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OURSOFTWAREISPREFERRED
BYANELITECIRCLE.

This world has many companies whose
products are marketed across borders. But
only one whose software crosses borders— in
two important respects.
First, our technology.
Several years ago, McCormack & Dodge
pioneered a technique of integration which
allowed users to move effortlessly fromone
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— and even more important than
our celebrated borderless technology— is the
McCormack & Dodge approach to multinational service and support. Truly border,
less in the classic geographic sense.

We have professionals in over 40 countries. We offersystems and documentation
in multiple languages. We design our systems 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 12 on reply card.

W o r ma c k & Dodge
a company of

BB The Dun&'BradstrectCorporation
Financial, human resource, rranufaeturing,andapph,. n m developmemsofnwaretorinaintrrmemidmtnicompurerenvitnnmenrs .Cilll- 8OO.343.03Z5.
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"I hate to see the work pileup:'
Whether it's an accounting crunch, bookkeeping backlog, or a new data
processing project — Accountemps specialists will fill in to keep your projects
moving and your desks clean. They get off to a fast start with little or no break -in
time. They complete their assignments quickly and accurately. Where you used
to see the work pile up, now you ca n see efficiency!
Call Accountemps. Our slightly over - qualified temporaries are available immediately One specialist or an entire team ... for a day, a week, a month or longer.

accounvmps.

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

You Can See Efficiency_..
C 1987 Robert Halt International Inc.

Circle number 4 on reply card.

'Most offices independently owned and operated.
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BY DONALD J.
SOLODAR
Protecting the market
from insider trading is a
formidable challenge,
admits the head of the
NYSE's Market
Surveillance Division.
But armed with a staff of
90 dedicated analysts and
two powerful databases,
the Exchange has
succeeded in exposing the
activities of several
individuals and
organizations involved in
trading on inside
information.
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26
CAPITALINVESTMENT
ANALYSISINTHE
NEW
MANUFACTURING
ENVIRONMENT
BY ROBERT A.
HOWELL
AND STEPHEN R.
SOUCY
Companies are investing
millions to automate
their factories and
improve product quality,
delivery, and customer
satisfaction. When it
comes to justifying these
high -tech expenditures,
these companies look to
the management
accountant to develop
new models and methods
that will capture the
benefits and establish the
value contributed by the
investment.

BY MAXINE M. WADE
The turbulent 1980s have
brought financial
problems to many
previously successful
companies, causing them
to rethink ways of
cutting costs while
holding on to valuable
members of their work
force.

38
QUALITY&
PROFITABILITY:
HAVECONTROLLERS
MADETHE
CONNECTION?
BY THOMAS N. TYSON
More and more
companies are making
quality "Job 1," but is
this new corporate goal
encouraging
management
accountants to measure
quality costs?
1986 -87 Certificate of
Merit.
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BY LEON B.
HOSHOWER AND
ROBERT P. CRUM
Do your company's
service centers operate
cost effectively and
efficiently? Presented
here are guidelines to
help you avoid
scheduling conflicts and
ensure the optimal use of
your company's
resources.
1986 -87 Certificate of
Merit.
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ANEWMETHODOF
INVENTORY
ACCOUNTING
BY JAMES DON
EDWARDS AND JOHN
B. BARRACK
Historical costs used in
inventory accounting
distort financial
statements. A proposed
solution to this problem
is to adopt FIFO for the
statement of financial
position and LIFO for the
income statement.

58
INDEFENSEOF
MANAGEMENT
ACCOUNTING
BY GROVER L.
PORTER
AND MICHAEL D.
AKERS
Current management
accounting practices are
criticized for being
outdated and irrelevant.
"Enough is enough," say
the authors as they
refute some of the
specific charges being
made.
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BY WAYNE J. MORSE
AND HAROLD P. ROTH
If controllers want to
provide information
useful for cost
management, they need
to first understand
quality costs and the
connection between
quality, productivity, and
the new manufacturing
environment.

COLUMNS

&

42
WHYQUALITYCOSTS
AREIMPORTANT

20
MANAGINGYOUR
CAREER
`1 can't communicate
with my boss.'

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

PERSPKTV
I ES
STRATEGIC PLANNING
FOR THE MANAGEMENT ACCOUNTANT
A Roman philosopher and statesman observed,
"Our plans miscarry because they have no aim.
When a man does not know what harbor he is
making for, no wind is the right wind." I think
that observation is as timely today as it was some
2,000 years ago. And I think it is especially applicable to today's management accountant..
Typically, the management accounting function peers only dimly into the future; by its very
nature, it is rooted solidly in the present. But to
make the function really effective —and more credible to top management as well, it is necessary to develop a strategic plan for the management accounting function that focuses clearly on the future. The
be n ef its o f t h e st r at e gic p la n n in g p ro c es s a r e s ign ific an t :

• It can help you justify, develop, and deploy resources according to
priorities.
• It can help sti mulat e inno vatio n wit hin yo ur department an d encourage creative solutions to identified business problems.
• It can build man agement consensus and teamwork throu gh j oint
determination of priorities.
• It can eliminate redundancies and inconsistencies.
• It can motivate all the members of your depart ment by i nstilling
common objectives.
That list is by no means definitive; I am sure you will discover additional benefits as you undertake the tasks of strategic planning.
When is the best time to begin developing a plan? Right now.
Planning is an ongoing process. If you have a plan, you need to make
sure that it is up -to -date. The environment —both inside the organization and outside —is continually changing. For example, new technology may be integrated into the organization. New governmental regulations may have substantial impact. Whatever the situation, your
plan must respond to—even attempt to foresee —these changes. And if
you don't have a plan, there is no time like the present to begin?
The success of your strategic plan depends on two key factors.
First, it must be linked to your organization's long -range goals and
business plans. The strategic plan for the management accounting
function cannot be developed in a vacuum. You must be certain that
your priorities do not conflict with those of the organization as a
whole.
Second, it must address key management issues — issues like automation, technology, resources, and organization. Although the
amount of effort devoted to each issue will vary according to the organization's particular circumstances, you should make sure that your
plan takes into account the principal ones.

Z
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JOHN C. ARME
NAA President, 1987 -88
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Ifyou could create your own computer,
this is the system

3utfd design for yourself,
Imagine creating a computer that thinks
like you think. A system that understands
accounting. And adapts easily to the way
your firm does business.
An integrated system so suited to your
staff, so matched to your needs, it makes
you more profitable by making you more
productive — now and for years to come.
At Digital Systems, we can create a
complete computer solution tailored precisely to your firm. From hardware to software, training to support. Single -user to

multi -user to network.
We start with software designed for
accountants by accountants. With over 25
powerful, proven programs that fit your
firm's needs. Packages like Practice
Management, Individual and Corporate
Tax Processing, and an array of products
that help you offer solutions to your clients'
automation problems.
To create a total system that fits your
firm, we add hardware options from in-

dustry leaders. Then back it with training
------- - - - - and support from our own CPA support
I need a system that fits my firm.
staff.
As a single source for all your computer
Call me to schedule my free
needs, we offer convenience. And we can
consultation.
create a compatibility that may let us build
Send me information about your
on your current system, then leverage it
Accounting Firm Management System.
into upgrades and enhancements as your
firm grows.
Name
If you'd like to learn how we can create a
computer solution in your image, we'd like I Ti t le _
Company
to talk to you. For a free consultation, call
1- 800 - 874 -2400 or
Address
please return this
D R M UL
coupon today.
SYS77
City
State
A Convergenr Company

Zip

Digital Systems software operates on hardware
from Digital Equipment Corporation, the world's
leading manufacturer of interactive computers.

Phone

I

Mail to: Digital Svstems, P.O. Box 488,
Norcross, GA 30091.1- Boo-874-2400

1- 904 - 434 -2685 or in Florida 1- 800 -342 -0691

We make computer systems j
like you.

- - - - - - - - - -
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LETTERS
TO THE EDITOR

ERWIN S. KOVAL, EDITOR

ADOUBLE-EDGED
SWORD
'

read with interest the remarks
by John C. Arme, NAA president, in your September issue.
His comments dealt with the
Treadway Commission report
which he referred to as a "double edged sword."
If it can be properly construed as
a "double -edged sword" it is my belief that both sides of the sword are
so dulled in concept as to be harmless and, therefore, becomes of little value as a useful solution to today's problems.

There is little question that there
has been a serious breakdown in
ethics and standards of conduct
during the past several years. Unfortunately, what we are hearing
today is that a very large portion of
the major irregularities is the result of decisions made at the highest levels of management. Included
in the article is a statement that
"One notable effect of the Treadway Commission's recommendations is an expansion of corporate
financial, accounting, and internal
audit staff to meet the specific responsibilities envisioned by the
Commission."
While the foregoing may give the
appearance of a lofty objective, it
suffers a major flaw when viewed
in the light of reality. It is not likely that negative comments
(brought to light as a result of accounting and financial reviews) are
going to be well received by top
management personnel as employees of the entity they are serving,
especially if questionable procedures are those established and /or
approved by those in positions of

"Budgets, actuals, forecasts... all beautifully organized into
one Micro Control " financial report. Excellent work, Margaret...
and what do you have for me, Wilson ?"

authority. Is it not reasonable to assume that the person or persons
disclosing major irregularities
might suffer loss of employment on
the basis that "he is not a team
player ?"
It is an unfortunate truism that
employment longevity is even more
at risk when another aspect of the
situation is examined, namely, "A
third probable outcome is more direct internal auditors' reporting
outside the usual chain of command to corporate audit committees made up of independent directors." (Emphasis supplied)
Thus, the expression "A Double Edged Sword," (with sharp edges
on each side), can best describe the
status of the internal auditor. If he
does his job well and follows the
rules of ethics and standards of conduct by diligently reporting the irregularities noted, he suffers the
possibility of incurring the wrath of
his superiors. On the other hand, if
he does not do his job in an ethical
and conscientious way, his failure
to do so may be noted by the independent public accounting firm or
by government representatives.
Of course, there is no guarantee
that a firm's outside accountants
will necessarily do any better job of
bringing to light fraudulent financial reporting or other major
irregularities.
Henry W. Nelson
Menlo Park, Calif.

WHYBELICENSED?
Why do management accountants
need to be licensed? (Robert Half,
Letter to the Editor, July 1987) Is
he proposing state licenses for management accountants? If so, for
what purpose?
Isn't the CMA [designation] prestigious enough? I think it is.
We, as public accountants, are
required to be licensed because we
offer a wide range of accounting
services to the general public. This
is definitely not the case with management accountants.

MICR(

ONTROL

I M RS A new generation of financial information systems 1 -203- 323 -6500
IMRS, Stamford. CT

Circle number 11 on reply card.

Jack E. Whitlinger
Licensed Public Accountant
Apollo, Pa.
Letters cannot beacknowledged individually,
and the Editor reserves the right to edit for space
or for other reasons. Address all letters to The
Editor, Management Accounting, 10Pirugon
Drive, Montvale, NJ 07645 -1760.
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1988MILLER ACCOUNTING GUIDES TIVI

Your Indispensable Accounting Source
Officially Promulgated Pronouncements at your Fingertips
+1988

4988

4965

Miller Comprehensive GAAP Guide'"
by Martin A Miller

Miller Comprehensive GARS Guide"
by Martin A. Miller and Larry P. Bailey

Hardcover $40

Hardcover $45

Softcover $32

Softcover $35

• Restates promulgated GAAP in
straightforward language

■ Restates promulgated GARS —SASS,
SSARs and MAS

• Includes all current FASB Statements
and Technical Bulletins

■ Reviews legal liability and relevant
court cases

• Saves hours of research time
• Interprets
specialized IndustrY
p
principles and practices

■ Details all types of auditing
engagements
■ Includes a Model Audit Program

Miller Comprehensive Governmental
GAAP Guide" by Larry P. Bailey
Hardcover $50

Softcover $40

■ Analyzes promulgated GASB
pronouncements
■ Explains unique fund characteristics
■ Details reporting standards for
nonprofit organizations

■Illustrates financial statements —
includes a model CAFR

Miller Accounting Updates TM
Call 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.

T

«
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call c ollec t (314 ) 528-8110
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WASHINGTONREPORT
STEPHEN BARLAS, EDITOR

SEC TOUGHENS
UP ON ACCOUNTING
VIOLATORS

McGonigle. The SEC believed De
Laurentis improperly accounted
for interest and overhead charges
in quarterly reports during 1986.

he Securities & Exchange
Commission (SEC) recently
has sent some very clear signals that it is looking more closely —and more inflexibly —at internal corporate accounting controls.
In September, the SEC and Allegheny International, Inc., reached
a settlement which requires Allegheny to set up an independent audit unit reporting directly to the
company's board of directors. The
SEC had accused the company of
failing to report benefits given to
executives between 1981 -85. Bill
McLucas, the SEC's associate director of enforcement, says, "This
really ought to be a warning to public companies in the area of management benefits. You really have
to keep your house in order." The
requirement for an internal audit
department is one the SEC imposes
fairly infrequently. Mr. McLucas
says such a department can be located within corporate accounting,
but must be independent of it.
A month previous to the Allegheny settlement, the SEC signed a
settlement with De Laurentis Entertainment Group, Inc., which had
been charged with three accounting violations in public financial
disclosures made soon after the
company went public. Tom McGonigle, an SEC attorney, says this was
the first time the SEC charged a
new public company solely with violating section 13B2 of the Securities Exchange Act. That has to do
with bookkeeping requirements.
Normally, the SEC waits until it
also finds "13A" violations, which
are materially misleading financial
statements. "With new public companies, when we find accounting
breakdowns, we are not going to
wait for a 13A to develop," says Mr.

PENTAGON RULES
POSE FINANCIAL
PRESSURES

T

Are newly implemented Pentagon
contract requirements putting unreasonable financial pressure on
defense contractors? A new report
from the Financial Executives Institute (FEI) answers "yes." Over
the past few years, in response to
scandals involving such things as
$600 toilet seats, Congress has imposed new procurement policies on
the Pentagon, which has also added

Rep. Boucher

new restrictions of its own. These
involve such things as a reduction
in progress payments from 90% to
75% and a 1 % drop in allowable
profits.

In a report, "The Impact of Government Policies on Defense Contractors," the FEI says these current policies have changed the
investment and risk characteristics
of the industry. "At the same time,
cash returns have been severely
constrained," the report states.
"The resultant imbalance in the
basic business equation raises serious questions about future viability
of the industry."
Shortly after the FEI report was
published, Richard Godwin, the
Pentagon's undersecretary for acquisition, resigned. Mr. Godwin
had been in that Pentagon job since
it was created a year ago. He apparently ran afoul of service secretaries who resented his intrusions on
what had previously been their
turf.

ACCOUNTANTS SPLIT
OVER RICO REVISIONS
Congress seems ready to complete a
task it started two years ago when
legislators began tinkering with
the Racketeer Influenced and Corrupt Organizations (RICO) Act. Initially passed in 1970 to deal with
mob - related crimes, RICO has increasingly been used to attack insurance companies, accounting
firms, and corporations. Accountants who at one time gave bankrupt companie s a c lean bil l of
health have been sued by angry
stockholders. Corporations also are
sued under RICO by competitors
who allege such things as mail,
wire, and securities fraud. The
threat of triple damages and bad
publicity from the racketeering
charges may force companies to
settle even if the case against them
is weak.
Bills that would diminish the
likelihood of those kinds of lawsuits
have been introduced by Sen. Howard Metzenbaum, D. -Oh., (S. 1523)
and Rep. Rick Boucher, D. -Va.
(H.R. 2983). The bills, which are
similar, are revisions of a bill that
missed passing the Senate by three
votes in 1986. A chief change in the
new bills is that they make it more
difficult to award triple damages in
consumer fraud cases. That is an
important concession for corporate
acc ountants. Not surprisingly,
then, the National Association of
Manufacturers and Chamber of
Commerce support both bills.
■
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Tandy Computers:
Becausethere is
no better value:

Harmony Accounting
The Total Accounting
Solution: hardware,
software, installation
and training.
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Radio Shack & Open Systems have developed what every small business needs: the
finest PC accounting system backed by an
exclusive training and support program.
Highly affordable. The system is based on
our cost-effective Tandy 3000 family of PC
compatibles and Open Systems' Harmony integrated accounting software.
Installation and Training. Highly- trained
Radio Shack professionals will be assigned to
analyze your specific needs. These qualified
installers will help convert your manual accounting system to an automated system and
can also train your staff. Their job is complete when —and only when— your new system is successfully implemented.
Recognized Value. This concept in accounting is so revolutionary, some of the Big Eight
accounting firms have already joined the
Radio Shack/Harmony Qualified Installer
Program. Find out why— discover the Total
Accounting Solution.
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Send me a 1988 Tandy Computer Catalog.
I'm❑a❑CPA❑—send❑me❑more❑Information❑on❑the
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Qualified Installer Program.
Mail lo: Radio Shack, Dept. 96,4,
Fort Worth, Texas 76102
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HarmonylRell. TM O pe n Systems, Inc.
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MANAGINGYOURMONEY
JONATHAN D. POND, CMA, EDITOR

YEAR -END TAX
PLANNING
STRATEGIES

investment interest is deductible
up to the extent of your net invest ment i ncome, and you can
ded u ct real es t at e i nt eres t o n
mortgages up to the cost of your
first and second home plus improvements. If you use just one
ban k acco un t , i t's h ard to tel l
where the money came from and
where it went.

ORGANIZING YOUR
PERSONAL RECORDS

• Consider deferring income from
1987 to 1988, because tax rates
will be dropping after this year.
Wh i l e t h i s year 's h i gh es t t ax
brack et is 3 8. 5 %, th e h ighest
marginal rat e next year is 28%,
(3 3% fo r i n c o me wi t h i n t h e
phase -out bracket). Be careful,
however, because the IRS will be
scru ti n i zi n g s u ch d eferrals t o
make sure they are legitimate.
• Defer investment income recognition until 1988 and later. One
way to do this is to purchase U.S.
Treasury Bills or certificates of
deposit that mature after 1987.
• B u n ch as man y d ed u ct i o n s as
you can into this year when tax
rates are higher. Consid er prepaying estimated state and local
taxes, maki n g earl i er al imon y
payments, and giving charitable
contributio ns this year instead
of next.
• P ay u p as much p erso nal in terest expense as you can in 1987.
Personal interest is 65% deductible thi s year, but only 40% in
1988.
• S et u p s eparate b an k acco un t s
for bu sin ess , p erson al, in ves tment, and real estate activities.
Under the new law, interest deductibility depends on your activity. Business interest is fully
deductible, personal interest deductibility is being phased out,

eople think, perhaps rationally, that management account an t s mu s t h ave ex c el l e n t
personal record - keeping systems.
Alas, man y, i f no t mo st man agement accountants, would be unempl o yed i f th ey mai n t ai n ed their
company records like they do their
personal records. They, like most
people, have not developed sound
record - keeping habits, perhaps becaus e t hey are no t aware of ho w
simple an effective record - keeping
system can be. A good system is one
that is comprehensive enough to be
effective, yet simple enough to encourage regular use.
If you really do want to turn over
a new leaf think in terms of organizi ng your record s aroun d th ree
bas ic fil es: a safe dep osi t b ox, a
home acti ve fi le, an d an inacti ve
file.
Your safe deposit box should include your legal and important personal papers, o wnershi p records,
contracts, and estate planning document s . Keep an u p dat ed in ven tory of safe deposit box contents in
your active file.
Us e an a ct i ve f i l e t o mo n i t o r
yo u r c u r r e n t b u d g e t , o rga n i ze
payables, keep track of important
papers, and help you in preparing
the cu rrent year's t ax ret urn . R emember: if your filing system is not
easy to use, you will end up postponing filing items, sometimes in-

10

he plethora of 1986
Ta x R ef o rm Act
phas e -i ns, p h as eouts, phase -ups, and
phase -do wns ma y
wel l c r e a t e s o me
tax - saving opportunities for 1987. Here are some yearend s trategi es t hat may help you
minimize your 1987 tax bite:

definitely. A good home active file
could consist of nothing more than
a cardbo ard b ox wi th mani la fi le
folders. You'll save time as well as
money because the chances of overlooking valuable tax deductions are
smaller if your records are in order.
Go od record s als o wil l h elp yo u
avoid problems if you are ever audited by the IRS.
The major reason for keeping an
inactive file is t o prove your past
tax ret urns. It shoul d contain important papers — formerly held in
yo u r act i ve fi l e — t h at are o ver
three years old.

FINANCIAL
PLANNING TIPS

• Attract ive bond yields are again
appearing as a result of concern
about the economy as well as uncertainty about future bond and
stock market performance. Corporate bonds are offering double d i g i t r e t u r n s a n d mu n i ci p al
yields have recently gone slightly over 8 %. Moreover, the maturities necessary to garner attractive yields have shortened over
the last few months. This may be
a good opportunity for you to add
some longer -term bonds to your
portfolio.
• Be sure to shop around for low cost term life i nsu ran ce coverag e. T h i s c o ve r a g e c a n an d
should be cheap. Sources of inexpen s i ve "d eat h " i ns u ran ce i n clu de pro fes sio nal group s, optional employee -paid additions
to company policies, and mail order and savings bank life insurance in states wh ere it is available. As long as the insurer has
an ad eq uat e B est 's rati n g an d
you have selected the appropriate policy provisions (guaranteed
renewab ility), term life should
b e p u rch as ed o n t h e b as i s o f
price only. Some insurance company representatives may argue
th at t h ei r b et t er p o li cyh o l d er
service justifies a higher premium. That's nonsense. This coverage is cut and dried. To enjoy the
full benefits of a term life insurance policy all you have to do is
die.
■
Jonathan D. Pond, CMA, is
president of Financial Planning
Information, Inc., Cambridge,

Mass.
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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

"good-customer-like -you, bottom -line price"
At Data Design we do business differently.
It's well known that we dont cut ou r mainframe
financial software prices to make a sale. Why?
Because after thesale we won't cut our
industry- standard service and support, either.
Because we dont 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 docu
mentation development in the industry. What
youcan?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

NrratNCE

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 savingsofseverat
hundred thousand dollarsover 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 anything else, you get what
you pay for. Invest in the best. Financial software
byData 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.
Circle number 3 on reply card.

If youare evaluating softwarefor your company
sendforourfreeSOFTWARESOLUTIONSKITAcomprehensivegulde designed to make themainframe
software selection process easierfor you.
Please send me information on the following
O GENERALLEDGER
OACCOUNTSPAYABLE&PURCHASEORDERCONTROL
O FIXED ASSET ACCOUNTING
O PRO]Ecr ACCOUNTING

OFREESOFTWARESOLUTIONSKIT
NAME
TITLE
COMPANY
WORKS
CRY, STATE,ZIP
TELEPHONE (
COMPUTERBRAND

D X

MODEL

DATS ADATES

ExceUencefnfmandaisoftware Bydesign,
1279 Oakmead Parkway, Sunnyvale, CA 94086

the Board at the end of
1987 and therefore is not
eligible for
reappointment.

NEWS
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lames Leisenring.
_

ames J. Leisenring
has been appointed a
member of the Financial Accounting Standards Board. Mr. Leisenring, who had been direcfor of research and technical activities at FASB
since 1982, will fill the
unexpired term through
December 31, 1989, of Arthur R. Wyatt.
Prior to joining the
FASB staff, Mr. Leisenring was a partner and a

director of accounting
and auditing for Bristol,
Leisenring, Herkner
Co., a firm that now is
part of Plante Moran.
He also served for three
years as chairman of the
Auditing Standards
Board of the American
Institute of CPAs. He was
a faculty member of
Western Michigan University during 1964 -69.
Mr. Leisenring has
been chairman of the
FASB's Emerging Issues
Task Force since it was
organized in 1984. In
1981 he was honored as
&

LEISENRING
NAMED
FASBMEMBER

r

ROBERT F. RANDALL, EDITOR

"accountant of the year"
by Beta Alpha Psi, the
national honorary accounting fraternity.
The Financial Accounting Foundation also announced that another appointment will be made
later to replace David
Mosso, who will complete
his second full term on

Not all mergers are bad,
Federal Trade Commis sion Chairman Daniel 01iver told the House Sub committee on
Transportation, Tourism,
and Hazardous Materials
of the Committee on Energy and Commerce. One
type of takeover, frequently referred to as a
"hostile takeover," is
"nothing more than a
way of disciplining inefficient corporate managers." Hostile takeovers
are a "critically important mechanism for facilitating the efficient
movement of assets to
their highest valued

NS,TESTSANDSU

TEMPORARIES

lNYRODI.lcING
THEKELLY
SYSTEMFOR
SPREADSHEETS.

1%%J

For accounting. Budgeting. Financial
analysis.
Now, the Kelly PC -Pro System includes
the three leading spreadsheet packages, in
addition to the 1 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 referenceguides and an 800
hot -line number staffed by experts for
immediate assistance.

use," he pointed out. "It
is a misnomer to call
such a takeover effort
'hostile;' incumbent
shareholders are usually
happy to sell their shares
at a premium to the acquiring firm. Frequently,
only the incumbent managers are hostile and that
is often because they ex pect to lose their jobs if
the takeover effort
succeeds."
:
S TATUS Q UO

CONTROLLERS
ECONOMY

The economy will be the
same a few years from
now, predict 49% of the
members of NAA's Con trollers Council—but
they forecast 9% sales
growth for their own
companies . The quarterly
survey of 3,500 members
of the Council showed
that 20% think the econ -

omy will get worse, while
only 25% said the economy will be better .
Does the stock market
have any material influ ence on the economy?
Sixty -nine percent said it
does. But when asked if
the health of the stock
market influences their
own companies , a sur prising 78% of the NAA
executives said " no."
Where will the Dow
Jones industrial average
be on December 30,1987?
Twenty -four percent said
2800, 18% said 2700, 8%
siad 2600, 10% said 2500,
and only 5% said 2300.
The remaining 16% were
" bullish " and said the
market will be at 2800.
What two factors will
have the greatest impact
on the economy over the
next six months? Fifty three percent said higher
interest rates , 34% said
the U.S. budget deficit,
25% said the instability

of the Middle East, 25%
said the fluctuation of
the U .S. dollar, and 20 %
said inflation .

LAWWOULD
CREATE
CFO FOR U.S.
Rep. Joseph DioGuardi
(R -N.Y.) has introduced
the Federal Financial
Management Improvement and Public Accountability Act designed
to establish the Office of
Chief Financial Officer of
the U.S. in the executive
office of the President.
H.R. 3142 also would establish an Office of Assistant Secretary for Finan cial Management within
each executive department and an Office of the
Controller within each
executive agency . The
chief financial officer, appointed for a ten -year
term, would be required

to prepare an annual report of the consolidated
financial position of the
U.S. government using
an accrual method of accounting in accordance
with GAAP.

RISINGDEMAND
FOR

SPREADSHEET
W O M R S
Spreadsheet use has increased with the proliferation of PCs and there
also is a parallel trend toward greater support
staff involvement, according to Kelly Services,
Inc., an international
supplier of temporary
help. According to the
chain , there has been a
2,100% increase in the
number of requests for
temporary office workers
trained to handle computer spreadsheets. As a

PPOUSPERSONALZOMPUTER
LIKEKELLY.

.

And the Kelly PC -Pro System is available
in over 700 Kelly offices, every one
equipped with a computer.
Kelly invented temporary help in 1946.
And innovations like the Kelly PC -Pro
System make Kelly best at meeting your
needs today.
You can be sure the Kelly PC temporaries you request for spreadsheet
applications will have the skills and
on- the -job support it takes to get the
job done.

K L

The
Peoty
P lelrl

S E R V I C E S

THEFIRST.ANDTHEBEST.IM
h1987 Kelly servim, Im,

All bran ds m entioned are myf s te red rrad emalis o f th es e res lvc -

tfvecom4janfe, MkrosdiCoWat1nn lotus Devek,pment
Corry
. ration Computer Asx1idtes Intematbmal lw

Circle number 14 on reply card,

result, Kelly is undertaking a nationwide program to supply office
temporaries trained in
Lotus 1 -2 -3, Supercalc4,
and Multiplan spreadsheet programs. Kelly anticipates that computer
spreadsheet work will
continue to migrate
downward from the executive level.

RESEARCHERS
NEEDED
The Assn. of Government
Accountants is looking
for researchers to do research in government financial management.
Those interested in applying for an AGA research grant should write
to Chairman, National
Research Board, Assn. of
Government Accountants, 727 South 23rd
Street, Arlington, Va.
22202. Applications for
such grants must be received by April 1, 1988.

COST
ACCOUNTING
DRAWSRECORD
ATTENDANCE
More than 400 financial
executives attended the
"Cost Accounting for the
'90s— Responding to
Technological Change"
Conference in Chicago,
September 28-29, to hear
21 speakers focus on the
solutions to problems of
cost accountants who,
critics say, have failed
U.S. manufacturing
managers.
Speaking to the attendees, H. Thomas Johnson,
Zulauf Alumni Professor
of Accounting, Pacific
Lutheran University, Tacoma, Wash., and chairman of the conference,
said that success cases,
such as those presented
by the speakers, "may
signal that cost management is returning to U.S.
14

manufacturing firms for
the first time in more
than 60 years."
According to Prof.
Johnson, these presentations "describe concrete
procedures for compiling
cost information that
serves managers, not just
accountants. They show
how to garner cost information that helps managers identify and evaluate the resources needed
to deliver value to the
customer."
"These new systems do
not focus managers' attention on transactions
and events that consume
resources," said Johnson.
"The power of these new
systems rests on the principle that people cannot
manage costs —they can
only manage what causes
costs. That is what cost
management is about."
Prof. Johnson said that
while we now have the
solutions, we must prepare to implement them.
"But this will be a far
more difficult task to accomplish because this
means we must change
long, accepted ways of doing business," he said.
In his opening remarks, John C. Arme,
NAA's president, said the
rising level of automation
in the American factory
is obsoleting many of the
traditional cost accounting techniques used in
American industry. "Yes-

terday's methods are inadequate to today's needs
and far less than manufacturers will require tomorrow," he said. "Cost
accounting in the new
manufacturing environment will be dramatically different from classical
cost accounting
practices."
"Very few manufacturing companies in the
United States have methods of absorbing burden
expenses which will effectively support management decisions," said
speakers John W. Jonez,
financial planning manager, and Michael A.
Wright, system development manager, Tektronix, Inc. "Most companies will use a method
that relates all expenses
to direct labor expended.
This method is not satisfactory in today's new
manufacturing
environment."
"How can a management accounting system
yield correct decisions ?"
queried Mr. Jonez. Robert E. Fox, president of
the Avraham & Goldratt
Institute, said that "if we
are going to leapfrog the
Japanese, we will have to
change the mindset before we change the
solution."
According to Thomas
M. O'Brien, manager-production management
programs, General Elec-

Part of the SRO audience at NAA conference in Chicago.

tric, "Old era measurements have often led to
wrong decisions in yesterday's environment and
some unwanted results in
today's environment. Unfortunately, we find that
the current measurements in manufacturing
often inhibit introducing
the many new technologies in manufacturing."

