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PLAN-PACS13
THECORPORATEFINANCIAL
PLANNINGSYSTEM
DESIGNEDSPECIFICALLYTO
RUNONLOTUS1-2-3RELEASE3.

System -wide parameters, including currency, currency decimal, twelve user definedfiscal periods, beginning fiscal period,
and report headings are defined in one file.
Plan Pats \3 allows you to define up to
three different sets of parameters at once,
and select each for use.
This system contains a pre-defined
chart of accounts which you can easily
modify. All files in the system are menu controlled, macro driven,extensively
linked, with menu selectable reports.

I

A single error can destroy a corporate
financial plan, as well as the planner.
Develop your next plan with Plan- Paa \3,"
from the Computer Planning Corporation.
Run Plan-Paa \3 templates on Lotus
1-2-31 Release 3 and produce accurate and
exhaustive financial plans on your P/C in
hours instead of months. Plan-Pac's twenty three, 3- dimensional files offer a superior
three component system.

DOCUMENTATION

The Plan- Pacs\3 User Guide provides a complete explanation of the
system's functions, file configurations,
and the requirements of each file in

ACTUALANDPLANFINANCIAL
STATEMENTS'COMPONENT

Plan- Paa \3 supports three independent
financial plans at once. For each plan,PlanPacs\3 produces detailed schedulesof
account activity, including departmental
expenses, purchases, inventory flow, sales
and cost by product class, receivables, cash
and others. And Plan-Paa \3 automatically
updates all financial statements when changes
are made to any account.
Plan- Pacs \3 captures actual results each
period. "Actual" versus "Plan" comparison
ofthe financial statements,by period and
period to date, are quick and easy. The
financial statements include income, balance sheet, and cashflow(FASB 95 compatible), and are formatted by current period,
period to date comparative with variances;
actual through current period, plan forward;
percents by period; periodic actuals and
periodic plans.
Plan-Pecs\3featuresspecializedfw►ctions
themanufachMngermromnent.
PrFour
bases are used to cost inventory including material, labor, machine, and unit
of production. Plan- Pacs \3 also includes
sophisticated schedules for developing transfer rates and volumes. The system allows
for distribution of under or over absorbed
expense to any product class cost of sales
account or inventory reserve account. In
addition, Plan- Pacs \3 maintains separate

oss inventory, LIFO and
with complete in /out detail.

TRY.SALES.COSTOF
SALESCOMPONENT

In addition, a fully populated setoftest
reports is provided, including over 50 pages
of easy to follow examples.

CUSTOMERSUPPORT

CPC has a customer support hotline,
and support services are available for custom
Plan- Pacs \3 supports four product classes, modifications of the system.
each of which includes 40 items, for 160
SYSTEMREQUIREMENTS'
items total, with a list price and four elements
Plan- Pacs \3 was designed specifically to
of cost for each item. Three trade channels
run on Lotus 1 -2 -3 Release 3, and requires
per product class are provided to forecast
16.7
megabytes on the "C" drive, and 1.688
unit order entry. Each trade channel supfRAM in addition to thatrecmegabyteso
ports an optional lead time offset of up to
ommendedby
Lotus. Less disk spacewillbe
twelve periods and a discount percent.
11Wredifthe system's components are run
Sales fromorder entry are derived by
applying the optional lead time offset to the individually. Plan-Paa \W for Microsoft'Excel
order entry figures. Sales from backlog are for Windows is due out in 1991.
Plan-Pacs\3 is aneasy- to-leam, yet comforecasted by itemby period. Plan- Pacs \3
prehensive
system, supporting the internal
details costs by element for order entry and
financial
planning
needs of both large and
sales, for each trade channel within product
small companies. The sophisticated design
class and in total.
and powerful features can help you create
DEPARTMENTALEXPENSES
achievable financial plans in minunum time.
Ca111_q00.628-9387MonCOMPONENT
day
through Friday, 9:00 a.m.
Plan-Paa \3 supports 182
to 5:00 p.m. (EST) and order
accounts in 9 classifications and
Plan- Pacs\3 for just $795. If
tracks 60 departments in 6 funcyou're not fully satisfied, return
tional areas. One file defines
the system in its original con the accounts for the other 13
KppNNO dition within 30 days for a full
departmental files, making uprefund.
dates simple.
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Computer Planning Corporation1 AegeanDrive Methuen, MA01844 Phone 5%685-7520 Fax508-9754357
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No QthsrcDpisrcan copy this document.
In fact, none even try.
Because where Xerox offers a
three -year warranty on all our
cartridge desktop copiers, other
manufacturers offer a mere
90 days.

