand, was
presented in major cities throughout
the country. Approximately 180 people attended these sessions on a topic
of interest to accountants in a
manufacturing environment.
Conference activity for 1987 -88 has
already increased over the previous
year. Approximately 400 people were
expected to participate in the Annual
Cost Accounting Conference scheduled for Chicago in September, 1987.

PROFESSIONAL EDUCATION
PROGRAM
he Professional Education Program (PEP) continued to receive
high ratings for quality, relevance, and value during 1986 -87. Approximately 1,000 people attended

T
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CHAPTER ANDCOUNCIL
RELATEDACTIVITIES
eriodic mailings were made
to chapters during the year to
provide awareness of the services offered by th e Education
Department.
As a result of the promotional
brochure explaining the Acknowledgment of the Continued Education
(ACE) program, more people took advantage of acquiring a certificate this
past year. Requests for certificates for
1986 -87 are still being processed.
The CPE database was expanded
during the year. Each chapter was
mailed forms that could be used to
record attendance of memb ers at
technical meetings and professional
development meetings. These forms,
when mailed to National, provide the
basis for maintaining continuing
education credit activity for chapter
members. The CPE database now encompasses all continuing education
activities from the following sources:
Accountants Television Network
Professional Education Programs
Special Conferences
Annual Conference
Chapter Technical Programs
Chapter Professional Development
Programs
Any chapt er o r ch apter member
may now request a printout of activity by contacting the Education
Department. The database now comprises approximately 4,000 members,
and is expanding daily.

P
Using only a screwdriver, Paul Foutz,
Alaskan Chapter, builds his own computer
at one of the many NAA PEP courses, which
were attended by over 1,000 people in five
locations across the country.

courses in five locations: Boston, West
Palm Beach, San Francisco, Charleston, and Chicago. One newly introduced course, "World Class Accounting," attracted 100 participants to
three locations, reflecting concern for
contemporary problems in the manufacturing sector of the economy.
As a result of membership promotion and price differentials, almost 200
people joined the Association when
registering for a Professional Education Course or Conference. The
member /non -member ratio has thus
changed from 55°!o/45% to 80%/20%
over the last three years.

PROFESSIONALAND
EDUCATIONALSERVICES
ummary of Education Activities

1987 -88
PEP — Professional Education
Program
Four locations, 18 courses each
location
Conferences —
Annual International Conference —
June 19 -22, 1988
Annual Cost Accounting Conference —
Sept. 28 -29, 1987
Annual Controllers' Conference —
Oct. 14.16, 1987
Special Conference —
Corporate Financial Management
Nov. 11 -12, 1987

ATVFEATURESNATIONALSPEAKERS
TV, the Accountants Television
Network, underwent significant
improvements in 1986187, adopting a new format, expanded coverage
of topics, and special topics covering
management accounting's "core of
knowledge."
Zbp nationally recognized experts
and commentators have participated
in a well- rounded mix of technical and
general interest topics. Among them
are Dr. Lee Seidler on tax reform; Don
Kirk on the FASB; Steve Leeb and
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1986187: A LANDMARK YEAR FOR
NAASELF-STUDY
986/87 marked the beginning of
a major new effort to expand
the NANs Self -Study program
through new courses and a more aggressive marketing program.
A variety of new courses in three
areas of study— professional development, microcomputer technology, and
personal development —were added,
bringing the total to 38 courses ... an
increase of 20 over the prior year.
The Fall catalog, published in
November, was mailed to approximately 70,000 members. In December alone, 300 members ordered over
500 courses! In a joint effort between
the NAA and AICPA, a brochure promoting the NAA's very popular MicroMastery Lotus courses was mailed to
a portion of the AICPA's membership.
The AICPA, in return, allowed the
NAA to make its new'86 Thx Reform
Act courses available to NAA members. Both programs proved to be very
successful.
In April, the NAA Spring Self -Study
Catalog, feat urin g several new
courses, was published and mailed to
about 40,000 members. As with the
Fall catalog, members responded in
large numbers by placing orders for
over 400 courses in the month of July.
By year -end, revenues exceeded

1
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NAA's Self -Study programs provide a variety of courses in a wide range of areas including
professional development, microcomputer technology, and personal development.

$280,000 with approximately 3,000
units sold to over 1,200 NAA members. Even more important the fact
that this number of orders translates
into more than 30,000 continuing
education hours provided to NAA
members!
is

Martin Zweig on Wall Street; John
Diebold on investment decisions; Jim
Treadway on fraudulent financial reporting; Jack Anderson on waste in
federal government; Roscoe Egger Jr.
on federal taxes; and Barbara Thomas
on the SEC; and the list goes on.
The subscriber list is equally impressive, including many of the country's top companies, financial institutions, and service organizations.
Several Fortune 500 companies have
ordered multiple subscriptions, using
ATV to keep their top financial
managers on top of the key issues facing the profession. In the upcoming
months, NAA chapters will be able to
have greater access to ATV for use in
their professional development sessions. A new lower cost "special
chapter version" is expected to be
announced in the Fall.
NAA members can request a no
cost preview of ATV by contacting:
The Center for Video Education
56 Lafayette Avenue
No. White Plains, NY 10603
1- 800 -621 -0043.

PUBLIC RELATIONS
he purpose of the Public Relations office is to enhance the
image of the Association. That
purpose, which was one of the President's objectives this year, was met
through an accelerated program to
reach the national media and support
to the 354 chapter Public Relations
Directors an d Co mmun i cati on s
Directors.
On the chapter level, the monthly
"Syndicated News" was used on a
broad basis. Beginning in August
1986, monthly random su rveys of
chapter newsletters were taken. The
usage rate for the year averaged 80
percent, with some months hitting
highs of nearl y 90 percent. "Syndicated News" is on the move and providing information to meet the needs
to produce higher quality newsletters. In regard to Public Relations
activities at the local level, the "Syndicated News" i s u nder review to
enhance local chapters' external
public relations.
To provide additional tools to local
chapters, NAA's Public Relations
office produced a videotape entitled
"A Look at Your NAA." This videotape has provided members with a

review of the services and history of
NAA.
On the national and international
levels this year, the media, both print
and electronic, have displayed increased interest in the activities and
purpose of NAA. Dissemination of
press releases, media advisories,
exclusive interviews, and timely
responses to press inquiries have led
to major features, including numerous front -page articles. A representative sample of coverage includes:
The New York Times, Forbes, The
Wall Street Journal, Fortune, Associated Press, United Press International, Reuters Financial News Service, Knight - Ridder Financial News
Syndicate, USA 7bday TheAmerican
Banker, Chicago Tribune, Philadelphia Inquirer, Kansas City TimeA Los
Angeles Herald Examiner, San Francisco Chronicle, The Boston Globe, Investor's Daily, London Financial
Times, and n umerous l ocal newspapers.
Media attention has focused on the
results of our surveys, and news
eman at i n g from research, Controllers Council, Business Planning
Board, Management Accounting
Practices Committee, Community
Responsibility Committee, Professional and Educational Services,
Special Conferences, Management
Accounting and the CMA program.
NAA has been mentioned on CBS,
ABC, and NBC television as well as
the independent networks.
Professional and trade publications
also have provided front -page
coverage including Journal of AcMANAG EMENT AC CO UNT ING /O CT OBER 1987

countancy, CPA Newsletter, Financial
Reporter, Securities and Regulation
Law Report, Corporate Controllers
Report, Accounting Practices & Regulation, Iron Age Manufacturing 7boling & Production, ComputerWorld,
Industry Week, World Accounting
Report, CAPA Chronicle, an d
numerous others.
NAA is a major force in management accounting, and our press
coverage reflects that activity.

ACADEMIC RELATIONS
he momentum of the Academic
Relations Program continued
during 1986 -87. Many new activities were initiated du ri ng t he
year.
For the first time, the NAA and the
Management Accounting Section of
the American Accounting Association cosponsored a conference open to
all academics titled "Cost Accounting, Robotics and the New Manufacturing Environment." One hundred
seventy accounting educators, a
capacity crowd, gathered in Nashville, Tenn. to hear presentations and
to discuss how companies are changing their cost accounting methods as
a result of technological innovations.
At th e Ameri can Accounting
Association Annual Meeting held in
New York in August 1986, a special
breakfast was sponsored for the
Management Accounting Campus
Coordinators. Seventy coordinators
attended, hearing a panel d iscuss
"Bridging the Gap Between Practicing and Academic Management Accountants." During the year, the
Committee met with coordinators
from the Minneapolis and Dallas
areas in order to discover new ways
for NAA to be more responsive to the
academic community's needs.
An outgrowth of a prior coordinators luncheon was the idea of distributing "one- pagers" containing
management accounting material
of importance to students and faculty. A laminated present value table
was developed, and 70,000 copies
were requested by and distributed to
faculty and students.
The Student Affiliate Groups are
very important to NAA's growth. The
Committee on Academic Relations
initiated a special recognition program. Three outstanding groups were
awarded banners in recognition of the
quality of their programs, growth in
membership, promotion of activities
important to NAA, and relationship

T

MANAGEMENT ACCOUNTING /OCTOBER 1987

with the local NAA chapter. This program received a favorable response
from the students and chapters and
will be continued.
Members of t h e Committee on
Academic Relat ions an d ot h er
NAA'ers are serving on committees
of the American Assembly of Collegiate Schools of Business to encourage more emphasis on management accounting in the accounting
curriculum. The Executive Committee, upon recommendation of the
Committee on Academic Relations,
approved NAA to become a Supporting Associate of the Federation of
Schools of Accountancy. These activities will help strengthen the
representation of management accounting among members of these
academic organizations.
This year, two Management Accounting Symposiums were held. The
Fall program, in Richmond, Virginia,
featured cases presented by CSX
Corp., Johnson & Johnson, and
Seward Luggage Company. The
Spring symposium, in Los Angeles,
California, included cases presented
by The Hartford, The Moses H. Cone
Memorial Hospital, and Monsanto
Company. Each symposium was attended by over 40 academics. This
forum gives professors an opportunity
to exchange ideas with practicing
management accountants.
Other ongoing activities of the
Academic Relations Program include
publishing casebooks from the symposiums for classroom use, distributing 24,000 copies of the Management
Accounting Campus Report to students and faculty, awarding two
doctoral dissertation grants in the
amount of $8,000 each, and writing
"thank you" letters of appreciation to
supervisors of academics who serve
NAA on a national level.