AICPAMOVES
TORESTRUCTURE
STANDARDS
This month, members of
the American Institute of
CPAs are being asked to
vote on a six -part proposal to restructure professional standards. Members are being asked to
endorse a revised Code of
Professional Conduct,
quality review for firms,
a restructured trial board
system, continuing professional education requirements for members
in public practice, new
CPE requirements for
members not in public
practice, and expanded
educational requirements for candidates for
AICPA membership.
In connection with continuing professional education requirements,
members in public practice would be required to
take 120 CPE hours every three years. Members
not in public practice
would be required to take
60 hours of CPE over a
three -year period starting in 1989. This requirement would increase to
90 hours over three years
after the first three
years.
After the year 2000,
those seeking AICPA
membership would be required to have 150 semester hours of education, including a bachelor's
degree from an accredited college or university.
Each proposal will require a two-thirds majority of all those voting. ■
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TAXES
MORE ON PASSIVE
INVESTMENTS

MARK A.SEGAL,EDITOR
he recentl y enacted
passive activity loss
l i mi t at i o n ru l e s
(PALs) of IRC Sect i o n 4 6 9 l i mi t t h e
us e o f t ax b enefit s
p ro d u c ed b y "p as sive acti vi ti es ." If su bj ect to t he
PALs, a taxpayer is generally limited to u sin g hi s aggregate dedu ctions and credits from passive activities to offsetting his aggregate
passive activity income. A passive
act i vi t y i s d efi ned as a t rad e o r
b u s i n es s i n wh i ch t h e t ax p ayer
does not materially participate or a
rental activity. If unable to use deductions and credits resulting from
a passive activity, the taxpayer can
carry forward such tax benefits and
us e t h em t o o ffset l at er i n co me
from passive activities.
Special treatment, however, applies to carried forward deductions
and credits from a particular passive activity when the taxpayer dispos es o f h i s i n t e r e s t in s u ch
activity.
A taxpayer generally will be allowed to use any deductions carried
forward with resp ect to a passive
activity in the year that activity is
disposed of. A disposition made to a
related party- 267(b) or 707(bX11—
will not qualify for this treatment.
Passive deductions qualifying for
treatment under t he previous rule
must be applied as follows:
• To o ffset gain recognized upon
the sal e of t he pass ive activity
interest;
• Any excess passive losses, after
application of step one, are to be
app li ed n ex t again st o th er n et
income o r gai n derived du ri ng
the year from passive activities;
• An y r e ma i n i n g a mo u n t s c a n
then be used to offset other taxable income.
If the disposition is made

in

an
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installment sale, the portion of the
total suspended losses to be used
annually is the same as the proportion of the entire installment gain
recognized for the year. For example, Taxpayer X mad e an inst allment sale of a passive activity interes t for $10, 000 gain. He h as a
$10,000 passive loss carryforward
attributable to the sold activity. If
pursuant to the installment sale X
reco gnized $1,0 00 of t he gain in
year one (10% of the total gain), he
may use $1,000 of the passive loss
carryforward (10% of the $10,000
total) in year one.
When a gift is made of passive activity interest, the related passive
losses carried forward on the i n t e r est are not used, instead the suspended losses are added to the donee's basis in the passive activity
interest received. As a result, the
ca r r y f o r wa r d a t t a c h i n g t o t h e
transferred interest ceases to exist.
Taxpayers have an option when
disposing of a passive activity interest concerning the treatment of suspended credits. A taxpayer can elect
either to increase the basis of the
property eligible for a tax credit, but
not by more than the decrease in basis caused by the original credit, or
use the credit to offset passive income. Typically, when deciding between these alternatives, the present
use of a credit will prove more beneficial than an increase in the basis of
property. This results from the credit offsetting the potential tax liability dollar for dollar, whereas, an increase in basis will typically result in
a deduction,

STRATEGIES
The principal way to avoid subjection to the limitation rules is not
to have an interest in a passive activity. If possessing a passive activity interest, taxpayers should seek
mat eri al p art i ci pat i o n o r act i ve
participation qualification to substan tiat e th eir level of partici pation (regard ing the ren tal of real
es t at e). Evi den ce su ch as p ho n e
bills, receipts, logs of discussion
with personnel, role in setting policy, and proof of one's physical presence at the activity site should be
maintained.
Taxpayers should be aware that
in certai n instan ces, desp ite adequate actual involvement in an activity, they may not qualify for possib le relief. Fo r i n st an ce, wh en

evalu at ing a ren tal o f real es tate
project, although the taxpayer apparently satisfies the active participat ion s tan dard, th e $25 ,00 0 exemp t i o n may n o t b e a va i l a b l e
because of an excessive amount of
adjusted gross income. Special care
also should be taken with regard to
limit ed p artn ersh ip i nt eres ts b ecause they are presumed to constitute a passive activity.
To enhance the ability to use passive activity losses, increased consideratio n sh ould be given to acquiring a passive activity interest
that produces pas sive activity income. Funds provided from the sale
of nonbeneficial passive activity interes ts mi gh t b e u sed t o fin ance
such an acquisition.
Future acquisitions of passive activity interests also may be advantageous if made in tandem (one provi d i n g p as s i ve i n co me an d t h e
oth er a p ass ive l oss to offset t he
passive income with).
Taxpayers should strongly consider selling a passive activity interest when it produces insignifica n t i n c o me a n d u n u s a b l e t a x
b en e fi t s o r i t s t a x b e n ef i t s are
about to expire (fully depreciated
property).
Taxpayers sho uld avoi d having
expenses classified as arising in a
passive activity. Loans can be taken and secu red b y p ro pert y h el d
outside of the passive activity context— securities. However, taxpayers should be wary of the possibility
that the deductibility of interest on
such loans may be subject to limitat i o n a s a n i n ve s t men t i n t e r es t
expense.
The at -risk rules are another majo r l i mi t at i o n o n t h e u s e o f t ax
benefits from a passive activity. In
addition, taxpayers must consider
how the alternat ive mini mum tax
will impact passi ve interes t. The
Tax Reform Act increased alternative minimum tax rates for both individual and corporate taxpayers,
and th e max imu m margin al regular t ax rates h ave been decreased
for indi vid ual and corporate t axpayers. For purposes of the AMT,
that there is no five -year phase -in
of the passi ve act ivity loss rules,
and that when a passive activity interest is disposed of any related suspended losses may be used.
■
Mark Segal, LLM, CPA, is assistant
professor of accounting at the
University of South Alabama.
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ALFRED M. KING, CMA, EDITOR

ACOLORGRAPH
ISWORTH
11 000 WORDS
olor graphics have
become an integral
part of finance and
accounting operations in
many companies. They
are a powerful communications tool —an effective
medium for illustrating a
multitude of financial
conditions and scenarios
including corporate performance, industry
trends, and market fluctuations. The use of color
graphics created on your
computer can lead to
more effective meetings,
save managers time analyzing data, and thereby
speed decision making.
For example, charts
and graphs help managers keep their material
organized, which, in turn,
helps keep discussions focused, Audiences grasp
information quickly
when it is illustrated in
graph format, and presentations that incorporate color graphics appear more professional,
which enhances the stature of the presenter.
Graphs save managers
time analyzing data. One
chart can summarize an
entire spreadsheet; unusual data points become
obvious when highlighted
in color; and multiple relationships can be analyzed from just one set of
data.
Graphics are persuasive. A study conducted
16

by the Wharton School
showed that in a business
meeting where graphics
were used to support only
the "pro" position of an
important issue, 60% of
the audience voted in favor of the issue after
watching the presentation. In a second meeting,
when graphics were used
to support only the
"anti" position, 56% of
the audience voted
against it.
Finally, relevant
trends and relationships
can be highlighted easily,
and a variety of "what if"
analyses can be performed quickly by modifying data points or parameters. These
techniques help the analyst convey complex information precisely and
accurately for better
business decisions.
To use color graphics
effectively, accountants
must understand the four
basic types of graphs —
bar, line, pie, and text —
and how they illustrate
various business data.
A bar graph should be
used to show how parts of
an element change over
time or to compare independent series over time.
Bar graphs can be
"stacked" to illustrate
the changing ratio of expenses to revenues over a
five -year span, or they
can be "clustered" to illustrate independent series, such as how four
sales regions performed
over a three -year period.
Line charts are best for

emphasizing movement,
such as performance
trends and growth rate.
An effective use of this
graph would be to chart
the movement of trade
orders over time. (See
Figure.)
Pie charts are appropriate for showing the relationship of parts to a
whole. They could illustrate the distribution of
capital equipment in a
manufacturing plant.
Text charts consist
mostly of words. Often
they are used to stress or
summarize key points
and issues. Color is used
for emphasis or to contrast significant points.
FINANCIAL USES
Individuals responsible
for collecting, sorting,
summarizing, analyzing,
or reporting numerical
data count color graphics
among their most valuable business aids. At
Hewlett- Packard, for example, all financial analysts, accountants, supervisors, and managers use
color graphs for presentations, including monthly
financial reporting, budgeting, and planning, as
well as manufacturing
process control.
Graphs can depict financial results and projections, long -term business trends, performance
deviations from target
projections, financial effects of decisions, and future financial plans. At
one time, accountants
used only tables of numbers to convey such information because it was too
expensive to hire outside
artists to prepare presentations. Today, charts
and graphs contain the
same information but in
an attractive format with
few, if any, tables of numbers. Instead, color
graphs illustrate significant relationships, projections, and performance results.
For example, our fi-

nancial analysts prepared a graph that
showed some unusual
quarterly trends in the
company's total discounts. The analysts
traced these trends by
graphically segmenting
discounts into business
components and found
that the trends were the
result of increases in the
mix of our high - discount
dealer business and the
timing of shipments to
certain major customers.
HP's management
team looks at the dollar
level of incoming orders
as a measure of the
health of our business. To
stay abreast of business
cycles, it examines year to-year and long -term
growth rates. To respond
to management's needs,
HP analysts generate
three graphs each month
by inputting two numbers: international and
domestic orders. One
graph shows year - to-year
growth rates for our domestic, international,
and worldwide business.
A second graph merges
the smoothed growth
rate lines from the first
graph to help managers
isolate cycle differences.
The third graph converts
the data into long -term
and short -term growth
rates. After the two numbers are input, a Lotus 12-3 program automatically updates the files used
to create the plots. Although it took the analysts some time to establish the format and
algorithms, they now can
produce the graphs in
minutes.
The volume of data our
financial analysts encounter each quarter is
staggering. A typical
quarterly summary of
company performance
for two years includes
such categories as orders,
revenue, cost of goods
sold, and net profit. A
line graph, for example,
provides a quick picture
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BUDGETING AND
PLANNING
The budgeting and
planning process at HP
involves our collecting financial data from multiple sites and developing
models using Lotus 1 -2 -3
software that projects
worldwide performance.
We compare projections
to historical trends, highlight significant changes
or problems for management review, and publish
the planning cycle
results.
We use graphs to verify
the accuracy of our planning data and models, to
explain trends, and to
support business plan
conclusions. For example, a graph showing actual and targeted product
development expenses
for a two-year period can
be used to test the reasonableness of new projections. A sharp decline
in targeted expenses may
indicate that a key expense category was mistargeted. A graph detailing tooling expenses of
various product groups
may explain which new
products are causing an
unusual trend in R & D
expenses. Finally, a line
graph of actual and forecast orders and shipments can supplement a
formal analysis of a product line plan.
In the manufacturing
area, color graphs prepared by HP accountants
provide the company's
manufacturing managers
with visual measures of
their financial performance. Graphs also highlight the effect of process
changes, including the result of implementing

just -in -time inventory
management for a new
product. Cost accounting
data can be resummarized in a form that is
most relevant to manufacturing, such as cost deviations from standard in
terms of dollars per unit
for product, and graphs
can measure production
performance and process
performance against appropriate standards.
REQUIREMENTS
A color graphics system requires a computer,
graphics software, and a
plotter. The software
packages turn numbers
into graphs, and plotters,
featuring multicolored
pens that actually draw
the graphs in color, create the result: crisp,
clear, professional looking charts for reports and
color overhead transparencies for presentations.
A wide variety of software packages and plotters are on the market
that can meet the needs
of virtually any size finance or accounting department. Instead of the

hours it once took to prepare financial data for
management review, the
same information can be
plotted in minutes. Color
graphics lets the numbers you've computed,
analyzed, contrasted, and
compared speak for
themselves —in one clear
image.
Gloria Kingzett
Controller
Hewlett - Packard
San Diego, California

PUBLIC DOMAIN
SOFTWARE
EXCHANGE
Several members have
expressed interest in having NAA develop and administer a public domain
software service. The concept is quite simple.
Members who have written software applications
of interest to accountants
donate the software.
NAA administers the
program, evaluating the
software and cataloging
it by subject matter.
NAA members who want

the software for their
own firm can obtain it on
diskettes at nominal cost.
The main benefit derived
is that if someone has already written a program,
it does not have to be rewritten. Writing a successful software program
can provide the author a
sense of accomplishment
because all public domain software is identified with the author.
There are three separate functions to a public
domain software system:
1. Writing software.
2. Evaluating and administering the
program.
3. Obtaining copies of
the software for your
own use.
If there is sufficient interest, NAA will seriously consider setting up
such a public domain
software exchange.
Please drop a line to the
editor indicating which,
if any, of the three functions interest you. If you
have some software available, please indicate the
nature of the software. ■

SAMPLE TREND GRAPH
NET TRADE ORDERS - - NOV 75 THROUGH OCT 80
Source: Ouota Performance Report.
ORDERS PER MONTH M -- WORLDWIDE

ACTUAL

LONG —TERM TREND

SHORT —TERM TRH
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LONG —TERM GROWTH

25.9
=

of growth trends or illustrates how effectively the
company turned orders
into shipments. A bar
graph shows that weak
orders in the last half of
the year were caused by
fluctuations in the international market.

SHORT—TERN GROWTH

Y70

FY76

FY77

FY78

F/79

32 7G

FY80
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OURFINANCIALSOFTWAREGIVES
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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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`I CAN'T COMMUNICATE WITH MY BOSS'
ROBERT HALE, EDITOR
I read so much about married couples finding it difficult to communicate,
but my wife and I communicate beautifully. The person I can't seem to
communicate with is my boss, who runs the internal auditing division of a
large corporation, and of which I'm a part. He's a nice man, but the problem is that every time I present a new id ea, he d emands so much trivial
detail and takes so long to make a decision that a project often dies from
its own inertia. It's also extremely difficult to get him to find time to discuss things with me. He's an introverted person who prefers to spend most
of his day in his office with the door closed. Any ideas for me on breaking
through this communications logjam?

h e fi rs t t h i n g y o u
must do is accept responsibility for improving communications with your boss.
I stress you because,
i n vi r t u a l l y eve r y
situation in which there is a failure
to communicate, the communicator
(you, in th is cas e) mu st sho ulder
the "blame," and seek new and better ways to mak e co mmun icat ion
work better.
Your boss sounds like the sort of
executive who functions best with a
great deal of detailed input, and a
chance to form judgments in relative solitude, rather than as part of
a team. Thi s doesn't s ay anything
positive or negative about him. All
it does is to acknowledge his style.
The fact that you're having trouble communicatin g with t his person indicates to me that your style
is probably quite different. Chances
are yo u 're mo re of an ex tro vert ,
someone who enjoys looking at the
proverbial big picture rather than
dealing with details, and who goes
with your i ntuiti ons and feelings
rather than tak ing the s low, pondering approach. So be it. The fact
still remains that if you are to fulfill your potential in your company,
and wi th thi s s uperio r, you mu st
adapt your style to his, not the other way around.
The next time you face the challenge of presenting an idea to your
boss, approach it as exactly that —a
challenge. Take some extra time in
20

preparing what you'll say, and how
you'll say it. You know he functions
best when h e has al l t he d et ai ls .
These same details might not mean
mu ch t o yo u , b u t i t 's i ncu mben t
upon you to come up with them and
to struct ure yo ur presen tat ion of
them to your boss' liking.
I've found over the years that executives like your boss are generall y mo r e c o mf o r t a b l e , a n d i mpressed, with details in writing. I
fi r ml y b el i eve t h a t too ma n y
memos are written in today's workplace but, as in your case, there are
times when the written word is necessary. Supplement whatever ver-
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bal presentat ion you make with a
clear and concise written list of the
pert i n en t back gro u n d fact s t h at
will help your boss make a decision.
The more precise and orderly you
are in arranging the facts, the better you'll match your boss' needs.
I'm n ot su ggest in g t hat you attempt to change your own management style permanently. I'm sure it
works well for you. Bu t, think of
those who report to you and of the
changes th ey mu st make i n o rd er
to please their boss.
Actually, b eing able to analyze
an ot h er pers o n's co mmun i cat io n
style, and being flexible enough to
accommodate it, i s a po sitive, attracti ve trait in people. It d oesn't
represent dishonesty or lack of convi ct i o n as s o me wo u l d p ai n t i t .
Rather, it is an effective means of
negot i at i ng th i s comp lex wo rl d ,
professional and personal, and of
getting across those things that are
i mp o r t an t t o yo u . P ro f es s i o n al
wri t e rs r ead a mag azi n e b e fo re
t h ey s u b mi t an art i cl e t o i t an d
adapt their style to fit that publication's style. A person who goes to
work for a company in which there
is a "corporate culture" that tends
t o b e fo r ma l , i n c l u d i n g d r e s s ,
doesn 't h ave to give up a l ove of
jean s and sneakers on weeken ds.
He si mply has to conform du ring
each workday.
The same holds true with you and
your mo re int rovert ed, detail -oriented boss. "When in Rome, do as
the Romans do," goes the old saying, and there's wisdom in it.
Chances are your boss
won't be the only important person in your life
who fu nct ion s t he way
he does. Learni ng how
to co mmu n icate effectively with him will not
on l y en h an ce yo ur career p o t en t i al i n yo u r
cu rren t j o b , i t wi l l b e
helpful throughout your
life in a wide variety of
situations.
■
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"1'd say your first mistake was in calling him a
wimpy accountant."

Mr. Hal f is chairman of
Robert Half International, Inc., a financial and
data processing recruiting firm with more than
100offices worldwide.
Most offices are independen tly owned and
operated.
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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

Reduced interest
and increased savings.
n.

more—right now? Upon approval, you could have that

much at your fingertips to use for any personal reason.

x

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.
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.
It's easy to say yes to a credit line that
costs you nothing to e stablish. Since there i
are no application fees, annual dues or
prepayment penalties, it makes sense
1
to reserve your line now, free of charge
,
so the funds will be there when
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.

Free checking for
easy access.

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.

I

As a NAA member, your credit line interest rate is a tough -to -beat 5.9% 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 ob) ligation 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.

SECURITY PACIFIC
=,IXECUTIVE/PROFESSIONALSERVICES
14201 East 4th Ave. a Aurora, CO 80011
(800) 525 -1132 (Colorado residents call collect 341 -6581)
'Security Pacific Executive /Professional Services, Inc. is an equal opportunity lender.
Apprtrval of all loans, regardless of amount, is subject to its normal credit policies.
lb cover the administrative costa of arranging the national program, the Association receives
a smal l fee. The offer should not be construed as an endorsement by the Association of the
lender, or any other products or services included in the Group Discount Program.

Let us rush you an application.
Complete and mail the
coupon below today!
YES! I'm interested
in applying for a line
of credit.
Re turn this coupon to Sec urity Pa cific
Exec utive /Profe ss iona l Se rvic es ,
14201 Ea st 4th Ave. , Aurora, CO
80011. Or, if you prefer, call toll -free
(800) 525-1132. (C olora do re s ide nts
call colle ct 341-6581.)

Na me
Address
City

State

Daytime phone (

Zip
)
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What the New York Stock Exchange Is Doing About

NSIDERTRADING
Our ASAM database stores the names of nearly 500,000 executives and profile data on 71,000 executives and directors.

BY DONALD J. SOLODAR
nsider trading is the most widely discussed, broadly publicized
topic in the securities industry.
But regulators in the industry
can't afford to just talk about insider trading —we must do something
about it.
A cons ortiu m o f organi zatio ns
share the responsibilities of regulation . Th ere is a common purp ose
among member firms, the stock exchanges, the SEC and Congress; to
en s u re co mp l i an ce wi t h fed eral
statutes, SEC regulations, and Exchange rules governing the securities industry.
The member firms form the first
line of defense against unfair trading practices and other violations
or abuses of rules and regulations.
They are expected to conduct their
act ivi t ies i n a man n er t hat co mplies with all the relevant requirements, and to have in place appropriate supervisory, compliance, and
review procedures toward that end.
The NYSE , the s even ot her exchan ges natio nwi de, an d t he Nati on al As so ci at i on o f Securit ies
Dealers are the second level of defense. They recognize the need to
mo ni t or tradi n g no t o n ly wi t hi n
our in di vid ual mark etp laces , b ut
across markets as well. In 1981, the
New York Stock Exchange took a
leadership role among eight national securities exchanges and the Nati on al As so ciati o n of Secu rit ies
Dealers (NASD) in the establishmen t of th e In termark et Su rvei llance Group (ISG). The other memb ers of t h e gr o u p ar e : t h e
American, Boston, Cincinnati, Midwes t , P ac i fi c an d P h i l ad el p h i a
S t o c k E x ch an g es , t h e C h i c ago
Board Options Exchange, and the
NAS D. Th e Int ermarket S urvei llance Group coordinates the overall
effort for exchanging market data
22

Some of the sophisticated technology in use at N.Y. Stock Exchange.

and int ensifyi ng int ermarket surveillance. The group focuses particularly on assuring the integrity of
trading in options and equities and
enhancing public protection.
When appropriate, the Exchange
and other self - regulatory organizations can impo se a wide range of
penalties on organizations and indivi d u als u n der t h ei r j uri s d ict i o n
who vio late th eir rul es or federal
securi t ies laws an d regulatio ns.
However, when more auth orit y is
needed , the exch anges an d oth er
self - regulatory organizations turn
over their investigations to the SEC
becau se th e SEC has much wider
jurisdiction and powers to investigat e i ns t an ces o f u nfai r trad i n g
and other violations. The SEC also
has respo nsib ilit y fo r overseeing
the self - regulatory organizations.
Together t hey are accou ntable to
Con gress , whi ch can recommend
ch an ges and enact legi sl ati on as
required.

HIGH-TECHSURVEILLANCE
espite the publicity surrounding the insider trading cases,
no t en ou gh is k no wn ab ou t
the regulatory measures we take to
oppose insider trading. Primarily,
the New York Stock Exchange is
res p o n s i b l e f o r mo n i t o ri n g t h e
trading in all its listed securities,
and reviewing the trading of members, memb er organizat io ns, and
t h ei r cu s t o mers fo r co mp l i an ce
with both exchange rules and federal l aws an d ru l es. Ou r mark et
surveillance effort uses sophisticated automated tools to collect data
and review for unusual trading in
order to detect abuses in five major
areas:
• In sider t radi ng;
• Front - running which is improper trading based on knowledge of
immi nen t market act i vi t y t h at
will affect the price of a stock;
MANAGEMENT ACCOUNTING /NOVEMBER 1987

• Man ipulation;
• Specialists' failure to maintain a
fai r an d o rd erl y mark et i n as signed stocks, or to execute agency o rd ers i n acco rdan ce wi t h
NYSE rules;
• Violations in proprietary trading
by members.
Almos t immedi ately fol lo wi ng
the establishment of the Intermarket Surveillance Group in 1981, the
New York Stock Exchange began
working with the Securities Indust r y Au t o ma t i o n C o r p o ra t i o n
(SIAC), our information processor,
to develop a consolidated automated database. The result was a comprehensive, flexible database that
contains the market data of all the
part icip an ts i n t h e In t er ma rk et
Surveillance Group.
The NYSE began using this new
database, the Intermarket Surveillance Information System (ISIS) in
ea r l y 1 9 8 3 . O ve r t h e l as t fo u r
years, with assistance from the Securities Industry Automation Corporation (SIAC) and our own experience in using ISIS, we have been
able to take what was a very good
dat ab as e an d improve it . We d id
this by tail orin g th e data files to
s u i t o u r s p e c i f i c s u r ve i l l a n c e
requirements.
Using the ISIS database, we can
determine the following: what the
trade or quote was, whether it was
a stock or an option, where the activity occurred, the brokerage firms
that participated, and whether the
NYSE trade was for the account of
the member fi rm o r fo r on e of its
customers. We can even ascertain
the identify of the broker on the exch an ge wh o ex ecut ed t h e o rd er.
The Int ermarket Surveil lan ce Information System contains an average of between 30 and 75 days of
this detailed data and 14 months of
s u mmar y d at a. We ca n r et ri e ve
past data whenever we need it.
ISIS expedites our surveillance
processes and improves the productivity of our staff by providing easy
on -line access to data through a terminal at the analyst's workstation.
In effect, t he system p uts trading
activity in every U.S. marketplace
at our analyst's fingertips.
Wh en d et ermi ni n g h ow lo n g a
period of trading to investigate, analysts use both t he IS IS dat abase
and a chronology of events for the
companies under st udy. Our analyst consults with each listed comMANAGEMENT ACCOUNTINGINOVEMBER 1987

Nigh -tech
surveillance tools
enable the NYSE
to analyze massive
mounts of market
data and
determine any
connected to a
trading situation.
p an y's rep r es en t at i ve t o r eco n s t ru ct e ve n t s i n t h e co mp an y' s
recent p ast . Wi th i nsi der trad ing
cases, the crucial period of time directly precedes the announcement
of a co rp orat e develo pmen t. Our
analysts look at significant events
su ch as meet i ngs or di s cus s io n s
that took place with other compani es , i n ves t men t b an k ers , att o rn ey s , an d acc o u n t a n t s . Du ri n g
these meetings, insiders could have
leaked information not yet released
to the public.
While our Int ermarket Surveillan ce In fo rmat i o n Syst em exp edites the analytical reviews of mass i ve amo u n t s o f mark e t d at a, i t
does not prove that there has been
"insider trading." It does, however,
hel p u s t o i d en t ify t h e fi rms i n volved in buying and /or selling. We
then con tact t ho se firms an d ask
for information regarding the customers who entered the specific orders. We also ask for background
data about these customers —where
they live, their occupations, etc. —
in order to see if we can link them
with those on the "inside" who may
have been privy to material, nonpublic information. In conjunction
with ISIS, we have developed ano t h er d a t ab as e , t h e Au t o mat ed
Search and Match (ASAM) system.
An al yst s can acces s t he Au to mat ed S earch an d Match Syst em
u s i n g t h e s ame t e rmi n a l s t h a t
bri n g t hem i n t o t h e In t ermark et
Surveillance Information System.
ASAM is designed to automate the
research and cross - referencing of
p u bl i cl y a va i l a bl e i n fo rmat i o n
maintained on individuals, corporations, and service organizations

to determine if they are connected
to a p arti cu lar trad in g si tu at io n.
Th e AS AM d at a b as e s t o r es t h e
names o f n earl y 5 0 0, 0 0 0 ex ecu tives; and profile data on 71,000 executives and directors, 44,000 corpo rat i o n s an d 3 3, 0 0 0 co rp o rat e
subsidiaries.
Our investigation into possible illegal trading may begin with a list
of 40 names of the corporation's execu ti ves and di rect ors . Th en, for
each name, the analyst can search
in t h e Au t o ma t e d S e a r c h a n d
Match System for others who have
common profile information. The
analyst may l oo k for i nd ivid uals
wh o res i de in th e s ame zi p cod e
area or who had attended the same
al ma mat er. We are t h en ab le t o
build a "tree" of potential insiders
whose branches contain anyone in
the database who "touches" anyone
associated with the companies under investigation. An investigative
t ree co u l d co n t ai n h u n d re d s o f
names.
In addition to corporate officers,
we look at oth ers wh o are "in the
know ": attorneys, bankers, public
rel ati o n s ex p ert s , acco u n t an t s ,
members of the board, and management co nsultants. We add t o that
li s t t ho s e who rep rod u ce th e records of information —the typists,
secretaries, proofreaders, printers,
word processors, and computer programmers. It is easy to see how vulnerable the security of information
is and how easily impaired.
The member firm.cust omer data
I d es cri b ed a r e t h e n ma t ch e d
against this mini - database to detect
any link s between cu stomers and
possible insiders. For example, we
loo k for s uch conn ectio ns as t he
buyer of XYZ stock having a membership in the same country club as
the president of XYZ. Or, the seller
wh o j u s t h a p p en s t o l i ve i n t h e
same co unt y as t hree memb ers of
XYZ's board.
To further impro ve ou r investigat i ve cap ab i l i t i es , we are n o w
searching for additional sources of
data for the Automated Search and
Match System. The NYSE is participating in an industry initiative to
automate the reporting of customer
and other information by member
firms directly to the self- regulatory
organizations. When used to its fullest potential, the ASAM will unquestionably increase the reliability, productivity, and speed of our
insider trading investigations.
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NOTABLE INSIDER
TRADING CASES
or all the notoriety that insider t rad i n g recei ves , no o n e
has come forth with an all -inclu sive defin iti on of what i t i s.
There is even considerable debate
as to whether a precise definition
would serve lawmakers' and regulators' purposes.
Secu ri t ies regul at o rs ap pl y a
co n cep t o f i ns i der t rad i ng th at
has evolved based on court decisi o n s an d h as fo ur k ey comp o nents: insider trading consists of
advance, nonpublic information;
information must be of a material
natu re; the use of t hat info rmation must result in profits— usually derived through trading —made
ei t h er b y t h e p e rs o n wh o h a s
learned the "ins ide story" o r by
th e perso n who m he or s h e has
tip ped o ff. And fi nally, ins id er
trading cases involve a breach of
fiduciary responsibility.
Not all aspects of insider trading as we k now it tod ay existed
ri gh t fro m t h e s t art . Ab o u t 2 5
years befo re th e Securit ies and
Exchange Commission was established, the Supreme Court upheld
t h e p ri n ci p l e t h at t h ere was a
co mmo n l aw d u t y o wed b y t h e
classical insider to the investor.
These true insiders —the chief financial officer, the chief executive offi cer, the chairman of the
b o ard , t h e d i rec t o r, t h e p res i dent —all we r e b o u n d b y t h e
duty —and the word "duty" is important here —not to mislead the
investor.
The 1961 Cady, Roberts case examin ed the sp eci al rel ati ons hip
between the classical insider and
the recipient tipee. The tipee became responsible for his acts: either disclose material, nonpublic
information, or abstain from trading. The "disclose or abstain" doctrin e was con firmed in the SEC
vs. Texas Gulf Sulfur case of 1968
from which the d uty was said to
rest on two principles: the existence of a relationship providing
access t o i nformat io n i nt en ded
only for corporate purposes, and
the unfairness inherent in allowing an i ndividual to tak e advantage of such information.
To this day, some haziness still
pervades the issue of materiality.
If material information is what a
reasonable investor would consid24
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Floor brokers on main equities trading floor of the Big Board.

er important in deciding whether
to buy, sell or retain securi ties,
ques tion s arise such as: Who is
th e average, p ru d en t i n ves t o r?
How is the relative importance of
t h e i n f o rmat i o n d e t e rmi n ed ?
What's the likelihood that this information would impact the investor's decision? The 1970s brought
p art i al an s wers t o t h es e q u es tions. Meaningful public disclos u re o f co rp o ra t e i n fo rma t i o n
c a me t o me a n d i s s e mi n a t i o n
through recognized channels and
the provision of sufficient time for
public reaction.
In the Chiarella case (1980), the
defendant was not in a fiduciary
rel at io ns hip wit h sh areho ld ers.
Rather, he was an employee of a
financial printer for the acquiring
company, and as such, he had no
duty to disclose or abstain.
The 1983 Dirks v. SEC case concerned the interaction of the temporary insider and the tipee, and
a broadening of the concept of fiduciary duty. Take this situation:
an insider breached his fiduciary
duty by disclosing information to
the tipee. The tipee became liable
if he either knew or should have
known about the breach of duty.
The court also suggested that certain outsiders, such as underwriters, attorneys, and acco untants,
may acqui re a s pecial fidu ciary
rel at i on s h ip to s hareh o l ders i f
given access to nonpublic informat ion with at l eas t an impli ed
d u t y t o k e ep t h e i n f o r ma t i o n
confidential.