But then, quality is something of
a habit around Xerox. That's why
the U.S. Commerce Department
recently honored us with the
prestigious Malcolm Baldrige
National Quality Award.
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rAwaard

All of which means it's not our
You see, Xerox understands
copiers that are backed by a
how important your copiers
are to your business. That's why great warranty. It's our warranty
that's backed by great copiers.
we do everything we can
to make sure our copiers
For information, call
produce quality documents —
1 -800- TEAM -XRX,
time after time.
Ext. 260A.
•r
Three-year warranty applies to 3012.5014, 5018 and 5028.
0 19W XEROX CORPORATION, XEROX" Isa trademarkof XEROX CORPORATION.

XEROX
The Document Company
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BY CLARK E. CHASTAIN
AND DUNCAN
KRETOVICH
Accounting executives who
do intensive financial
planning for their
companies often neglect
their own finances. Ted and
Nancy Bailey's strategies
for creating personal
wealth and ensuring a
comfortable retirement are
useful for management
accountants at every stage
in their careers.

29
USINGEXPERT
SYSTEMSFOR
PERSONALFINANCIAL
PLANNING
BY MARY ELLEN
PHILLIPS, CAROL E.
BROWN, AND NORMA L.
NIEI.SON
In these days of cafeteria
plans, it may be that the
best employee benefit is
personal financial
planning. It is now more
accessible and cheaper
thanks to the use of expert
systems.

34
ARECORPORATE
CODESOFCONDUCT
EFFECTIVE?
BY ANNE J. RICH, CARL
S. SMITH, AND PAUL H.
MIHALEK
A survey of NAA members
to determine if a corporate
code of ethics would affect
their behavior uncovered
some surprising data.
According to the results, it
appears that a written code
of conduct may not be the
best way to achieve an
ethical climate.

36
HOWACTIVITY
ACCOUNTINGWORKSIN
GOVERNMENT
BY DAVID J. HARK
What can an organization
do when faced with an
expanding workload and
decreasing resources? In
the case of the Naval
Supply Command, it
adopted what many
companies are now using to
improve their
efficiency—activity-based
accounting. As a result, this
government agency has
reduced operating costs
without losing the
timeliness and quality of its
services. Certificate of
Merit, 1989 -90.
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MAKING A COLLEGE
EDUCATION
AFFORDABLE

52
DEVELOPING A
PERFORMANCE
APPRAISAL SYSTEM

COLUMNS

BY RALPH J. MCQUADE
AND RAYMOND J.
LEVESQUE
How much do you have to
save now to finance your
child's college education? It
will probably take a bigger
bite out of your salary than
you expect. The key to
financing the high cost of a
higher education is to start
planning —and
saving —early and select
optimum investment and
tax strategies.

BY NED B. BALLENGEE
How can a small company
with a mostly professional
staff carry out a worthwhile
performance evaluation
procedure that will involve
the employees in planning
and development? Decision
Resources Corporation
developed a system with
some unique aspects
designed to do much more
than just give employees a
numerical rating.
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ACCOUNTINGASPECTS
OFTAKEOVERS
BY JOSEPH C. CORRY
U.S. accounting treatment
for goodwill of target
companies differs from the
way foreign companies
treat it. How does this
difference affect takeovers,
and is it putting U.S.
companies at a
disadvantage? The
ramifications of the
differences in treatment of
goodwill are explored here.
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Saving the social security
surplus.