CONTROLLERS COUNCIL AND
BUSINESS PLANNING BOARD
Bright Future
Th i s p ast year was one of
change and maturation for the
Controllers Council and the Business
Planning Board The Groups were
completely restructured, and the program made a turnaround from last
year's losses —with net income of
$38,000 for the year. Marketing efforts are und erway to exp and
membership.
The Groups have assumed responsibility for production of their own
newsletters and quarterlies. The

p

newly - installed desktop publishing
system has cut production time,
allows for more control over the
finished products, and saves considerably on typesetting costs. In
addition, work has begun to redesign
the Groups' database. This should
expand the base of marketing information and improve billing procedures. It will also enable future Who's
Who issues (the annual roster of
members ) to be produced directly
from the NAA mainframe computer
system, thereby saving time and production costs, and producing a more
complete member list.
An editorial policy with independent professional referee review was
established, and diversified sources
for arti cles for th e Controllers
Quarterly and Business Planning
Quarterly resulted. The Department
sought an d received articles from
financial executives, consultants, and

C
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academicians, and has received many
interesting submissions. Authors'
biographies are now included with
the articles to lend credibility and interest. Sources have also been expanded for the Controllers Update
and the Business Planning Update,
and these, too, are attributed.
The surveys regularly conducted by
the Controllers Council —and especially the study on the value of the
MBA— received impressive media attention this year. Stories have been
aired on the ABC Television Network,
the Financial News Network, and on
television and radio stations in major
markets nationwide. The Boston
Globe, The Philadelphia Inquirer, the
Chicago Tribune, the Los Angeles
Herald Examiner an d t h e Kansas
City Times are so me of the major
newspapers which have reported on
the surveys. The Journal ofAccountancy, Investor's Daily, and Automation News have run stories as well. ■
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PUBLICATIONS

ANDMARKETING

he Publications Department
took a major step into modern
publishing technology with the
acquisition of two more personal computers for use by both editorial and
production personnel. Also, the addition of two Macintosh personal computers and Laserwriter printers
established us in the forefront of
desktop publishers; composition of
newsletters and certificates, especially, gave us greater control of typesetting at much lower costs with improved time schedules. The desktop
system also was utilized to produce
the Conference Daily News overnight
in San Diego.
Midway through the year, the
Management Accounting staff began
working on a redesign of the publication, culminating in a completely
different format starting in July.
Appearance -wise, we have moved to
a more modern style of presenting
articles, as well as adding some features requested by our readers. More
photographs and greater use of color
are hallmarks of the redesign.
During the year, the Department
was responsible for editing and publishing 12 issues each of Management
Accounting and Association Leader,
and producing 18 issues of Controllers Council and Business Planning Board Updates and seven

T

Quarterlies; and two issues of
Management Accounting Campus
Report. We also edited, published,
and distributed eight research publications as well as four Statements on
Management Accounting

he market in g t eam t ook on a
number of new projects including marketing of membership and the promotion of the Annual
Conference. In addition, a telemarketing program was initiated; it will
focus on member retention and new
member acquisition.
A major membership promotion
piece was mailed to 40,000 member
prospects. Copies of the mailing piece
were also distributed to chapters to
support their membership drives. As
further support to chapters' membership campaigns, marketing routinely
turned over Management Accounting
subscribers to chapters for follow up
in co n verti n g su b scri bers to
members.
Another direct mail product of
market ing was the Publications
Catalog. Showcasing all NAA products and services, the piece was
praised as a prestigious image piece
and strong selling tool. The catalog
has been a tremendous boost to sales
of publications.
■

MEMBERSERVICES
he Member Services Department, as its name implies, is the
major link between National in
Montvale, the National Board and
committees, individual members and
the chapters. In supporting the
volunteers that are the heartbeat of
our Association, the responsibilities
of Member Services Department are
numerous and varied.
As you know, the chapters are the
primary method of delivery to the in74

dividual members of local services
that provide personal and leadership
development, social activities, professional development, and opportunities to exercise community responsibility. The chapters are the means of
obtaining new members and retaining our current members. The active
enthusiastic volunteers in the chapters are the keys to the NAA today
and the growth for the future. Those
volunteers who contribute most also

draw more fully on the benefits of
NAA membership.
There are 335 domestic and 19 international chapters, backed up by 24
domest ic an d 2 i n t ern a t i o n al
regional councils, 12 national vice
presidents, 130 national directors,
and 14 national committees.
The diversity of duties of the
Member Services Department is
shown by the national committees it
directly serves —the Nomin ating
Co mmit tee, th e Co mmit t ee on
Chapter Operations, the Committee
on Community Responsibility, the
Committee on International Operations, the Committee on Regional
Councils, and the Committee on
Marketing and Membership. These
committees develop policy and program recommendat ions to the Executive Committee and National
Board. The adopted policies and programs are facilitated by the staff.
Member Services focuses on leadership development. The individual
members may develop their leadership potential by personal contact
with local and national leaders, by
servi ng on the Chapt er Board,
Regional Council, National Committees and National Board, or by participating in community service programs. The Department maintains
the National Service Development
Program. The N.S.D.P., as it is
sometimes called, is designed to provide every member who has served
the Association well at the chapter
level an opportunity to participate at
the national level. As members who
are willing and able serve with
distinction at one level, their names
enter a pool from which the Nominating Committee makes recommendations for appointment or election to
the next level of NAA leadership. As
part of its leadership development efforts, this Department communicates
effective methods by creating the National Directors' Handbook and the
Manual on Chapter Operations, working closely with the Committee on
Chapter Operations. Each Spring,
the Department supports the Chapter Leadership Effectiveness Workshops and the Chapter Management
Seminars that train the new chapter
officers and directors. These training
sessions are conducted in conjunction
with the regional councils and the national directors under the leadership
of the 12 national vice presidents. To
aid in communications, the Department prin ts a directo ry each year
listing those who are serving on a
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national committee and the Board of
Directors, the past and present
national officers, the regional council
principals and secretaries, an d
chapter presidents and secretaries.
As part of its membership support
activities, the Department fosters the
student affiliate groups. We have over
120 student affiliate groups consisting of over 7,000 student members
who represent the future of the profession and the Association. Encouraging their entry, relating to them,
and helping them grow in the profession is an enjoyable, satisfying and
pragmatic opportunity for all members and their supporting chapters.
The number of chapters chartering
and sponsoring student affiliates continues to grow.
A dynamic force in furthering the
aims of the Association and in enabling it to better serve its members
is the chapter competition. The financial support of the chapters is tied to
both the members hip basi s of the
chapters and to the points earned in
the competition. The points earned
are related to the performance of the
chapters in various areas of adminis-

tration, education, communication,
and membership acquisition and
growth that lead toward achievement
of the Association's goals as determined by the National Board. Member Services administers the chapter
competition by entering over 30,000
reports into our computer system.
The chapter reports are summarized
into monthly reports and distributed
to the chapters and national officers
and directors.
The chapters compete depending on
their size for the Stevenson Trophy
and 29 other awards or for the Warner
Trophy and 17 other awards. These
awards are presented at the Wednesday evening dinner of our Annual International Conference in June. The
administrative duties of the Department include the seating arrangements at the annual dinner and the
presentation of the awards. In conjunction with the Committee on
Chapter Operations, the Department
annually revises the "Chapter Competition for Trophies and Awards"
manual that details the competition
rules governing points and awards.
The strength of the chapter competi-

tion assures that all chapters undertake a well- rounded program of activities an d commu nicate wit h th eir
members and the national office.
The Department under direction of
Walter Kasunic mirrors the NAA national organization. The 24 domestic
regional councils form 12 national
groups that are the responsibility of
the 12 national vice presidents.
Reporting to Kasunic are five group
managers, who are assigned two or
three gro ups each . The man agers
work closely with the national vice
presidents, national directors, and
chapter officers and directors, who
are the volunteers on the front line
of service delivery. The managers also
stress the role of support, advice, and
encouragement to the NAA chapter
leadership. By personal visits, phone
calls, and written word, their duties
are to facilitate the activities of the
volunteers. Each one is aided by a
secretary- administrative assistant.
When a member has a problem or inquiry, a phone will ring in Member
Services. The voice that answers will
attempt to solve the problem and live
the title "Member Services."
■

INSTITUTEOF
CERTIFIEDMANAGEMENT
ACCOUNTANTS
he 1986.87 year was one of consolidation for the ICMA following
its move to Montvale, New Jersey
in the previous year. The new members of the ICMA staff, both administrative and examination, have
become acclimated to CMA program
and procedures. The pool of graders
continues to expand and become
more proficient. The computer -based
information system installed during
the previous year has aided both the
administrative and examination personnel in performing thei r du ties
more efficiently and effectively.
The CMA program conti nues to
move forward. The 7,000th certificate
was awarded during the year. There
are now 7,195 CMAs. The ICMA
regularly receives requests for information on the program from corporations considering including the CMA
as part of t heir overall financial
MANAGEMENT ACCOUNTING /OCTOBER 1987

Scott T hompson, CMA, chairman of the
ICMA's Board of Regents, presents Jeff W.
Walz (left) w ith the Student Performance
Award, sponsored by the Monsanto Co., for
the June 1986 CMA examination.

management development program.
During 1986 -87, the ICMA promotional effort was low key. The consolidation of the day -to -day activities
diverted the attention of the staff and
regents from promotional efforts. The
coming year's plans include an addition to personnel to expand contacts
with CMAs. Further, a number of
projects are on the drawing board to
expand industry recognition of the
CMA designation and to encourage
potential candidates to begin the process of becoming CMAs.
In last year's annual report, a
photograph of the new ICMA certificate was shown. All CMAs who had
an earlier version of the certificate
were given an opportunity to acquire
the new version of the certificate,
many chose to do so, this will aid in
further spreading the Certified Management Accountant designation. ■
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NATIONAL ASSOCIATION OF ACCOUNTANTS, INC. AND AFFILIATES

COMBINED BALANCE SHEET
June 30, 1987 and 1986
(In Thousands)

1987

1986

NAA, Inc.

.

.

125

475

445

5,927

6,335

-

-

$ 1,701
6,732

503
519

-

1,292
3,835

423
9,235

-

231
209
7
450

$

-

5,696
(712)
219
15,317

-

3

-

472

$ 16

-

-

407
9,235

-

-

$

ICMA, NAAMEF,
Combined Combined
Inc.
Inc.