The salient point demonstrated
by these cases is that the duty to
disclose or abstain is derived from
relationships, not merely access.
Additionally, th e co u rt s h ave
s h e d l i g h t o n i n s i d e r t r ad i n g
t h ro u gh t h e mi s a p p r o p r i at i o n
theory. Namely, that a breach of
duty to preserve confidences can
exist between the individual and
the employer. Chiarella was t he
fi rst cas e in whi ch t h e go vern men t argu ed misapprop riation.
But other cases have followed, including: U.S. v. Newman, • SEC v.
Materia; SEC v. Musella; and U.S.
v. Winans.
Accountants have not been immune fro m insider tradin g scandal s. F i ve yea rs a go , t h e S E C
ch a rge d a S e at t l e acc o u n t an t ,
Gary L. Martin, with u sing illegally obtained advance knowledge
that t he Kuwait Petro leu m C orporation planned to buy Santa Fe
Int ernati onal. Alt ho ugh h e neither admitted nor denied the SEC
charges, Mr. Martin consented to
a d is gorgemen t of mo re th an $1
million.
In 1983, an officer of Ernst &
Whinney, Howard L. Davidowitz,
was accu s ed o f in s i d er t rad i n g
and sentenced to 39 weekends' imprisonment, a $10,000 fine, and
five years' probation.
Two ye ar s l at e r, acco un ti ng
clerk Christopher Moffatt, working at Su llivan & Cromwell, received a sentence of three years'
probation for his insider trading
conviction.
■
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ILLEGALTRADERSPENALIZED
ow are we doing? I am pleased
to report that through our efforts and work with the SEC,
the NYSE is fulfilling its duty to
protect the investing public. A few
of our recent cases illustrate the effectiveness of our reputation.
Us i n g t h e d at ab as es , o u r an alysts tracked the activities of Harvey Katz, his son Marcel, and two
colleagues from Lazard Freres who
were engaged in illegal trading in
connection with the RCA /General
E l ect ri c me r ge r . We h a d b e en
wat ch in g Mr. Katz and h is ass ociates since December 1985. We re.
ferred the Katz connection t o the
SEC. In August of 1986, Katz and
his associates disgorged $2 million
in profits and paid another $2 million in fines.
In Oct o b er 19 86 , t h e SEC
brou ght James F lah erty of Gul f stream Aeros pace to jus tice. Mr.
F l ah e rt y, a vi ce p re s i d en t an d
s al es man f o r t h e co mp an y, was
b ro u gh t t o t h e at t en t i o n o f t h e
Commission by the Exchange after
analysis using ISIS revealed his activities. Mr. Flaherty was ordered
to pay $26,015 in disgorgement of
profits and an additional $26,015 to
t h e U. S . T r e a s u r y as a ci vi l
penalty.
On December 12, Texas businessman Melvin Pomerantz's i nvolvement in the proposed acquisition of
SFN Companies, Inc., led to a penalty of $29,850. In addition, he and
his mother -in -l aw would forfeit
close to $40,000 in profits. Mr. Pomerant z's censu re was du e t o t he
NYSE's notifying the SEC of the results of our investigation.
It was Christmas Eve when Samuel Aks ler, a former li brarian of
the Skadden Arps law firm in New
Yo rk , and ei gh t o f h is relati ves ,
fa ce d C o mmi s s i o n ch ar ge s fo r
amas si ng more th an $41 4, 00 0 in
profits based on illegal use of insider information. Here, too, referrals
were made by the NYSE based on
our an alyses of t radin g in a number of takeover situations.
As 1986 came to a close— December 30 to be exact — Alfred Elliott,
who once was a partner of the Chicag o l aw fi r m S ch i ff Har d i n &
Waite, agreed to a disgorgement of
$271,000 plus $220,000 in fines. Mr.
Elliott had participated in merger
discussions as an attorney for KN
Energy Co. while buying shares for
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his own account. This was easily
discerned by the New York Stock
Exchange, and flagged for SEC follow-up.
The case of Nahum Vaskevitch,,
head of Merri l l Lyn ch 's mergers
an d acq u i s i t i o n s d ep art men t in
Lo n do n , i s mo re recent . Ou r i n volvement in the case dates back to
1985 when we reviewed trading in
Payless Drugstores prior to an announced takeover proposal. An account registered as Plenmeer, Ltd.,
with addresses in both Middlesex,
England, and Zurich, Switzerland,
was found to have purchased a sizable amount of Payless stock prior
to K- Mart's announced takeover. A
review of individuals connected to
this account revealed no ascertainable link to any of the entities involved in mapping out the Payless
deal.
Ap p ro x i mat el y on e year l ater,
th e P lenmeer acco u nt agai n s urfaced i n t h e p re a n n o u n ce men t
trading review of Herman's Sporti n g Go o ds . T h e co mp a n y h ad
agreed to be acquired by a Londonbas ed co mpan y. In th e Herman's

Our investigation
may begin with 40
corporate officers
and directors.
si t u ati o n , P l e n me er aga i n purchased sizably, and another seemingly unrelated account paralleled
P l e n mee r' s p u rc h a s i n g o f He rman's through the same firm.
At ab o u t t he s ame ti me, P len meer re- surfaced as a major purchaser of Saga Corporation prior to
an announced takeover by the Marriott Hotel Group through a differen t f i rm. E x ami n at i o n o f P l en meer's account paperwork, as well
as the other accounts that mirrored
Plenmeer's trading, led the NYSE
to refer the case to the SEC in June
1986.
The S EC us ed t he data we h ad
given t hem an d throu gh a coordinati on of our efforts wit h t hei rs,
Nah u m Vas k evi t ch was charged
with leaking information to David
Sofer, th e p rin cip al at Plenmeer,
about possible deal situations being
work ed on b y M erri ll Lynch. Al-

though charges have been issued by
the SEC, the Commission and the
NYSE continue to investigate this
matter.

EQUALACCESSTOTHE
MARKETSPROTECTED
11 of these cases contain an underl yin g gui d i n g p ri n ci p l e:
the NYSE's regulatory framework is b ui lt o n t he s up po si ti on
th at all in ves t ors are ent i tl ed t o
equal access to the market. The illegal it y o f i ns i der t rad in g s t ems
from a very basi c p remis e: qu it e
simply, it is unfair. It bestows advantages upon a privileged few that
the majority are denied.
No ma t t er h o w t h e D o w may
flu ct uate, no matt er what t he i nflux of institutional investors into
the market, and regardless of how
much more powerful and well -connect ed each con victed i n si der i s
than the last —one verity must remain. There must be equal opportun ity fo r all invest ors wh o h ave
ent rus ted t hei r money to the free
market system.
Protecting the fairness and integrity of the market is the job of 90
people in the NYSE's divis ion of
market surveillance. It is our duty
and that of my fellow regulators to
see that public confidence and trust
are justified.
I am no t o nly referring to trust
in the New York Stock Exchange,
or trus t so lely i n th e co nt in uo us
auction market system, or even in
the concept of self - regulation. The
trust I speak about is belief in the
American capital - raising process.
Without that trust, the whole process is at risk. It is true that regulators are bound by law to safeguard
th e p ro ces s . B u t we are eq u al l y
bound by the knowledge that without public confidence, the capital raising process as we know it will
cease to ex i st . Regu lato rs k no w
how high th e stakes are, and how
insid ious a threat i nsider trading
presents . We wil l not be outdone
merel y b ecau s e o u r chal l en ge i s
formidable. The public, the industry, and the national economy depend on us, and we are determined
to fulfill that trust.
■
Donald J. Solodar is senior vice
president of the New York Stock
Exchange and heads the Markel
Surveillance Division.
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CAPITALINVESTMENT
INTHENEW
MANUFACTURING
ENVIRONMENT
BY ROBERT A. HOWELL AND
STEPHEN R. SOUCY
utomation is probably the
most evident change in the
new manufacturing environent. The objective of automation, besides adding capacity, is
to produce high quality goods consistently, quickly, and economically. Effective use of automation can
leverage the succ ess achi eved
through more fundamental efforts
aimed at achieving higher quality,

Management
accountants: Don't
rely exclusively on
traditional cost
systems to justify
investments.

lower inventory, streamlined production flow lines, simplified processes, and other major trends in
the factory. Thus, automation can
enhance the overall competitiveness of a company.
In spite of the obvious advantages of investing in automation, issues central to the investment decision have changed dramatically
over the past 20 years. The new
manufacturing environment presents new issues of scope, timing,
and uncertainty that require management accountants to reassess

Automated final assembly and test module at IBM Lexington.
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t h e wh o l e ca p i t a l b u d g et i n g
process.
Al t ho u gh au t omati o n often is
viewed as a "cure -all" for competitive deficiencies, this view is incorrect. The key to effective and succes s fu l a u t o ma t i o n i s t o fi rs t
analyze, understand, and if necessary, red es i gn an d s i mp l i fy t h e
manufacturing process. Many compani es are ach ievin g s i gn i fi can t
benefits, without significantly automating, by simply rearranging the
plant floor, eliminating nonvalue
activities such as inventory storage
and material handling, and establishing more streamlined and flexible process flows. Once the effort to
simplify and improve the process is
complete, automation can leverage
the benefits by performing the operations faster, more reliably, and
wi th in t ight er to lerances . While
automation is not the cure -all, wise
in ves t men t i n aut o mat ed eq u i p men t, s ys t ems , production lines
and factories is an integral part of
any effort to achieve and maintain
a competitive advantage.

THE INVESTMENT DECISION
he investment decision evaluates wh ether an in ves tmen t's
returns exceed its costs. While
the issue of returns versus costs is
still the fundamental question, the
nat ure and ris ks as sociated wi th
those investments has changed dramatically i n the new manufacturing environment.
First, investments are becoming
mo re s i gn i f i ca n t . St an d -al on e
pieces of equipment, such as robots
and computerized numerical control machines, can sell for up to $1
million. Fl ex i bl e manu factu rin g
sys tems — a machin e o r gro up of
machin es lin ked to get her to perform a series of operati ons au tomatically for one or more product
lines such as Allen- Bradley's "factory within a factory" world contactor facility -can cost anywhere
from $10 to $50 mi ll io n. In vest ments in fully automated factories,
such as the IBM Proprinter facility,
can cost more than $100 million.
Second, the equipment involved
is more complex, techn ically and
op erat i o n al l y, t h an trad i t i o n al
pieces of equipment. The benefits
associated with advanced automation are more indirect and intangible. Where emphasis in the 195Os

T
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The key to
successful
automation is to
first analyze,
understand, and, if
necessary, redesign
and simplify the
manufacturing
process.
was direct cost savings, today investments are designed to improve
quality, delivery, and customer satisfaction. This new focus requires
that management accountan ts devise new models and methodologies
to capture these benefits to establish th e value co ntribut ed by the
investment.
Fi nall y, t h e cas h ret u rn s r equired to justify the investment are
received over a l on ger p eri od o f
ti me b ecaus e o f t he h i gh i n vest ment cost. It is critical to establish
the nature, amount, and timing of
future after -tax cash flows in order
to arrive at an accurate estimate of
the discoun ted cash value. As we
have described, investments in advan ced au t o mat i on are mo re ex p en s i ve, l o n ger t erm, an d mo re
ri sk y. Th i s new en vi ro n ment requires managemen t to place more
attention, understanding, and control over the investment justification process.

THE CAPITAL INVESTMENT MODEL
e assert that the basic capital budgeting model —disco u n t e d c as h fl o w val u e
analysis —is still the appropriate
tool to analyze capital investments
in the new manufacturing environment. However, what n eeds to be
recon si dered b y man agement acco un tant s are th e in pu ts u sed in
the analysis: investments, operating cash flows, terminal value, and
th e d i sco un t rat e. Th e n atu re o f
these inputs has changed dramatical l y i n t h e n e w man u fact u ri n g
environment.

In ves t me n t s t o d ay are l arger,
more complex, and require a longer
implementation period than traditional capital investments. General
Mo to rs ' Satu rn project, initially
pro cl ai med as "th e k ey t o GM 's
long -term competiti veness," was
expected to require five years before it was ready for production. On
a smaller scale, Allen- Bradley took
two years t o i mp l emen t ful l y it s
"facto ry wi t hi n a fact ory" wo rl d
contactor facility.
Also, investments no longer can
be considered "givens" in the capital budgeting model. Much of the
cost o f the inves tment is in engineerin g, so ft ware devel o pment ,
and implementation. Allen -Bradley's capital investment in its world
contactor facility was $8 million,
yet its overall cost was $15 million.
The Saturn project at GM was originally slated to cost $5 billion to
produce 400,000 cars per year. Today, the projected cost is $1.7 billion for the "first phase" for a production volume of 250,000 cars.
Longer -term horizons, intangible
ben efi ts, an d greater un certai nty
also are characteristics of the cash
flows from ad vanced automation.
These factors create an even more
difficu lt assi gnment for th e management accountant.
Traditional investment analysis
focused primarily on immediate direct benefits from labor, scrap, invent ory, an d cap aci ty. Su ch was
th e cas e b ecau s e t h es e b en efi t s
were, in fact, the primary and significant values derived from capital
in ves tment s. In t an gi b le benefit s
were n o t mat eri al an d t herefo re
did no t wa r r a n t an a l y s i s o r
consideration.
Today, t he situ ati on i s s igni ficantly different. The principal objectives and benefits of many capit al i n ve s t me n t s a r e q u a l i t y ,
delivery, throughput, and flexibility, as well as cost. Thus, while direct savings s uch as labor, scrap,
an d i n ven t o ry may b e r ed u ced ,
much of the val ue resu lti ng from
automation remains uncovered if
on l y t h e d i re ct s a vi n g s a r e
considered.

TYPES OF INVESTMENTS
ANDRETURNS
ab le 1 d is t in gui sh es s everal
typ es of in vestmen ts an d ret u r n s t h a t ch a rac t e ri z e t h e

T
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CAPITAL INVESTMENT ANALYSIS
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new manufacturing environment.
At the base level are the smaller,
individual pieces of equipment,
such as computer -aided design,
computer -aided engineering, numerically controlled machines, and
robots, which are generally justified on the basis of direct cost savings. For example, if a robot replaces a worker on a paint line, the
worker's wages and benefits, and
the reduction in scrap pieces resulting from worker error can be calculated and compared with the cost of
the robot to determine the net present value of the investment. It
may be unnecessary to consider intangible benefits such as the quality, reliability, consistency, and the
flexibility of the equipment.
A second level of investment in
advanced automated equipment is
the flexible manufacturing system
(FMS). The direct benefits of labor
savings and scrap reduction may be
insufficient to justify the magnitude of investment in flexible manufacturing systems. However, there
are considerable indirect savings
and intangible benefits that need to
be recognized and incorporated
into the analysis.
When the larger investment reduces the number of direct labor
employees and their associated expenses, there will be implications of
that reduced labor force on such
support areas such as personnel
and payroll. When the automated
28

equipment reduces the level of
scrap, purcha si ng, produc ti on
scheduling, and inventory control
requirements will be favorably impacted. When computer - controlled
equipment allows for quick changeovers, support functions that formerly spent a considerable amount
of time executing setups will no
longer be necessary. If, in fact, the
equipment is more reliable so that
it provides greater throughput and
faster setups, there are significant
implications for the level of inventory that must be maintained.
As companies consider invest-

ments in larger, more integrated
systems, the analysis must reach
beyond the traditional cost savings
to the multitude of more qualitative, expense and revenue categories affected. All investments may
contribute, in varying degrees, to
such intangible benefits as flexibility, reliability, delivery, and quality
of manufacturing, but the contribution currently is missed in many
capital budgeting analyses.
The broadest category of investment in the new manufacturing environment is the "greenfield" factory. This is the situation where a
company decides that to be competitive it must completely change the
way it manufactures, resulting in a
new factory designed and built
from scratch. An investment of
such scope is clearly strategic.
The impact on direct material
and labor, indirect support activities, and inventories must be estimated, but, again, will not be sufficient to justify the investment. The
reason a company makes such an
investment is because it provides a
clear competitive advantage. It was
that logic that prompted IBM to
build a new facility to produce the
Proprinter. The new plant produces a computer printer as efficiently, inexpensively, and with as
high reliability as any other product of its kind in the industry.
GE decided to rebuild its Appliance Park in Ke ntucky to stay
ahead of its competition in terms of
cost and quality. In the case of
these large investments, intangible
benefits, primarily impacting reve-

FIGURE 1/CAPITAL INVESTMENT ANALYSIS
DISCOUNTEDCASNFLOWMODEL

Robot
FMS
Greenfield
Factory

MANAGEMENT ACCOUNTING /NOVEMBER 1987

nues, must be brought into account.
This experience suggests that as
a co mp an y mo ves fro m s mal l er,
less sophisticated, and less costly
i n ves t men t s t h e cri t er i a t h at i s
us ed t o j us t ify in ves t men ts wi l l
change. Although, it is appropriate
to assess the indirect and intangible benefits associated with smaller
an d l es s ex pen s ive in vest ment s .
Many companies have recognized
that th ere are o ne or two criti cal
op erat i on s in th e man ufact urin g
process such that if one NCC machin e or ro bot cou ld p erform the
operation within tighter tolerances
an d wi t h great er rel i ab il i t y, t h e
value added would be principally in
the quality and reliability the machine allows rather than the one or
two people it displaces. Thus, for
any significant investment, all of
the elements of direct and indirect
savings, and tangibie and intangible benefits, must be identified and
considered.
Figure 1 demonstrates the three
types of investment in the context
of the basic capital budgeting model. As one moves along the scale of
invest ments , the cash outlays are
l arger, t h e p ayb ack p eri o d s are
longer, th e investments typically
rely on more indirect and intangible benefits and there is a higher
level of uncertainty with the cash
flows. It is important for management accountants to take these issues into consideration when applying capital budgeting techniques to
i n ve s t me n t s
in
a u t o ma t e d
equipment.
In a study commissioned by the
National Association of Accountants (NAA) and Computer Aided
M a n u fa ct u r i n g - In t e rn at i o n a l
(CAM -I), the researchers found that
the majority of manufacturers use
an unadju sted p ayback p eri od of
between two and four years when
eval uat ing advanced manufact urin g equ i pmen t .' Th is co n st rai nt ,
given the long -term characteristics
of advanced automation and the inabil ity of many manu facturers to
accurately establish and quantify
the benefit s of advanced automat i o n , o ft en u n d e r mi n e s s u ch
investments.
TERMINAL VALUE
n important element of the investment justification process
is the determination of the inMANAGEMENT ACCOUNTING /NOVEMBER 1987

Proprinters moving on overhead conveyor lines at IBM's automated plant.

vestment's terminal value, which is
defined as the cash value at the end
of its useful life or the analysis period used in the capital budgeting
mo del. The termin al valu e often
can be the swing number in the invest men t d ecis i on . The termi nal
val u e re q u i res man a gemen t accountants to forecast technological,
economic, operational, strategic,
and market developments over the
investment's life in order to make a
reasonable estimate of its potential
val ue. Th us , t h e u n certai nt y accorded operating cash flows is magni fied wh en app l i ed to t ermin al
values.
Managers have been, known to
exclude or excessively discount the
terminal value of an investment in
the capital budgeting analysis due
to the level of uncertainty accorded
its return. While terminal value is
a function of many independent iss u es , to i g n o re t h e b en e fi t is
incorrect.
To address the issue of uncertainty for investments, cash flows,termin al valu es , an d d is co unt rat es
(below), management accountants
need to expand the use of probability and sens iti vit y an alysis in the
investment j usti fication process.
Input from customer service, sales,
distribution, marketing, manufacturing, purchasing, and engineering, as well as finance, must be incorporated when establ ishing the
projected cash flows.

Traditionally, if a potential benefit could not be reasonably estimated t h e n n o val u e was gi ven . Of
course, no value is the value zero
and by tak ing a "pro per an d conservati ve" ap proach to s uch an alyses, many companies forego significant investment opportunities.
Preparers and evaluators of capital
investment proposals must recognize the necessity for making reasonable, subjective determinations
when assessing the costs and contributions of an investment. Managemen t mu s t t h en eval u at e t h e
sensitivity of the results to changes
in significant inputs. This provides
managemen t wi th so me d egree of
confidence that even if a critical assumption is incorrect by a certain
percentage, the decisi on to make
the investment would not change.
The final aspect of the capital investment an alysis is t he discount
or hurdle rate. Its determination is
not directly impacted by changes in
th e n ew man ufactu rin g en vi ro n ment. However, due to the longer term orientation of the cash flows
fro m ad van ced aut omat ed eq ui pmen t, the impact o f t he dis cou nt
rat e o n t he decis i on to in ves t i s
greater.
In t he survey con ducted by the
NAA, 3 6% o f th e manu fact urers
reported using disco unt rat es bet ween 1 3 % an d 17% an d mo r e
than 30% used discount rates over
19 %.
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FIGURE 2 /THE MOVING BASELINE
(6,450)
450
(5,420)

Investment

(7,450) Cash Flows

300
(4,240)

Company
Cash Flows

i

150

(3,0)
150
(2, -240)
300
450

(1, -420)
(0, -450

This practice occurred at a time
when the prime rate was 8% and a
reasonable estimate of the cost of
capital for most companies would
be between 10% and 12 %. The significance is that if companies use
incorrect or artificially high discount rates, investments with longer paybacks and higher terminal
values stand a lesser chance of being accepted than short -term oriented projects.
Thus, the nature, timing, and
level of certainty associated with
the cash flows from advanced automation result in a dramatically different set of input issues and decisions for the capital investment
analyst.
THE MOVINGBASELINE CONCEPT
very critical issue manufacturers need to address is: if
the capital investment analysis indicates that the investment in
advanced automation is not justified, what is the impact of not making the investment? The idea of a
"moving baseline" addresses that
question.
The premise is that companies
require an investment to show value against the company's current
operating position. If a company
generates a cash flow of $150,000
annually, an investment must create value by improving the current
operating position in order to justify the capital outlay. Such a premise assumes that the current operating position of the company
30

will remain relatively constant, or
status quo, if the investment is not
undertaken.
But experience indicates that is
not the case and, depending upon
an industry's characteristics, not
investing in the most technologically advanced equipment may result
in losing the company's competitive position —the inability to meet
quality, delivery, or cost characteristics of its competitors.
In Figure 2 we assume that the
initial investment will cost $450
thousand in year 1 and requires approximately $1 million before it
reaches the cash flow breakeven
level in year 3. It is important to
note that the cash flows projected
in Figure 2 represent the incremental cash flows generated by the investment, given current operating
conditions. Thus, if the investment

Investment audits
serve as an
important control
mechanism over
the cash flows
associated with
investments in
advanced
automation.

reduces labor costs by 5 %, improves qual ity by 15 %, and
throughput by 10% over existing
operating conditions, those are the
benefits that go into the determination of the overall return. Under
such an example, the present value
of the cash flows are equal in year
7, and any additional return provides a positive net present value
or an internal rate of return greater than the cost of capital.
Now, as stated above, one of the
assumptions is that the cash flows
are contingent upon the current operating condition of the company
being maintained over the life of
the investment. Suppose the company does not invest in advanced
equipment and its competitors do.
There are two possibilities: not investing does not change the competitive balance within the industry and the company can expect to
maintain its current operating condition; or not investing alters the
competitive position within the
industry.
Under the second scenario, the
company's cost and /or quality are
now out of line with the competition and, as a result, the company
loses ground and, assuming no reaction to the change in conditions,
becomes
increa si ngly
noncompetitive.
This situation is depicted in Figure 3. It assumes that the competition will invest regardless of the
company's decision. Under these
conditions, if the company invests,
it will maintain its operating cash
flow of $150 thousand. If the company does not invest, operating
cash flows will decrease. In this example, company cash flows turn
negative after year 2 and raise serious questions of viability. This is
the "moving baseline."
If the company does not invest in
available technology its competitiveness and, therefore, profitability will be adversely affected. It is
unreasonable and inconsistent to
evaluate the capital investment
against the status quo. The baseline against which the cash flows
need to be evaluated is the "no investment" line.
Figure 3 reflects the impact of
the moving baseline on the company as a whole and not the investment in particular. To calculate
the impact on the investment remember that: a) the investment
cash flows are projected based on
MANAGEMENT ACCOUNTING /NOVEMBER 1987

the incremental benefits over the
status quo , assumed constant over
the life of the asset, and b) if the
company invests in the equipment
it will maintain the cash inflow of
$150 thousand (this does not have
to equal the cash flows under the
status quo assumption). The difference between the cash flows assuming investment: $150 thousand in
year 1 t h r o u gh 7 , an d t h e c as h
flows assuming no investment: $75
thou san d i n year 1, $0 i n year 2,
($75) in year 3, etc., reflect the addition al b enefit o f i nves ting in the
au to mat ed eq u ip men t . Th u s, th e
incremental benefit not projected
under the original model would be
$75 thousand in year 1, $150 thousand in year 2 , $225 thousand in
year 3, etc. The impact on the inves tment cas h flo ws is s hown in
Figure 4.
While the original assumptions
resulted in a positive cash flow in
year 3 and a p osi tive net p res ent
value after year 7, the new assumptions, taking into consideration the
moving baseline, reflect a positive
cas h flo w ju st after year 2 and a
positive net present value between
years 4 and 5. This outcome results
in both a faster payback and a
greater net present value than projected under the traditional capital
investment model.
Of course, companies should continually question the long-term viabi li ty o f a bu si ness and wheth er
they should continue to invest capital an d man agement effort i n t he
business. While this model focuses
on the value of the equipment assuming the decision to stay in the
business , if a company wi shes to
an al yze a si gn ifican t in vest ment
without this assumption, the model
can be quickly adapted. Companies
that fai l to con sid er t he i mpli cations of the "no investment" alternative characteristically underestimate the potential value added of
investments that serve to maintain
the company's competitiveness and
thereby overall profitability.
POST- INVESTMENT AUDITS

vanced auto mati on. In the stu dy:
Ma n a g emen t A cco u n t in g i n t h e
New Manufacturing Environment,
th e Nat io nal Ass oci at io n o f Accountants reported that more than
65% of the survey respondents did
not perform post- investment audits
or performed audits only on selected investments in advanced manu-

facturing technology. We see this is
clearly as an area where companies
can improve. Whi le an au dit will
have no di rect i mpact o n any i nves t men t d eci s i o n , t h e r e a r e a
n u mb e r o f s u b s t an t i ve i n d i rect
benefits that warrant the effort.
A p ost - i nvest men t aud it, co nducted both during the investment
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arger , longer -t erm, an d mo re
uncertain returns heighten the
importance of conducting post in vest ment au di t s . Th ese aud i t s
s e r ve a s a n i mp o rt a n t c o n t ro l
mechanism over the cash flows associated wit h in ves tmen ts in adMANAGEMENT ACCOUNTING /NOVEMBER 1987
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process (recall that the investment
itself can be extended over a period
of years) and after its completion,
provides valuable information that
can be used to correct problems before the success of the investment
is undermined and to provide management with feedback on how well
the cash outlays and inflows associat ed wi t h t h e i n ve s t men t wer e
estimated.
It is important that the post -investment audit include both an audit of the financial cash flows generated by t he i nvest ment and t he
operating benefits forecasted. Companies should consider that if an investment was projected to cost $15
million over two years and return
direct cost savings and quantifiable
indirect and intangible benefits of

The new
manufacturing
environment
presents new issues
to address.
$20 million in the subsequent four
years accomp anied by add itio nal
operating benefits associated with
the i nves tment , th e po st- i nves tment audit should evaluate all areas o f p er fo rman c e a gai n s t t h e
forecast. Th e audi t s hou ld det ail
reasons for any differences. The financial expectations should be assessed ag ai n s t t h e act u al cash
flows. Th e o p erat i o n al expectations, such as the flexibility provided by the investment, are evaluated agai n s t t h e res u l t s ach i eved .
The op erati ng ex pectat ions often
provide the most direct comparison
of ex p e ct ed ve r s u s real i zed
performance.
Such a control mechanism drives
managers to prepare cash flow estimat es o n so un d, s up po rt ab le assumpt ion s. S itu at ion s have been
cit ed wh ere man ufact urin g o ft en
"bumps up" the numbers on capital
investment proposals that they feel
are necessary to be competitive in
order to get them over the "excessive hurdle rate" they are required
to meet. On the other hand, the accounting department justifies the
significant difference between the
hurdle rate and the actual cost of

cap i t al b as e d o n o ff s et t i n g t h e
"bumped up" nu mbers sub mit ted
by manufacturing.
While the combination of the two
may or may n ot work, dep end ing
on the relat ive relat ion shi p, it is
clearly not the optimal method of
maki ng capi tal investment d ecisions. What is needed is to have all
parties working together to develop
the most accurate projection of the
future costs and returns possible.
The expectation o f post audit accountability would go far in minimizing the root of this problem.

ROLEOFTHEMANAGEMENT
ACCOUNTANT
he role of the management accountant in the capital budgeting process has become more
analyt ical and more commu nicative than in the past. The manageme n t a c co u n t a n t an d ma n ag e r
should not rely exclusively on existing cost systems for the information required to justify the investment. Cost systems are frequently
develop ed for financial rep orting
pu rp os es an d h ave cert ai n constructions embodied in them to provide a full -cost valuation. Those
const ructi ons may n ot b e con sistent with the implications of a capital i nvest ment o r, in fact, be d etailed enough to help the analyst.
The management accountant must
be able to go beyond the existing
cost system to incorporate into the
estimates of cash flows al l of the
cost and benefits to be effected by a
prospective investment.
Th e ma n a g emen t a c co u n t an t
also mu st play the central role in
the capital investment process. Financial expertise is a necessity. But
to be effective, he must understand
the operati ng characterist ics and
benefits of the i nvestmen t and be
willing to get input from all areas
within the organization to arrive at
the most realist ic — not the most
conservative — estimate of the investment's value.
■
Robert A. Howell, DBA, CMA, is
president of Howell Management
Corp.
Stephen R. Soucy, MBA, CPA, is
consultant at Howell Management.
'Robert A. Howell, James D. Brown, Stephen R.
Soucy, and Allen H. Seed, III, Manag ement
Accou nting in the N ew Ma nu fa ctu ring
En viron ment, National Association of

Accountants, 1987.
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How to Motivate
and Retain Employees
INADEPRESSEDECONOMY
It can be done by meeting employee needs through a combination of flexible benefits, job
enrichment, and mentor /management development.
BY MAXINE M. WADE
Certificate of Merit, 1986 -87

y business career began
in September 1979 when
I joined John Deere Waterloo Tractor Works after graduating from Oklahoma
State University with a major in
accounting and organizational administration. I was graduated from
the university with honors, was
voted one of the top ten seniors by
the Business College, and was mature, settled, and had prior industrial experience. I chose John
Deere for employment because, as
a strong, prosperous company, it
would give me many opportunities
for advancement. My main goal
was to become a manager and be a
vital part of the decision - making
and planning function. I felt that
with my qualifications and choice
of company it would happen.
Everything started as planned. I
had been with John Deere only a
year and a half when I received a
promotion: to direct the forecasting
function at the newly organized
John Deere Component Works. My
job was to develop a method of forecasting thousands of parts and to
supervise several employees. My
career was heading in the direction
I wanted, and I felt confident I
could meet any challenge set before
me.
Then a series of business events
took place which changed my prosperous, growing company. In 1980,
President Jimmy Carter placed an
embargo on the export of grain to
the Soviet Union. The grain markets started to decline, interest
rates rose, and the farmers in the
MANAGEMENT ACCOUNTING /NOVEMBER 1987

John Deere managers brainstorm to put together benefit packages that w ill
satisfy both the company's and the employee's needs.