20
ETHICS
55

THE RIGHT WAYTO
CONTROLPERIOD
EXPENSE
BY DONALD A.J. BYRUM
Period costs can be reduced
permanently if you use the
same techniques that are
used for direct material and
direct labor— change the
design specifications of the
job to eliminate inefficient,
redundant, and
unnecessary work
elements.
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The ethical way to do
business.

Views expressed herein are authors'
and do not represent Association
policy unless so stated. Publication of
paid advertising and new product
and service information does not
constitute an endorsement by the
Association of the advertiser or the
product or service. MANAGEMENT
ACCOUNTING® is indexed in the Accountants'Index and also in the
on -line database of the same name.

This publication is available in other
forms of media through Information
Access Company. For more
information call (800) 2274431.
Quantity reprints of any article in
MANAGEMENT ACCOUNTING® or
back issues (subject to availability)
may be obtained from Special Order
Department, NAA, 10 Paragon
Drive, Montvale, NJ 07645-1760.
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WHY NAA COUNTS

(USPS 327 -160)
--

In my last column I promised to share with you some
of the "I Count" responses we have received. The initial
idea was to share with you how NAA members
contribute to their environment—how they make a
difference in the lives of their companies and
communities. The intent was not necessarily to talk
about the NAA. When I read the responses, however,
it became clear that a great many people credited their
membership, and especially their involvement, in NAA
for many of their professional and personal successes.
Here is one such response:
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"I have just finished my year as President of [an NAA1 Chapter.
Having spent 12 years on the Chapter's Board of Directors has
made a significant difference in my career. When I graduated
from college, none of the large accounting firms would talk to me.
After spending eight years in industry, I am now a consultant
with a (major accounting) firm and am on track for a partnership.
I feel I owe my successes to NAA because I was given the opportunity to develop my leadership skills, presentation skills, and
people skills. Without NAA, I would not be where I am today."
I personally share the sentiment of this writer, and I know that there are
thousands more NAA members who feel the same way.
Please share your successes with the rest of our members —bend us your
"I Count" card, and give us your permission to print your story in this column.
If you don't have a blank card, call Kathy Grubisic at (800) 638 -4427, and
she will send you one.
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CMA Review, preparing candidates
fur the CMA examination since
1978. Is now available on
cassette tapes.

CMA Re vi e w T a p" , c on ta in in g
over 50 hours of audio cassettes,
are:
• F lexible — allows you to select
the time and place where you study
Study at home or do your car
commuting to and from work.
• Comprehe nsiv e — c oven
all topics needed n, pass the
examination.
• Current — contains discussion
of mum recent examination
ques tio ns a nd ac c o unt ing

Va

concepts covered on the CMA exam, these specialists have written a self - contained
review of all the information needed to pass the examination. Each volume consists of
text that discusses the concepts often illustrated by previous CMA questions with step by -step instructions on how to answer the questions, and other CMA problems and
solutions that relate to the concepts discussed.
as, aa aa aa as aa
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Cassette Tapes
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1989-1990 edition, contains taxes, current developments and most recent Books Vol. 6 $ 1 4 . 9 5 _
exam questions. One copy is needed for use with any cassette tape order.
Cassette Tape Unavailable

C O MP LET E
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Save $40 on CMA Review tapes or $14.70 on CMA Review books
by ordering a complete set.

Books: Vo ls . 1-6 $110. 00 _
Tapes: Parts 1- 5 $ 5 0 0 . 0 0 _

SUBTOTAL

Shipping Information:
USA UPS shipping and handling: Tapes — $4.00 for first
pan and $1.00 for each additional part. Books — $4.00 for
first volume and $.50 for each additional volume. (Foreign
rates available on request)

California residents add 01% sales tax.

SHIPPING
TOTAL

Payme nt Ins truc tio ns :
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Bill Company
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• High Quality — recorded by
professional reader on excellent
qualtty cassettes.
To use CMA Review Tapes you
will need Volume 6 of CMA
Review buslu and the volumes of
CMA Revi ew i ndic ated on the

s rder form below that correspond to
the rap" ordered.
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LETTERS

TO THE EDITOR

ROBERTF.RANDALL,EDITOR

CMAQUESTION
by is it that CMAs are
required to pay dues to
NAA, while NAA national
officers are not required to
be CMAs?