226
16,286

198
15,411

1,417
3,835

1,509
3,895

3,646
87
699
9,684
6,602
$16,286

3,539
63
437
9,443
5,968
$15,411

4,493
$4,493

-

221
346
104
$450

-

-

3,646
87
478
9,338
5,979
$15,317

-

-

3,646
87
478
9,338
1,486
.................... $10,824

4,493

-

1,292
3,835

(4,473)

-

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

$ 18
8,948

-

ASSETS
Cash
$ 389
...........................
Marketable
securities at cost
287
.......
Receivables net of allowance for
doubtful accounts ($16 and $20)
472
Plant, property, equipment and ...
5,696
software (net)
.................. 3,761
Due from (to) funds
...............
Other assets
219
..................... 10,824

Total

$

Current
Operating Reserve
Fund
Fund

519
$519

See notes to combined financial statements
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NATIONAL ASSOCIATION OF ACCOUNTANTS, INC. AND AFFILIATES

COMBINED STATEMENT OF REVENUES AND EXPENSES AND CHANGES IN FUND BALANCES
Years Ended June 30, 1987 and 1986
(In Thousands)

1986

1987
NAA, Inc.

$
-

-

54
217
780
180
8
32
12,242

1,141
1,005
151
2,071
329
389
747
303
146
202
264
544
134

1,172
732
133
2,074
402
402
894
255
191
158
266
514
94
1,768
876
1,021
232
41
11,225

$

-

-

-

-

-

-

-

-

-

-

-

-

303
146
202
264
544
134

-

303
146
202
264
544
134

-

-

-

747
-

-

-

-

-

-

-

-

-

-

-

-

-

1,141
1,005
151
2,071
329
389

-

1,141
1,005
151
2,071
329
389

556

8
63

.

.

.

EXPENSES
Payments to chapters
.........................
Professional educational
program
Technical information and library ...............
...............
Technical publications
......................
Controllers council and business planning board...
Annual conference
...........................
ICMA program
..............................
Research fund expenditures
....................
Management accounting practices
..............
Academic relations
...........................
Marketing and membership
....................
Chapter operations
...........................
Public relations and promotion
.......
Accounting, information services,
general .........
office,
and food services
...........................
Occupancy costs
..............................
Administration
..............................
Meetings planning
...........................
International department
.....................
Total expenses

28
11,177

-

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

-

-

77
4
1,002

-

-

453
103

14
41

-

-

-

54
203
739
103

-

-

.

-

-

-

,

-

-

-

619

7,138
733
1,417
239
533
704
I
26
341
300
200
4
17
11,653

7,099
997
1,325
362
569
619

-

$

-

33
-

-

269

C o m b in e d

C o m b in e d

-

-

NAA ME F ,
Inc .

-

$
$

-

6,830
997
1,292
362
569

$

REVENUES
6,830
Membership dues
............................
997
Professional education
program
................. 1292
Advertising and sales of publications
............
Controllers council and business planning
board...
362
569
Annual conference
ICMA examination ...........................
fees
.... .,.........,
......
Research fund contributions
applied
.............
54
Academic relations symposia
...................
203
Interest and dividends on investments
........... 286
Gain on security sales
....................
...
Registration fees for membership
...............
Donations received
...........................
28
Miscellaneous
.............................. 10,621
Total revenue

IC MA,
Inc .

To tal
NAA, Inc .

R es e rve
Fund

$

C urrent
O p e r a t in g
F u nd

104

57
487

579
5,968

428
5,042

55

161

-

6

6
-

-

-

-

898

1,904
826
1,220
235
52
11,663

86
65

-

-

-

-

-

-

-

-

$

$519

6,602

$

104

$

$

.

-

-

.

$

5,979

5,968

.

.

.

.
.

-

..

.

..

.
.

.
.

.
.

.

.

..

.

.

..

..

.

.

.

(25)

25

statements

..

25
55
(55 )
1,486 $4,493

financial

.

55

combined

to

notes

See

418
5,481

337
.

..

.

.

.

.

.

...

55

.....

..

.

..
..

...

I

..

..

...

...

......

...

.....

..

...
...

.

...

...

.

556
(138)
1,599 3,882

of

...

.

.

.

...

...

..

.

.

..

...

..

OVER

EXCESS (DEFICIENCY) OF REVENUES
EXPENSES
FUND BALANCE, BEGINNING OF YEAR
CAPITAL ADDITIONS
Building fund contributions
National Association of Accountants Memorial
Education Fund, Inc
TRANSFERS
Video education program
Reimbursement funds advanced
FUND BALANCE, END OF YEAR

1,818
761
1,214
235
52
10,759

-

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

1,818
761
1,214
235
52
10,759
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NATIONAL ASSOCIATION OF ACCOUNTANTS, INC. AND AFFILIATES

COMBINED STATEMENT OF CHANGES IN FINANCIAL POSITION
Years Ended June 30, 1987 and 1986
(In Thousands)

1987

1986

NAA, Inc.
Current
Operating Reserve
Fund
Fund
Funds provided
From operations
Excess (deficiency) of revenue over
expenses . . . . . . . . . . . . . . . . . . . .
Add (deduct) items not
requiring funds:
Depreciation and amortization. .
(Gain) on sale of marketable
securit ies ... ....... .......

$(138)

Total

$ 556

$ 418

$104

450

71

$ 57

579

$ 428

521

526

(41)

(780)

(300)

16

320

654
8,680
211

(739)

26

103

129

175

2,536
198

4,275

6,811
198

44

369
1

7,180
243

(2,657 )
103

3,219
7,597

562
7,700

(209)
10

(353)
33

7,743

9,545

287

8,616

8,903

8,903

9,176

113
60
9,076

396
55
185
9,812

55

498

Capital additi ons ... ....... .......

55

Transfers . . . . . . . . . . . . . . . . . . . . . . .

(30)

55

25

(322)
711
389

(964)
982
18

(1,286)
1,693
407

-

-

-

-

-

10

-

-

-

-

-

-

-

103
60

-

103
60

-

450

-

Funds applied
Purchases of marketable securities. .
Purchases of furniture, equipment
an d s o f twar e . . .. . . . . . .. . . . . . .
Decrease in bonds payable . . . . . . .
Other .........................
Total funds applied . . . . . . . . . .

-

(453 )

-

(286)

-

.

Total funds provided by
operations ................
Proceeds from sale of marketable
securities ...................
Other ..........................
Decrease (increase) in interfund
a d va n c e s . . . . . . . . . . . . . . . . . . . . . .
Total funds provided . . . . . . . . .
.

$

-

-

450

ICMA, NAAMEF,
Inc.
Inc.
Combined Combined

8,616

10
-

(25)

$

8
8
16

$

-

$

$

$

Net increase (decrease) in cash ...
Cash balance, beginning of year . . . .
Cash balance, end of year ..........

$

-

-

-

55

-

-

9,066

(1,278)
1,701
423

231
1,470
$1,701

See notes to combined financial statements
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NATIONAL ASSOCIATION OF ACCOUNTANTS, INC. AND AFFILIATES

NOTES TOCOMBINED FINANCIAL STATEMENTS
June 30, 1987

Note 1—Sum mary of significan t acco un tin g p olicies
The combined financial statements include the funds and accounts
of the National Association of Accountants, Inc. (NAA, Inc.) and its
affiliates, the Institute of Certified Management Accountants, Inc.
(ICMA, Inc.) and the National Association of Accountants Memorial
Education Fund, Inc. (NAAMEF, Inc.) (see note 3). The combined
financial statements do not include the funds and accounts of
chapters, regional councils and the Stuart Cameron McLeod Society.
On July 1, 1986 the National Association of Accountants (Association) was incorporated. This new corporation, NAA, Inc, assumed
control over the operations of the Association exclusive of the Certified Management Accountant (CMA) program and the Memorial
Education Fund.
Effective July 1, 1986 ICMA, Inc. assumed full control of the CMA
program. Assets and liabilities were transferred from the Association
to the new organizations, NAA, Inc. and ICMA, Inc-, and the
Memorial Education Fund was transferred to an existing corpora.
tion NAAMEF, Inc (see note 3). Effective June 30, 1987 the assets
and liabilities of the National Association of Accountants Foundation, Inc. were merged into NAA, Inc.
Certain reclassifications have been made to the 1986 financial
statements in order to conform to the 1987 format.
Revenue recognition
Membership dues are recorded as revenue during the applicable
membership period and no portion of such dues is allocated to
subscription revenues in the combined financial statements.
Subscription revenue is recorded during the applicable subscription
period. Registration and examination fees are recorded as revenue
when the related program or examination takes place. Advertising
revenues are recorded as revenue when the applicable publications
are issued.
Plant, property, equipment and software
Plant, property, equipment and software are recorded at cost. Plant
and equipment are depreciated on the straight -line method over their
estimated useful lives. Software is amortized on the straight -line
method over a period of five years.
Income Taxes
NAA, Inc. and NAAMEF, Inc. are currently exempt from Federal
Income Tlax under Internal Revenue Code Section 5003). ICMA,
Inc. is currently exempt from Federal Income Tax under Internal
Revenue Code Section 501(cX6). These organizations are subject to
tax on unrelated business income, income not related to the exempt
purpose of the organization, which is not material.
Note 2— National Association of Accountants, Inc.
Operating Fund
The Fund balance as of June 30, 1987 consists of the following
components:
Fu n d b a lan c e f r o m o p e ra t io n s .. . . . .. . . .. . . .. . . .. . . . $
1
Capital transfers from
Reserve Fund (net) . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
1,485
T b t a l F u n d B a l a n c e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,486
Reserve Fund
The excess fundsofNAA, Inc. and NAAMEF, Inc. are comingled
and invested with those of the Reserve Fund for better management
and return on investment (see note 4). Interest, dividends, gains and
losses are apportioned to the various funds in proportion to the
amounts invested.
In accordance with the bylaws, interest and dividends on Reserve
Fund investments are transferred to the Operating Fund while gains
(losses) on sales of securities remain in the Reserve Fund.
Reserve Fund cash is held by an investment banker and earns interest at the rate which approximates the 30 -day dealer commercial paper rate.
In June 1982 the Board of Directors approved future expenditures
from the Reserve Fund for the purpose of acquiring land and the
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construction of a building in Bergen County, New Jersey and moving
and related costs as required, for which $2,000,000 was transferred
to the Operating Fund. The Reserve Fund has been reimbursed to
the extent of Building Fund contributions received aggregating
$587,000 of which $161,000 and $55,000 relate to 1986 and 1987
contributions, respectively.
Deferred Research Contributions (Research Fund)
The Research Fund, which is administered by the Committee on
Research, was established for the purposeofproviding funds for the
expansion of the research activities of NAA, Inc. The policy of NAA,
Inc. is that funds contributed for research be included in the Current Operating Fund and that expenditures for research will come
first from the amount of NAA, Inc.'s annual budget for this purpose.
Any excess expenditures will be charged to contributed funds and
remaining contributed funds will be deferred and committed to
future research expenditures. Funds contributed for research with
a specific dedication or restriction to a specific research subject or
project will be considered restricted funds and accounted for as such.
The following is a summary of transactions affecting deferred
research contributions for the 1987 fiscal year:
(In Thousands)
Ba l a n c e J u l y 1 , 1 9 8 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $63
C o n t r i b u t i o n s r e c e iv e d . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20
Interest earned . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
4
87
Research Fund contributions applied . . . . . . . . . . . . . . . . .
_Ba l a n c e J u n e 30 , 1 9 8 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $87
Note 3— National Association of Accountants Memorial Education Fund, Inc.
Memorial Education Fund
The Memorial Education Fund was established for the purpose
of supporting and furthering the educational goalsofNAA, Inc.Contributions for such purposes, and income earned on the Fund's investments, are recorded in the Fund. Earnings on the Fund investments may be expended for research and educational purposes.
The Fund is administered by the Board of Trustees of the Corporation. On July 1, 1986 the Fund's net assets were transferred from
the Association to NAAMEF, Inc.
During the year ended June 30, 1987,$25,000 was expended for
a video education program. At June 30,1987,$70,535 was available
for future expenditures.
Scholarship Fund
On April 9, 1986, NAAMEF, Inc. was the recipient of a bequest
from the late Stuart Cameron McLeod, the first secretary ofthe
Association, in an amount approximating $330,000. The income of
the Fund is to be used for scholarship programs.
The financial statements of NAAMEF, Inc. include the accounts
of the Memorial Education Fund and the Scholarship Fund. As of
June 30, 1987, the assets and fund balance were as follows:
(In Thousands)
Memorial
Education Scholarship
Fund
Fund
Tbtal
ASSETS
Cash...
..............
$ $ 16
$ 16
Du e fro m fu n d s ..............
182
321
503
$182
$337
$519
FUN D BA L A N CE . . .. . . . .. . . .
$182
$337
$519
Interest, dividends and net gains (losses) on sales of securities are
apportioned to the respective funds and are reflected in the fund
balance at June 30, 1987.
Note 4— Marketable securities
Following is a summary of marketable securities by fund as of June
30, 1987 and 1986:

79

(In Thousands)
FUNDS
NAA, Inc.
Current
NAAMEF
Operating Reserve
Inc.

Total

1987
M a r k e t . . . . . . . . . . . . $ 287 $11,838
$ $12,125
Co st ..............
287
8,948
9,235
Net unrealized gain
$
$ 2,890
$ $ 2,890
1986
M a r k e t . . . . . . . . . . . . $2,250 $ 6,089
$340
$ 8,679
Co st ..............
2,250
4,154
328
6,732
Net unrealized gain . $
$ 1,935
$ 12
$ 1,947
Included in the net unrealized gain are unrealized losses of $32,290
and $47,379 for 1987 and 1986 respectively.
The investments reflected above as 1986 NAAMEF, INC. represent the bequest received during that year. For 1987 all NAAMEF,
Inc. investments were commingled with those of the Reserve Fund
(see note 2).
The amounts shown above as investments of the Reserve Fund include the following amounts invested on behalf of each fund:
(In Thousands)
FUNDS
NAA, Inc.
Current
NAAMEF,
Operating Reserve
Inc.
Total
1987
M a r k e t . . . . . . . . . . . . $4,992
$6,122
$724
$11,838
Co st ..............
3,773
4,627
548
8,948
Net unrealized gain . $1,219
$1,495
$176
$ 2,890
1986
M a r k e t . . . . . . . . . . . . $1,013
$4,868
$208
$ 6,089
Co st ..............
691
3,321
142
4,154
Net unrealized gain . $ 322
$1547
$ 66
$ 1,935
Note 5- Plant, property, equipment and software
As of June 30,1987 and 1986 plant, property, equipment and software consisted of the following:
(In Thousands)
1987 1986
Land . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 998 $ 998
Building . .
3,783 3,783
Furniture and equipment
2,766 2,655
So ft wa re .. ...............................
678
676
8,225 8,112
Less accumulated depreciation and
a m o r t i z a t io n . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,298 1,777
$5,927 $6,335
Included in the above amounts, as of June 30, 1987, are furniture
and equipment of $35,052, software of $332,383 and accumulated
depreciation and amortization of $136,491 relating to ICMA, Inc.

Note 7 - Commitments
A reimbursement agreement dated July 1, 1983 between NAA,
Inc and Manufacturers Hanover Trust Company regarding the issuance of an irrevocable letter of credit by the bank to facilitate the
sale of New Jersey Economic Development Authority Bonds contains
a provision that NAA, Inc. agrees to pay 1V4% per annum on the
outstanding balance of the letter of credit. At June 30, 1987 the
standby Letter of Credit amounted to $4,065, 348. The collateral is
a first lien on the property and building. For the year ended June
30, 1987 the total commissions amounted to $51,955.
The $4,000,000 of Industrial Development Bonds are special obligations of the New Jersey Economic Development Authority
guaranteed by NAA, Inc. and require interest payments semiannually on January 1 and July 1 of each year at the rate set forth
in the maturity schedule as follows:
MATURITY SCHEDULE
$715,000 Serial Bonds
Due
Principal
Interest
Due
Principal Interest
J u l
Amount
Rate
July 1 Amount
Rate
1984
$50,000 5.00% (Paid) 1989
$70,000
7.50%
1985
55,000 6.00 (Paid) 1990
80,000
7.75
1986
60,000 6.50 (Paid) 1991
80,000
8.00
1987
65,000 7.00
1992
90,000
8.25
1988
65,000 7.25
1993
100,000
8.50
The remaining 9 -5/8 percent term bonds totaling $3,285,000 will
be retired annually by redemption from July 1, 1994 to July 1, 2008
by lot or other method as determined by the trustee. Interest expense
related to the debt, amounting to $359,219 and $363,118 for 1987
and 1986, respectively, is included in occupancy expense.
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Note 6- Retirement Plans
NAA, Inc. has a noncontributory defined benefit pension plan covering substantially all employees. The plan provides benefits based
on the participants' years of service and compensation. NAA, Inc s
policy is to record annually amounts intended to provide not only
for benefits attributed to service to date but also for those expected
to be earned in the future. Funding of the retirement cost for this
plan complies with the minimum funding requirements specified
by the Employee Retirement Income Security Act of 1974 (ERISA).
No contributions were made or required to be made to the plan for
the 1985 -86 and 1986 -87 fiscal years as it was subject to the full funding limitation prescribed by ERISA.
Net pension cost for the years ended June 30, 1987 and June 30,
1986 included the following components:
June 30
1987
1986
Service cost - benefits earned during the
period . . . . . . . . . . . . . . . . . . . . . . . . . $ 186,294 $ 146,265
Interest cost on projected benefit
obligations . . . . . . . . . . . . . . . . . . . . .
288,990
280,519
Actual return on plan assets . . . . . . . . .
(316,021)
(347,329)
Amortization of excess plan net assets
(53,475)
(53,475)
Amortization of unrecognized gain from
p r e v io u s p e r io d s . . . . . . . . . . . . . . . . .
(7,200)
Net periodic pension cost ............ 105,788
18,780

Actuarial gains totaling approximately $72,000 were amortized
over a ten year period from July 1, 1976 to June 30, 1986.
The funded status of plans and the unfunded accrued pension costs
at June 30, 1987 and 1986 follows:
June 30
1987
1986
Accumulated benefit obligations
including vested benefits of
$3,237,370 (1986 - $2,983,083) ...... $ 3,332,904 $ 3,113,355
Plan assets at fair value ............. $ 4,676,690 $ 4,150,674
Projected benefit obligations . . . . . . . . . (3,933,112 ) (3,801,886)
Plan assets in excess of projected
be n e f it o b liga t io n . . . . . . . . . . . . . . . .
743,578
348,788
Unrec ognized n et(gain)loss. ..... .... (233,649)
320,404
Unrecognized net asset at July 1, 1985
being recognized over 14 years ... , . (641,697)
(695,172)
Unfunded accrued pension cost ....... $ (131,768) $ (25,980)
At June 30, 1987, approximately 74 percent of the plans assets
are invested in an immediate participation guarantee contract plan
and 26 percent in a pooled common stock fund, both managed by
John Hancock Mutual Life Insurance Company.
FAS No. 87 specifies varying dates for the determination of actuarial assumptions. Assumptions made as of the beginning of the
fiscal year (July 1, 1986) were used to determine Net Periodic Pension Cost for the year. The calculation of the plan's funded status
and amounts recognized in the statement of financial position as
of the end of the fiscal year (June 30, 1987) were based upon actuarial
assumptions appropriate at that date and are shown below:
6/30/87 7/1/86
D i s c o u n t r a t e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.75% 7.75%n
Expected long -term rate of return on plan assets ... 7.75% 7.75%
Rates of increase in compensation levels . . . . . . . 5.00% 5.00%
Under a deferred compensation plan for certain employees, a provision had been accrued annually to provide an amount at age 65
equal to the present value of anticipated payments under the plan.
Payments commenced under the plan during the year and as of June
30, 1987 the balance of the accrual amounted to $74,000.
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ACCOUNTANTS' REPORT

The Board of Directors
National Association of Accountants, Inc.