Midwest felt squeezed financially.
To help them through what they
thought would be a short -term
slump, the farmers postponed agricultural equipment purchases. My
"green giant" began to weaken.
By 1981, John Deere had laid off
7,000 of its 50,000 hourly employees and had frozen salaries and promotions for office workers. In the
short run the salary freeze did not
hamper my ambitions and desires
to perform because money was not
a primary need. As years passed
and the opportunities for advancement dwindled, however, I became
frustrated. I had set goals for my
career and had worked hard to develop myself to reach them, but
now I could not achieve them. I felt
torn. I needed to be a leader and to

develop and manage others, so I
turned to outside organizations for
fulfillment. This outlet didn't satisfy me because my conscience kept
telling me that these outside activities would not help me achieve my
main goal —to become a manager. I
grew discouraged, began struggling
to maintain self- confidence and motivation, and eventually began
searching for other employment.
This story is not unique to me or
to John Deere. The 1980s continue
to be an era of depression for many
businesses, as illustrated by the
proliferation of failing and financially constrained companies. This
loss of jobs, the continual combining of positions, and the elimination of administrative layers in an
organizational hierarchy affect the
33
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ability of companies to motivate
and retain valued employees.
After talking with others in my
position and experiencing the emotional and psychological stress
caused by the current economy and
by my struggle for self- actualization, I have concluded that a company must address three major employee needs in order to motivate
and retain employees in a depressed economy: the employee's
needs for freedom, for job meaningfulness, and for career development. There are three ways to meet
these employee needs: through a
cafeteria benefits plan; job enrichment; and a coaching, sponsoring,
mentoring management development program.

FIGURE 1/THE CORE
CAFETERIAPLAN

WHAT IS A
CAFETERIA BENEFITS PLAN?
y

ou might say today's employ ees have been "spoiled" by
working for companies that
could afford to give them generous
benefit packages. They have experienced many paid vacation days and
holidays; the opportunity to further their education (even during
working hours if necessary) with
company reimbursement; the ability to participate in civic organizations during the day; the luxury of
drug, dental, and eye coverage; and
company -paid hospital and medical
doctor visits.
These benefits and freedoms are
valuable to an employee. If a company becomes constrained financially but can maintain this same
level of freedom, it will help motivate and retain its good employees.
For example, recently I was offered
a job that would have fulfilled
many wishes. I would have been supervising an office of clerical employees, working with customers on
benefit packages, directing the accounting function for the benefit
packages, occupying my own office,
and directing my secretary. I did
not accept the position, however,
mainly because I couldn't give up
the financial freedom and benefits
I enjoy at John Deere.
John Deere continually tries to
motivate and help its employees.
At present, it is in the first stages
of implementing a cafeteria benefits plan, which will save the company money and provide an excellent set of benefits for all
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employees. In a cafeteria plan, employees choose the benefits they
want or need rather than accepting
an inflexible plan established by
the company in which all employees receive the same benefits regardless of need. There are three
types of cafeteria plans: core cafeteria, buffet, and alternative dinners.
An example of the core cafeteria
plan is shown in Figure 1. Under
this plan a company requires an
employee to take a minimum level
of coverage called the core, which
may consist of $5,000 of group life
insurance, a short -term disability

FIGURE 2 /THE BUFFET PLAN

income plan, one week of vacation,
and a minimum level of hospital
and medical coverage. The core will
vary from company to company,
but a corporation usually requires
this minimum level of benefits.
Figure 1 also shows several elements surrounding the core. They
represent choices of additional life
insurance, more vacation, better
health insurance, dependent health
insurance, long -term disability,
dental coverage, or any other items
in the plan. An employee is given a
specific amount of money —an allowance—to spend for any benefit
in the company's plan. If he doesn't
want additional benefits, he may
simply receive cash. If he wants
more benefits than he can afford
with his allowance, he can purchase the additional ones through
payroll deduction. The payroll deduction feature, called contributory
benefit options, is depicted as the
outside rim of the core cafeteria
plan in Figure 1.
The buffet plan is shown in Figure 2. Under the buffet plan, employees start with benefits offered
by the company before the cafeteria plan was introduced. This concept is depicted by the center portion of the figure. Employees have
the option of maintaining an existing level of life, disability, hospital/
medical, and vacation benefits or
choosing fewer benefits, such as
less vacation. By choosing fewer
benefits, the employee receives
credits he can accumulate to purchase other benefits, such as dental
coverage.
As in the core cafeteria plan, a
minimum benefit level exists which
the employee cannot go below. The
buffet also includes an option to
buy additional benefits through
payroll deduction.
The alternative dinners plan is
illustrated in Figure 3. This plan
does not provide as much freedom
for employees as the other two
plans. In an alternative dinners
plan, the employer designs a set of
benefit packages targeted to meet
the needs of certain groups of employees. Packages may be developed for the following groups, depicted by the letters in the figure:
employee with nonworking spouse
and no children; single employee;
single parent; employee with a
working spouse and no children;
employee with a working spouse
and children; employee with nonMANAGEMENT AC CO UNT ING /NO VEMBER 1987

working spouse and no children.
The company determines the target group, and the employee may
choose only one package.

IMPLEMENTING A
CAFETERIA PLAN
o implement a cafeteria plan,
a company should establish
an area in its personnel department that would be responsible
for surveying the employees, planning the benefit package based on
the survey, performing cost -benefit
comparisons, and administering
the plan.
For example, a benefit administration group should send a survey
to all employees, asking them to respond to several questions:

T

JOB ENRICHMENT
fter satisfying employees in
the benefits area, a company
must deal with their desire
for achievement or the feeling of
meaningfulness in their jobs. Job
enrichment is one method. It involves changes in tasks— increased
opportunities for responsibility,
personal achievement, feedback,
growth, and advancement. To be
meaningful, a job should contain
three main ingredients: skill variety, task identity, and task
significance.
Skill variety is the degree to
FIGURE 3 /TNE ALTERNATIVE

DINNERPLAN

1. Which benefits currently being
offered need to be improved and
why?
2. What additional benefits would
you like?
3. Name the five benefits that are
most important to you in the order of their importance.
The benefit administration area
then would tabulate and evaluate
the responses. Those benefits perceived to be most important to the
majority of the employees should
be selected for further analysis.
Cost - efficiency comparisons should
be made, and the six preferred cost effective benefits should become a
part of the benefit package.
For example, if a company selects the core cafeteria plan, it
would give each employee either a
stated amount of "allowance" for
the benefits or cash. The benefit administration group then would
keep a file on each employee, maintaining records on which benefits
the employee purchases. The employee could change his benefit coverage once a year during his anniversary month. If he spends all his
allowance but would like more coverage, the amount could be deducted through payroll.
Once a benefit program is implemented, the benefit administration
area should keep on top of employee needs by sending annual surveys
to the workers and updating the
program based on their findings.
The survey also should solicit feedback about the current cafeteria
benefits plan.
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The alternative dinner plan does not
provide as much freedom for the employees as the other two cafeteria
plans. In the alternative dinners plan
the employer designs a set of benefit packages targeted to meet the
needs of certain groups of employees. Packages may be developed
for the following groups:

Package

Group

A.

Employee with
nonworking spouse
and no children.
Single employee.
Single parent.
Employee with a working
spouse and no children.
Employee with a working
spouse and children.
Employee with
nonworking spouse and
no children.

B.
C.
D.
E.
F.

which employees use a variety of
talents and abilities on the job. Employees usually find a job more
meaningful when they are challenged. They become frustrated if
they believe they have talents and
abilities that can't be used in their
job and soon may stop performing.
If their tasks are increased, however, workers will use some of their
current abilities and develop additional ones, which can make even
insignificant jobs more meaningful.
Some employees also prefer to do
a "whole job" from beginning to
end, thus allowing them to see an
identifiable outcome. When employees have the opportunity to do
a whole task or service, they consider their job more meaningful
than when they are responsible for
only a small portion. For example,
assembling a whole toaster is more
rewarding than simply soldering
electrical wires.
Employees need to feel their jobs
are important to the company. For
example, when I was in the forecasting area at John Deere Component Works we were responsible
for providing the tonnage forecasts
for the company. This forecast determines the amount of labor and
material needed in the future and
is the basis for the company's budgets and all long -term planning. I
perceived my job as being important, and thus it became more
meaningful to me.
Freedom to influence the way his
work is done is another employee
need. By prescribing procedures to
be used in fulfilling a schedule and
then allowing the worker to set his
own schedule, an employer gives
him a sense of responsibility toward the outcome of his efforts. For
example, if an individual working
on an assembly line were allowed
to schedule the workload and pace
of the assembly belt in a specified
production requirement, that worker would feel responsible and work
very hard to achieve the production
level.
The last step in achieving job enrichment involves employee participation in planning, directing, and
controlling the work; receiving adequate feedback; and experiencing
opportunities for advancement and
personal growth. If an employee receives feedback, he usually will be
motivated to better his performance or to maintain the high
quality. Gaining feedback even
35
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A supervisor evaluates his employee's performance.

may become a challenge or a game.
The employee also must have opportunity for advancement and
personal growth to stay motivated.
I had an experience in which I
worked very hard for the company
and received only positive feedback
about my performance. My career
seemed to be moving in the direction I wanted, but, then through a
layoff and termination process, I
was forced to move into a different
department. The manager of the
area commented that, "If you're
'good,' your name will rise to the
top like Mark's and Jane's, and
eventually you will have a chance
for promotion."
This comment was discouraging
because I already had given
100 +% to the company, but, instead of being rewarded, I was
asked to start over. This experience
demonstrated to me that feedback
is not enough to keep an individual
satisfied. He also needs opportunity
for advancement and personal
growth.

DOES JOB
ENRICHMENT WORK?
o allow the job enrichment
concept to work, a company
must make major changes in
an employee's duties, sometimes
even a restructuring. Minor
changes have little impact. Department managers should be responsible for this program, but first the
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personnel department will have to
train them on the concept of job enrichment and provide support. Before implementing job enrichment,
you should discuss the ramifications with each employee. For example, managers should ask:
1. Would you like increased
responsibility in your current
task?
2. Do you feel your job is important
to the company?
3. Are you able to use your talents
in this job?
4. Do you find this job challenging?
5. Do you find this job rewarding?
6. Would you like your job changed
in any way?
7. What would you like to be doing
in the next three to five years?
By discussing these points with
employees, a manager can tell if an
individual and a job are candidates
for job enrichment. This step is important because some employees do
not want more responsibility or
challenges. They like their job just
the way it is now, and a company
should respect that desire. When
individuals want meaningful
changes, however, their manager
should work with them and the
personnel department to restructure their jobs accordingly. Once
the job has been restructured, the
manager should consult with the
employee semiannually to verify
the results.

BECOMING A
VINCE LOMBARDI
ighly motivated employees
also need a chance for advancement in order to maintain their momentum and satisfy
their need for career development.
If a company cannot afford to promote as many employees as
planned, it can reduce the adverse
impact of stifled advancements by
establishing a management development program based on coaching /counseling, sponsoring, and
mentoring. This type of program
will show motivated employees
that the company cares about their
future and recognizes their
potential.
Managers are supposed to develop their subordinates —to coach
them.' Today's managers, however,
seem more concerned with work details and deadlines rather than
with developing their people so
they can do the work efficiently
and effectively. Ideally, managers
should set challenging tasks for
their subordinates, tell employees
exactly what is expected of them
and monitor their progress toward
each goal, counsel workers
throughout all projects, and appraise them regularly and objectively, using positive feedback and
positive reinforcement. Managers
also need to train subordinates to
fill in during their absence and
ready subordinates for promotion.
If managers actually "manage
people" rather than "manage
things," companies will have a
steady supply of good employees
who are ready to assume broader
responsibilities.
After a company prepares its
coaches, it should develop good
sponsors. Sponsors match people
and jobs in all areas of an organization. For example, sponsors get individuals' names placed onto promotion lists, get people assigned to
task forces or committees and
called into meetings, tell managers
names of employees with potential
for special or existing openings, apply subtle pressure to get proteges
considered or placed, tell proteges
how to get desired assignments and
positions, say good things about
their proteges, and actively seek
promotional opportunities for their
proteges.' Sponsors don't need to be
at the top of the corporate ladder,
but they must be knowledgable
MANAGEMENT ACCOUNTING /NOVEMBER 1987

about openings and new programs.

ARE MENTORS IMPORTANT?
mentor is the most significant stage in management
development. The mentor
relationship is much deeper than
coach or sponsor. A coach counsels
the employee in performing his
current responsibilities, a sponsor
serves as the employee's press
agent, but a mentor is a trusted
counselor and guide.
There are four stages in a mentor- protege relationship: initiation,
protege, breakup, and lasting
friendship.'
The mentor and protege find
each other in the initiation stage.
The mentor usually is eight to 15
years older than the protege, powerful within the organization, very
knowledgable, and willing to share
his expertise with others. The protege usually is 22 to 39 years old,
but occasionally a woman may be
older if she has delayed entering
the business world. A mentor usually seeks a protege who has
worked for the company for several
years and has demonstrated high
skills and abilities, who appears to
have a high level of managerial
abilities, and who is willing to
learn and to take direction. This
stage lasts six months to a year,
which allows mentor and protege
to get acquainted, build trust, and
set the stage for openness.
In the protege stage, the mentor
instructs, encourages, supports,
and advises the protege. The mentor provides opportunities for the
protege to make key decisions and
shelters him or her from criticism,
but the protege is not yet recognized for his own efforts. This stage
lasts two to five years.
When the protege wants his own
work recognized, he will initiate
the move into the breakup stage
and the mentor and protege separate. If the mentor can accept the
protege as a peer or even a superior, the relationship will continue to
the final stage — lasting friendship!
Some companies employ a formal
mentoring program where new
staff members are paired with senior members for a prescribed
length of time. The program's goals
have been set and optional or required activities established. This
type of program reduces "entry
shock," introduces new employees

A
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Feedback isn't
enough to keep an
employee satisfied.
He also needs a
chance for
growth.
to the inner workings of the organization, and helps their career advancement. From the other perspective, these programs help
management spot new talent and
identify senior employees who have
the ability to groom workers, plus
they seem to instill loyalty and
commitment to the organization.

HOW TO SCORE
ompanies should keep several
points in mind when setting
up a management development program. Coaching should be
made available to all employees.
Department managers /supervisors
would be responsible for coaching
the employees who report to them.
Semiannually, both the employees
and the coaches would complete a
coaching evaluation form on which
each individual would rank the
counseling effort from 1(poor) to 10
(excellent) based on the following
skills: provides challenging work,
gives feedback, communicates clear
goals, provides adequate training.
This report would be given directly
to the personnel department.
The personnel department would
analyze the forms. If an employee's
ranking of the counseling effort differed from the coach's by four or
more points, the discrepancy would
be investigated and corrective action taken. In addition, divisional
management would receive a quarterly report showing the rankings
for each manager /supervisor and
would be responsible for periodically commending or reprimanding
subordinates by memo or phone for
their coaching abilities.
Before such a program can be implemented, each manager /supervisor should attend a coaching training class. Many managers and
supervisors are promoted because
of technical competence, not managerial ability, so they need proper

managerial training to succeed.
Sponsor/ mentor sectors of the
management development program should apply only to those individuals requesting such development. In fact, if implemented as
part of a company's cafeteria plan
in which an employee is required to
spend some of his benefit allowance
to enter the program, it will attract
only those who are sincere about
career development, and it will
help eliminate the reliance on politics for recognition and
advancement.
Sponsors and mentors should be
manager ranks and higher who
have volunteered. Those individuals who want to be sponsors or
mentors should be instructed as to
the goals and objectives of the program and should receive a list of
suggested activities. They, too, will
be evaluated —on a merit review
form that reports sponsor/ mentor
efforts —and should be recognized
by their superiors.
Although some of these suggestions may sound difficult to implement, businesses must motivate
and retain their employees to avoid
the expense of dissatisfaction and
turnover. Cafeteria benefit plans
give employees freedom to choose
the benefits which best fit their individual needs and desires. Internal job enrichment programs help
employees develop a sense of pride
and meaningfulness in their work
and loyalty to the company. Management development programs
can satisfy employees' needs for
power or development, especially if
promotions aren't imminent.
Through these satisfying, enriching
techniques, financially constrained
companies of the 1980s can safeguard their most valuable asset —
their employees.
■
Maxine M. Wade is an accountant
with the Drive Train Division of
John Deere Waterloo Works in Waterloo, Iowa. She holds an MBA degree from the University of Northern Iowa and is a member of the
Waterloo-Cedar Falls Chapter.
'C. Atkinson, "Management Development
Roles: Coach, Sponsor and Mentor," Personnel
Journal, November 1980, pp. 918 - 921.
'1bid.
'David Marshall Hunt and Carol Michael,
"Mentorship: A Career Training and Development Too]," Academy Management Review, July
1983, pp 475 - 485.
From "Flexible Benefits are a Key to Better Employee Relations" by A. Cole, Jr., Personnel
Journal,January 1983, p. 49. (Figs., pp.34-35)
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QUALITY&
PROFITABILITY:
Have Controllers Made the Connection?

BY THOMAS N. TYSON
Certificate of Merit, 1986 -87

ore and more organizations are adopting quality
improvement as a primary corporate objective. Effectively evaluating this objective
requires accurate and reliable measurement of the costs underlying
quality - related activities. The quality literature suggests that these

costs be segregated into the following categories:
• Costs of preventing product defects (job training, quality
circles),
• Costs of ensuring that products
conform to specifications (inspection, testing), and
• Costs of failure, whether they
are discovered internally prior to
shipment (rework, yield loss) or
externally by the customer (war-

ranty charges, complaint
adjustments).
Corporations that fully commit
to quality often measure their progress as the reduction in the total
amount of quality costs. Controllers
are asked to measure these costs
because accounting measurements
generally are perceived as objective, reliable, and credible by other
organization members. Accounting
information also receives much
greater company -wide exposure

Quality assurance is important at Zenith's computer plant in St. Joseph, Mich.
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hat factors contribute to a
controller department's
participation in quality cost
measurement? According to the
quality cost and controllership literature five factors should explain
measurement.
• The level of top management's
commitment to improving
quality,
• The level of available resources
for conducting special studies,
• The extent of controller departMANAGEMENT ACCOUNTING /NOVEMBER 1987

TABLE I /JOBTITLES OF RESPONDENTS
Corporate Controller
Vice President & Controller
Assistant Corporate Controller
Manager of Accounting
Director of Financial Control & Planning
Manager of Financial Reporting
Director of Corporate Accounting
Manager of Corporate Business Analysis
Vice President Accounting
Financial Vice President
Assistant Corporate Treasurer
Manufacturing Controller
OEM Operations Controller
Director of Manufacturing Costs
Deputy Controller
Director & Controller of Operations
Manager of Internal Audit
Cost & Investment Analysis Manager
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20
15
4
2
2
2
2
1
1
1
1
1
1
1
1
1
1

TABLE 2/RESPONDENTS BY INDUSTRY
Code

32
20
29
22
30
42
10
27
26
28
23
25
41
34
33

&

&

&

Total
4
7
9
3

&

40
45
36
38
44

NonDescription
Measurers measurers
Motor Vehicles Parts
4
0
Industrial Farm Equipment
3
4
Electronics
4
5
Scientific Photo. Equipment
2
1
Computers Office
Equipment
2
1
Building Materials
2
3
Food
2
5
Petroleum Refining
2
8
Textiles
1
0
Rubber Products
1
1
Pharmaceuticals
1
2
Mining Crude
Oil Production
1
3
Publishing Printing
1
4
Forest Products
1
6
Chemicals
1
10
Apparel
0
1
Furniture
0
1
Aerospace
0
2
Metal Products
0
4
Metals
0
5
TOTAL
29
65

3
5
7
10
1
2
3
4
5
7
11
1
1
2
4
5
94

_

WHYMEASURE QUALITYCOSTS?

programs to improve profit.
A regression analysis of these
five factors established that the levels of available resources, participation in team projects, and communication with quality function
personnel all encourage the use of
quality measures. For example,

&

o find out the nature and scope
of quality cost measurement
in major industrial corporations, I contacted 125 randomly selected corporate controllers of the
1985 Fortune500. Telephone interviews were completed with personnel in 94 of these firms, resulting in
a 75.2% rate of response (see Table
1). Referrals to other members of
the corporate controller's department were accepted, but in no case
were interviews conducted with
personnel from lower organizational levels. Therefore, information reported here relates exclusively to
corporate controller department involvement in quality cost
measurement.
I asked survey participants: "At
your corporation, does the corporate controller's department specifically measure quality costs on a
regular basis ?" Their responses indicated that these costs are measured in 29 (31 %) of the 94 sampled
firms. Table 2 illustrates that measurement is conducted far more often among certain industries than
among others. For example, in the
industrial and farm equipment and
motor vehicles and parts industries, quality costs are measured by
the majority of surveyed firms. In
the chemicals, metals, and forest
products industries, however, quality cost measurement rarely or never takes place. These results indicated that measurement may occur
more frequently among manufacturing industries forced to confront
strong foreign competition.

&

CONTROLLERSSURVEYED

ment participation in team projects that include quality
personnel,
• The frequency of communication
with quality function personnel,
and
• The level of top management's
reliance on formal cost reduction

#

than does information generated
from the quality function.
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FIGURE 1 /RELATIVE IMPORTANCE AMONG
PROFIT IMPROVING FACTORS
Measures

Non- Measures

1.1

1'1

1.0

Increasing Employee
Productivity

1.0
Increasing Employee
Productivity
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Improving Product
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.5

.4
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3
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Meeting Delivery
Schedules

.2

Meeting Cost
Budgets

0

Meeting Delivery
Schedules

Meeting Cost
Budgets
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controller departments that have
resources frequently available for
special studies activities and that
frequently interact with quality department personnel are much more
likely to undertake measurement.
In the 1950s, Herbert Simon and
others similarly reported that resources for special studies and effective two-way communication
were essential elements for conducting nontraditional accounting
activities.' It appears that their observations are still valid and apply
to quality cost measurement.
Because the overwhelming majority of respondents indicated
their top management was strongly
committed to improving quality
(82 %) or strongly reliant on formal
cost reduction programs to improve
profit (67 %), these two factors did
not seem to encourage this measurement activity. For example,
simply having top management
strongly committed to improving
quality does not mean that the controller's department will specifically measure quality costs. This fact
is understandable because many
controllers may be largely unfamiliar with quality cost measurement
procedures or may not have the resources necessary to do the job.

TABLE 3/NOW FREQUENTLYREPORTS ARE SENT TO:
CORPORATE MANAGEMENT

PERCEPTIONSOF QUALITY
AND PROFITABILITY
ecountants often are accused
of being preoccupied with
matters of efficiency, such as
cost budgets and delivery schedules, rather than with matters of
effectiveness, such as employee
productivity and product quality. If
this preoccupation were so, measurements underlying these latter
areas might not be initiated by the
accounting function unless they
were perceived as directly relating
to higher profit.
To discover their perceptions regarding quality and profitability,
respondents were asked to rank
four factors that might lead to
higher profit. The four factors were
ranked in the following order of importance by both the measurer and
nonmeasurer subgroups: 1) increasing employee productivity, 2) improving product quality, 3) meeting
delivery schedules, and 4) meeting
cost budgets. By ranking productivity and quality as the two more important factors, controller depart-
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40

Time Interval

Frequency

Weekly
Monthly
Quarterly
Not Reported

3
15
5
6

10.3
51.7
17.2
20.7

29

100.0

TOTAL
DIVISION MANAGEMENT
Time Interval
Daily
Weekley
Monthly
Quarterly
Unknown

Frequency

Percent

Percent

1
10
14
2
2

3.4
34.5
48.3
6.9
6.9

TOTAL

29

100.0

LINE MANAGEMENT
Time Interval

Frequency

Daily
Weekley
Monthly
Unknown
TOTAL

Percent

6
7
10
6

20.7
24.1
34.5
20.7

29

100.0
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TABLE 4/WNYMEASURE QUALITYCOSTS?
Reason for Measurement

Frequency
__

ment personnel appear to be well
aware of the direct relationship of
these two factors to profitability.
Respondents' overall preference
rankings were converted to interval scale measures by Thurstone's
Case V procedure.' The two scales
shown in Figure 1 illustrate the relative importance among these four
factors by the measurer and non measurer subgroups. Though both
subgroups generated identical overall rankings, measurers appear to
be cognizant of the equal importance of quality and productivity
improvement to higher profit and
the equal relative unimportance of
meeting delivery schedules and
cost budgets. It seems, therefore,
that a strong corporateawareness
of and commitment to quality may
occur when there is greater controller department participation. It
also suggests that measurers may
more clearly differentiate matters
of effectiveness and efficiency.
To assess the level of corporate
commitment to quality, respondents were asked if four quality -related activities had been undertaken by their organizations. The four
activities are: 1) a formal policy
statement relating to quality, 2) a
formal education program regarding quality cost concepts, 3) a formal company -wide program for
quality improvement, and 4) a formal program of recognition for
quality improvement.
The data revealed that when the
corporate controller's department
specifically measures quality costs,
a formal education program, a
quality improvement program, and
a quality recognition program all
occur with far greater frequency.
The presence of a formal policy
statement pertaining to quality
does not appear as a relevant factor, primarily because a majority of
both measuring and nonmessuring
organizations have established
such a statement. These results indicated that controller department
participation occurs far more frequently in firms that go beyond
stating the importance of quality
by allocating resources to a variety
of quality - related programs.

Critical in profitability assessment
A ,good marketing tool
Identifies quality problems
Evaluates overall production costs
A component of our value improvement program
Used In long -term forecasting
An element of productivity improvement
An integral part of the planning process
Quality is our number one corporate priority
Used in setting prices
Used in monitoring production & capacity
Helps regarding engineering issues
Increased government regulation
Pressure i t industry to lower prices
Used in establishing standard costs

agement receiving specific quality
cost reports, the frequency of these
reports, and the purposes for which
these reports are used. Reporting
parameters are shown in Table 3.
This table reveals that there is a
tendency for the frequency of reporting to increase as one moves
closer to the source of cost incurrence. This reporting pattern is
consistent with traditional responsibility accounting concepts.
The quality literature regularly
identifies three reasons for measuring quality costs: 1) for budgeting
activities, 2) in performance evaluation, and 3) simply to identify
quality costs. Measuring department respondents were asked if
quality costs are used for these
three purposes.
Of the 29 measuring department
representatives questioned, 10 indicated they measure quality costs
for budgetary purposes, 23 said
they use quality costs in perfor-

mance evaluation, and 24 indicated
they use quality costs to identify
the nature and magnitude of these
costs.
Measurers also were asked to
identify any other reasons that
quality costs are specifically measured. Their responses are quite
varied, as shown in Table 4, but do
reveal that in some organizations, a
strong and clear correlation between quality and profitability has
been made. In addition, these measurements are shown to support
marketing and production activities in more than one of these
companies.
TOPMANAGEMENTS'
COMMITMENT
espondents were presented
with four factors that might
lead a controller department
to specifically measure quality
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Our 6 year warranty
on powertrains is
backed by 7 years of Quality.