Corinne Stott Schwartz, CPA, CMA
Chico, Calif

See letters below. Ed.

GIVETHEMACHANCE
I do not think that it is fair to look at
the NAA nominees for national office
to see how many are CMAs. Most
nominees are in the middle to late
stages of their accounting careers,
and it was pointed out that the CMA
program is only 17 years young. l also
believe that credits should not be
given for educational achievements.
Education is a requirement for taking
the CMA exam, not a fulfillment. In
order for the continued success of the
CMA program, the younger NAA
members need to make —and are

ACCOUNTANTS'.
/ Control YOUR financial
future! PADGETT BUSINESS
SERVICES willprofessionally
train you to build own
accounting business,
utilizing Statte of the Art
marketing systems.
Territories available in
Mass., N.J., Ohio, Penn.,
Maryland and Virginia.
1- 800-323.7292.
Circle No. 13

makin"he n ecessary commitments
to obtain the CMA designation.
To better understand the problem
currently faced by the NAA, we need
to better understand the CPAs'
organization, the AICPA. The AICPA,
which is over 100 years old, was not
a well established organization before
the CPA exam came into the picture.
This is why most AICPA members are
CPAs. The NAA was a well
established organization well before
the CMA program was started in
1972. With this in mind, there is no
real comparison between the two
organizations as far as their members
holding professional certificates are
concerned.

71m Koscelnik, CPA
The Electric Materials Co.

SHARETHEBLAME
Thank you for publishing William L.
Weis's article ( May 1990).
His statements are timely,
accurate, and distressing. The fact
that many academic institutions are
abandoning accounting students to
retread economists and pseudo psychologists has alarming
implications for the future of the
accounting profession.
However, you must accept some
responsibility for this state of affairs.
Many of the articles you have
published in recent years have been
on nonaccounting topics, and some of
those that purport to deal with
accounting demonstrate weaknesses
that suggest your review process
needs improving.

North East, Penn.

ARECRITICS
SHORTSIGHTED?
I cannot believe the shortsightedness
of Mr. Julian A. Moore's letter (July
1990) suggesting that CMA
certification be a requirement for all
NAA national leadership.
Reviewing the 1989 -90 Directory of
the Association, I found
approximately 500 volunteers
providing national leadership. As a
national director, council treasurer,
past chapter president and a member
since 1975, such a suggestion would
have to make me think about
continuing to serve the 95,000
members and not just the 10,000
CMAs. This is in spite of the fact that
I plan to sit for the exam in June 1991.
One of the major drawing cards of
NAA is its lack of exclusivity. An NAA
meeting is filled with people from all
segments of business. The CMA
designation does offer the exclusivity
if you desire it. The questions that
need to be answered are these: Does
the CMA make you a better leader of
volunteers? Does the inability to
achieve a Certified Management
Accountant certificate mean you
cannot carry out NAA goals? Which
came first, NAA or CMA?
The NAA was built with hard
work, dedication, financial
commitment, and a love for the
organization by thousands of
volunteers, not grades on an exam
Marc P. Palker
National Director
Long Island Chapter

Kenneth S. Most
Vice President for Education
Miami Chapter

SPEAKTHETRUTH
Congratulations to Prof. Weis for
having the courage to speak the truth!
The public needs to know how their
tax monies are being spent in public
institutions of higher education, and
it is time that the neglect of students
be known.
Hopefully this article will help turn
the tide and the future will hold
rewards for those institutions and
individual professors who choose to
emphasize the importance of
educating students and the real -world
practice of accounting.
John W. Cook
Professor of Accounting
Georgia State University