PANNELL
KERR
FORSTER
Certified Pub lic Ac countants
420 Lexington Avenue
New York, NY 10170

We have examined the combined balance sheet of the
National Association of Accountants, Inc and Affiliates
(successor to the National Association of Accountants and
Affiliates) at June 30, 1987 and June 30, 1986 and the
related combined statements of revenues and expenses
and changes in fund balance and changes in financial
position for the years then ended (the financial statements
for 1986 are presented herein in summarized form). Our
examinations were made in accordance with generally
accepted auditing standards and, accordingly, included
such tests of the accounting records and such other

auditing procedures as we considered necessary in the
circumstances.
In our opinion, the 1987 combined financial statements
referred to above present fairly the financial position of
the National Association of Accountants, Inc. and Affiliates at June 30, 1987, and the results of their operations and the changes in their financial position for the
year then ended, in conformity with generally accepted
accounting principles applied on a consistent basis.
August 5, 1987
1 4 ,
�
/ �

FINANCIAL
REVIEW

the prior year principally as a result of expenses related
to the retirement and termination of several employees.
The policy stating that actual expenditures are not to
exceed 98%of actual revenues excluding expenses which
are offset by transfers from other funds was waived for
this year by the Executive Committee to preclude the
need for an additional dues increase.
Res erve Fu n d
For the current year, gains on security sales relating
to the Reserve Fund amounted to $453,029 which represents an increase of $226,817 from the prior year. Net
unrealized gains on investments relating to the Reserve
Fund amounted to $1,495,425 as of June 30,1987 as compared to $1,547,065 in the prior year. Registration fees
received from new members totaled $102,910 compared
to $112,760 in the prior year. A total of $55,455 of Building
Fund contributions was transferred from the Current
Operating Fund as a reimbursement of funds advanced.

NATIONALASSOCIATION OFACCOUNTANTS,INC.
Cu rrent Op erat i n g F u n d
of
or the year ended June 30, 1987 expenses exceeded
revenues by $137,887 compared to a prior year excess
of $45,974 exclusive of the activities of the
Institute of Certified Management Accountants, Inc.
F

Mem b ers h ip d u es rev en u es d ecreas ed b y $81,640, refle ct in g a d e cre as e in t h e n u m b er o f m e m b e rs in go od
fin a n cia l st a n d in g o f 3 . 0 % f o r t h e y e a r . Pa y m e n t s t o
cha pt er s wer e $3 0, 747 les s th an th e p r io r y ea r' s.
Reven u es fo r th e Pro f essio n al E d u cat io n P ro gra m increased by $263,359 as a resu lt o f several add ition al progr am s an d in cr ea se d at te n d an ce . Th e to ta l in cr ea se in
expe n se s fo r t h e p ro g ram was $27 2,0 70.
Reve n u es fo r Tech n ical Pu b lic a tio n s d ecreased by
$79,7 59 an d ex p en se s d e creas ed b y $2, 306.
Reven u es fo r th e C o n tro ller's Co u n c il/Bu s in ess Planning Bo ard Pro gram were $122,272 h igh er th an the prior
ye ar 's, re f le ct in g an in cr e as e in r at e s, wh ile e x pe n se s
decreased by $73 ,3 55 a s a re su lt o f a red u ction in
m a r ke t in g ac t ivit ie s .
Ann u al Co n feren ce reven u es in creased b y $35,891 reflec tin g gre ater att en d a n ce an d h igh er f ees fo r th e progr a m . Ex p en ses were $12,634 less p rin cip ally as a result
of lower costs fo r m eals and at- co n feren ce ex p en ses.
Alth o u gh in t er es t an d d iv id en d s o n in ve st m e n t s de creased b y $126,179, gains on security sales in creased by
$210,618.
Acco u n tin g, In f o rm atio n Servic es an d Gen eral Office
ex pe n s e s in cr e as ed b y $ 13 7 ,3 33 d u e to a n in c re a se in
rec ru it in g c o s ts, o n e a d d itio n al p e rs o n an d p r ice level
changes.
Occupancy costs decreased by $50,076 as a result ofreductions in cert ain n o n re cu rr in g c o sts fro m th e p rio r y ear.
Adm in istra tio n ex p e n ses in cr ease d b y $214 ,762 from
MANAGEMENT ACOOUNTING/OCTOBER 1987

INSTITUTE OF CERTIFIED MANAGEMENT
ACCOUNTANTS, INC.
Member dues increased by $43,399 while application
and examination fees and publication sales decreased by
$95,696 and $11,488, respectively. Expenses for the program decreased by $147,890.

NAA MEMORIAL EDUCATION FUND, INC.
Memo ri al E d u cat i o n b i n d
Contributions to the fund for the year amounted to
$7,425 as compared with $3,780 during the prior year.
Interest and dividends totaled $4,864 and gains on security sales of $20,593 were reflected for the year compared
to a prior year total of $15,495. A transfer of $25,000 was
made to the Current Operating Fund of NAA, Inc. for a
video - education program.
S ch o l ars h i p P ro gram
Interest and dividends totaling $9,061 and gains on
security sales of $20,836 were recorded during the year.
In the prior year, interest and dividends totaled $2,390
and there was a loss on security sales of $7,668. No funds
were disbursed for scholarships.
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COMBINEDSTATEMENTOFREVENUES
($in T ho us a nd s )
12,242
11,653

Total
Dues
Public a tions
ICMA
Exa mina tion Fe e s
Profe s siona l
Educ a tion

01987
01986

Inv e s t me nt Inc o me
Annua l C onfe re nc e
Controllers Council/
Bus ine s s P la nning B oa rd
All Othe r
0

2,000

4.000

6,000

8,000

12,000

14,000

COMBINEDSTATEMENTOFEXPENSES
($ in T hou s a nds )

1

lb t a l
2,071
2,074
1,904
1,768
1,739
1,405
1,141
1,172
1,220
1,021
747
894
826
876
808
980
329
402
389
402
489
431

Te c hnic a l
Public a tions
Ac c ounting /Informa tion
Se rvic e s
Profe ss ional /Educa tiona l
Se rvice s
C ha p te r Pa yme nts
Adminis tra tion
IC MA P rogra m
Oc c upa nc y
Cbapte r /Membe r
Re la tions
Controlle rs C ounc ill
Bus ine s s P la nning B oa rd
Annua l C o nfe re nc e
All Othe r

11,663
11,225

01987

El 1986

Expe ns e s P 4 2579
8
Exce s s Revenues /
0
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NATIONAL ASSOCIATION OF ACCOUNTANTS, INC. AND AFFILIATES

SUPPLEMENTARY INFORMATION (UNAUDITED)
FIVE-YEAR SUMMARY (See Note A)
(In Thousands Of Dollars)

1987

Fiscal Years Ended June 30
1986*
1985*
1984*
1983*

$

$

REVENUES
M e m b e r d u e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7,099 $ 7,138 $ 7,200 $ 6,413 $ 5,584
Education . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
997
733
605
706
904
P u b l i c a t i o n s a n d a d v e r t i s i n g . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,325
1,416
1,405
1,295
944
IC M A e x a mi n a t i o n a n d r eg i s t r at i o n fe es . . . . . . . . . . . . . . . . . . . . .
696
791
690
666
615
Annual conference . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
569
533
395
408
340
Other
1,556
1,042
1,350
899
1,192
Total..................
revenues . . . . . . . . . . ...............................
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,242 11,653 11,645 10,387
9,579
Tbtalexpenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,663 11,225 10,774 k * 9,774
9,349
Excess of revenues over expenses
871 $ 613 $ 230
579 $ 428
.............................
FUND BALANCES
NAA, Inc.
Current Operating Fund
1,486 $ 1,599 $ 1,463 $ 1,035 $ (472)
Reserve Fund.
. . ..
. . . ...............................
...........................
4,493
3,882
3,412
3,461
4,348
ICMA, Inc. (See Note B) .......
104
...........................
NAAMEF, Inc.
Me mo r i a l Ed u c a t i o n F u n d . . . .. . . . . . . . .. . . . . . . . .. . . . . . . . .
182
176
167
138
145
Sch olarsh ip Fun d . ... ... . . ... ... ... ... ... ... ... ... ... ...
337
311
Percent of memb er du es reven u es to t o tal revenu es .. . .. . .. .. . .. .
58%
61%
62%
62%
58%
Nu mb e r o f d u e s p a yi n g memb ers at year en d . . . . . . . . . . . . . . . . . . . 77,455 79,269 80,342 85,036 89,265
Number of employees at year end . . . . . . . . . . . . . . . . . . . . . . . . . . . .
98
93
95
99
93
-

-

-

I

*Reclassified to conform to 1986 -87 format
"Exclusive of National Office relocation expense
Note A -The above five-year summary contains combined selected data for NAA, Inc and Affiliates
Note B- Activities of the Certified Management Accountant Program prior to July 1, 1986 are included in the Current Operating Fund balance.

Over the last five years, revenues have increased by 27.8 percent and expenses by 24.7 percent. During this five-year
period, membership has decreased by 13.3 percent. At the same time, growth in revenue - producing activities has
generated funds that were used to provide services to members.
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STANDWG
COMMITTEES
COMMITTEEON
ACADEMICRELATIONS

JERRY L.FORD, CMA, Minneapolis
Viking, Chairman
JOHN G. BAAB, Cleveland
ROBERT L. BARBER, CMA, Piedmont
Greensboro
GARY M. CUNNINGHAM, Roanoke
ROBERTS. HAGER, CMA, Hartford
DORA R. HERRING, Northeast Mississippi
DONALD T. HUGHES, CMA, St. Louis
JOHN C. MACAULAY, CMA, Dallas
TIMOTHY P. MURPHY, Connecticut
Gateway
SUSAN P. PIERCE, CMA, Delaware
MICHAEL A. ROBINSON, Abilene Area
CURTIS C. VERSCHOOR, CMA, Northwest
Suburban Chicago
HADASSAH SLOMINSKY, CMA, Staff
Secretary