E

E
d

3
0

QUALITYCOST REPORTS
easuring department representatives were asked to
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hat happens when you make
Quality Job 1.
Ford is one of many companies which emphasize quality.
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costs. These four factors were
ranked in the following order of importance by both the measurer and
nonmeasurer subgroups: 1) greater
quality commitment from top management, 2) evidence of a stronger
relationship between quality improvement and profit, 3) stronger
leadership from quality management, and 4) greater controller department resources available for
measurement.
In conjunction with the earlier
finding that the level of available
resources differentiates measuring
from nonmeasuring departments,
these latter results seem to imply
that having adequate resources
may be a necessary condition, but
it is certainly not a sufficient condition for measurement to occur. In
other words, simply increasing the
level of available resources will not
lead a controller department to
measure quality costs. Furthermore, at least at the corporate level, obtaining greater resources is of
relatively minor concern once con ditions prompting measurement
are in place. The minimum conditions appear to be a strong top
management commitment to quality along with a belief that quality
and profitability go hand -in -hand.
On the whole, management accountants appear to be well aware
of the direct relationship between
quality and profitability. Assuming
that sufficient resources are available for conducting these measurements, that top management is sincerely committed to quality, and
that an opportunity exists for interaction with quality function personnel, then the level of controller
department participation should
increase.
■
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WHY QUALITY COSTS ARE IMPORTANT
BY WAYNE J. MORSE
AND HAROLD P. ROTH
any of t he concepts management accou nt an ts u se
on a daily basis were originally developed for the purpose of
product costing in a labor- intensive environment. The following
trends, however, are having a signi ficant i mp act o n t hes e t rad i tional cost accounting concepts:
recent economic growth has been
in n o n man u fact uri n g s ervi ces ,
the competition for manufactured
goods has become global, consumers have become more interested
in quality and less in terested in
brand or national loyalty, and advances i n tech n ol ogy have p ro duced a new manufacturing envir o n me n t . C o mp ar i n g t o d ay 's
manufacturing costs with those of
yesteryear, indirect costs have incre as e d , fix ed cos ts h a ve increased, labor costs have become
more fixed, and labor as a percent
of total manufacturing costs has
decreased.
As a resu l t o f th ese ch an ges ,
th is i s an excit i ng t i me t o b e a
ma n a ge me n t a c co u n t a n t . Old
ways are being questioned, and a
search is under way for new cost
models. While the task of improving management accounting theory and practice may be daunting,
it does offer us an opportunity to
make an important contribution
to our profession and society. The
problem, however, is where to begin. For many, a starting point is
the study of quality costs.
As a p art o f t he s earch fo r a
new cost model, new terms are appearing in the literature. The development of new terms helps to
comprehend new ideas and overcome th e co nn ot ati on s of o ld er
terms . Amo n g t h e avan t gard e,
the new emphasis is on "cost managemen t , " rat h er t h an "co s t aeco u n t i n g, " a n d "co s t d ri vers , "
rather than "allocation bases."
Th e terms "cos t management "
and "cost driver" are destined to
become an important part of new
ma n a g eme n t a c c o u n t i n g c o s t
models. The perceived deficiency
of "cost accounting" is its emphasis on determining product costs
for ext ernal reportin g. The new
emph asis on "co st management"
is intended to imply the develop-

Wayne Mors e's book, "Quality Cos ts , "
was publis he d this ye a r.

ment of cost data for the primary
purpose of managing costs, rather
than for th e pri mary purpo se of
reporting costs. What's more, cost
man agement i s co ncerned wi t h
all costs incurred within an organ i zat i o n rat h er t h an p ri mari l y
product costs. It is likely that futu re man agers an d acco un t an t s
will take courses in cost management, with cost accounting being
re g a rd e d as an i mp o r t a n t
subdiscipline.
An i mportan t part o f any cost
management syst em wi ll b e th e
search for "cost drivers" —those
act ivit ies th at cau se t he i ncur rance of costs. Once identified and
their relationship to costs understood, cost management will focus
on the management of cost drivers. Wit hin the subdisci pline of
cost accounting, cost drivers will
serve as a basis for cost allocation.
Of course, external reporting requirements may, at times, require
the use of something other than a
cost driver for cost allocation, or
that cost allocations be made even
wh en a co s t d r i ve r c an n o t b e
identified.
During the past few years, managements' interest in quality cost
in fo rmat io n h as i ncreas ed . Although the accountants' attention
to quality costs has lagged, quality co st meas urement appears to
be an idea whose time has come.
This is partly due to the signifiMANAGEMENT ACCOUNTING /NOVEMBER 1987

cance and potential usefulness of
quality cost information. Yet,
there seems to be a more fundamental reason for this interest;
namely, the development and use
of quality cost information serves
as a prototype cost management
system because of the following:
• Quality cost systems incorporate measures of significant organizational success factors
(e.g. defect rates, number of
wa rra nt y claims, cost of
rework).
• Quality cost systems emphasize
the development and use of
quality cost data for internal
rather than external purposes.
• Management is interested in
managing quality costs and to
do this management needs to
understand the drivers of quality costs.
• Quality cost systems must be
specifically designed to each organization's operating environment and needs.
• Quality cost systems cut across
organizational boundaries (design, purchasing, manufacturing, marketing, administration,
etc.) to accumulate costs for a
specific purpose.
• Nonaccountants often take the
initiative in the development of
quality cost measurement.
• Qu a l i t y cost informa ti on
should not be used in isolation,
but only in conjunction with
other measures of quality and
productivity.
• Measuring qualit y cost s involves adjusting data currently
available in an organization's
accounting system and developing new, sometimes subjective, data.
Quality costs usually are defined as costs incurred because
poor quality may or does exist.
Using this definition, quality costs
are classified into four categories:
prevention, appraisal, internal
failure, and external failure. Prevention costs are incurred to ensure that poor quality products
are not produced. Appraisal costs
are incurred in identifying poor
quality products and ensuring
that they are not processed further or shipped to customers. Internal failure costs are costs of
poor quality materials and products that are identified before
MANAGEMENT ACCOUNTING /NOVEMBER 1987

they are delivered to customers.
External failure costs are costs incurred because poor quality products are delivered to customers.
Many quality cost systems use
these broad categories for identifying and classifying costs because they are relevant in many
situations. The objective of a quality cost system, however, should
be to help improve quality rather
than simply measuring and reporting quality cost data. To accomplish this objective, the system should not be limited to four
categories if other classifications
are more useful. Because a quality cost system is a management
tool, it should be designed to provide information that will help
management in planning and controlling quality.
Using a quality cost system as a
management tool also means that
the system should not be constrained by financial accounting
concepts. For example, a quality
cost system based on the financial
accounting principle of objectivity
may not provide useful informati on t o ma na gement be ca use
many quality cost items require
estimates and accuracy may not
be as important as timeliness.
Howe ver, one pri nc ipl e t ha t
should be considered is consistency because comparisons of costs in
different time periods will not be
meaningful unless the costs are
measured in the same manner.
If a quality cost system is designed as a management tool, it
can provide many benefits to an
organization including improved
quality, higher productivity, and
better cost management.
The potential uses of quality
cost measurements were considered in a recently published NAA
research study we co- authored
with Kay M. Poston titled Measuring, Planning, and Controlling
Quality Costs. One way a quality
cost system can assist in cost management is by helping to identify
cost drivers. A knowledge of cost
drivers can then be used for such
purposes as helping to reduce
costs and analyzing investments
in new technology.
As we noted, cost drivers cause
the incurrence of costs. For quality costs, the cost drivers are the
activities that result in prevention, appraisal, and failure costs.
An identification of these drivers

can show which activities should
be emphasized to obtain maximum benefits from quality improvement efforts. For example,
an analysis of internal failure
costs should lead to the identification of materials, parts, or components causing the failures. Once
the cause is identified, management can take steps to correct the
problem. This should lead to reductions in future failure costs.
Identifying the drivers causing
quality costs also might help managers evaluate new manufacturing technology. A criticism of current capital budgeting methods
for evaluating new technology is
that all benefits (i.e. cost savings)
often are not included in the analysis. A better understanding of
the costs that will be affected by
installing new technology should
help improve these decisions. If
improved quality results from using new machines, a system identifying current quality costs and
their drivers can provide valuable
information for evaluating capital
investment proposals.
Although quality cost concepts
have been known for decades,
only recently have accountants
been introduced to these concepts.
Current quality cost systems often are developed and operated by
nonaccounting personnel. The use
of these systems by managers for
planning and controlling operations provides validity to the criticism that current accounting systems are not providing relevant
information for operating in the
new manufacturing environment.
If management accountants want
to overcome this criticism and
provide information that is useful
for cost management, they need
an understanding of quality costs
and the relationships between
quality, productivity, and the new
manufacturing environment. ■
Wayne J. Morse, CPA, Ph.D., is a
professor of accounting and
chairman of the faculty of
accounting and law at Clarkson
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NAA's Northern New York
Chapter and the American Society
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Controlling Service

An in-house service department should be evaluated as a profit center— orperhaps

BY LEON B. HOSHOWER AND ROBERT P. CRUM
Certificate of Merit, 1986 -87.

and the quality of the service provided, and its opportunity to substitute external services for the internally
provided service. These two factors combine to form
four different circumstances. Applying these four circumstances to both the user and the producer of a service, creates the eight control and evaluation situations
depicted in Figure 1. The simple matrix in the figure,
based upon prior research, can be used as a guideline
by managers. It represents appropriate prices (costs) of
services under differing organizational and economical
conditions.

he issue of who controls service center costs poses
one of the most perplexing problems for responsibility accounting. Yet failure to assign these costs
properly can possibly lead to misuse of the service, an inappropriate level of service quality, and unbridled service costs.
The problem of controlling a service department's activities can be divided into two major categories-controlling costs within the service department, and controlling the use of the service. Consider the case of the
GUIDELINESFORCONTROLLINGCOSTS
hospital that established a policy of allowing its emhen outside services are readily available and
ployees to eat all they wanted in the cafeteria, free of
there is direct user control. When an internally
charge. The administration believed that the hospital's
cost of providing this employee benefit would be low beprovided service is easily replaced by an external source, and the user has control over the quality
cause the kitchen facilities were a fixed cost. Labor
and quantity consumed, the producer of the service
costs also would be low because of the mass production
should be allowed to set the transfer price of the serof food for the hospital's patients.
However, the hospital's food service costs
shot up. An investigation
reve ale d that the emE
ployee s were wa sti ng
large amounts of food.
Some were taking several entrees, tasting them,
R
E
and throwing t he re st
away.
When the policy was
changed and the employees were charged a token
amount -about a third of
a diner's prices -the wasting of food declined dramatically. In fact, the decrease in the food service
department's costs was
greater than the revenue
generated by the nominal charge.
Charging for the use of
a service and controlling
the costs within the service department should
depend on two major factors: the degree of control
the user department has
over its consumption, in
Cleaning is a service cost that must be controlled.
terms of both quantity
d
t
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Cente0orCosts
even as an investment center.
vice. By allowing the user to purchase the service externally, market forces constrain the price charged by the
provider of the service. For internal performance evaluation purposes, the user will receive this charge as an
expense while the producer receives this charge as revenue. This revenue might be matched against the service's actual costs and the resulting profit figure used
to evaluate the service department as a profit center or
perhaps even an investment center. These services may
include the motor pool, central printing and photocopy
services, and large specific maintenance projects.
A company invests in its own motor pool or printing
services only if it expects savings to generate the required return on investment. (The added convenience
of an internal service will be reflected in the organization's savings.) Thus, evaluating such a service center
on its return on investment seems to be a reasonable
performance measurement. If, however, the service
center manager has no control over his investment,
then his evaluation should be based on profit. However
his superior, who made the investment decision, should
be evaluated by his return on investment.
When an easily substitutable service like a rental car
agency exists, a user department should be allowed to
use the agency as well as the internal motor pool. This
allows access to car services even when the company's
motor pool vehicles are all in use and frees the motor
pool manager from the pressures of always having a
car available. Thus, the manager could run his department as a business and limit the number of cars in the
pool to some economically optimal level rather than an
always- have - enough level.
Another benefit of permitting outside services is that
it helps keep the internal service on a par with the external service. If the quality provided internally becomes inadequate, a user simply can purchase it
externally.
For example, have you ever requested work from one
of your company's service centers and received an "all in -due- time" or even a "don't- bother -me -with- this" response? Or, have you found that a service takes two
months if provided internally and four days if purchased externally? The option to go to an outside firm
for a service can pressure the service department in the
company into providing comparable service.
When the external market provides several levels of
quality, priced accordingly, a consumer is free to make
a price - quality choice. By allowing competition from
outside services, top management can be reasonably assured that their service departments are striving to
provide the appropriate quality.
Such a system also allows a manager to choose his
MANAGEMENT ACCOUNTING /NOVEMBER 1987

SERVICE'S EXTERNAL SUBSTITUTION

DIRECT
User
Charge

Readily Available

Not Readily
Available

_
—i Set by producer as
Constrained by
Market Forces

Set up by Upp
Management in
Response to
Ut i li za ti o n
Rate

Producer's

!ii A Profit or

Evaluation

Investment Center

Standard Cost or
Flexible Budget
(Cost Center)

USERCONTROL
INDIRECT
User
Charge

Perhaps Allocated as
a Traceable Indirect
Cost

Perhaps Allocated as
a Common Cost

Producer's
Evaluation

1:1 Actual Cost
Compared to the
Cost of Using
External Sources
(Cost Center)

Standard Cost or
Flexible (Cost Center)

The control techniques this article suggests
are directed at these four cells.

desired service level while bearing the accompanying
cost. If his department requires only a subcompact car,
a relatively low price is paid. If, however, a Cadillac
limousine is needed, the manager can get his desired
service at the going price.
The manager of the user department is in the best
position to make this cost -benefit trade -off and is highly motivated to do so, since his department receives
both the cost and the benefit of the service.
When evaluated by profit or return on investment,
the service department must have the right to alter its
charges. This flexibility allows a service department to
stimulate consumption during its slack times and ration consumption during peak demand periods, thus
encouraging efficient use of its resources. A user's option to purchase externally will force the internal service to be competitively priced. In addition, pricing
flexibility allows the internal service to respond to an
organization's changing needs.
Major specific maintenance projects, such as repair45

d

s

Can the maintenance department match the external
price?

ing a roof, painting the offices, or remodeling the building are included in this "readily available direct user
control" category. Because these large projects can usually be contracted outside the company, a fair market
price for this work can be established. If the manager of
the gen eral main tenan ce d ep artment t hi nks h is d epartment has the expertise, the excess capacity, and
the equipment to perform the desired task efficiently,
his department should have the chance to do the work.
The project's actual cost can be compared to the lowest
external bid. The resulting "profit" or "loss" should be
viewed in conjunction with the mai ntenance department's normal budgetary variances from routine operations. Otherwise, the maintenance department manager might be motivated to misclassify his activities in
an attempt to build profits into special projects while
overrunning the normal operating costs.
On t he o ther hand, the maintenan ce manager may
realize that his department is too busy or ill- equipped
to undertake a specific project, or that his cost structu re may p reven t h i m from mat ch i n g th e ex t ern al
price. In this case, he declines to perform the special
project and the organization hires an outside firm. In
either case, the department requesting the work will be
charged the lowest external bid.
Corporate policies or labor contracts sometime restrict the use of external contract work. Such restrictions give the maintenance department a monopoly. If
this situation exists, these suggestions obviously are
moo t. We h ave o bs erved t hat i ntern al main ten an ce
charges in organizations with these restrictions tended
to be excessive, often causing the postponement or cancellation of projects that would have passed a cost -benefit test had the maintenance charges been based on external market prices. The imposition of these excessive
charges not only restricted the use of maintenance to a
suboptimal level, but also masked and thus perpetuated t h e ma i n t e n a n c e d e p a r t me n t ' s o p er at i o n a l
inefficiencies.
Fo r exampl e, a charge o f $45 to in st all a pen ci l
sharpener or $28 to print 100 business cards can indeed
reduce the consumption of these it ems. Higher consumption levels would have occurred if the users had
the option to purchase them externally.
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When an outside service is not readily available and
there is direct user control.
When a manager must rely on his company's service
departments because no adequate substitute exists or
because of imposed restrictions, the department providing the service should not establish transfer prices. In
this case, service managers have a monopoly that allows them to dictate the transfer prices and increase
profits while decreasing the company's well -being. A
high transfer price would encourage underutilization
of the service, and a decrease in the organization's total
profits. To prevent this situation, the service department should not be considered a profit center, but rather a cost center.
When a user department finds itself in direct control
over the deployment of a service, the user department
should be charged for that service. If no charge were
made, the service would be treated as a free good, and
as in the hospital cafeteria exampl e, demand for the
service would expand far beyond an efficient level. One
common way to charge for a service is to use transfer
prices based on standard costs so that the inefficiencies
of the service department are credited to that department and no t passed al ong to the user departmen ts.
The minimum transfer price should be the service department's standard outlay cost of incrementally providing the service. If the transfer price is less than the
service department's outlay cost, the user will treat the
service mo re cas ual ly than i ts act ual co st warran ts.
Thus, consumption of the service will increase above
the optimum. Conversely, if the transfer price is too
high, the user probably will curtail his use of the service to a suboptimal level.
ARCO uses specialized maintenance departments to
serve its oil fields in the Prudhoe Bay area of northern
Alaska, and each operating department has the option
of doing some of its own maintenance work or calling
upon a specialized maintenance department. Thus, the
user depart ment managers h ave di scret io n over t he
amount of mai ntenance services consumed, and they
are also in a good position to determine the more efficient source of maintenance -the specialized maintenance department or self - service. According to the control scheme we describe here, a transfer price should
con tro l t he user's co nsu mpt ion of maint enance services. At a minimum, that charge should be the standard outlay costs for the service. In this actual situation, ARCO decided to charge the user departments for
the direct labor, direct material, and other identifiable
cost s in volved with a maintenance service call. The
charge ARCO levies is the minimum transfer price suggested in this situation. The maintenance departments
are treated as cost centers and evaluated on the basis of
the cont rol of all i ndirect main tenance cost s, t hose
costs not directly caused by any particular service call.
Having seen how this system was applied in one particular case, let's consider how it could be adapted to
other compan ies' needs. Consi der t he sit uation of a
manager in a corporation's regional headquarters who
has determined that a single o utgoing WATS line is
more economical than allowing each department under
his control to make long- distance telephone calls at
normal business rates. Assume that the office phone
system records which department uses the WATS line,
when it is used, and for how long. Under a responsibility accounting system, the regional manager becomes
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responsible for all the telephone bills of each department under his control. Concurrently, each department manager is responsible for his own department's
telephone bills. Consequently, the regional manager
and his department managers all have a stake in decreasing their telephone costs by adopting a WATS
line. The regional manager must decide how to divide
the use of the WATS among the departments and how
(or whether) to charge for its use. The regional manager wisely foresees misuses of, and departmental conflicts over, the use of the WATS lines. He would like to
institute a transfer pricing system that would:
• Encourage the economical use of the service,
• Discourage conflict over access to the service,
• Generate information that would lead him to expand
or reduce the service,
• Be perceived as fair by users,
• Be flexible and responsive to changes in demand,
and
• Provide the user with a fee schedule to encourage informed consumption.
Furthermore, the regional manager realizes he is responsible for the cost of the WATS lines regardless of
whether or not that cost is "charged out" to the various
departments. Thus, his goal (as it should be in any
transfer pricing scheme) is to modify the users' behavior, not to charge out the cost. The goal of the transfer
pricing system then becomes to provide a user with the
appropriate charge so that he can make accurate cost benefit decisions that simultaneously benefit both himself and his entire organization.
If at first the use of the WATS line falls well below
its capacity and users experience little or no waiting,
the WATS line should be free to the departments. Because all the costs of the WATS line are fixed, the variable cost of any single use is zero, so if any benefit at all
accrues from using the WATS line, it should be used.
Any charge for its use will discourage that use and,
therefore, decrease its benefits.
If the demand for the WATS line produces waiting
lines, the regional manager should levy a charge. When
lines exist, the resource is no longer free because an opportunity cost exists. Organizing documents and
thoughts in preparation for a business conversation
only to find the WATS line unavailable is both frustrating and wasteful. Let's say Sally from marketing has a
pressing need to use the telephone and decides to make
a toll call rather than risk losing business while waiting for the WATS line. Meanwhile, Joe from personnel
is discussing the weather with his grandmother in
Tampa. Joe considers his personal use of the WATS
line acceptable behavior. After all, it is a toll -free call,
so "it doesn't cost the firm anything." Joe's supervisor,
the head of personnel, shows no concern over Joe's casual use of the WATS line. Because there is no charge,
personnel's budget is unaffected by Joe's call. Besides,
restricting use of the telephone is bad for morale.
Notice that a charge for use of the WATS line in such
a situation can discourage its nonbusiness use and help
regulate its business use. Charging higher amounts
during peak demand periods and less during slack periods can smooth the use of the WATS line and ease
scheduling conflicts. Although the transfer price for a
service might change over time, the fee schedule for a
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specific period should be announced as far in advance
as practical. The use charges would help guide departmental WATS line cost -benefit decisions, causing low benefit uses to be relegated to low- charge times thus
freeing the scarce resource for higher -benefit uses and
reducing conflict over access to the service. Because
any nonbusiness use of the WATS line would affect
budgets, departmental managers would be financially
motivated to govern such use. If warranted by sluggish
demand, periods of free personal use might be made
available to employees.
In instances where the demand for the service exceeds its supply, the charge may be increased to the
point where short -run demand equals the supply of the
service. The total monthly charges to the departments
in. this circumstance might even exceed the monthly
charge to the firm. Because the telephone company's
normal long distance charge is the external market
price, user charges should never be more than the normal long distance rates. Such a charge structure can

A transfer price
should control the user's
consumption of
maintenance services.
provide management with a tool for allocating a scarce
resource during a period of high demand or while
awaiting expanded facilities. Although this high charge
might reduce morale somewhat, employees might well
come to perceive it as fairer and more flexible than an
"arbitrary" executive decree, that may be perceived as
biased, rest ricting each department's use of the
telephone.
A user's willingness to pay a high charge provides a
fairly clear indication of the strength of demand for the
service. If the regional manager waits to increase the
service's facilities until the total charges from the current service exceed the total cost of the facility, including any required return on capital investment, he can
be assured that the users' perceived benefits, as manifested by their willingness to pay for the service, exceed
the cost of providing those services. When this situation occurs, the regional manager can be confident that
the service's expansion would benefit both the users
and the entire organization. Under the system we propose, the charges are low when facility utilization is
low and high when utilization is high. Consequently,
the transfer price will fall after each expansion of
WATS line facilities. The department manager, being
aware of this, might lobby continually for expanded
WATS facilities. The regional manager should, therefore, limit the users' input into the facility expansion
decision. He can gauge his users' needs by their consumption habits under the transfer pricing system. To
paraphrase the old axiom, "Don't listen to what they
say, watch what they do." In any case, the regional
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manager, n ot a d epartment man ager, must make the
final decision to expand and to set the usage charges.
The transfer pricing system we propose can be adapted to a service's changing situation. While providing
users with predetermined charges, it provides upper
management with a tool for allocating scarce resources
and with information it can use to improve facility expansion or modification decisions. Most important, the
proposed method provides upper management with the
ability to alter a user's consumption of services so as to
maximize the well being of the entire organization.
We have suggested that the proper transfer price for
services th at are not avai lable from the o utsid e and
over which the user excercises direct control, varies
with the internal supply and demand for that service.
But, the procedure for determining the actual transfer
price will vary with the specific situation. When planning transfer pricing system, keep in mind that each
manager's decision to use, substitute for, or not use a
service should proceed just as if the owner of the firm
ran each department.
When an outside service is available and there is indirect user control.
As we have said, the purpose of charging a user is to
alter his behavior, much li ke the prices in a grocery
store affect the composition of one's diet. If a manager

The purpose of charging
a user for a service
is to alter his beha u tor.
has no control over the use of a service, there would
seem to be little point in levying charges to modify his
behavior.
Nevertheless, an allocation of service costs can be a
valuable management tool. In addition to its use for
product costing, one can use cost allocations to sensitize
managers to the cost of a service, to remind them of the
support services their units receive, and to show a profit- center manager that his unit's contribution margins
do no t di rectl y translate i nto corpo rate profits, but
must first cover indirect and common costs. Because users cannot control these services, any allocation charge
for them should be clearly shown on the manager's responsibility report as "noncontrollable" and should not
be considered in t he man ager's performance eval uation. As such, allocations of noncontrollable costs exert
a limited positive impact on managerial behavior, and
they could have undesirable effects if they clutter up
the responsibility report or distract the manager from
controllable factors. So in situations where a user has
very indirect or no control over his use of a service, cost
assignments and allocations may or may not elicit desirable managerial behavior.
A seco nd importan t iss ue here is the co st co ntrol
within a service department. Because transfer prices
are not appropriate, the service department should be
treated as a cost center. We suggest evaluating the service center's efficiency by comparing its actual costs to
the costs that would have occurred had the service been
purchased externally.
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For example, a retail store's security and janitorial
servi ce d epart ment s may be evalu ated by comparing
their actual costs and quality of service with the costs
and quality of service an external firm can supply. For
another example, consider the general maintenance department t hat regulates t he bu il di ng's temperat ure,
maintains its grounds, repairs the plumbing, replaces
light bu lbs, an d perfo rms many other minor repairs.
These services are not directed at and are not controllable by any specific user department. We suggest evaluating the maintenance departmen t or any o f its subunits by comparing its actual cost and service quality
with those of external suppliers. (Please note the real
differences in tasks and cost treatments among general
maintenan ce, specifically requ est ed maj o r mai n tenance projects, an d discretionary u se of specialized
maintenance.)

QUALITYSERVICEENCOURAGED
hen managers can readily obtain a service outside the company and have direct control over
their consumption of the service, an in -house
service department should be evaluated as a profit center or perhaps even as an investment center. The company's service department would receive enough autonomy to set the quality level and the price of its service
and, where practical, to determine its service capacity.
Because managers are free to choose either their company's service or an outside service, market forces govern the actions of both the users and the service departments, guiding them to optimal service quantity and
quality decisions.
However, when managers exercise little or no control
over how much of a service they consume and an external market for t hat servi ce exi st s, ex tern al mark et
prices should be used to evaluate the service department's efficiency. Although budgets and standard costs
are widely used cost control techniques, they are basically intraspective and provide comparisons only with
past performance or with subjectively derived expectations. On the other hand, external market prices reflect
current economi c realiti es an d, th erefore, provi de a
more objective and relevant basis for comparison.
When no external market for service is available but
managers contro l their consump tion of that s ervice,
user charges can be based on an internally generated
market. The manager who s upervises bo th t he u sers
and the provider of the service should consider the capacity of and the demand for the service when setting
the user charge. Properly applied, this technique can
en co urage an o pt imal u se o f th e service reso urces,
smooth the demand function, alleviate scheduling conflicts, and provide better information for making service expansion or modification decisions.
■
Leon B. Hoshower is an assistant professor of
accounting at Penn State and a director of NAA's
Central Pennsylvania. Chapter. This article is based
upon the CPE self-study course, Responsibility
Accounting and Reporting: An Integrated Approach.
Robert P. Crum, DBA, CPA, is a Peat Marwick
Research Fellow and assistant professor at Penn State.
He is a vice president of the Central Pennsylvania
Chapter through which this article was submitted.
MANAGEMENT ACCOUNTING /NOVEMBER 1987

NEWMETHOD
OFINVENTORY
ACCOUNTING

FIFO /LIFO together makes financial statements more relevant,
reliable, and comparable than eitherFIFO orLIFO alone.
BY JAMES DON EDWARDS AND
JOHN B. BARRACK
lstorical cost and articulation
concepts in accounting have
lon g caus ed a d ich oto my in
the reporting of inventory in financial st at ement s. Old er co st s th at
may be less reflective of th e current status of inventory or cost of
goods sold reside in either the statement of financial position or the income statement.
There is, however, a solution that
eliminates the bulk of the dichotomy and can be readily adopted. Although the solution is only partial
becaus e i t cont inu es to be bas ed
upon hi st ori cal co s t acco u nt in g
concepts, it does enhance the commu n i cat i ve ab i l i t y of fi n an ci al
statements.
Period of Inflation. Durin g the
high ly inflati onary peri od of the
1970s, a large number of companies
switched to last -in first -out (LIFO)
accoun ting for i nvento ries. LIFO
increased availability of cash because current income tax liabilities
were red u ced . Co mp ani es us i n g
LIFO fo r federal income tax purposes also are required to use LIFO
for reports to shareholders (or other owners) or creditors.'
Under LIFO, more recent historical costs are exp ensed as Cost of
Goods Sold. Older costs for nondepleted in ven t o ri es res i d e i n t h e
st at emen t o f fi n an ci al p o s i ti o n .
Ve ry s u b s t an t i al i n ven t o ry r eserves a often accumulate during inflationary periods. Current assets
are understated (in relation to current valu e)' and are not represen-
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Automated warehouse.

I

tative of the current financial posit o n o f t h e co mp an y . ' Th u s , th e
working capital, current ratio, ratio of debt to equity, and other such
measures involving inventory or
shareholders' equity appear less favo rab l e t han i s th e case. On t h e
other hand, the inventory turnover
ratio appears higher than is justified because the numerator (cost of
goods sold) contains more recent
(inflated) costs compared to costs in
the denominator (inventory).

The first sets of columns in Tabl es l a, l b , an d l c d emo n s t rat e
such effect s on en ding in vent ory
and cost of goods sold over a 10year period when prices increase at
the 10 % p er year at st ead y s tat e,
increasing, and decreasing inventory levels, respectively. Distortion
is defined as the difference between
th e co s t s i n t h e fi n an ci al s t at ements and the current (end- of -theyear) values.
Distortions accu mul at e un der

LIFO. B y t he end of year 1 0, the
dis to rt ion i n th e s tatement of financial position ranges from 1.21
(Table lb, $48,527/$40,071) to 1.79
(Table lc, $23,854/$13,300) times
the inventory costs shown in the finan cial statemen ts. Th es e i nventory reserves constitute the bulk of
the total distortion. Unless inventories are depleted, the distortion
in the inco me st atemen t (th rough
cost of goods sold) results from the
effects of inflation between dates of
�

j
TABLE 1 /ACCOUNTING EFFECTS UNDER LIFO, FIFO, and FIFO /LIFO
Assumptions: Year 1
Beginning Inventory

Purchases

4i 1
10/ 1

Units

Unit
Price

100
120

$100
110

150
180

Unit
Price

Units
Soles

113
118

12/31

330

Ending Inventory

220

*Current Cost at End of Year

$121

TABLE lA/ADDITIONAL ASSUMPTIONS: CHANGESFOREACHYEARSUBSEQUENTTOYEAR1
ncrement (Decrement) in ending inventory
each year (in units) ...... ...............................

- Results Under
LIFOEnding
Inventory

Year
Historical Cost
Current Value
Distortion

Percentage Increase (Decrease) in
prices over prior year. ............................... 10.00%

0

- Results Under
FIFO-

- Results Under
FIFO /LIFO-

Ending
CGS

$38,198
39,998
($3,465) ($1,801

Total

$23,200
26,665

Inventory

$25,795
26,665
($5,266)

Ending
CGS

870

$35,603
39,998
($4,396

$28,332
29,332

$39,461
43,998

Total

Invento ry

CGS

-FIFO-

-LIFO-

$25,795
26,665

$38,198
39,998

870

1,801

$28,332
29,332

$41,998
43,998

($1,000

($2,000

$31,165
32,265

$46,198
48,398

($1, 100

2 200

$90,026

($5,266)

Total

($2, 671)

Ye ar 2
j

Historical Cost
Current Value

$23,200
29,332

$41,998
43,998

Distortion

($6, 132)

($2,000)

$23,200
32,265

$46,198
48,398

9,065

($2,200

$23,200

$90,026

$60,732

$84,505

$60,732

62,876

94,313

62,876

94,313

62,876

94,313

($2, 143

($4 28,

($8,132

_(1,0001

(4,537)

(15, 537)

($3,000

Ye a r 3
istorical Cost
urrent Value

Distortion

Year 10
istorical Cost
iur r e nt V a lue

Distortion

($39 ,676)

11,265

($4,287) ($43,963)

$31,165
32,265

$43,365
48,398

($1, 1001

($5,033)

($2, 143

(9,808)

($6,133)

1 1 952

($3,300)

9.� .

For presentotir-m purposes these numbers huve been rounded to the nearest dollar. However, They were not rounded in the calculation.
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1B/ADDITIONAL ASSUMPTIONS: CHANGES FOR EACH YEAR SUBSEQUENT TO YEAR 1
:rement (Decrement) in ending inventory
each year (in units) ...... ...............................

- Results Under
LI F OEnding
Inventory

CGS

Percentage Increase (Decrease) in
prices over prior year .............................

i0

- Results Under
FI FO-

Total

Ending
Inventory

CGS

Total

- Results L
FIFO /LIF(
Ending
Inventory
-FIFO-

CGS
-LIFO-

Total

ear 1
istorical Cost

$23,200 $38,198
($3,465) ($1,801)

($5,266)

$25,795
($870)

$35,603
($4,396)

($5,266)

$25,795 $38,198
($870) ($1,801) ($2,6

$24,442 $42,028
($6,223) ($1,970)

($8,192)

$29,605
($1,061)

$39,461
($4,537)

($5,597)

$29,605 $42,028
($1,061) ($1,970) ($3,030)

$25,809 $46,231
($9,389) ($2,167) ($11,556)

$33,932
1$1,267)

$43,271
($5,127)

($6,394)

$33,932 $46,231
($1,267) ($2,167) ($3,433)

$40,071 $90,091
($48,527) ($4,222) ($52,7491

$84,765
$82,628
($3,832) ($11,686) ($15,518)

$84,765 $90,091
($3,832) ($4,222) ($8,054)

,

stortion

Year 2
Historical Cost
Distortion

Year 3
Historical Cost
Distortion

Year 10
istorical Cost
istortion

L _ .