ETHICSINPRACTICE
It seems quite hypocritical to me that
you should accept an article on ethics
written by Roger Smith of GM, which
is one of the most unethical
corporations in America. During his
term as chairman, GM produced
shoddy vehicles and resisted efforts at
recall and/or correction of safety and
quality defects.
Ethics should be preached by those
who practice it.
Mark Birnbaum, CMA, CPA
Controller
Bar Association of San Francisco
MANAGEMENT ACCOUNTINry/aEPPEMBER 1990
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A Xwoxplain paper fax will do a lot
of things. This isn't one of them.
With Xerox plain paper fax machines,
you get your faxes on ordinary cut sheet paper. The same paper you use
in your office copier.
That means faxes that don't curl.
Faxes that don ' t smudge. Faxes, in
short, that look as good as originals.
What's more, you can write on them,
file them, distribute them —all
without having to copy them.
But plain paper is only one of the
reasons you should get a Xerox fax
machine. Our Xerox 7033, for example,
not only gives you plain paper faxes,
it gives you all kinds of advanced
features that make faxing faster and
easier than ever. Like one of the fastest

transmission speeds in the business.
And up to 2,400 pages of memory.
Then there's our Xerox 3010, an
extraordinary plain paper machine
that combines high - quality faxing,
digital copying, and image editing.
All in one machine.
And these are only two of a growing
line of Xerox plain paper fax machines.
Which means you're sure to find
price you can afford.
d
the machine you need, at a i
To learn all the advantages
of Xerox plain paper faxing,
call us at 1 -800TEAM -XRX,
Ext. 295A (1 -800- 832 -6979, Ext.
295A) or fax us at 1-716-244-1998.71V —

O 1990 XEROX CORPORATION.
XEROX! 7033 and 3010 are trademarks of XEROX CORPORATION.

- - - XEROX
The Document Company
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MANAGING
YOUR
CAREER
`HOW DO I HANDLE TOUGH QUESTIONS ?'
ROBERTHALF.EDITOR
I'm on my third job in cost accounting (I'm 34 years old). All three jobs were not
the ones I wanted most when I was actively looking. Those that were the most
appealing to me were not offered, and I think I know the reason why. Interviews
with them were really tough. They threw questions at me that had me floundering
for the kind of answers that would be acceptable to them. In each case, I walked
out of the interviews well aware that I hadn't made a very good impression. Now
I've decided to look once again for another job in my field but have developed a
certain paranoia about walking into a prospective employer's office
jice and being hit
with a series of questions that Pm just not very good at answering. I should point
out that I had a bad evaluation at my second job and that a distinct personality
conflict existed between myself and the boss on my first job. Questions about my
relationship with my first boss and the kinds of evaluations I received at my second job really threw me. Short of asking you to go in and interviewing in my place,
any sage advice about how to handle such questions?
repare.
Anticipate.
Rehearse. Mitigate.
There's
nothing
sage about those four
words of advice, yet
countless otherwise
bright, educated, and
experienced job seekers fail to heed
them. For some reason, job seekers
with excellent resumes, equally good
contacts, and an organized approach
to finding a better job often go into interviews as though expecting a pleasant, nonconfrontational chat with a
prospective employer, even when
there are problem areas in the candidate's background that are likely to be
brought up.
In many instances, people go into

interviews hoping that sensitive issues won't be raised. This head -inthe -sand approach sometimes works;
more often it doesn't. It is these sensitive issues that demand the most
preparation and rehearsal, not the
positive aspects of one's background
that are easy to deal with during an
interview. Any man or woman facing
a job interview should dwell upon
those questions that they hope will
not be asked. To face an interview ill prepared to field such questions is to
court job - seeking failure.
The major thrust of preparing to
answer such questions is to conceive
of a way to put a positive spin on your
answer (to mitigate the negative)
rather than having to adopt a defenro� i'2 i