COMMITTEEON
CHAPTEROPERATIONS

JACK J. WOOLF, Tulsa, Chairman
RONALD R. ANDERSON, CMA,
Nebraska Cornhusker
VINCENT C. BRENNER, Baton Rouge
RICHARD L. BURG, Lancaster
GERALD J. CABRAL, Stockton Area
PHILLIP R. CASE, Spartanburg Area
DONALD B. CHRISTENSEN, New York
ALYCE R. DRESSLER, Indianapolis
JOHN R. DRISCOLL, San Diego
ALAN F. FLETCHER, Cedar Rapids
DEXTER E. GULLIDGE, CMA, Northeast
Mississippi
KATHY E. HAGER, Amarillo Area
MELVIN R. HARRIS, Washington
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ROBERT J. HARTMAN, Sioux City
LLOYD C. HILLARD, JR., Blue Grass Area
ROBERT J. HYDE, Minneapolis Viking
ROBERT R. IRISH, Toledo
CHARLES R. JASKOLSKI, Detroit
ROBERT H. JOHNSON, Los Angeles
TERRY A. JOHNSON, Nashville - Capitol
City
WAYNE A. JOHNSON, Thledo
JACQUELYN M. LANDRETH, Orange
Coast California
JOHN P. LOVELL, Atlanta North
RAYMOND P. MANNION, New York
MICHAEL R. MYERS, Racine- Kenosha
EDWIN R. NELSON, Southern Maine
ANTHONY L. OLSON, Massachusetts
North Central
JOHN PALADINO, Rockford
BARBARA A. ROSEN, San Antonio
KEITH A. RUSSELL, Mobile
DUANE SLAGEL, Mid - Missouri
ELLIOTT L. SLOCUM, Atlanta Central
NICHOLAS R. SUCIC, Akron - Summit
MURAT N. TANJU, South Birmingham
ROBIN T. THURLOW, Delaware
DAVID C. TRUNDLE, Chattanooga
RAY VANDER WEELE, CMA, Grand Rapids
DANIEL F. VIELE, Sangamon Valley
FRANZ V. VON BRADSKY, Los Angeles
STANLEY P. VROMAN, St. Louis
WILLIAM E. WELCH, San Mateo County
MARY E. WRANISCHAR, Houston -Lone
Star
MILTON K. YEE, Hawaii
LORENA R. YOUNG, Eugene- Springfield
JACK A. VACCARO, Staff Secretary

COMMITTEEON
COMMUNITY RESPONSIBILITY

JAMES H. CHILDERS, Wichita,
Chairman
STEPHEN E. ADAMS, Phoenix
BOBBIE J. BARKER, Houston -Lone Star
WILLIAM M. CASSIDY, Elmira Area
PAUL E. DASCHER, Philadelphia
R. DALE EVANS, CMA, Montgomery
ROGER FENNIMORE, Cleveland
R. HORACE JOHNSON, Raleigh Area
HO J. KIM, Trenton
LINUS W. KINNER, Green Mountain
W WALTER LIANG, Sacramento
GEORGE E. MARTIN, Northern Virginia

SHIRLEY A. MICKLICH, Fox River Valley
PAUL H. MIHALEK, Hartford
LINDA C. MITCHUSSON, Wichita
WILLIAM MUSSER, Mt. Rainier
RICHARD N. NEUMAN, Montgomery Prince Georges
EDWARD RICHTER, Tulsa
ROBERT L. RUSSELL, Macomb County Michigan
THOMAS W. SHEEHAN, Las Vegas
EDWARD A. STRIKER, St. Louis
DOROTHY M. WATSON, Dayton
ALBERT E. WERNER, Kansas City
JAMES R. WHITE, Cuyahoga Valley
PATRICIA WILLIAMS, Lubbock Area
WALTER M. KASUNIC, Staff Secretary

COMMITTEEON
EDUCATION

DONALD W. BAKER, CMA, Atlanta
North, Chairman
JOHN T AHERN, JR., Chicago
J. LAWRENCE BERGIN, La Crosse Winona
Area
YEZDI K. BHADA, Atlanta Central
DENNIS M. BOLL, CMA, Boca Raton Area
ROY E. BOLTON, North Dallas
JAMES F BROWN, JR., CMA, Nebraska
Cornhusker
JOHN B. CENTINEO, Baltimore
JAMES A. CHIAFERY, CMA, Massachusetts
North Shore
JAMES P. CONLEY, Cleveland
WARREN F. DEDRICK, Cleveland East
NANCY Q. DICKINSON, Delaware
EUGENE E. ENGLE, Calumet
ROBERT E. COVE, South Bay
DONALD P. GREEN, Long Island
EDWARD D. HERRING, CMA, Mobile
GARY P. HICKMAN, Hampton Roads
RONALD A. JUSTUS, Knoxville
EDWARD G. KAMNIKAR, Montgomery
RICHARD M. KAUFMAN, El Paso
KENNETH W KESSLER, CMA, Dayton
PAUL KRAUSE, CMA, Chico Area
ANTHONY T. KRZYSTOFIK, Springfield
EARL K. LITTRELL, CMA, Salem Area
REBECCA L. LONG, Wichita
CARL V. MENCONI, CMA, Fox River Valley
ROBERT E. O'BRIEN, JR., Racine- Kenosha
LAWRENCE J. PACL, CMA, Quincy Area
CHARLES J. PINENO, Northwest Keystone
GROVER L. PORTER, Northeast Mississippi
PATRICIA C. PRATT, Bangor - Waterville
CAROLYN L. REIS, South Bay
JOEL B. ROLLINS, Austin Area
BRADLEY M. ROOF, CMA, Virginia Skyline
G. ALAN SAMS, Columbus
JAMES H. SELLERS, Tyler Area
PHILIP R. THOMPSON, Cleveland
NORMAN E. HADAD, CMA, Staff Secretary
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COMMITTEE ON
FINANCE

ANTONIO C. LOPES, Rio de Janeiro
GEORGE NORDMANN, France
BRUNO PAVER Milan
GERARD PETIT, France
RUBEN ROBERTO RICO, Buenos Aires
DAVID K. STARR, Suisse
TADAO TANAKA, Tokyo
ROBERTO ZANOTTA, Rio de Janeiro
WALTER M. KASUNIC, Staff Secretary

COMMITTEE ON
PLANNING

COMMTTEE ON
MARKETINGAND MEMBERSHIP
CLAIR M. RAUBENSTINE, North Penn,
Chairman
DONALD H. BARRY, Bridgeport
RICHARD GREENE, Central Pennsylvania
JOSEPH G. HARRIS, Kalamazoo
JAMES G. HUMMEL, Evansville
GEORGE D. JEDDELOH, St. Paul
FRANK M. MASTROMANO, Morris -Essex
BILL G. McCLAIN. Central Texas
ROBERT E. PATERSON, New York
RICHARD D. PETERS, St. Paul
JOHN B. POLLARA, CMA, Greater San
Gabriel Valley
MICHAEL P. RISDON, Memphis
STEPHEN P. SALZMAN, Long Island
ARNOLD G. SWENSON, Rockford
JOHN W. TOWNS, JR., Butler Area
J. D. WARREN, JR., Houston - Bluebonnet
A. KENNETH BENSON, CMA, Staff
Secretary

COMMITTEE ON
INTERNATIONAL OPERATIONS

GARY A. LUOMA, CMA, Atlanta North,
Chairman
LOUIS A. ANDRADEVASQUESZ, Lima
JOSEPH L.BRUMTT, Member -at -Large
(Liaison)
GORDON BURROWS, Rome
CLIVE CARTWRIGHT, Copenhagen
JOHN F. CHIRONNA, Member-at-Large Foreign
JEAN COHEN- SCALI, France
JAMES J. CORBOY, Dallas
RAUL RAMIREZ CRUZ, Mexico
AMAURY DE AZEVEDO, Rio de Janeiro
RAMON J. DE REYNA, New York
FLAVIO DEZZANI, Turin
ADOLF J. ENTHOVEN, Dallas
JOACHIM K. EPPERLEIN, Dusseldorf
PATRICK C. FOLEY, Belgium
HERNANDO L. FORTINI, Buenos Aires
CHARLES B. HOLLAND, Sao Paulo
HISAO KOLA, Tokyo
STEVEN E. KRAFT, Swiss
SUNDAY A. LAVIN, Philippine
ANTHONY M. LEACH, Netherlands
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EARNEST A. HUBAND, Richmond Lee,
Chairman
ALLAN H. ALLERS, Boise
HAROLD F. ALWOOD, JR., North Penn
MARGARET D. BAKER, Atlanta Central
GEORGE BANNON, Lehigh Valley
FRANK BOWMAN, Phoenix
ROBERT J. BRUNS, CMA, Dallas
LAWRENCE H. COLBORNE, Tulsa
FRANK J. COSCIO, Bridgeport
A. M. CUNNINGHAM, Central Texas
EDWARD B. DEBROECK, Seattle
HARTLEY F. DEWEY, Hampton Roads
ELIZABETH 0. DISHONG, New Hampshire
JOSEPH U. FAZZI, Providence
DWIGHT B. FERGUSON, JR., Atlanta
North
NEAL GREENBERG, Philadelphia
PETER R. GRIERSON, Mid - Florida
STANLEY K. HAMAMOTO, Denver
BART P. HARTMAN, Baton Rouge
WILLIAM A. HAWKINS, Nashville - Capitol
City
F. WAYNE HURLBUT, Acadiana
PATRICK J. KARR, Houston -Lone Star
DONALD E. KELLER, Piedmont Winston Salem
ALLAN M. KLINE, Boston
E. J. McCRACKEN, Delaware
JERRY L. MECHELL, Permian Basin
RONALD MORE, Bridgeport
JAMES J. MURPHY, JR., Morris -Essex
JOHN W. NOBLE, Tampa Bay
IMOGENE A. POSEY, Knoxville
CONSTANCE R. SCHMIDT, Princeton
WALTER D. SCHMIEDESKAMP, Morris Essex
WILLIAM E. SHAFFER, Pennsylvania
Northwest
WESLEY A. SORENSON, Baton Rouge
REX D. SOUTAR, Los Angeles
BRIAN J. SWEENEY, Olean- Bradford Area
PATRICIA B. UNDERWOOD, Daytona
Beach Area
JOSEPH A. VINCENT, New Haven
GREGORY S WILSON, Chicago
JOSEPH LOREN, Staff Secretary

ROBERT W. LIPTAK,Greater Greenville,
Chairman
EDWARD BAKER, Massachusetts Route 128
JOHN S. BILLINGS; Peninsula - Palo Alto
JAMES J. CORBOY, Dallas
JAMES DON EDWARDS, Atlanta Central
ROBERT L. HORKY, Raleigh Area
CHESTER S. KULESZA, JR., CMA, Raleigh
Area
THEODORE G. LIEB, Philadelphia
LEO M. LOISELLE, Bangor - Waterville
RAYMOND P. MANNION, New York
WILLIAM J. MAUS, Erie
GEORGE L. NICHOLAS, Los Angeles
VERNON OWENS, JR., Birmingham-Vulcan
C. E. PHIPPS, Baltimore
GARY F. SHILLINGFORD, Philadelphia
WILLIAM WARSHAUER, JR., Washington
JOHN CHIRONNA, Staff Secretary