ABLE 1C/ADDITIONAL ASSUMPTIONS: CHANGES FOR EACH YEAR SUBSEQUENT TOYEAR 1
Increment (Decrement) in ending inventory
each year (in units)
...... ...............................

CGS

$23,200
($3,465)

$38,198
($1,801)

$22,100 $41,825
($5,899) ($2,173)

-

- Results Under
LI F OEnding
Inventory

Percentage Increase (Decrease) in
10-00%
prices over prior year
. ...............................

(10)

Results Under
FI FO-

- Results Under
FIFO /LIFO-

Ending
Inventory

CGS

($5,266)

$25,795
($870)

$35,603
($4,396)

($5,266)

$25,795 $38,198
($870) ($1,801) ($2,671)

($8,071)

$27,059
($939)

$39,461
($4,537)

($5,416)

$27,059 $41,825
($939) ($2,173) ($3,1 12)

$21,000 $45,898
($8,332) ($2,500) ($10,832)

$28,399
($933)

$43,459
($4,939)

($5,872)

$28,399 $45,898
($933) ($2,500) ($3,4331

$13,300

$36,309
($844)

$86,537
($7,777)

($8,621)

$36,309 $88,398
{$844) ($5,915) ($6,159)

Total

Total

Ending
Inventory
-FIFO-

CGS
-LIFO -

Total

Year 1
Historical Cost
Distortion

Year 2
Historical Cost
Distortion

Year 3
Historical Cost
Distortion

1
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i

d

$88,398
($23.,854) ($5 915) ($29,769)

:,

Year 10
Historical Cost
istortion

the latest purchases and the dates
those goods are sold.
Period of Deflation. Tab le 2 is
based on the same assumptions as
Table la excep t prices decline at
10% per year. No distortion occurs
in ending inventories. Current values at the end of the period are less
than the costs in inventory during
periods of declining prices. For financial (but not for federal income
tax) purposes accountants normally wri te d own th e i nven to ry (as -

TABLE2/LO EROF

sumin g amou nt s are materi al ) in
order to avoid stating inventory at
an amount larger th an cu rrent replacement cost. Table 2 applies the
lower -of- cost -or- market procedure.
Thus, inventory costs are adjusted
(through cost of goods sold in the
example) to their current values at
end of each accounting period, leaving no distortion in the statement
of financial position. Under the assumptions all distortion resides in
the income statement. Because the

di s t o rt i o n s are wri t t en o ff each
year, t h ey d o n o t accu mu l at e t o
magnitudes possible during periods
of inflation under LIFO. In fact, Table 2 shows decreasing amounts of
distortion over time. Tables for increas i n g an d d ecre as i n g i n ven tories are omitted because comparative results for those inventories
are reflections of the picture shown
in Table 2.
Under the first -in first -out method (FIFO), older costs are charged

ACCOUNTINGEFFECTSUNDERLIFO, FIFO,andFIFO/LIFO

Assumptions: Year 1
Units

Unit
Price

Beginning Inventory

100
120

$100
90

Purchases

150
180

88
83

Sales

12/31

330

Ending Inventory
41 1
10/ 1

Unit
Price

Units

220 .

*Current Cost at End of Year

81

2A/ADDITIONALASSUMPTIONS:CHANGESFOREACHYEARSUBSEQUENT TOYEAR1
ant (Decrement) in ending inventory
year

(in units ...... ...............................

0

- Results Under
LIFOEnding
Inventory

CGS

$17,857
17,857

$31,090
26,786

Percentage Increase (Decrease) in
prices over prior year..............

- Results Under
FIFO-

Total

Ending
Inventory

CGS

$17,857
17,857

$31,090
26,786

$0

$4,305

$16,071
16,071

$27,232
24,107

$0

$3, 12 5

....,

- 10,00°

- Results Under

FIFO /LIFO-

Total

Ending
Inventory
-FIFO-

CGS
-I-IF0-

$17,857
17,857

$31,090
26,786

Total

'Year 1
Historical Cost
current Value

$4,305

istortion

J L305

JjjQ5

_

$

$4,305

$4,305

Year 2
Historical Cost
Current Value
Distortion

$16,071
16,071

$27,232
24,107

$0

$3,125

$14,464

$24,509

$14,464

$24,509

$14,464

$24,509

14,464

21,696

14,464

21,696

14,464

21,696

$0

$2,812

$6,918
6,918

$11,723
10,377

III-L5

$16,071
16,071
3 125

$27,232
24,107
3,125

J!
1_25

dear 3

I

bistortion

$2812

JZ&L2

$2,812

2812

i

2812

$

Historical Cost
urrent Value

Year 10
Historical Cost
Current Value
Distortion

$6,918
6,918

$11,723
10,377
$ 1,34

1 345

$ ''

$1,345

1,345

$6,918
6,918

$11,723
10,377

$0

$1,345
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EFFECTS OF INFLATION

E3

he divergencies in t he financial statements between FIFO
an d LIF O ac c o u n t i n g a r e
greatest wh en there are sustained
high rat es of in fl ati on . The hi gh
rates of inflation experienced during the 1970s have waned. Why the
co n cern ab ou t F IFO vs. LIF O at
this time? The reason (as shown in
Tabl e 1 ) is th at un der LIF O, th e
bulk of the distortions arising durin g an inflation ary perio d is impounded in beginning inventories
that (if n ot depl eted) are carri ed
forward to subsequent years . Because the United States has experienced sustai ned inflati on for serveral d ecad es , curren t fin an ci al
statements often continue to reflect
dist orti ons aris ing in thos e prior
periods. Worse yet, the distortions
will continue to grow until periods
of d eflat i o n o ccu r or t h e i n ven tories are depleted.
Even if the U.S. were to enter a
peri o d of su st ain ed defl ati on , i t
could tak e many years for the effects of the deflation to offset significant effects of inflation that have
accu mu lat ed i n s tatement s o f fi nancial position of companies.
Table 3 shows the differences between costs of ending inventories
un d er LIF O an d F IF O as s h o wn
in—or calculated from —data in the
19 8 5 an n u al rep ort s of s elect ed
companies. It is clear from Table 3
that t he amou nts of accu mu lat ed
di st o rt i on can b e material . Not e
that using FIFO inventory cost as a
surrogate for end -of -the -year inventory values results in conservative
valuation of the distortion. Results
i n Ta b l e 3 are b y n o mean s t h e
"worst case" scenarios.

THE SOLUTION: FIFO/LIFO
Man agemen t acco u nt ant s
could: 1) do nothing, 2) use
current values, or 3) adopt a
practical solution that eliminates a

M
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205
3,873
4,602
3,949
955
4,115
175

(FIFO) **
296
5,018
5,588
5,805
1.067
4,560
252

%

Differences
of LIFO

Amount

Inventor

91
1,145
986
1,856
112
445
77

44.4%
29.6
21.4
47.0
11-7
10.8
44.0

$

trong
nt
or Motor Company
General Electric Company
Johnson Johnson
Sears, Roebuck and Co.
-USG Corporation

(LIFO)*

$

ars in millions

$

I

Ending
Ending
Inventory Inventory

&

first to cost of goods sold, resulting
in the bulk of the distortion being
in cost of goods sold. Costs of more
re ce n t p u rc h a s e s r es i d e i n t h e
statement s of fi nancial p os it io n.
Thus, inventory reserves and total
dis to rt ion s do n ot accu mul at e to
the extent possible under LIFO. Effects under FIFO are shown in the
second sets of columns in Tables 1
and 2.

' While the primary cost flow method was LIFO, most of these companies used FIFO, average
cost, or other methods for valuing parts of their inventories, such as those in foreign operations.
or other measure of more recent cost.

subst anti al p art of th e di stortion
while minimizing departures from
ge n e ra l l y ac ce p t ed a cc o u n t i n g
principles.
Making no change continues the
LIFO distortions. It is desirable to
mitigate those distortions if feasibl e. Us i n g cu rren t val ues i n t h e
statement of financial position and
the income statement would eliminate all dis torti on as defined because reported values and current
values would be the same. That position is not advocated here in the
vi ew o f t h e as s u med co n s t rai n t
that the proposed solution be capable of implementation in the near
future. To meet this condition, the
met hod needs to conform to cu rrent generally accepted accounting
principles as closely as possible.
What we propose is that companies adopt FIFO' for the statement
of financial position and LIFO for
the i ncome statemen t.' The method, referred to here as FIFO /LIFO,
could have a lower-of- cost- or -mark et p ro ced u re s u p eri mp o s ed if
desired.
As i l l u s t rat ed i n Tab l e 1 , t h e
bulk of the distortion under LIFO
is in the statement of financial position and the bulk of the distortion
under FIFO is in the income stateme n t . Un d e r n o r ma l ci r cu mstances, use of FIFO for the statemen t o f fi n a n ci al p o s i t i o n an d
LIF O fo r t h e i n co me s t at e men t
would reduce distortions in both financial statements whether invento ri es are s tead y, i ncreas i n g, o r
decreasing.'
Bo t h F IF O an d LIF O are cu rrently generally accepted accounting principles, but it is uncommon

for a company to use both within
the basic fi nancial statements for
the same cl as s o f inven tory. ' Accordingly, we are focusing on using
the two in combination rather than
on th eo ret ical un derp in n in gs o f
FIFO or LIFO individually. The Fin a n ci a l Acc o u n t i n g S t an d ar d s
Board's (FASB) Statements of Financial Accounting Concepts will
be used to evaluate the FIFO /LIFO
proposal.

FIFO/LIFO EVALUATED
ash Flows Fi n an ci al s t at ements emphasize cash flow information. Users need this info r mat i o n to as s es s a mo u n t s ,
timin g, an d uncertainties of cash
flows and must retrieve these data
from many s ources. Th e mos t important source is the income statement wh ich co ntains information
on op erat io ns and ot her tran sactions and events useful in assessing
potential future cash flows.
In ven t o ry positions, t ran s actions, and other assumptions in Table la, Year 10 will be used to demo n s t r a t e i mp a c t s o f F IF O a n d
LIFO. The `current values' shown
in Table la are the inflation- adjusted costs and are used here as surrogates for replacement costs at dates
of the financial statements.' These
examp les assume sal es p rices are
ma r k e d up 1 0 % o ve r t h o s e
amounts. Gross incomes (for year
10, Table la) under FIFO and LIFO
are shown in Table 4. Net cash inflow fr o m t h e s a l e s is $9 , 4 3 1
($103,7 44 cas h recei ved from the
sales less $94,3 13 cash expended
for replacement of the inventory).

C
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TABLE4/GROSSINCOMESFORYEAR10

As s umi ng co n ti n ued i n fl ati o n
an d n o n d ep l et i o n o f i n ven t o ry,
LIF O co n s i st en t ly p rod u ces t h e
more u seful in fo rmatio n for predicting futu re cash flo ws. This is
because LIFO matches more recent
historical costs with sales and the
more recent historical costs will be
cl os er t o repl acemen t co st s th an
will older historical costs.
Financial Position, Liquid ity, and
Solvency. Information about an enterprise's economic resources, obligations, and owners' equity should
help users identify the enteprise's
financial strengths and weaknesses, evaluate i ts liqu idity and solvency, gauge the enterp rise's perfo rman ce, an d as s es s cas h flow
potentials.
Continuing the example, invent o r i e s at e n d o f t h e p e ri o d a re
shown in Table 5.
Assume the company has a current liability of $62,876 (equal to
year -end replacement cost of the
inventory). Loo ki ng at th e st at ic
picture shown in the statement of
financial position, the current ratio
is .97 to 1 under FIFO and .37 to 1
under LIFO. If t he expected cash
inflo w from s ales of inventory is
bas ed o n t he mos t recen t s el li ng
prices [$69,163 ($103,744 sales /330
units sold = $314 selling price per
unit x 220 units in en ding inventory)], the ratio would be 1.1 to 1.
FIFO gives the better result. While
on l y t he cu rren t rati o i s d emo n strated, other static statement of financial pos it ion rati os yi el d t he
same conclusion becau se t h e repo rt ed amo u n t s u n d er F IF O are
cl o s er (t h an u n der LIF O) t o t h e
en d i n g va l u e o f t h e i n ven t o ry .
Th u s , i n fo rmat i o n pro vi d ed b y
F IF O i s mo re rep r es e n t a t i vel y
faithful and more useful for assessing fi nanci al po sit io n, liq ui dit y,
and solvency.
Flows als o are import ant when
eval uati ng fin an ci al position, liquidity, and solvency. The overall
pictu re ent ai ls rel at in g in fo rmation from both financial statements

-
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19.239

(

$103,744
90,026)

(

$103,744
84,505)

$

Gross Income ..... ...............................

LIFO

$

Sales ...................... (94,313 x 110 %) =
Costs of Goods Sold .. ...............................

FIFO

13.718

(as well as from other sources). For
example, one commonly used measure is the inventory turnover ratio
(cost of goods sold divided by inventory cost). Although average inventory cost often is used in practice,
costs of year -end inventories are
u s ed h ere t o k eep t h e ex amp l es
s i mp l e. C o n t i n u i n g, r es u l t s are
shown in Table 6.

ly d ist ort ive un der LIF O b ecause
t h e n u me ra t o r co n t ai n s recen t
costs while t he deno minato r contains old costs, and most companies
t u r n i n ve n t o ry s e ver a l t i me s a
year, bu il di ng u p t he n umerat or.
And , becaus e mo re current cos ts
are reflected in both the numerator
an d d e n o mi n a t o r o f t h e rat i o ,
FIFO /LIFO provides better results
than FIFO and LIFO.
Relevance, Reliability, Representative Faithfulness, Comparability.
If F IF O were u s ed fo r t h e s t at emen t o f f i n an c i al p o s i t i o n a n d
LIF O we r e u s e d i n t h e i n c o me
statement, potential distortion under either FIFO or LIFO in all the
above ratios wou ld be minimized.
FIFO mi nimi zes dis tortion (compared with LIFO) in static financial

TABLE 5/INVENTORIES AT ENDOF YEAR10
FIFO
Current Asset:
Inventory ............... ...............................

Bas ed o n u n it s , t he i n ven t o ry
tu rn ed o ver 1 .5 ti mes (3 3 0 un it s
sold /220 units in inventory). FIFO
p r o vi d e s a b e t t e r an s we r t h an
LIFO (assuming continuing inflation and nondepletion of inventory)
becau s e mo re cu rren t valu es are
reported in the statement of financial position under FIFO and, while

LIFO

$ 60.732

$ 23.200 4

position ratios, LIFO minimizes distortion (compared with FIFO) in income s tat ement, an d F IFO /LIFO
mi n i mi zes d i st o rt io n (co mpared
wit h F IF O and LIFO) wh en co mp ari s o n s r el a t e d at a i n t h e t wo
statements. With more current values in both statements, FIFO /LIFO
improves un derst an d ab il it y (an d

TABLE6/INVENTORYTURNOVERRATIOSFORENDOFYEAR10
FIFO

LIFO

Inventory Cost .. ...............................

$ 60,732

$ 23,200

(FIFO)
$ 60,732

Cost of Goods Sold .....................

( 84,505)

( 90,026)

(LIFO)
( 90,026)

1.4 times

3.9 times

1.5 times

I Inventory Turnover ....................... .....

cost of sales is distorted more under
FIFO than under LIFO, those distortions do not accumulat e to the
s ame ex t e n t d i s t o r t i o n s i n t h e
statement of financial position accumulate under LIFO (as shown in
analyses of Table 1). The inventory
turnover ratio is potentially severe-

FIFOLIF

hence usability). For example, an
automobile dealer reporting an inventory of Mercedes automobiles
valued at $1 million in 1987 costs
port rays a much bet ter picture of
the inventory than the same inventory reported at $250,000 in 1960
costs. An d , b ecau s e b o t h s t at eMANAGEMENT ACCOUNTING /NOVEMBER 1987

ment s co nt ain mo st recen t co st s
available for each accounting period, comparability of financial statements between years and between
co mp ani es wo u l d b e great l y i mproved over current practices. Consi d er, fo r ex ampl e, th e d il emma
faced by a user who wishes to compare inventory t urnovers of Comp an y A (wh i ch u s es LIF O) an d
Company B (which uses FIFO) over
a five -year peri od. Th at user has
the burden of making complex adjustments to data in the financial
statements and, even then, results
are questionable due to lack of pertinent information. Consequently,
FIFO /LIFO would provide financial statements that in many cases
are substantially more relevant, reli ab l e, represent ati vel y fai th ful ,
and comparable than eit her FIFO
or LIFO.
Historical Cost. Th e F AS B commented that if there have been several purchases of fungible goods at
different p ri ces and a n umber of
disposals at different dates, only by
the adop tion of some con vent ion
(e.g., FIFO) can costs be attributed
to assets on hand and that it is difficul t to s ubs tant iate th e ch os en
amo u nt as rep res ent i n g t h e eco nomic phenomena in question.
Th e s e co mmen t s as s u me t h at
ONLY ONE historical cost method
will be used. Use of more than one
historical cost method as we advocat e, wi l l hel p al l evi at e t h e d escribed problems by avoi ding the
old, outdated costs that remain in
the financial statements.
Verifiability, Neutrality, and Consistency. Both FIFO and LIFO rank
hi gh as to veri fi ab il i ty. Becaus e
bot h met hod s are wi dely us ed in
cu rren t pract ice, F IF O / LIFO (a
combin ation of t he two met hods)
would meet the verifiability standard equally well.
The p rimary concern s houl d be
the relevance and reliability of the
in fo rmat i on , no t t he effect o n a
part i cu l ar in t eres t . FIFO /LIFO
provides the more relevant and reliable (and thus more neutral) info rmati o n b y min imi zi n g d is t ortions under FIFO and LIFO.
An accounting change will occur
when FIFO /LIFO is first adopted.
After adoption, FIFO /LIFO can be
applied as consistently as the other
methods.
Disclosures. Most companies using
LIFO disclose inventory costs under FIFO or d ifferences between
MANAGEMENT ACCOUNTING /NOVEMBER 1987

LIF O and FIF O i nvent o ry co s ts .
With those disclosures, the FASB
concluded that problems with comparability between companies using different cost flow methods are
rel ati vel y easy t o d i agn o s e an d ,
with sufficient disclosure, can be
rec t i f i ed by a u s er of t h e
information.
Wh en a p ro ced u re t h at b et t er
meets accounting standards is identified , we b elieve it is a threat to
credibility to continue a less desirable procedure in the basic financial statements in the hope that user s
can
use
explanatory
information to adjust the numbers
to more meaningful data.
Recognition and Realization. Four
basic criteria are required for recognition: 1) meeting the definition

FASO' should
consider FIFO/
LIFO for a
financial
accounting
standard. -d
of an element in the financial statemen ts , 2) meas urab il it y, 3) rel evance, and 4) reliability. Inventory
(st at ement o f fin an cial po sit io n)
and cost of good sold (income statement) are elements to be shown in
financial statements. Based on data
presented above, we believe FIFO/
LIFO meets the other three criteria
for recognition as well.
Articulation. Under FIF O /LIFO,
current (LIFO) costs of inventory
will be charged to cost of goods sold.
Older LIFO costs remaining in the
statement of financial position are
adjusted (upward in case of inflation) to reflect more current (FIFO)
costs. If costs of assets are adjusted,
what other account(s) is(are) affected s o t h e st at emen t s art i cul at e?
Recognition of the adj ustment in
the income statement seems inappropriate because the cash -to -cash
cycle for inventory on hand is not
co mp l et e an d b ecau s e t h e LIF O
meth od i ts el f best mat ch es revenues and expenses (the inventory
ad j u s t me n t wo u l d d i s t o r t t h a t
matching). The adjustment repre-

sent s and is b est presen ted as an
`unrealized holding gain' in shareholders' equity. The FASB recognized such adjustments in its concep t o f `co mprehen si ve i nco me'.
Preced ence for su ch adj ust men ts
exi st s for reco gni zi ng tempo rary
decli n es i n valu es o f l o ng -term
marketable equity securities, certai n t ran sactio n gain s and los ses
an d al l fo reign cu rren cy t rans latio n ad jus tmen ts , and addi ti on al
minimum liability for pensions.
The shareholders' equity adjustment increases complexity of analys es to rel at e d at a b et ween t h e
two statements. We believe the use
of FIFO /LIFO would entail a relaxation (but not an abandonment) of
the articulation concept.
Income Tax Allocation. Interperiod
income tax allocation is required
for timing (but not for permanent)
di fferences b etween t ax ab l e an d
pretax accounting incomes. Whether the unrealized holding gains in
inventory constitute timing differences is beyond the scope of this article. To the extent deferred or prepai d taxes are pro vi ded, h ol di ng
gains or losses should be shown net
of the applicable income taxes, as
now required for similar shareholder adjustments.
Materiality. FIFO /LIFO meets the
mat eriali ty cri teri on b ecau se (as
shown in analyses of Tables 1 and
3) the meth od improves financial
reporti ng and thereb y can b e reasonabl y ass umed to imp act u sers'
decisions.
Co ns ervat i sm. Th e b e s t wa y t o
avoid injury to financial statement
us ers is fo r th e repo rt ed dat a t o
represent what they purport to represent. The ability of FIFO /LIFO to
reduce distortions in both the statement of financial position and the
i n c o me s t a t e m e n t h as been
demonstrated.
Benefits vs. Costs. Additional cost
from decreased articulation should
be mo re t h an o ffs et b y b en efi t s
from exposing unrecognized holdin g gai ns (h id d en reserves). For
firms already usi ng LIFO, th e increased cost associated with FIFO/
LIFO procedure is likely very nominal. In most cases, those firms alread y determine inventory values
under FIFO for disclosure, pricing,
loan restrictions, bon us arrangements for employees, etc. Costs for
firms presently using methods other than LIFO may be mitigated becau s e, wh en cu mu l a t i ve e ffect s
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FINANCIAL REPORTING
IMPROVED
lstorical costs distort —in relation to current values —financial st at emen ts . We recommen d a p ro ced u re cal l ed F IF O/
LIFO to minimize that dist ortion
by combining the best attributes of
FIFO (a more rel evant and meaningful statement of financial position) and of LIFO (better matching
of revenues and expenses in the inco me s t at emen t ). Becaus e b ot h
FIFO and LIFO are bas ed on historical co sts and b oth are wi dely
used, FIFO /LIFO is capable of being implemented readily. Benefits
from improved financial reporting

James Don Edwards is the J.M.
Tull Professor of Accounting at the
University Georgia, and a past
National Vice President the
NAA. He is a member the Atlanta Central chapter, through which
this article was submitted.
John Benjamin Barrack is an associate professor of accounting at
the University of Georgia.
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and more credible financial statements should outweigh additional
costs.
We believe FIFO /LIFO will subst an ti al l y i mpro ve cu rren t pract i ce. F u r t h e r mo r e , t h e FASB
should consider FIFO /LIFO for a
financial accounting standard. ■
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from switching onto LIFO are not
determinable, the inventory value
determined under the predecessor
method may be used as the initial
LIFO inventory. After the change,
those companies are likely to incur
additional costs to determine LIFO
results. However, the benefits from
reducing distortion in the financial
statements should more than justify co s t s t o ad o p t an d mai n t ai n
FIFO /LIFO.
LIFO Conformity Requirement. The
federal income tax conformity requ i remen t rel at es t o t h e in co me
statement and not to the statement
of financial position. IRS regulations state that use of an inventory
meth od other t han LIF O to value
inventories as assets is not considered at variance with the LIFO conformity requirement-

'Internal Revenue Cod e S ec. 472(c ).
'F o r this artic le, the term ' invento ry res erves ' is
defined as the excess of the current (end- of -theyear) invento ry value o ver the amo unt sho wn in
the s tatement o f financ ial p os ition.
'P ro p os als in this artic le are no t sensitive to the
meas ure of end -o f-the-year values . Whether input values (e. g., replacement cos ts) or output
values (e. g. , net realizab le values) repres ent the
app ro priate meas ure is beyo nd the sc ope o f this
artic le. Unless otherwis e ind ic ated, the inno cuous term ' current value' is us ed .
'T his is esp ec ially imp ortant in the area o f c urrent ass ets fo r whic h acc ounting method s and
turno ver or the as s ets no rmally result in mo re
rec ent values in the s tatement o f financial
position.
'If an ac ceptable metho d o ther than F IF O b etter ac complishes the ob jec tives of inventory acco unting fo r the s tatement o f financial p o sition,
that method co uld b e used in lieu of F IFO . T he
same lo gic app lies for LIFO and the inco me
statement. F o r this article, o nly the terms FIF O
and LIFO are used.
'A s uggestio n alo ng these lines was made b y
Gerald A. LeCro y, "LIFO : A Two-W ay Street,"
Barron s, February 16, 1981, p. 26. Mec hanic s of
acc ounting fo r the us e o f both LIF O and FIFO
were describ ed b y R .C . Skinner " Combining
LIFO with FIF O, "Internatio nal Jou rn a l of Accounting, Spring 1975, pp. 127.134. More recently (Feb ruary 1986), the AIC PA Task Fo rce on
LIFO Invento ry P ro blems released an iss ues paper entitled "Using LIF O in the Inco me Statement while Us ing F IF O in the Balanc e S heet. "
That pap er is d es cribed in The C PA Journa l,
June, 1986, pp. 102.104.
'An exception c ould occ ur if a co mp any liquidates a s ub s tantial p art of its invento ry d uring a
year. In that c as e, disto rtio ns ac cumulated in inventory under LIFO would be. impounded in c ost
of goods sold and could cause cost of goods sold
for that year to be d is to rted more than if FIFO
were used. Co rrec tive ad justments would violate
the cons istency concep t (disc ussed infra). Disclosures s ho uld help. T his potential p rob lem oc curs
under LIFO in p resent p ractic e and is pres umab ly hand led s atis fac to rily.
"Co mpanies us ing LIFO o ften d is clo se invento ry
costs under FIF O (o r differenc es b etween F IFO
and LIFO) in a foo tno te or explanation of the financ ial s tatements .
'T able la ass umes p urc has es o n 4/1 and 10/1
rather than at year-end . There will b e d ifferences (d ue to inflatio n and timing) between
amounts of c as h needed to rep lac e the inventory
and the' eurrent values ' used . Because these differences d o not affect results , year -end rep lacement co sts are us ed in ord er to keep the examples simple.
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ACCOUNTING
PROFESSORS
ARE IN DEMAND
BY TERRY L. CAMPBELL
AND DEBORAH H. TURNER
ccounting, in general, continues to have an undersupply of
Ph.D.s. According to a study
conducted by the American Accounting Association (AAA), universities in the United States will
be seeking to hire approximately
520 new accounting faculty for the
1987 -88 academic year. The annual
supply of accounting Ph.D.s for the
past five years has averaged only
174 new graduates. Thus, there are
approximately three positions
available for each graduating accounting Ph.D.
Of the supply of new Ph.D.s that
will be available in the next several
years, the AAA study reported that
17% are either on leave from a college or university or already have
accepted a position. Of currently
enrolled doctoral students, about
25% are foreign students, and a significant percentage may decide to
return to their home country after
graduation. Another small percentage may decide not to seek an academic position at all. To the extent
these factors work to reduce "real"
new supply, the overall shortage of
Ph.D.s in accounting may be even
more significant than the numbers
indicate.
What is the supply- demand situation in management accounting
specifically? Of the 520 total available positions mentioned above, 93
(18 %) are management accounting
positions. If 18% of the new supply
are in management accounting,
then about 32 of the 175 total supply will be in the management ac-
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ment accounting faculty for the period 1975 -85 averaged about 35 per
year. Predicting whether growth
demand will increase or decrease in
the future is difficult. Therefore, an
assumption of no change in the level of growth demand was used in
constructing the graph below. It
shows the projected total demand
for management accounting Ph.D.s
based on the retirement projections
(described above) and assuming
that growth demand remains at the
same level as for the 1975 -85 period. Other factors could increase the
predicted short fall.
The message from this analysis is
that those persons considering an
academic career in management
accounting will probably be in high
demand after they receive their degree. Given the projected short supply, starting salaries are likely to
increase dramatically in the mid 1990s. But the other rewards of a
career in teaching management accounting can be even greater than
the financial rewards. With the discipline of management accounting
undergoing significant changes, as
it is now, there is the opportunity
to be involved in these new developments and to bring them into the
classroom.
There has never been a better
time to consider an academic career in management accounting. ■
Terry L. Campbell is director,
Center for Interdisciplinary
Research Information Systems at
Pennsylvania State University.
Deborah H. Turner is assistant
professor of accounting at Georgia
Institute of Technology.
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counting area. But this supply figure of 32 per year is overstated if
not adjusted for the factors that reduce the total available down to
real supply. Using an adjustment
figure of 25 %, real supply becomes
24 per year. Thus, there are between three and four positions
available per new management accounting Ph.D. The shortfall in
1987 -88 alone would be between 60
and 70 individuals.
What does the future hold?
There is likely to be continued decline in overall college enrollments
through the early 1990s. But, according to a recent survey by the
American Institute of CPAs, accounting enrollments increased by
3% in the 1986 -87 academic year
and are expected to remain relatively stable over the next few
years.
Data obtained from Hasselback's
Prentice -Hall Accounting Faculty
Directory projects future retirements based on the date the Ph.D.
or equivalent degree was received.
These retirements were estimated,
by year, assuming that faculty
members received their degrees at
age 32 and will retire at age 65.
This projection indicates that, until
the mid- 1990s, retirements of management accounting faculty will be
negligible. Beginning in about
1995, projected retirements of management accounting professors begin to increase significantly. By
1999, the retirement demand will
exceed the projected real new supply. This shortfall does not even include the effect of any new growth
demand.
The growth demand for manage-
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In Defense of
Management
Accounting
10

We do not believe management accounting is currently facing a cataclysm at Armageddon.

few individuals in academe and practice are
charging that management accounting as currently taught and practiced is antiquated. The
most vo cal of the curren t criti cs are Dr. H.
Tho mas J ohn son and Dr. R obert S. Kapl an in "The
Rise and Fall of Management Accounting"(MANAGEMENT ACCOUNTING, January 1987) and Dr. Kaplan in
an earlier series of articles.' While some of the charges
made by our eloquent colleagues may be valid, we do
not believe management accounting is currently facing
a cataclysm at Armageddon.
More specifically, we question the following charges
recently leveled at management accounting: the NAA
defi n it io n res t ri cts t h e do mai n o f man agement accounti ng, and man agement accounti ng practices are
driven by an external reporting mentality.
Is there adequate objective evidence to support these
specific charges? According to a review of the accounting literature, a survey of chief financial officers, and
our own professional accounting experience, the answer is "NO!"