4 ' '3
76 G 5 4
1

sive posture. Were there positive as-

pects of the evaluation on your second
job along with the negative ones? Be
prepared to stress the positive. Let's
say your former employer considered
you weak in taking initiative. Surely
you can come up with some honest examples of how you took initiative
while employed there. At the same
time, your references to whom you
feel particularly close should be asked
to stress during a reference check the
high level of initiative they know you
to have practiced.
You say you had a personality conflict with your first boss. That happens. If it was serious enough, you can
expect a negative reference from that
person. If that's the case, I recommend that you subtly bring up that
personality conflict during your interview with a prospective employer.
Ho wever an d I s tres s t hi "on 't al low yourself to fall into being critical
of that boss. By indicating that you
went an extra mile to satisfy that boss'
unique demands, and by speaking
positively of that man or woman, you
can help defuse the situation ahead of
time so that negative comments do
not come as a surprise to a prospective
new employer.
You should have at the tip of your
tongue, as they say, thoughtful and
well- thought -out responses to all the
questions you anticipate. Talk show
guests with something to sell do this.
You, who are attempting to sell yourself to an employer, should practice
just as hard before your "sho w" your
interview. Use a video or audio tape
recorder. Run through your responses
with a close friend or family member
who's honest enough to point out possible weaknesses. Be honest with
yourself, too.
If you put the appropriate a m o u n t
of thought and hard work into preparing for your next interview, your
chances of floundering when the hard
questions are asked are decreased.
That means your chances of landing
the job you want are increased.
■
Mr. Half is the founder of Robert Half
International, Inc., a financial and
data processing recruiting firm with
150 offices
ices on three continents. His latest book is How To Get a Better Job in
This Crazy World (Crown Publishers).
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"Mr. Clayton said we couldn't go home until these reports were done —so I suppose we should
callhim and let him know we've finished,"
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report just out from the General Accounting Office (GAO)
confirms that many state unemployment funds could be thrown
into insolvency in a bad recession. The
report was delivered to Rep. Tom
Downey (D.-N.Y.), who has been trying to convince the House Ways &
Means Committee to adopt his bill
(H.R. 3896), which would increase
from $7,000 to $10,000 the amount on
which employers must pay the federal
unemployment tax, which is about
.8 %. It is scheduled to decrease to .6%
at the end of 1990. Mike Sheinfield, an
aide to Downey, says the Congressman's bill is "deadlocked" in Ways &
Means. Sheinfield adds that the Democratic leadership in the House want
Downey to accept some amendments

Rep.J.J.Pldde.
MANAGEMENTAC ©0i1NTIN('fSEPrEMBER 1990

that will make the bill more attractive
to some current opponents. Sheinfield
declines to discuss those amendments. The GAO report might also
sway some opponents. It notes: "Although state trust funds are in their
best financial condition since the
years before the 1973 recession, the
reserves in both the federal and state
accounts are not adequate to handle a
severe recession in the near future."
The report estimates that a recession
in 1991 would force 22 states to borrow about $17.4 billion between 1991
and 1995. Seventeen of these state
programs would become insolvent.
One result of those insolvencies, says
the GAO, harkening back to the recession in the early 1980, would be higher taxes on employers.

FEDS MAY GET
TOUGHER ON
PENSION PLANS
Look for the House Ways & Means
Committee to consider a comprehensive pension reform bill early in 1991
that will include much stronger Internal Revenue Service auditing of plan
tax deductions. The big issue, of
course, in the wake of the Supreme
Court decision in the LTV case, has
been the termination of underfunded
pension plans by bankruptcy filers
and creation of "follow on" plans by
those same companies, as was t h e
case with LTV. The Pension Benefit
Guarantee Corporation (PBGC) took
LTV to court, and the Supreme Court
ruled in June that follow -up plans set
up with PBGC termination insurance
were illegal. The PBGC is currently
negotiating with a few other companies who want to terminate underfunded plans. The PBGC would then
have to take care of plan beneficiaries,
further worsening the PBGC's $1 billion deficit. While that deficit and the