COIITTEE ON
PII6LJC RELATIONS

JAMES W. TRUITT. Muscle Shoals,
Chairman
ROBERT C. BARRY, Ann Arbor
LEO E. CACCIOTTI, Los Angeles
SERAFINO M. FORZANO, Scottsdale Area
CHARLES W. GILL, New York
VELMA J. HOLLAND, Chattanooga
KATHLEEN M. KOSMATKA, Macomb
County - Michigan
ROBERT S. McCOY, JR., Columbia
MICHAEL G. McLEAN, Salem Area
HELEN N. NEPORADNY, Olean- Bradford
Area
JOHN W PARENT, JR., Oakland County
CRAIG J. RADVANY, Trenton
THOMAS U. SCHMIDT, Acadiana
CARL F. TENNILLE, Washington
JACK I. TOMPKINS, Houston -Lone Star
WILLIAM G. ZORR, Winnebagoland
DANIEL M. HRISAK, Staff Secretary
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COMMITTEE ON
PUBLICATIONS

WILLIAM T. McDERMOTT, Richmond
Jackson
LLOYD 0. SCHATSCHNEIDER, Minneapolis Viking
LINDA L. SCHLITT, Alameda County -South
ROBERT SINAGRA, Norwich
J, MARK SINCLAIR, Dallas
AILEEN M. STENZEL, Milwaukee
CHARLES L. TRAVIOLIA, Tippicanoe
JACK A. VACCARO, Staff Secretary

COMMITTEE ON
RESEARCH
FRED & SCHULTE, Austin Area,
Chairman
LEE B. BENNETT, Oakland County
WILLIAM F. BENTZ, Oklahoma City
JAMES C. BLACK, Central Texas
RAYMOND J. CLARK, JR., Charlotte Blue
MICHAEL P EVANSON, Tulsa
PAUL B. FOUTZ, Alaskan
GEORGE C. FOWLER, Hartford
PETER E. HANLON, CMA, Bridgeport
MICHAEL G. HRITSKO, Canton
JESSE W. HUGHES, Virginia Peninsula
LAWRENCE B. KING, Southeast Alabama
CHRISTOPHER H. LOESCH, JR.,
Washington
HERMAN E. LORENZ, Atlanta Central
JOSEPH J. REPOLE, JR., Massachusetts
Route 128
GAYLE M. SHEPPARD, Hartford
CHARLES W WOLGAMOTI; Northwestern
Michigan
ERWIN S. KOVAL, Staff Secretary

COMMITTEE ON
REGIONAL COUNCILS

LOUIS J.OLIVERIO, Dayton, Chairman
DEAN W. ARNOLD, Pikes Peak
RICHARD P. BANIS, New Jersey
Meadowlands
MICHAEL V. BARNES, Tulsa
JAMES W. BROWN, Nashville - Capitol City
JOSEPH F. CHELENO, New Orleans
JEAN COHEN- SCALI, France
WILLIAM G. FLETCHER, North Penn
SALLY J. GILBERTSON, Mt. Rainier
LINDA L. HARMON, Montgomery- Prince
Georges
JOSEPH G. HARRIS, Kalamazoo
W. JEROME ISLER, Columbus
ROLF & JAEHNIGAN, Polk County Florida
R. HORACE JOHNSON, Raleigh Area
WILLIAM D. JOHNSTON, III, Butler Area
MARGUERITTE B. KIASH, Rochester
ROBERT S. KOEBELE, Long Island
ROBERT J. KRUML, Nebraska Cornhusker
LOUISE M. LEWIS, Los Angeles
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STANLEY R. PYLIPOW St. Louis,
Chairman

PAUL K. AIKMAN, Member -at -Large
FREDERICK P. CHOI, New York
ARTHUR V CORR, CMA, Racine-Kenosha
DENNIS C. DALY, CMA, La Crosse Winona
Area
GAIL W. DeLONG, North San Diego County
MOHAMED S. EISA, Baton Rouge
ROBERT E. FOX, Connecticut Gateway
CHARLES L. GRANT, Connecticut Gateway
RONALD W. HALL, St. Louis
GLENDON R. HILDEBRAND, Chicago
NEIL E. HOLMES, Kansas City
RONALD L. LEACH, Cleveland
DONALD J. MLCARTY, JR., Trenton
NATHAN J. NADDEO, Washington
MARK E. RENNHACK, CMA, Kalamazoo
ANNE J. RICH, CMA, New Haven
SHERMAN R. ROSER, Central Minnesota
ARJAN T. SADHWANI, Akron Summit
MILDRED B. STEPHENS, Trenton
ROBERT B. SWEENEY, Memphis
THERESA A. SYC, Connecticut Gateway
DAVID W. VOGEL, Delaware
THOMAS H. WILLIAMS, Member -at -Large
ROBERT C. YOUNG, Member -at -Large
PATRICK L. ROMANO, CMA, Staff
Secretary

OTHER
COMMITTEES
COMMITTEE ON
MANAGEMENT ACCOUNTING
PRACTICES

BOARDOF REGENTS OF THE
INSTITUTE OF CERTIFIED
MANAGEMENT ACCOUNTANTS

WILLIAM J. IHLANFELDT, Member at- Large, Chairman
RAYMOND H. ALLEMAN, New York
ROBERT N. ANTHONY, Massachusetts
Route 128
JAMES P. COLFORD, Westchester
PATRICIA P. DOUGLAS, Western Montana
EUGENE H. IRMINGER, Chicago
JAMES J. LATCHFORD, Member -at -Large
ARTHUR D. LYONS, Chicago
JOHN J. PERRELL, III, New York
NORMAN N. STRAUSS, New York
EDWARD W. TROT T, Tampa Bay
ROBERT G. WEISS, Morris -Essex
LOUIS BISGAY, Staff Secretary

SCOTT G. THOMPSON, CMA ('89),
Chairman
American Southern Insurance
P.O. Box 7369, Station C
Atlanta, GA 30357
THOMAS E. MARTIN, CMA ('88), Ramada
Inc., 3838 East Van Buren, Phoenix AZ
85008
L. GAYLE RAYBURN, CMA ('87), College
of Business Administration, Memphis State
University, Memphis, TN 38152
THOMAS J. REARDON, CMA ('89), A.J.
Ross Logistics, Inc., 100 Bayview Ave.,
Keasbey, NJ 08832
THOMAS A. RUBIN, CMA ('88), Deloitte
Haskins & Sells, I Kaiser Plaza, Suite 1801,
Oakland, CA 94612
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WILLIAM C. SCHMIDT, CMA ('88), Dow
Chemical Co., 2020 Willard H. Dow Center,
Midland, MI 48674
ROBERT F. STONER, CMA ('87), Kelly Services, Inc, 999 West Big Beaver Road, Troy,
MI 48084
RICHARD B. TROXEL, CMA ('89), Peat,
Marwick, Main & Co., 303 E. Wacker Drive,
Chicago, IL 60601
MILTON F. USRY ('87), Dept. of Accounting
& Finance, Univ. of West Florida, Pensacola,
FL 32514
JAMES BULLOCH, CMA, Staff Secretary,
Managing Director, Institute of Certified
Management Accountants, 10 Paragon Dr.,
Montvale, NJ 07645

NOMRIA M COLD TEE
TOREPORT N1988

HERBERT C. KNORTZ, Hartford
FRANK S. BECKERER, JR., Bridgeport
GERALD J. CABRAL, Stockton Area
JOSEPH G. HARRIS, Kalamazoo
ROBERT L. HORKY, Raleigh Area
JOHN W. MOORE, Mid - Missouri
NATHAN J. NADDEO, Washington
RICHARD D. PETERS, St. Paul
THOMAS J. REARDON, CMA, Westchester
HERBERT H. SEIFFERT, Raritan Valley
GARY F SHILLINGFORD, Philadelphia
CHARLES T. SMITH, JR., Detroit
REX D. SOUTAR, Los Angeles
JAMES W. TRUITT, Muscle Shoals
JACK J. WOOLF, Tulsa

ANNUAL INTERNATIONAL
CONFERENCE
(JUNE21- 241 1987pSANDECO,CA)
VINCENT E. BENSTEAD, San Diego,
Chairman, Operations
HOWARD L SIERS, Delaware, Chairman,
Program

STUART CAMERONMcLEOD
SOCIETY
Officers 1986 -87
President —RALPH W. NEWKIRK, JR.
Rutgers University
Faculty of Business Studies
Camden, NJ 08102
Vice President —WADE B. SALISBURY
28415 S. Ridgethorne Court
Rancho Palos Verdes, CA 90274
Vice President—CHESTER R. KENNEDY
Washington Steel Corp.
P.O. Box 494
Washington, PA 15301
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Secretary THEODORE G. LIEB
L.N.P. Corporation
412 King Street
Malvern, PA 19355
Treasurer—MARY JANE SPERRY
J.T. Reese Taxidermist
1918 S. Andrews Ave.
Ft. Lauderdale, FL 33316
Assistant Secretary/I'reasurer
NORMAN E. HADAD, CMA
National Association of Accountants
10 Paragon Drive
P.O. Box 433
Montvale, NJ 07645
Governors 1985 -87
JOHN S. BILLINGS
Docugraphix Incorporated
1601 Saratoga Sunnyvale Rd.
Cupertino, CA 95014
RICHARD W HARRIS
American Appraisal Associates
150 E. Colorado Blvd.
Pasadena, CA 91105
KENNETH B. KIRKWOOD
60 Gibson Lake Drive
Palgrave Ontario LON 1PO
Canada
JAMES W. McLEOD
James, Turonis & McLeod
42 Amesbury Street
Lawrence, MA 01840
JAMES H. POHL
Davey Tree Expert Co.
117 S. Water Street
Kent, OH 44240