T00 RESTRICTIVE?
an agemen t h as u s ed finan cial performance
measures for evaluation purposes during the
past 60 years. Dr. Kaplan states that changing
this practice will be difficult to do because of the restricti ve nat ure of the definitio n of management accounting as developed by the NAA Management Accounting Practices (MAP) Committee.
In attempting to prove his point, Dr. Kaplan does not
include the full definition of management accounting.
He based his arguments on only part of the definition
and claimed th at the MAP Committee definit ion restricts the domain of management accounting to: "The
process of identification, measurement, accumulation,
analysis, preparation, interpretation, and communicainformation used by management to
tion of
plan , evaluate, and cont rol with in an organi zati on"
financial

M
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(emphasis added). We believe that the complete definition in Statement on Management Accounting No. lA
woul d h ave bet ter communi cat ed t he breadth of the
definition intended by the MAP Committee.
Although Dr. Kap lan emphasizes t hat the management accountant deals with financial information, he
does not explain what actually comprises financial information. Accord ing to S tat ement on Management
Accounting No. 1B, ". .. fin ancial in format ion co mprises broadly that information, monetary or
tary, necessary to interpret the cause and effect of actual or p l an n e d b u s i n e s s ac t i vi t i es , eco n o mi c
circumstances, and asset and liability valuations" (emphasis added).
The NAA statements do no t indicate that the management accountant would deal strictly with financial
numbers . The s tat emen ts in di cat e th at th e man agement accountant will handle a broad spectrum of information, financial and nonfinancial in nature, in vario u s c a p a c i t i es . Dr. Ka p l a n i n d i ca t e s t h a t t h e
management accountant would not be involved in the
following aspects of planning and control (measures of
product quality, product innovation, employee morale,
or customer satisfaction) because of the restrictive nature of the NAA definition of management accounting.
Objective number two of the Statement on Management Accounting No. 1B is: "Management accountants
at appropriate levels are involved actively in the process of managing the entity. This process includes making st rat egi c, tactical, and operat ing decis ion s and
helping to coordinate the efforts of the entire organization." This objective definitely does not indicate that
the management accountant deals strictly with financi al n u mb ers n o r d o es i t res t ri ct t h e d u t i es t o b e
performed.
In fact, Statement on Management Accounting No.
1B states that "Management accountants interpret all
forms of internal information pertinent to the various
segments of the organization and communicate the implications of the information being reviewed, including
its relevance and reliability" (emphasis added). Further, Statement on Management Account ing No. 1B
nonmone-
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states that "The reports (prepared by management accountants) may concern financial, physical, and human
resources."
A thorough analysis of Statements 1A and 1B, in
combination, reveals that the definition of management accounting promulgated by the NAA is indeed a
broad one. In fact, the definition of management accounting includes items that are normally used in defining financial accounting and other disciplines.
Based on our own professional experience, a number
of leaders in management accounting consider the definition to be too broad in scope rather than too restrictive. If Dr. Kaplan, after an in -depth analysis of Statements 1A and 1B, believes that the definition is too
restrictive, we would like to know how he would change
the definition of management accounting to make it
more appropriate and less restrictive.
ARE MANAGEMENT ACCOUNTANTS
SUBSERVIENT?
r. Kaplan recently stated that "The internal
management accounting function has now become subservient to the external reporting function in U.S. firms, contemporary U.S. practice is characterized by the internal use of accounting conventions
that have been developed and mandated by external reporting authorities, and management accounting practi c es are now d ri ven by an ext ernal re port ing
mentality."
These are fairly bold statements to make in light of

D

the fact that they are largely undocumented with empirical research. Dr. Kaplan also believes that researchers have not been in the field enough. We question how he can make this charge without going into
the field and determining if internal management accounting has actually become subservient to external
financial reporting. If he has been in the field, Dr. Kaplan should use the evidence acquired through his field
research to document the charge.
Dr. Kaplan goes on to say that firms use accounting
conventions for internal planning and control, not because they support the corporate strategy, but because
they have been chosen via an external political process
by regulators at the Financial Accounting Standards
Board (FASB) and the Securities & Exchange Commission (SEC).
Once again, it is clear he does not use empirical research to adequately document his statements. How
does he really know that this is actually taking place?
The FASB and SEC do not require accounting conventions to be used for internal purposes. And, as FASB
member Victor H. Brown said in the May 1987 issue of
MANAGEMENT ACCOUNTING, "FASB is sensitive to the
need to provide accounting data useful for both external financial reporting and management decision -making purposes." Yet, Dr. Kaplan would have us believe
that because the FASB and the SEC are influential,
they also dictate internal management accounting
practices.
In fact, if there is a consensus among management
accountants, it is that the managers who buy an internal accounting system can have anything their hearts

"Many managers perceive the costs of more elaborate management accounting systems exceed prospective benefits."

L
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ex t ern al rep ort i ng men tal it y ex i st s . F ormer FAS B
Chairman Donald Kirk and Eugene H. Flegm' of General Motors Corporation believe that the development
of internal cost accounting systems are not as cost beneficial as Dr. Kaplan indicated.
The cost - benefit relationship also has been addressed
by Dr. Charles T. Horngren. He notes that: "Many companies do not find an investment in a detailed cost accounting system worthwhile. The cost - benefit theme is
the foundation for judging whether cost accounting systems should be reviewed. There is a cost of keeping the
cost s. M any managers percei ve, righ tly or wrongly,
that costs of more elaborate systems exceed prospective
benefits. Moreover, the costs of implementing changes
are seldom trivial.
Dr. Milton F. Usry agrees with the cost - benefit concept concerning the use of external required conventions for internal purposes. He states that: "Anytime
that we s pend dol lars on an accoun ting information
system beyond the minimum cost necessary to satisfy
these legal requirements, the sole justification is the
value of that information to internal management. "'
Dr. Rob ert N. Antho ny not es that , "... in mo st respects, management accounting practices are consistent with external financial reporting standards. The
reasons for this are the standards that are useful in reporting to external bodies are also useful in relaying
informat io n t o man agement and th at th e o bj ect ives
and rep orts o n perfo rmance of th e entit y as a whole
should be consistent with individual segments."' In addition to the common base concept, Dr. Anthony also
"'

desire as long as they are willing to pay the price.2 The
price is, of course, that the accounting data used to provide appropriate information for internal management
decision - making purposes may need to be modified for
external reporting.
It is our experience that a number of large firms do
report accounting in formation based upon different
conventions for internal and external purposes. Furthermore, recent empirical research indicates that internal management accounting practices are not dictated by the FASB or the SEC.
Dr. Kenneth Rosenzweig conducted a study to determine the impact of FAS 33, an external reporting requirement at the time, on internal management decision- making and reporting, and concluded that: "The
stud y provid es s ome evid ence that to p management
commonly failed to encourage the use of the information by not working it into the internal reporting system, no t ad opt in g a po li cy th at t he i nfo rmat io n be
used, and not committing resources (preparation man
hours and costly adjustment methods) to developing
h i gh q u al i t y i n f o rmat i o n s u i t ab l e fo r d eci s i o n making.
If the ext ernal repo rting ment ality charged by Dr.
Kaplan does exist, then it would be expected that companies would use information for internal purposes because of the external reporting requirements. This is
inconsistent with what Dr. Rosenzweig found.
The fact that information prepared for management
is not inherently different from an entity's published
financial statements does not by itself indicate that an
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alludes to the cost -benefit relationship: "Unless there is
good reason to do so, an entity will therefore avoid the
extra effort involved in maintaining a management accounting system that is inconsistent with its financial
accounting system."
Therefore, it can be seen that the external reporting
ment alit y ch arge made b y Dr. Kaplan is not wid ely
supported in the accounting literature. A recent review
of the literature indicates that companies either do not
use external reporting conventions for internal purposes or, if they do, it is primarily because of a cost benefit relationship.
We have questioned the external reporting mentality
charge made by Dr. Kaplan because of the literature
previously cited and a lack of documented evidence. We
believe the question of whether external reporting requirement s dictate internal management accounting
practices can be answered through empirical research.

CFOS SURVEYED
e mailed a questionnaire to the CFOs of the top
50 Fortune 500 companies for 1984. Our response rate was 52% (26 us able respo nses)
Nearly 77% of the respondents (20) did not agree with
th e ext ern al rep ort in g men t al it y ch arge. Ho wever,
23% (6) did agree with the external reporting mentality view expressed by Dr. Kaplan.
The CFO of a leading consumer electronics company,
for example, st ated th at Dr. Kapl an's co mments are
"overly si mplis tic ". He furt her n oted that "in many
cases the situation is vice versa" and internal accounting influences external reporting. This agrees with the
comment b y Mr. Kirk th at management acco un ti ng
practices have had a beneficial impact on generally accepted accounting principles and financial reporting.
In responding to our survey, a major oil firm CFO
said: "We agree that most companies monitor the performance of their operatio n by their contribution to
earnings as defined by the generally accepted accounting principles which govern external reporting. We do
not agree, however, with Professor Kaplan's thesis that
the u se o f ex tern al GAAP for s teward sh ip i nd uces
managers to act in contradiction of, or without regard
to, corporate strategy."
The CFO of a leading food products company noted
that "subservient" is too strong a word to describe the
relat io n sh ip bet ween th e i nt ern al man agement accounting function and the external financial reporting
function in U.S. firms. This CFO, however, noted that
their internal management accounting was importantly affected by external report ing, because "b oth are
based on the same 'bottom line' net earnings." This comment is consistent with what Dr. Anthony said.
Even CFOs who generally agreed with the external
reporting mentality view qualified their responses. For
example, one CFO agreed that, "on balance, the answer
is yes. But we use different inventory accounting for internal (d irect cos ting) vs. external (full ab sorption)
purposes."
Another CFO said: "Our reporting conforms with requirements promulgated by the FASB and SEC. We believe it would be impractical to maintain one reporting
system for internal purposes and a different system for
external reports."
A third CFO commented: "There is no question of
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There is no objective
evidence to support recent
charges that
management accounting
practices are driven
by an external
reporting mentality.
subservience on either part. A common base is used but
is varied to conform to all sorts of alternative internal
policies and external regulations."
These comments by CFOs support the cost - benefit
theme and the concept that a common base is used for
internal and external purposes. This evidence indicates
that firms either use different reporting methods for
internal and external purposes or, if they are consistent, it is due primarily to a cost - benefit relationship.

PRACTICES FOUND USEFUL
t h as no t been proven th at managemen t accou ntants have an "external reporting mentality ". That
does not mean, however, that accountants' time is
properly distributed between financial accounting and
management accounting activities. In fact, statistics recently compiled by a major international CPA firm revealed that in a "traditional" manufacturing company,
accountants spend approximately 70% of their time on
financial account ing an d onl y 30% of th eir ti me on
management accounting. Whereas, in a "world- class"
manufacturing company*, you are more likely to find
accountants spending only 30% of their time on financial accounting and 70% of their time on management
accounting. And the size of the total accounting budget
in co mp arab l e s i zed fi rms i s u s u al l y s mal l er i n a
"world - class" manufacturing company.'
Accoun tants , in general, are st aff rather than line
people. Thus, accountants do not have the authority to
tell line management the type of information they need
in order to most effectively and efficiently manage the
company, division, or department. The accountant may
only recommen d to line management regarding their
information needs and wants, and consult with them
regarding the uses thereof in the management process.
This is by- and -large what accountants have done in
the past and what they are doing in the present. In general, accountants have done an above- average job of
providing the information requested by line management. One way to assure that line managers request
the right information, perhaps, would be for them to
complete a college or professional education course in
management accounting. And, if their role is expanded
and enhanced in a "world- class" manufacturing environment, accountants may be allowed in the future to
make the greater contribution to the management process of which they are capable. In the meantime, however, accountants will be expected to continue to provide the information requested by line management in
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"t r a d i t i o n a l " an d "world - class " ma n u f ac t u r i n g
companies.
In "traditional" manufacturing companies, as documented by two empirical surveys, 10 the following "classic" information listed in order of importance has been
and still is being found useful in order of importance by
ex ecu t i ves i n th e management d eci si o n - mak i n g
process:
■ Cost- Volume -Profit Analysis
■ Product Pricing
■ Budgeting (Profit Planning)
■ Capital Equipment Analysis
■ Inventory Control
■ Make or Buy Analysis
The small manufacturers surveyed were using what
the critics would generally call antiquated `classic"
management accountin g practices in the d esignated
deci si o n a r e a s .
And, while a number of Fortune 500
fi r ms ma y b e i n stalling a managemen t acc o u n t i n g
s y s t em t h a t wi l l
successfully monitor the operations
of a "world - class"
ma n u f a c t u r i n g
co mp an y , t h e r e
ar e s t i l l a l o t o f
small manufacturi n g f i r ms wh e r e
t h e i mp l emen t ation o f "c l as s i c"
ma n a g e me n t accounting practices
alone would assure
thei r su rvi val and
NAA's "Bold Step" series is a
growth .' ` The exfirst step toward renewal.
ecutives with these
small manufacturing firms must learn to walk before they can run.

BOLD

FUTURE DIRECTIONS
ur research indicates that Mr. Allen H. Seed, III,
probably correct in asserting that, "... the solutions to the problems that we have to face (in
man agemen t acco u n t i n g) can b e d o n e wi t h i n t h e
framework of the system." 12 And, while we may not
agree with the critics regarding the val idity of some
specific charges leveled at management accounting, we
agree with our eloquent colleagues that field -based research should be used "to discover the innovative (management accounting) practices introduced by organizations successfully adapting to the new organization and
technology of manufacturing."
The results of this field -based research should provide better insight into the challenges facing management accounting which have been brought into sharper
focus recently by several articles published in MANAGEMENT ACCOUNTING. The results of this field -based research also sh oul d al low us to bet ter recogni ze the
many opportun ities for pro fessional service that lie
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ahead for management accountants. In recognition of
this, for example, we are currently working on a field based research project that will provide the accounting
profession additional insight into the "external reporting mentality" issue.
Of course, the "Bold Step" series of research projects
launched by NAA is a step in the right direction. If the
future viability of management accounting is to be assured, however, this "Bold Step" must be recognized as
only the first step toward determining the usefulness of
various management accounting practices for management decision - making purposes in a "world- class" manufacturing environment.
We urge that in ord er to success fully serve in the
dual role of managers /accountants, management accountants must be prepared to face the challenges of
provi di n g man agemen t wi th "clas si c" and "t ail o r made" financi al and nonfi nancial information. They
also must take advantage of the opp ortunities to expand and enhance their participation in the management process in "traditional" and "world - class" organizations. This certainly is the only way we can fulfill our
d es t i n y to b eco me t r u e M AN AGE M E N T
ACCOUNTANTS!
■
Grover L. Porter, CPA, Ph.D., is chairman and professor, Department of Accounting, the University ofAlabama in Huntsville. A past national director of NAA,
he currently is a member of the NAA Committee on
Education. He has extensive consulting and reporting
experience with Fortune 500 companies.
Michael D. Akers, CPA, is an instructor in accountancy at the University of Mississippi. He is a member of
the Northeast Mississippi Chapter of NAA,

`A"world - class" manufacturing company is defined as a firm with a total

quality control system, a computer integrated manufacturing system, and
a just -in -time inventory system.
'R.S. Kaplan, "The Evolution of Management Accounting," TheAccounting Review, July 1984, pp. 390 -418.
, "Yesterday's Accounting Undermines Production," Harvard Business Review, July- August 1984, pp. 95 -101.
, "Cost Accounting: A Revolution in the Making," Corporate Accounting, Spring 1985, pp. 10.16.
°C.T. Horngren, Introduction to ManagementAccounting, Prentice -Hall,
Inc., 1984, p. 15.
°K,Rosenzweig, "Companies Are Not Using FAS 33 Data," Management
Accounting, April 1985, p. 56.
'D.J. Kirk, "The Impact of Management Accounting on GAAP," Manage ment Accounting, July 1985, pp. 26.29.
'E.H. Flegm, Accounting: How to Meet the Challenge of Relevance and Regulation, Ronald Press, John Wiley IkSons, Inc., 1984.
BC.T. Horngren, "Cost and Management Accounting. Yesterday and Today," Unpublished Working Paper, Graduate School of Business, Stanford
University, October 1984, pp. 11 -13.
'M.F. Usry, "Some Fundamentals of Cost /Managerial Accounting," in The
May Ball Washington Forum Series in Accounting Education, University of
West Florida, April 1985, p. 56.
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'R.D'Amore, "Installing a World -Class Accounting System," an excellent
NAA professional education program on the management accounting practices required for the effective and efficient management of a world -class
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MANAGEMENT
ACCOUNTINGPRACTICES
LOUIS BISGAY, CPA, EDITOR

PRESENTAT
THECONCLUSION
nlike Dean Acheson, I am unable to say that I was present
at the creation. I can, however, s peak o f bein g pres en t at t he
conclusion. Enou gh crypti c commentary! I refer to my brief but rewarding associat ion with the National Commission on Fraudulent
Financial Reporting, better known
as the Treadway Commission.
In recent mo nt hs , t hi s col umn
has featured reports on the preliminary report of the Commission and
on the NAA's reactions to the Repo rt vis -a -vis co mmen ts b y th e
Management Accounting Practices
Committee. Let me now offer a personal perspective.
In lat e J une, NAA learned t hat
the staff of the Treadway Commissio n was go in g to b e on e pers on
short during the concluding phases
of the 18 -month project. It needed
ad d i t i o n al s t aff t o a n al yz e t h e
man y co mment l et t ers b ei n g recei ved , re c o mme n d po ss i bl e
changes in th e report to members
of the Commission, and work with
Commission members to arrive at
the final report. NAA offered assistan ce, an d t h e C o mmis s i o n was
most appreciative. I began a six week period in which most of my
working time would be devoted to
the Treadway Commission.
During that time, I read and reread every one of the hundreds of
let ters recei ved. As a member of
the staff with exposure to management acco un ti n g, I was as k ed t o
give special attention to the chapter on the public company and, in
part i cul ar, th e s ecti o n s deal i n g
with th e chief accou nting o fficer
and the internal auditing function.
I did so and submitted my report on
MANAGEMENT ACCOUNTING /NOVEMBER 1987

t h o u g h t h e o veral l emp h as i s i s
largely unchanged, many portions
of the report were substantially rewritten, including some recommendations themselves, t o reflect acceptance of pers uasive arguments
by commentators. Indeed, much rewriting was done because it was app aren t t h at man y co mmen t at o rs
had misinterpreted the thinking of
the commissioners underlying the
recommendations in the exposure
draft and t hat th e o ri gin al words
did not always express the commissioners' intentions clearly.
Not everyone agrees with the desirab ilit y of all the recommendations. Nevertheless, as on e privileged t o p lay a s mal l p art i n an
impo rtant und ert akin g, I h ave no
doub t ab out the fin al report's refl ect i n g t h e b es t j u d gmen t o f a
gr o u p o f t a l e n t e d p eo p l e wh o
lo ok ed , li s tened, and resp on ded
wi th i nt egri ty t o wh at s ome perceive as a problem of great proportions. The commissioners heard all
the arguments, were persuaded by
so me, an d st o od fi rm wh en co n vinced their proposals were sound.
The goal o f min imi zi ng th e i ncidences of fraudulent financial repo rti n g h as b een wel l s erved b y
their sense of commitment.

Louis Bisgay is NAA director,
Management Accounting Practices.

PATRICK L. ROMANO, CMA,
EDITOR

MANUFACTURINGIN
TRANSITION:THE TURNING
POINTFORCOST
MANAGEMENTPRACTICE:
PART III
responsive have financial
managers been to the changes
taking place in the new manufacturing environment?
We know that this environment
continues in a state of transition.
Th at i t i s e vo l vi n g an d s l o wl y
changing, in different ways, in different firms . That the majority of
investments continue to be made in
st an d al o n e technologies —CAD,
CAE, CAM and numerical control
machines — pushing the firms into
partial computerization of the factory. In still other companies, inves t men t s mad e b u i l d u p o n t h e
con cep t o f grou p t ech nol ogy —a

H
ow

TRENDS

IN MANA GEMENT
ACCOUNTING

the comments received which, upon
request, I followed with recommendations as to specific modifications
that would be consistent with views
of commentators. My final task was
to review the draft report about to
be sent to the commissioners for final approval.
At a meeting of the Commission
in Washington, D.C., on July 27th
an d J u l y 2 8 t h , t h e C o mmi s s i o n
members considered the comments
that had been received and reached
fundamental decisions on the final
report.
I was, and continue to be, favorabl y i mpress ed by the to tal ity of
the effort underlying publication of
the final Report of the Commission.
Unless one is closely involved with
some major effort, even for a short
period, it often is hard to appreciate much of what is required to see
it through to the conclusion. From
ob servat io n an d p arti ci pati on i n
the July meeting, it was apparent
to me that the commissi oners are
hi gh ly q ual ified to make recom-

mendations that could have a profo un d i nflu en ce on th e bu s in es s
scene. Moreover, although they had
received al l commen t l et ters and
obviously had read them, they were
helped in their task immensely by
analysis and interpretation provided by a modest -sized staff — drawn
from many quarters and headed by
Dewey Arnold and Cathy McCoy —
wh i ch wa s l o n g o n ab i l i t y a n d
dedication.
You will recognize that the final
report reflects many changes. Al-
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clustering of machin es, based on
pro d uct i on — where a fami l y of
parts are manufactured. The array
of investments made in these latter
firms range from low capital- intensi ve, sh o rt -t erm imp ro vemen t s ,
such as Just -In -Time (JIT) to Flexible Manufacturing Systems (FMS),
wi th i t s in tegrated col lect i on o f
automated production processes, to
Computer Integrated. Manufacturing (CIM). CIM, which represents a
high capital intensive approach, is
the final step in automation, linking the total factory together in one
integrated system.
Yet, in spite of all these reported
devel opmen ts, the rate of ch ange
on the factory floor is still too modest to meet worldwide competition.
The fact ory o f the futu re may be
needed now but it is simply not bein g es tab li s hed . Man ufact u ri n g
management has been slow to develop the new mindset required for
t o d ay. P ro d u ct i o n man ag emen t
continues to be obsessed with the
efficiency - driven mentality of yesterday's industrial engineering emphasis, rather than with the notion
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of the ability to compete.
The current practice of cost acco u n t i n g i s s u b j e c t t o s i mi l a r
forces. It is a mirror image of manu f ac t u r i n g ch a n g e wi t h a t i me
phase delay. This time phase delay
is needed for the financial manager
and the practice of cost accounting
to catch up with factory developments. In these instances, the cost
acco un ti ng change ap proach can
best be described as reactive. But
what about those cases where the
financial manager responsible for
costing has not been involved with
the task force shaping the factory
fl o or? Wi th o ut in vol vement an d
knowledge of these changes, how
can the financial function provide
the information for decision makin g d eman d ed b y t h es e en viro n ments? It simply cannot! This is the
dilemma faced by many finan cial
managers.
The ideal organizational environment would position the financial
manager as a team member of this
multifunction (manufacturing, engineering, financial, etc.) task force
fro m in cep ti o n . Wi th i n t i mat e
knowledge of the major manufact u ri n g p ro c es s c h an g es t a k i n g
place, man agemen t acco u n t an t s
can experiment with new accounti n g ap p ro ach es . A n ew co s t accounting mi ndset can t hen evolve
to mat ch th e new man ufact urin g
strategies. Progress can be accelerated b y s tud yin g o ther firms' approaches to solving their problems.
NAA res earch studies, edu cation
courses, and articles in MANAGEMENT ACCOUNTING can be extremely helpful in generating solutions.
The n ew man ufactu ri ng s trat egi es app ear to i nco rp o rat e t hree
major objectives, according to Elizabeth Haas, a principal of McKinsey & Co. They are time, cost, and
quality.
The key to manufacturing is the
process —the time to design, the
time to develop , an d t he t ime req u i red t o p ro d u ce p ro d u ct . Decreas e t he t ime i nt erval requ ired
for these functions (.by eliminating
nonvalue -added activity) and you
increase productivity. The imperative in the production phase, then,
is to decrease the time for manufactu re cal l ed cycl e o r t h ro u gh p u t
time whil e s imu lt aneous ly mai ntaining total quality.
The second objective, quality, has
to be designed in the product and
throughout all points in the manu-

fact uri ng pro ces s. The world has
now been sold on product performance, and as such will only purchase quality products.
The th ird el ement is cos t —the
lowest cost consistent with a quality product. Compatibility exists between in creas ed q ual it y an d d ecreased t ot al co s t. In h er arti cl e
published in the April /May issue of
Harvard Business Review, "Breakth ro ugh Man ufactu ri ng, " Elizabeth Haas details the eight kinds of
manu facturing decis ion s and und e rs t a n d i n g n e ed ed t o ac h i eve
these major manufacturing objectives. They fall in the following categories: product design, process design, facility and plant configurati o n , i n fo r ma t i o n an d co n t ro l
s y s t e ms , h u man re s o u r ce s , research and development, suppliers'
role, and relationships and organizations. As she indicates, if these
decisions are properly linked, the
co mp any t h ro u gh manu factu rin g
can gain competitive advantage.
To match cost accounting practi ce to th ese new man u factu rin g
objectives requires exp eri men tat i o n t h ro u g h n e w c r ea t i ve a p proach es . M an y co mp an i es a re
measuring only actual cos t in the
manufacturing cell or focused factory. Simple actual cost measures,
for example, the cost per cell hour
for good units produced, are being
developed to measure process-productivity (cycle time /throu ghput
ti me). Is l an d s o f accou n ti n g are
matching islands of automation.
Some aids that might be helpful
to the financial manager in coping
with these process changes are:
1. Letting go of traditional thinking and concepts.
2. Obtaining shop floor experience
to better understand the factory.
3. Parti cipating in man agemen t
develo pmen t pro grams, l earn ing other firm functions and activities. The payoff should result
in better management decisions.
4. Attending formal college courses
in other disciplines, e.g., process
design (manufacturing), product
design, facility and plant configuration, etc.
Ultimately, a holistic approach is
needed —a new mindset to help focus on the big picture —to prevent
getting lost in a myriad of detail. ■
Patrick L. Romano is NAA director
of research,.
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INTHELIBRARY
MIMM REDRICK, EDITOR
CAPITALCOST
RECOVERYAND
LEASING
Earl F. Davis and Caroline D. Strobel, Shepard's /McGraw -Hill, P.O.
Box 1235, Colorado Springs, Colo.
80901, 1987, 680 pp. —Five tax acts
in six years, each dealing with depreciatio n , leas in g, an d in v e s tm e n t

tax credits! How does the accelerated cost recovery system work?
What property qualifies for depreciation ? Wh en is in ves tment tax
cred it recap tu red ? Wh en d o es a
s al e an d l eas eb ack t ran s act i o n
qualify as such for taxes?
Thi s well - writt en volu me answers thes e an d almost any o ther
question you can ask about cost recovery (depreciation ). Leas ing is
not covered in quite as much detail,
but th e mat eri al sho ul d b e s ufficient for most NAA members who
are not tax professionals.
The authors have done an excellen t jo b d es cri b in g t he relevan t
statutes, regulations, and, in some
instances , court decisions . They do
not, however, provide as much help
in structuring transactions as some
readers might want . In short, this
reference work tells you what the
rules are, not how to take ad vantage of them.
Alfred M. King

ROBERTHALF'S
SUCCESSGUIDE
FORACCOUNTANTS,
SECONDEDITION
Robert Half, Shepard's/McGrawHi l l , P . O. B o x 1235, Colorad o
Spri ngs, Colo. 80901, 1987, 155
pp.— Relatively few business books
sell well enough to warrant a second edition . Yet, les s t han t h ree
year s a ft e r M r . Hal f ' s bo ok appeared , a second edition has hit the
market . Success obviously has arrived for Mr. Half and , we hope, for
those who read his book.
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In my review of the first edition,
I criticized Mr. Half for not publishing up -to -date figures on the
number of Certified Management
Accountants (CMAs ). This new edition has updated t h e CMA

st a ti sti c s as
wel l as man y
others . A n ew

r

r;

chapter
on
'
c o mmu n i c a tions indicates
the increasing
impo rtance of
)
this facet of an
ac c o u n t a n t ' s
career. It, plus
the chapters, "Getting on the Right
C are er P at h , " " Ho w t o M ark et
Yourself," and "Ho w to Make t he
Right Jo b Mo ve, " mak e th is vo lume one that should be read by every accountant— whether in industr y o r p u b lic a c c o un t in g -e a r l y i n
his or her career.
This is the type of material that
one learns on the job , not in school.
Therefore, think of Robert Half as
a mentor who is providing hard -hitting, on- the-job advice for everyone
serious about succeeding in his or
her career.
AMK

PENSION PLAN
MANAGEMENT MANUAL:
ADMINISTRATION
AND INVESTMENT
James R. Burk, Warren, Gorham &
Lamon t, 21 0 S o u t h S t . , Boston,
Mass. 02111, 1987, 600 pp. —This
book was written to meet the needs
of individuals responsible for pension plan administration and financial management . NAA members
working in small and medium -size
companies probably could use it as
a guide. Larger firms undoubtedly
have fulltime pension specialists.
After providing a brief history of
pension plans, the authors describe

in detail both defined benefit plans
and defined contribution plans before going into a chapter on funding. The section on administering
the pension plan deals with ERISA,
plan qualifications under the Internal Revenue Code, actuarial valuations, and record -keeping requiremen t s . Th e fi n al s ect i o n co vers
pension fund investments including setting objectives, determining
portfolio mix, choosing investment
managers , and meas uri ng in ves tmen t p erfo rman ce . Th i s vo l u me
can help companies that must file
the required reports associated
with pension funds (legal requirement s are s tri ngen t an d mus t b e
complied with ). Th e chap t ers o n
managing fund investments aren't
as valu abl e b ecause the co ncepts
are co vered el s ewh ere , at l ea s t
from the perspective o f fi nancial
managers . If you need a quick reference on section 401K plans, filing
under ERISA , or dealing with Pension Benefit Guaran tee Co rpo ration (PBGC), this book is a handy
reference source.
AMK

THE YEAR THEY
SOLD WALL STREET:
THE INSIDE STORY
OF THE SHEARSON/
AMERICAN EMPRESS...
Tim Carrington, Houghton - Mifflin
Co., 2 Pa r k S t . , Bo s to n , Mass .
02108, 1985, 235 pp.—
and

GREED AND GLORY
ON WALL STREET:
THE FALL OF
THE HOUSE OF LEHMAN
Ken Auletta, Rand om House, 201
E as t 50 th St . , New Yo rk, N. Y.
10022, 1986, 243 pp. —These two
books should be read together although each stands on its own. The
first book describes how Shearson
Rhodes was merged into American
Express and discusses several other
major mergers, including Bache being p urchased b y Pru dent ial and
Dean Wit ter goin g to Sears R oebuck. Mr. Carrington 's analysis of
t h e s e me r g e r s p re d i c t s Wal l
Street 's situation in a few years —
after deregulation and perhaps reregulation.
Mr. Auletta 's book , on the other
85

hand, is a personal story of Peter
Peterson, former president of Bell
& Howell and ex- secretary of comme r ce , wh o t o o k o ver Le h ma n
Brothers in 1973, then got into a
major fight with Lew Glucksman,
one of the top producers at Lehman. The personality d ifferences
between these two individuals ultimately led, as the title of Mr. Auletta's book suggests, to the merger
of Lehman Brothers into Shearson/
American Exp ress. Althou gh Mr.
Auletta concentrates on personalities to a much greater extent than
does Mr. Carrington, bot h bo oks
are highly readable.
AMK

DATAPROREPORTS
ONELECTRONIC
PUBLISHING SYSTEMS
DataPro, 1805 Und erwood Blvd .,
Delran, N.J. 08075, two volumes,
approx. 2,000 pp. —Many organizations, including NAA, have made
significant investments in desktop
publis hing. Comp anies are using
Apple Macintosh computers and la-

ser printers to produce magazines,
newsl et ters , brochu res, membership di rectori es, and certificates.
As th e mark et exp and s an d u ses
multiply, it becomes necessary to
consider a wide variety of products
and service offerings. Where does a
company get such information?
This two - volume reference work
is the bible for electronic publishin g syst ems. In th e fi rs t vo lu me,
concepts and issues are presented
initially, followed by applications
and dedicated software. Print outpu t s ys t ems , electro ni c d eli very
medi a, d at ab as e pu bl is hi ng, an d
st an d ard s are co vered in vo l ume
two. Detailed case studies and product revi ews are presen ted with in
these categories. For example, one
product review compares the Apple
Macintosh with the IBM PC, analyzing the strengths and weaknesses of each machine and its related
software. The editors of this book
are to be commended for providing
comprehensive hard data and, perh ap s mo re i mp o rt an t , opin ions
based on hands -on experience. This
imp ortant referen ce work can be

It takes
a professional
to know one.
Our temporary and permanent accountants and
bookkeepers are screened and tested by accountants
When you need a job done, they know precisely who's
qualified to do it. Therefore, our temp comes to you
with the expertise to begin the job immediately.
It takes a professional to get you the expertise you need
o

r

M
e
w
C

X

a

aoc

accountants on call°
THE PROFESSIONALS' PROFESSIONALn

Offices to serve you in most major U.S. cities.
Call 201- 843 -8882 to determine the office nearest you.

extremely valuable for individuals
plan n in g m aj o r in ves tm e nt s in t his
area.
N o t e : Th i s r e f e r e n c e m a y n o t
le a ve NA A 's lib r ar y .
AMK

S
UCCESSFUL
CORPORATE

TURNAROUNDS

Eugene F. Finkin, Quorum Books,
88 Post Road West, Westport, Conn.
06881, 1987 211 pp. —If you work
for an organizati on that is having
financial and operating problems,
this book will
seem like a
breath of fresh

air. The author has had
pract i cal l i n e
experience
wi t h t wo majo r i n d us t ri al
firms, an d h is
suggestions for

I Be l l i

flnv nc i°I Man
°ntl�Dl� vr �Cr tttlmr c

EUGENE F. FINKIN

im p r o vi n g inve nt o ry , m a n u f a c t u r in g , m a r k e t i n g , f i n a n c e ,

and technol ogy are down to earth
an d p racti cal . Most important —
they can be implemented.
In fact, this publication would be
a good handbook for managers of
manufacturing companies that are
doing well because every operation
ca n be im pr o ve d. The a u th o r give s
an ex a m p le: "S o m et im e s E D P is a s

much of a problem as it is a solution. People forget that before 1955,
large co mp ani es exi st ed wi th ou t
h avi n g co mp u t er s . . . E very fi rm
has a mu l t ip l i ci ty o f gro u ps d emand i ng servi ce, an d each h as a
myriad of p roject s it wants done.
. . . L e s s t h a n 10 y e a r s a g o it w a s
ea sy to sh o w t ha t a b an d on ing ED P

syst ems might s ave mon ey. .. P ersonal computers are often superior
in cost and performance to either
ma n u a l o r ma i n f ra me s y s t e ms .
Troubled firms need to use more of
these mi cros ys tems ." Relatively
few companies or executives could
quarrel with this type of advice.
I recommen d t h at all management accountants read this book.
AMK

THEBOTTOM

LINE: INSIDE
ACCOUNTINGTODAY
Grace W. Weinstein, NAL Books,
1633 Broad way, New York, N. Y.