ROBERT L. ROSENBLATT
Pannell Kerr Forster
100 Summer Street
Boston, MA 02110
Governors 1986 -88
GERALD J. CABRAL
Stockton Terminal Co.
800 North Shaw Road
Stockton, CA 95205
ROBERT L. CRAMER
2109 Tuscarora Trail
Maitland, FL 32751
ANITA B. HAYES
Escott & Company
628 S. Water Street
Kent, OH 44240
GEORGE L. NICHOLAS
Coopers & Lybrand
1000 W. Sixth Street
Los Angeles, CA 90017
VERNON OWENS, JR.
Southern Progress Corp.
Box 2581
Birmingham, AL 35202
CHARLES E. PHIPPS
American Appraisal Associates
305 W. Chesapeake Ave.
Towson, MD 21204
Honorary Governor
W. M. YOUNG, JR.
214 Harper House
111 Hamlet Hill Rd,
Baltimore, MD 21210

EXECUTIVE
COMMITTEE
PRESIDENT
GLEN E, WOODSON, Southwest Florida
VICE PRESIDENTS
MURLIN C. BARKER, Greater San Gabriel
Valley
A. KENNETH BONANNO, Merrimack
Valley
KEITH BRYANT, JR., CMA, Birmingham Magic City
JAMES L. CRANDALL, Chicago
CURTIS H. EASTER, JR., CMA, Columbia
ROBERT E. ENGLE, Indianapolis
PENNY A. FLUGGER, New York
KENNETH R. JOHNSON, Spokane Area
ANNE C. RANSDELL, Richmond Lee
BEN H. SPECKEIA JR., Houston -Lone Star
KEITH W. VEALE, Cincinnati
FRANK M. ZAPPACOSTA, Washington
TREASURER
ROBERT E. PATERSON, New York
CHAIRMAN OF THE ASSOCIATION
HERBERT C. KNORTZ, Hartford
APPOINTED MEMBERS
JOHN C. ARME, ('87) San Diego
WARREN W. BYRNE, ('87) Illinois Northeast
CLARK H. JOHNSON, CMA, ('89) Raritan
Valley

PAULA G. KEEN, ('89) Nashville - Capitol
city
ROBERT R. MEYER, ('88) Morris -Essex
THOMAS M. O'TOOLE, ('88) Macomb
County - Michigan
PAST CHAIRMAN
HERBERT H. SEIFFERT, Raritan Valley
CHAIRMEN OF STANDING
COMMITTEES
DONALD W. BAKER, CMA, Atlanta North
JAMES H. CHILDERS, Wichita
JERRY L. FORD, CMA, Minneapolis Viking
EARNEST A. HUBAND, Richmond Lee
ROBERT W. LIPTAK, Greater Greenville
GARY A. LUOMA, CMA, Atlanta North
LOUIS J. OLIVERIO, Dayton
STANLEY R. PYLIPOW, St. Louis
CLAIR M. RAUBENSTINE, North Penn
FRED S. SCHULTE, Austin Area
JACK J. WOOLF, Tulsa
CHAIRMEN OF OTHER
COMMITTEES
WILLIAM J. IHLANFELDT, Member -atLarge
SCOTT G. THOMPSON, CMA, Atlanta
Central
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guide, $10.00 - -check with
order, Illinois residents include 7% sales tax. Henry
Schueftan, 7623 N. Keeler,
Skokie, IL 60076.
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HELPWANTED

level ex ecu t i ve, wi th
MBA /CPA /CMA. Strong
ex perti se in generat in g
cash and solving operating
problems. Successful experiences in planning, forecasting, budgeting, reporting, p rofit improvement
programs, cost cont ainment an d reductio n, inventory, and cash management. Lotus, Data Base,
MIS skills. (312)358 -6879.
Box 100.

WANTED
USED CMA REVIEW
CASSETTE TAPES. Recent issues only. Call Randy Howell: (303)590 -1755
or (303)796 -7439.
NEW JE RS EY 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.

DEPRECIATION TABLES
Depreciation Tables, Tax
Preference Percen tages
for Alt Min Tax Midyear
M i d q u art ers : A u s efu l

POSITION WANTED
CONTROLLER/ DI RECTOR PLANNING — Senior

REPLY NO. ADVERTISERS'INDEX
Accountants on call
2

18

&

13
12
16
3
6
14
1
11
17
4
9
10

Accountemps
American Business Systems
BNA Software
Canon Calculator
Comshare
Cullinet Software
Data Design
IMRS
Innovative Software
Kelly Services
Malibu Publishing
McCormack Dodge
MicroMash
Miller Accounting Publications
MSA
Robert Half
Romac Associates
Security Pacific
SSP Tax Course
Thornapple Software
&

8
15
7
5
19

PAGE
8
1
15
7
3
c -3
5
11
62
65
12 -13
59
c -2
66
17
44 -45
c -4
61
9
36
35

CORPORATE ADMINISTRATOR for headquarters
of growing systems engineering firm. Successful
candidate will be a midlevel individual with strong
management accou nting
background. Will directly
support CFO, have working responsibility for benefit plan s, perso nnel and
administration, and will
supervise smal l sup port
staff. Special project areas
to include budgeting and
planning.
Req ui remen ts : Demo n strated intellectual ability,
undergraduate degree in
business or related field,
five to seven years, progressive and relevant experience in comparable position, strong communication
sk il ls ,
CMA.
Additional experience preferred in one or more of
the following areas: Government contract accounting, fin an ci al / man agement accounting, property
man agemen t, human resources /recruiting, benefit
design and management,
corporate records /shareholder relations, advanced
degree.
Ad roi t S yst ems Inc. , i s
based in suburban Washin gt on , DC. We o ffer a
challenging growth position for a midlevel career
professional. Naturally, a
very attractive compensation package is available
to the successful candidate. U.S. citizenship required. Send salary history
and resume in full confidence to: Mr. Michael Syracuse, Ad roi t S yst ems ,
Inc., P.O. Box 19470, Alexandria, VA 22314.

SOFTWAREREVIEWERS
Rates: $2.00 per word, 15
word minimum. Abbreviations,
ZIP codes, and phone numbers
count as one word each. All
classified advertising must be
prepaid.
Non- commissionable.
Closing Date: Deadline for
copy is the first day of the month
preceding publication date.
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Copy: All advertising must be
submitted in typewritten, double spaced form. No telephone orders accepted.
Box Number: Write Doryne
Gerstein at MANAGEMENT ACCOUNTING.
Display Classified: One twelfth page lone column x 2% ")
is available at $395.

Wanted for upcoming PC
SOFTWARE REVIEW in
a special issue of Managemen t Acco un t in g. Software Rev iewers: If you
are interested in reviewing
software packages for this
extremely well -read issue,
please submit in writing
the type of computer you

Assisting closely held
and family owned
businesses with the
transitionof business
ownership, to the heirs,
management or others.

The NewNational Accounting Firm
8EA PARTOFIT—
......................
Call 1800 TEAMCMA

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

have available for review
purposes; the major packages you presently use; if
there is a specific package
yo u are current l y us in g
that you would like to review; and if you have a
particular preference for a
type of package that you
don't already own. Submit
to Doryne Gerstein.

COMPUTERSOFTWARE
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
PAR TIALS! Fo ur headings, balloons, negatives,
78's, margins, paging. Not
copy - protected, 128K. NO
RISK TERMS — $89.95
NET 3 0 DAYS OR R ETURN PRODUCT. Save
$10 by mentioning this ad.
414 -332 -1222. Budget Computer, 160 So. 2nd St., Milwaukee, WI 53204. FREE
DEMO available.
DEPRECIATION /FIXED
ASSET MANAGEMENT.
Over 20 0 u s ers n at i 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
ACRS met h o d s . Fu ll
screen editing of detailed
records, custom reports,
so rt i n g, s p l i t t i n g and
mergi n g, vari ab l e F YE
and more. NEW, Version
2.0 $95.00. VISA /MC accepted. MONEY B ACK
GUARANTEE. SOFT LINK P.O.Box 2433, Stuart, FL 34995, 305 -3349562.
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Why 200 of the
World's Largest Companies
UseSystemW1:9
Monitoringand
Budgeting
Performance
"Deadlines." In spite of starting the
budgeting cycle earlier every year,
manyofthese companies continued to
experience a problem meeting their
annual budget development deadline
and theirmonthlybudget performance
reporting deadlines.
Using System W, these same
companies have significantly reduced
theamount of timerequired toprepare
their annual budget and to provide
monthly performance reports for
management. Department heads can
even draft theirbudgets on a microcomputer using Lotus 1.2 -3 or Personal
W " sodatacan be collected electronically for consolidation and reporting on
thecorporatemainframebySystem W.
Time savings of 50% or more
are not unusual with System W...
even when budgeting locations are
spread around the world or when a
major structural change, like areorganization or an acquisition, needs to be
incorporated at the last minute.

2

1 Financial
and Reporting
Consolidation

"Too little, too late.'This was the way
many of these companies described
their management's attitude about their
internal financial reporting systems.
Too little... because only actuals by
legal entity were reported when
management also needs actuals and
forecasts by lines of business, by
geographic location, and more. Too
late... because turnaround time for
consolidations often exceeded two
weeks, particularly when their subsidiaries have general ledger software
packages which are not compatible
with the corporate general ledger.
Nowusing System W. thecontrollers 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.

3

Long Term
Planning

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

Copyright ' 1987 by COMSMARE, INCORPORATED

Softwarefor BusinessManagement.SystemW, a complete product line of mainframe and microcomputer software, makes it possible

to build a reporting system of essential corporate information for management control in budgeting, financial consolidations, long -term planning and
other management accounting applications. From investigative analysis to reports and charts for formal presentation, System Ws 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.

5YS EM

Get the facts on System W!
Forcasestudies on howindividualcompanies use
System W, write or call Chris Kelly at Comshare
1 -800-922-7979,In Michigan,313-994-4800.In
Canada, 416.675 -6363.

o o W ' ' _M

System W runs onIBMmainframes usingVMICMSor MVS,'TSOoperating
systems, and onDEC VAXtVMS. Thepersonal computer components run
on IBM PCAT or fully compatible microcomputers. Lotus and 1.2 -3 are
registered trademarks of Lotus Development Corporation.

OOM51� /� RCe
3001 South State St.
Ann Arbor, Michigan 48108
Gircle number 19 on reply card

Reduce
the risk
data processing
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.

JUIROBERT SMLF®
D accounting, financial and edp personnel specialists
Circle number 4 ou reply card
O 1987 Robert Half International Inc.
Most offices independently owned and operated.

'Burke Marketing Research Services