Circle number 7 on reply card.
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10019, 1987, 224 pp. —This book

misses being the current description and analysis of the accounting
profession. Unfortunately, the entire book is written from the perspective of CPAs and the public accou nti ng profession. Occasional
references to NAA as a "specialized
organization of account ants" and
passing reference to careers in industry for individuals with an accounting background do not offset
the overemphasis on the public side
of the accounting profession.
On the plus side, the author has
brought her book absolutely up -todate. Chapters
on the public's
'
percept ion of
t h e a u d i t o r' s
0
ro l e, g o vern ij.Ie
me n t a l
accou nti ng, and
INSIDE
ACCOUNT ING
set t i n g o f acTODAY
counting standards are well
WIM.N.
Srern
owu:
v" x
+`
researched
an d b al an ced
i n a p p ro a c h .
The 10 -page analysis of the GASB/
FAS B p rob lem i s as goo d as h as
been written and is impartial.
If the book were marketed as "inside public accounting today," or if
Ms. Weinst ein h ad ex panded her
book's scope to encompass managemen t accou nt ant s in industry, it
would be a superb volume. As it is,
th e b oo k s uffers fro m an imbalance—at the exp ense of management accountants.
AMK

BOtt

COMPUTER- INTEGRATED
MANUFACTURING AT
GENERALMOTORS
The truck and bus group of General
Motors is offering a free packet of
information on its computer -integrated manufacturing system. This
Manufacturing Automation Protocol (MAP) system is described in detail, with data on implementation,
empl oyee t rai nin g, hardware and
software, and remarks by the various executives involved.
For your free package, write to:
Public Relations Staff, General Motors Truck & Bus Group, 30 Judson
Street, Pontiac, Mich. 48058.
Members may borrow books listed
in this section b-y telephoning M.
Redrick, manager of library services, (201) 573 -6235.

Pause, rewind or fast forward
your computer instructor.
No w y o u c an lea rn a t y o u r o w n p a ce . .. in y o u r o wn
p l a c e . Sof t w ar e V i d e os o f f e r s t h e m o s t c o m p r e h e n s ive
in s t r u c t io n a l vi d e o t a p e s o n t h e m a r k e t t o d a y . Th e r e a r e 4
tw o - h o u r V C R t ap e s a va ila b le :

Basic Lotus 1 -2 -3 • Intermediate Lotus 1 -2 -3
Introduction to Computers • MS -DOS
Th e s e h igh q u a li t y f u ll - c o lo r t a p e s p r o vi d e a n e x c e lle n t
le a r n i n g e x p e r i e n c e . Y o u c a n s a v e t i m e a n d m o n e y b y
p r o v id in g o n go in g e m p l o y e e a n d c l ie n t t r a in in g. A s y l la b u s
o f t o p ic s a n d t a p e p o s it io n s i s p r o v id e d . Th e s e t a p e s h a v e a
p ro v en s u cc ess reco rd .
A CERTIFICATE OF CONTINUING EDUCATION w i ll b e e n c lo s e d
o n r e q u e s t . Th e a v e r a ge le a r n i n g t im e o f e a c h t a p e is 4 - 6 h o u r s .
SOFTWARE VIDEOS, INC.
PO BOX 4113 ASPEN, COLORADO 81612

ORDER FORM
INSTRUCTIONAL TAPES

Sen d m e the tap es in the quan tities indicat ed. I understa nd that a full
refu n d of th e total pur chase price will be m ad e to m e with in fourteen
day s o f receipt of this order if I am in any way dissatisfied.
Qty.

Basic Lotus 1 -2 -3
Intermediate Lotus 1 -2 -3
In tro d u ction to Com puters
MS -DOS
Sub -total
Ad d . Freight

Price

Total

@ $129.95 =$
@ $129,95 = $
@ $129.95 = $
@ $129.95 = $
S
$

2.70

Amt . e nc lo s e d ( ma k e c he c k
payable to Software Videos)

S

Enclos e a C ertific ate of C ontinuing Educ ation C re dit? D Ye s

No

Sen d o rder to:
Name
Co m p an y
Ad d ress

Ch a rge m y
VISA
MC
Expir ation date
Signa ture
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INFORMATIONP

How Should Start -Up Costs Be Identified?

STAN STEC, EDITOR

ACCOUNTING
FORSTART-UPCOSTS
ecently, we received a request
from a member who asked
whether an accounting policy
she had drafted was in conformity
with GAAP principles.
The proposal involved accounting for new venture activity, with
specific emphasis on start -up costs.
Should they, or can they, be capitalized? The question to be answered is, do start -up costs qualify
for capitalization or must they be
expensed? Briefly, the situation involves a company which is occasionally involved in the creation of
new subsidiaries or joint ventures
and in the process incurs many
costs which are related to these
new units.
In summarizing her sources, the
member stated that start -up costs
are defined as "nonrecurring costs
incurred in the preparation of new
or expanded facilities. These costs
accrue from the project's inception
until operations have commenced,
and are capitalized on the fact
that... they will benefit future periods and should be amortized
against the revenues of these
periods."
The proposal pointed out that recurring internal costs that are incurred in normal operations are expensed; however, nonrecurring
costs such as fees paid to outside
consultants, legal, accounting, and
other abnormal management costs
should be capitalized and amortized over a period not exceeding 40
years, as defined by the FASB
interpretation.
Reason: Such costs are internal
to the company, nonrecurring, and
directly related to the development

R
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of a new venture. Specifically, the
costs included salaries and related
fringe benefits, and travel and support services for employees who
have been retained solely for the
project and whose services will be
terminated at the conclusion.
The final summarization of the
proposal to support capitalization
and the extended write -off was the
belief that all direct costs related to
the creation of the new unit should
be capitalized on the consolidated
financial statement of the parent
company and be amortized in a
manner consistent with the accounting treatment for goodwill.
Goodwill is incurred when purchasing a business, so a parallel can be
observed between starting up a
business internally or buying someone else's start -up. Further, this is
in accordance with the accepted accounting practice of matching costs
and revenues in a going concern.
Let's explore these questions.
First, "WHY." Tax law, prior to the
Tax Reform Act of 1984, was not
clear regarding capitalization, expensing, or amortization of costs as
start-up expenditures. The normal
practice by many corporations had
been to deduct these costs as ordinary business expenses incurred as
a necessary function of opera tions—in order to minimize taxable
income and maximize cash flow.
Then, along came Section 195 of
the Tax Reform Act of 1984, which
defined start -up expenditures as ...
"costs paid or incurred in (a) investigating the creation or acquisition
of an active trade or business, or (b)
engaging in any activity for profit
and for the production of income
before the day on which the trade
or business begins and which, if
paid or incurred in connection with
the operation of an existing active

trade or business in the trade or
business in the same field, would be
allowable as a deduction... "The
Act allowed an amortization period
of 60 months, or longer at the taxpayer's election.
In short, current tax regulations
require capitalization of start -up
expenses and perhaps the company's internal accounting should
follow.
Now, "WHY NOT?" Conservative accounting practice suggests
that assets which may not be realizable should not be placed on the
balance sheet. Capitalizing start-up
costs assumes that the venture will
be successful. Future earnings have
to be sufficient to match the known
expenses. The FASB has recently
decided, in the case of income tax
benefits, that for the most part
they should not be capitalized because the certainty with which
they will be recovered is not determinable without a doubt. Future
taxable income is needed to realize
the benefit of a tax -loss carry forward and such income is never assured. Somewhat the same argument could be applied to start -up
costs.
On the other hand, if we carry
that argument to its logical conclusion, then many other assets should
be immediately written off because
there is a greater or lesser degree
of certainty as to their ultimate recoverability. Presumably a company does not go into a new venture
in the expectation of abandoning it.
Perhaps the best solution is to
capitalize start-up expenses as they
are incurred for a new venture.
The amortization period would be
the length of time which the company's internal projections show is
necessary to reach breakeven,including amortization of the startup costs. However, a rigorous review process should be instituted to
evaluate each year of the start-up
activity as events unfold in relationship to the original game plan.
If the start-up costs exceed estimate, or the sales revenue and operating expenses are worse than
anticipated, a review of the capitalized costs and a mandatory write off probably is needed.
If you wish to receive additional
information on the topic of start -up
expenditures, please write to: Library Services, NAA, 10 Paragon
Drive, Montvale, N.J. 07645 -1760
and include mailing label.
■
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NEWPRODUCTS
&SERVICES
ELIZABETH WARREN, EDITOR

SERVICES
ORD -X announces a three hour nationwide document
delivery service. The service
operates an integrated system of
courier -based facsimile transmission centers in more than 62 major
U.S. metropolitan areas. Customers
simply call 1- 800 -USA FAX 1 and
WORD -X operators process the order information and contact the appropriate courier. Documents can be
picked up, faxed from one courier to
another and then delivered, picked
up by one courier and faxed to the recipient's own facsimile machine, or
the customer can fax the document
to a courier who will then deliver it.
The service guarantees same -day delivery of documents, 24 hours - a-day,
seven days a week, 365 days a year.
Prices and the quality of transmitted copy are the same throughout all
locations. The basic fee applies to
documents up to 10 pages long with a
set rate per additional page and a
fixed charge for pick up or delivery.
More info? Circle No. 31

W

SOFTWARE
iologic Company has introduced Sprint, a Lotus 1 -2 -3 add in that increases the speed of

MENU - DRIVEN LOTUSTM 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 DAY M ONEY-BAC K GU ARAN TEE!
INNOVATIVE PROFESSIONAL
SOFTWARE, INC.
6825 E. Tennessee, Suite 1-441
Deaver, Colorado 80224
(800) 6224070
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recalculating worksheets. Once
Sprint is attached, it works automatically and recalculates only those
cells of a worksheet that have been
changed since the last recalculation.
Average recalculation time is reduced in most cases by approximately 50 %, The program takes up approximately 12K of memory.
Biologic offers Sprint on a fee trial
basis. After 10 days, users may honor the invoice that comes with the
package or return the package at no
charge.
More info? Circle No. 25
SourceMate InformationSystems, Inc. has released TRANSFORMER, a standalone utility program that converts any dBase III or
dBase III Plus data files to Lotus 1 -23 and Symphony spreadsheets.
TRANSFORMER enables the user
to identify specific data fields and
apply a condition before transferring these fields to a spreadsheet.
The spreadsheet format can be recalled for future use with the touch
of a key. SourceMate offers 16 additional integrated modules or standalone programs, including general
ledger, consolidated ledger, sales order, purchase order, accounts receivable, accounts payable, payroll, time
and billing, fund accounting, manufacturing inventory control, multistate tax, job cost, telemarketMate,
searchMate, and toolbox. Each module supports from one to 10 companies and each file can maintain up to
one billion records. Modules supporting up to 99 companies also are
available.
More info? Circle No. 27

documentation program that helps
eliminate errors and ensure worksheet accuracy; Macro Analyzer, a
macro debugging program that examines each macro, displays details
on screen, and prints macro reports:
Cell Noter, a worksheet notation
program that allows for documentation of formulas and assumptions by
allowing pop-up notes to be attached
to any cell; Sideways, a side printing
program that rotates extra -wide
worksheets and prints them horizontally across the page; and Extra
Bonus Program, a worksheet file
compression program that will reduce a file up to 80% of its original
size. SuperTools users receive the
Extra Bonus Program upon registration of the software. SuperTools
requires Lotus 1 -2 -3, Symphony or
SuperCalc4 and supports the IBM
Personal System /2 line of computers as well as IBM PC, XT, AT, Convertible and full IBM compatibles.
Diskette formats of 51/4" are provided and 31 /2" diskettes are available upon request. SuperTools requires at least 256K of RAM (512K
recommended), DOS 2.0 to 3.3, two
floppy diskette drives or one floppy
diskette drive and one IBM- compatible hard disk, an 80 column monitor
(either color or monochrome), and a
printer that can print at least 80
characters per line. The company
also offers the enhancements individually or in combinations on a
standalone basis.
More info? Circle No. 28

C o mm a nd C o m mu n ic a t i o n In c . ' s

Switcher TF3.

EQUIPMENT
Computer Associates International, Inc. has introduced Super Tools, a software package of five
spreadsheet enhancements for Lotus 1 -2 -3 and SuperCalc4. Super Tools includes: the Spreadsheet Auditor, an auditing, debugging and

ommand Communication,
Inc. has developed Switcher
TF3, a patented electronic
"black box" designed to turn on
three different telephone- activated
devices on the same call from any remote tone telephone anywhere in
69

the world, eliminating the need for
dedicated phone lines to operate
telephone- activated equipment.
Switcher TF3 may be activated to
turn on facsimile (FAX) machines,
computers, telephone answering
machines, order entry systems, telexor remote controllers that will operate other electrical devices, or any
telephone equipment you can "ring
up." It is programmed by the user
and is easily activated by pressing a
pre -set tone that can be changed in
seconds to assure complete system
security.
More info? Circle No. 29

network /accounting system with
three computers and all software.
The system is anchored by the Intelligent AT which is powered by an
80286 microprocessor running at 12
Mhz with zero or one wait state. The
system also includes a high -speed
30MB Seagate hard disk drive with
28 ms. access, one floppy disk drive,
and a keyboard with 12 function
keys. Two XT- compatible computers
by PGII are tied into the network,
each one powered by an 8088 -2 microprocessor running at keyboard switchable speeds of 4.77, 8 and 10
Mhz. All three computers come with
Hercules- compatible monochrome
graphics cards and 12" monitors and

MS-DOS 3.2 operating system software. The accounting package is the
EasyPlus Network Manager by
Computer Associates and includes
network -ready packages for general
ledger and accounts receivable.
Modules also are available for accounts payable, order entry, inventory, and payroll. Each software
module is menu - driven and shares a
similar help screen format. The data
between each program and the data
between each computer in the network is easily transferable. Alpha
Omega also offers a telephone hotline for up to ten hours of one- on-one
applications support.
More info? Circle No. 30
■
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S&J Alpha Omega Computer
Products is offering a combination

ASSISTANT/ASSOCIATE
PROFESSOR OF
ACCOUNTING
Because of our continuing growth, one
tenure-track position is available for
Fall, 1988. The College is located in a
pleasant residential neighborhood in the
heart of the Minneapolis -St. Paul metro
area. Colle ge of St. Thomas is a Ca tholic, coeducational, liberal arts college
with 7500 students including 1900 under grad business majors and 14W MBA
students. Normal semester teaching load:
three classes, two preparations. Ph.D,
DBA or ABD desired; MBA plus professional certification required. Business
experience required. We emphasize quality
teaching, strong teacher- student relationships, and research and /or consulting.
Consulting
opportunities
with
small
firms to large mulinationals are excellent.
The Twin Cities area offers well-known
high quality of life. Contact Frank
Coglitore, Box 6010, College of St.
Thomas , 2115 Summit Avenue, SL Paul,
MN 55105. Phone: (612) 647 -5619. An
Equal Opportunity Employer.

70

5. Complete mailing address of the headquarters or general business offices of the publisher:
10 Paragon Drive, Montvale, NJ 07645 -1760.
6. Complete mailing address of publisher, editor, and managing editor: Publisher, Bonnie
Binkert, National Association of Accountants, 10 Paragon Drive, Montvale, NJ 076451760. Editor, Erwin S. Koval, same. Managing Editor, Robert F. Randall, same.
7. Owner (if owned by a corporation, its name and address must be stated and also immedi•
ately thereunder the names and addresses of stockholders owning or holding one percent or
more of total amount of stock. If not owned by a corporation, the names and addresses of the
individual owners must be given. If owned by a partnership or other unincorporated firm, its
name and address, as well as that of each individual must be given. If the publication is
published by a nonprofit organization, its name and address must be stated): National Association of Accountants, 10 Paragon Drive, Montvale, NJ 07645.1760.
8. Known bondholders, mortgagees, and other security holders owning or holding one percent or more of total amount of bonds, mortgages, or other securities: none.
9. For completion by nonprofit organizations authorized to mail at special rates (Section
423.12 DMM only). The purpose, function, and nonprofit status of this organization and the
exempt status for Federal income tax purposes: Has not changed during preceding 12
months.
10. Extent and nature of circulation.

A.
B.

C.
D.
E.
F.
G.
1

Average no.
copies each
issue during
preceding
12 months
92,324

Single issue
nearest to
filing date
91,334

none
76,806
76,806

none
74,710
74,710

11,504
88,310

12,465
87,175

4,104
none

4,159
none

Total no. copies printed (net press run)
Paid circulation
1. Sales through dealers and carriers,
street vendors and counter sales,
2.Mail subscriptions
Total paid circulation
Free distribution by mail carrier or other
means (Samples, complimentary, and
other free copies.)
Total distribution (sum of C and D)
Office use, left over, unaccounted, spoiled
after printing
Return from news agents
Totals (sum of E and F-- should equal net
press run shown in A)
certify that the statements made by me above are correct

92,324
91,334
and complete,
Erwin S. Koval, Editor

MANAGEMENT ACCOUNTING /NOVEMBER 1987

PROMOTIONS&
NEWPOSITIONS
GRIBBINSNAMED
PRESIDENT
Richard J. Gribbins,
Michigan Upper Peninsu
la, was named president
of FNT Industries, Inc.,
Menominee, Mich. FNT
manufactures and sells
netting twine, ropes,
commercial fishing products, and other sporting
goods.

frey L. Hamilton recently was promoted to partner at McGladrey
Hendrickson & Pullen.

Mickey J. F riend, Eugene- Springfield, recently
was promoted to partner
at Coopers & Lybrand.
Libby S. Rollins, Fayetteville Area, has been
promoted to vice president of Southern National Bank of North Carolina in Fayetteville.

Gregory W. Johns,
Charlotte Blue, was elected partner in the Charlotte office of Ernst &
Wh i n n ey. . . . Thomas J.
Russell has joined Livingston and Hanen as
controller.
David E. Houchin, Chico Area, has been named
chief financial officer at
Norfield.... Sherri
Kimmelshue joined Option Care as assistant
controller.

Richard J. Gribbins.

medium -sized companies.

Joseph E. Connell, Dallas, has been promoted to
executive vice president
and chief financial officer
at American General
Group Insurance Comp an y. . . . D. B. Spradling has been named
president and treasurer
of Inca Metal Products
Corp.

David L. Bullington,
Birmingham -Magic City,
was promoted to partner
at Ernst & Whinney.
. . . James P . Lamphron
was named partner at
Arthur Young.

Janice Falini, Delaware,
has joined Home Health
Systems Inc. as controll e r. . . . David B. Spacht
was promoted to controller of Artesian Water
Company, Inc.

Gary W. Hutto, Birmingham- Vulcan, was
promoted to vice president of corporate finance
of Daniel Realty Corp.

Ann Rolland, Des
Moines, has joined Koppenhaver & Rolland,
CPAs, as partner in
Mount Vernon, Iowa.

Roberta J. Johnson
and Norvin J. Hoffmeier, Cedar Rapids,
were admitted to the
partnership in Bell &
Van Zee P.C ..... Jef-

David W. Joslin, Diablo
Valley, has opened a
management consulting
office in Walnut Creek,
specializing in financial
management for small to
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Joseph E. Connell.

Mid - Florida, recently
was promoted to vice
president/ treasurer of
Morley Properties, Inc.
Gary L. Burton, Milwaukee, has been promoted to vice president at
Frank B. Hall & Company of Wisconsin, Inc.
Richard A. Hall, Morris Essex, has been admitted
to the partnership of Albert Olsen & Co. in Morri st o wn . .. . Daniel R.
Riley has joined Aim
Telephone, Inc., as vice
president,
administration.
Thomas R. Wheeler,
Muskegon, has been
named general manager
of MSC (Michigan Spring
Company). Formerly, he
was controller and treasurer of the company,
which manufactures precision springs and wire
forms. He is vice president of administration
for his chapter.

Paul P ridmore, Greenwood Area, was named
assistant controller at
Town & Country Real
Estate.
Paul E. Mills, Indianapolis, is now comptroller
for Pearson Construction
Co., Inc.... Roger D.
Carroll recently joined
Caldwell Van Riper as
vice president and chief
financial officer.
Paul G. Camell, Massachusetts North Shore, senior vice president —financial and chief
financial officer for Camp
Dresser & McKee Inc.
(CDM), has been elected
to the firm's Board of
Directors.
Bradley G. Kamrath,
CMA, Member -at- Large,
USA, has been promoted
to controller of the Black
Bros, Company, Inc.,
Mendota, Ill.
Richard Greenwood,

Thomas R. Wheeler.

Nancy Cattle, New Jersey Meadowlands, has
opened a business called
Perspective Design and
Consulting.
Paul R. Wuest, Rochester, has been appointed
to senior vice president of
the Investment Banking
Division of Rochester
Community Savings
Bank.
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an d ex ecu t i ve man agement in public organizations. Responsibility includes the success of other
project managers and consultants. To confidentially
explore possibilities please
call CMSI, Jan Carothers
(503) 223 -7752, or send resume: 0234 SW Bancroft,
Portland, Ore. 97201.

CLASSIFIED
PROFESSIONAL
OPPORTUNITIES

NELPWANTED
AEROSPACE
DEFENSE— Openings nationwide for Finance/accounti n g p ro fes s i o n al s wi t h
working knowledge of Federal Acquisition Regulations and Cost Accounting
Standards. F ees paid by
client firms. Send resume
or call collect. Acknowledgement guaranteed. THE
HOSNER GROUP, P.O.
Box 22X, Dept. MA,
Sewickley, Pa. 15143. (412)
741 -1955.

TIRED OF THE CORPORATE RAT RACE? You
can s t art yo u r p ract i ce
wit h $3 0, 00 0 i n an nu al
billing, the ability to secure 10 to 15 new clients
every mo n t h, co mp u t er
training and software. Call
Acco unts Un limi ted for
Details at (800) 642 -2729;
in N.J. call (609) 629 -8705.

BUSINESSFORMS
CONTINUOUS FORMS.
Fits packaged software. 5day turnaround. Checks,
Invoices, statements, etc.
Custom forms and envelopes also. Color and type
choice. Satisfaction guaranteed. Call Checks To-Go
at (800) 854 -2750; (800)
522 -8817 in Calif.; (800)
336 -2961 in Alaska; or
(619) 588 -9903 Local. Ask
for Mary.

7
4
9
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3
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6
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2
10
17
13
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GOVE RNME NT
FINANCE CONSULTING
career opp ortu nity with
dynamic west coast management information services company. Must have
marketing orientation and
exp erience wit h mi dd le
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CAREER
OPPORTUNITIES

SOFTWARE
CONSULTANT
ACC OUNTING SOFTWARE CONSULTANTS:
Full and part time nationwide opportunities. Ask
about "Profit Plan" opportuniti es for accou ntants
interested in helping their
clients automate. 1 -800243 -2626, or write, Mr.
Robertson, 17301 W. Colfax Ave., #25 0 Gol den,
Colo. 80401.

PUBLISNINGOFFERS
A PR ACTICAL GUIDE
TO PRODUCT COSTING:
Op era ti o n a l Co s t Accounting by Rich ard P.
Mager, CPA. Explais how
to approach cost accounting i n terms of 13 b asic
functions; handle the complicatio ns of a standard
cost system; evaluate the
issues of labor reporting;
conduct an effective physical inventory —and more!
Crammed with definitions,
fo rmu l as , ch a rt s , diagrams, and sample documents. Deluxe hardcover.
389 pages. $39. Send remittance wit h order and
we pay shipping, handling,
and applicable sales tax.
Thirty -day mon ey b ack
guarantee. A. G. Merrick
Publishing Corp., Suite
300, 2021 Midwest Road.,
Oak Brook, I11. 60521.
VENTURE CAPITAL DIRECTORY. Ob t ai n i n g
business financing may be
easier than you think. Try
our proven list of over 100
high -risk lenders /inventors. Send just $49 to: ICF
Financial Services, Box
1053, Fai rfi el d , Io wa
52556.

REFERENCECNECKER
WHAT ARE THEY SAYING ABOUT YOU? Ensure job hunting success.

Let us check your references. 1 -800-777 -8007.

COMPUTER
SOFTWARE
MAGNETIC MEDIA IRS
FORM 1099 REPORTING
SOFTWARE for the IBM
PC /XT /AT or compatible.
PC: /Filer 1099 supports
all 1099's, 1098, 5498, and
W2-G. NOT copy protected
and simple to create IRS
diskettes and payee hard copies. Complete program,
$27 9 or Demo wi th fu ll
documentation, $35. CDM
Dat a M anagemen t, In c.
P.O. Box 241113, Charlotte
N.C. 28224. (704) 553 -2740.
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 . Full
screen editing of detailed
records, custom reports,
so rt i n g, s p l i t t i n g an d
mergi n g, vari ab l e F YE
and more. NEW, Version
2.0 $95.00. VISA /MC accep ted . M ONE Y B ACK
GUAR ANTE E . SOFT LINK, P .O. BOX 2433,
Stuart, Fla. 34995, (305)
334 -9562.

MAG -W2
A simple solution to a
$100,000.00 Problem.
Approved & tested software
creates diskettes for SSA.
Automatically imports data,
prints hardcopy and is easily
edited.
Simple to use with field by
field help screens.
IBM XT /AT or compatibles
REMEMBER the deadline
is Feb. 28, 1988 so order
NOW.
MAG -W2 $395.00. MAG W2 PLUS prints payee
copies $495.00.
COMPUSOL INC.
1770 Indian Trail Suite 200
Norcross, Ga. 30093
404 - 381 -5884
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Finally.
Management Accounting
Software That Works With
Your Budgeting Process,
Not Against It.
If you're like most financial executives,
you've got a fortune invested in general
ledger systems, financial data bases,
accounting applications, and maybe
dozens of PC programs supporting re-

gional or divisional budgets. But when
you're under the budget crunch, you're
still faced with the headache of reconciling figures from different systems,
producing reports from varying information sources, and getting all your
budget managers to follow standardized procedures.
Why? Becauseyour financialsystems
are designed for routinenumber
crunching, not for supporting the

process of tasks you go through at
each budgeting cycle.
Comshare's Management Accounting
Workstation" software does support
that process. It ties together the various systems, data bases, reports, and
corporate groups that support your
budgeting, financial consolidation, and
long -term planning activities. And its
engine on the mainframe is System WA,
the system over 300 mayor companies
rely on for strategic information systems.
With the Management Accounting
Workstation you can consolidate data
into one standardized format, monitor
the progress of corporate units in
providing budgeting and planning data,
and get a broader, quicker perspective

on the performance of your company's
products or services so you can adjust
to business conditions.
Call Comshare for more information
about how the Management Accounting Workstation can help make budgeting, financial consolidation, and planning easier. Because it's time your
budgeting systems worked with you,
not against you,

3001 South State St,
Ann Arbor, Michigan 48108
\
800. 922 -7979
313- 994 -4800 in Michigan and Canada
Circle number 16 on reply card

For information on our
workstation seminars
call Chris Kelly at

1-800-922-7979
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Red"%,%;
the risk
data
personnel.
An independent study*, revealed that 3 out of 4 top executives and personnel
managers agreed that specialized personnel services are better than the
non - specialized at providing quality personnel.
Robert Half is the world's largest specialist in recruiting accounting, financial
and data processing personnel. Robert Half has the size and reputation to
attract more job candidates -and the expertise to match their capabilities
with your company's exact requirements.
And all that reduces risk.
Call your Robert Half office. You'll be glad you did.

1111ROBERT
11MLf ;,
accounting, financial and edp personnel specialists
0

Circle number 10 on reply card.
O 1987 Robert Half International Inc.
Most offices independently owned and operated
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