SUPPORT GROWS
FOR COMMERCIAL
BANKING REFORM
U.S. corporations would have an easier time getting capital if American financial service conglomerates could
also offer full- service commercial
banking services. Legislation has
been introduced in both the House
and Senate (H.R. 1992/S.530) that
would allow companies such as Prudential- Bache, Kemper, and Merrill
Lynch —or any other company —to
own commercial banks. That is now
prohibited by the Glass- Steagall Act
of 1933 and the Bank Holding Company Act of 1956. Two hearings were
held in separate House subcommittees this summer on that proposal.
Richard Breeden, chairman of the Securities & Exchange Commission
(SEC), says the current regulatory
scheme creates "some degree of avoidable regulatory costs, or reduced liquidity and efficiency of U.S. financial
firms and markets. Our competitors
in Japan and Europe are taking similar actions designed to lower costs
and improve liquidity, and the U.S.
should not ignore the competitive
challenge we face."
■
Stephen Barlas is a journalist with
than 12
experience mporting from Washington, D.C.
of

GAO BUTTRESSES
DOWNEY BILL ON
UNEMPLOYMENT
TAX

years

STEPHENBARLAS,EDITOR

more

WASHINGTONREPORT

dropping of underfunded plans are
the high - visibility issues in the oorporate pensions area, they affect relatively few companies. What would be
of concern to many more companies
would be a new IRS effort to ensure
that pension plans —for which corporations take significant tax deductions (the trusts are tax exempt, for
example) --are properly qualified. A
recent report from the Ways & Means
Oversight Subcommittee, chaired by
Rep. J.J. Pickle (D.- Tex.), notes that
the IRS has had to divert significant
resources from enforcement in recent
years, concentrating instead on explaining tax law changes to employers. "With $1.7 trillion at risk, and in
light of the cases that we uncovered in
our investigations, it is time to consider more aggressive enforcement actions," says Pickle.
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FINDING
JOBSQUICKLY
here's good news for
managers who have
been discharged
recently because of
mergers, acquisitions,
layoffs, and other economic
reasons: They are being
rehired by other companies
in record time. In its
second - quarter survey of
600 managers in which it
tracks industry trends,
Challenger, Gray &
Christmas, Inc.,
found job seekers of all ages
are winning new jobs in a
median 3.0 months. In
addition, 92% of rehires are
receiving equivalent or
better salaries.
James E. Challenger,
president of the
international outplacement
firm, said the length has
been 3.1 months or less for
three consecutive quarters
now, one of the shortest
times in the company's 15
years of tracking. He listed
three reasons for the
accelerated rate:
• International
competition has
increased the demand
for skilled managers.
• Managers are more
aware of the need to sell
prospective employers
on their past
accomplishments.
• More companies are
using the staggered
severance pay plan,
which speeds rehiring.
12

NEWWAYSTOPAY
o boost employee
productivity and
company profitability,
companies are
incorporating profit
sharing, special incentives,
and other innovative
variable compensation
programs, says the
Conference Board in a
study it just released.
Variable Pay: New
Performance Rewards
describes the experiences of
435 companies in a wide
range of industries and
compares programs in
existence with new ideas
being implemented. At
present, more than a third
of the companies
interviewed have
individual incentive
programs in place.
One -fifth have profit
sharing programs; 13%
have gainsharing
programs, which reward
employees based on the
productivity of their own
unit or their company; and
12% use small group
incentives.
These techniques came
about because companies
were finding that the merit
increase was not really
linking pay to individual
performance as it was
supposed to do, Charles
Peck, compensation
specialist at the Conference
Board, explained.
The most prevalent form
of incentive in effect now is
recognition for individuals

(53% of the respondents),
with individual incentive
and merit bonus ranking
next. In those companies
that are looking at new
types of compensation,
gainsharing far outranks
other forms of
compensation -61
respondents, or 14 %, said
they want to institute it.
Next would be recognition,
small group incentives, and
profit sharing.

CANWEIMPROVE
PRODUCTIVITY?
anufacturers are
reporting a
productivity
problem but are keying
more on new equipment to
solve it rather than on
investment in people, notes
Grant Thornton, a major
accounting and
management consulting
firm. In a national survey of
250 mid -sized
manufacturers, 691110 of the
respondents said
productivity is a problem,
and 12% of these list it as
major. Fifty -four percent of
those admitting they have
a problem say the cause is
people, yet they continue to
invest in plant and
equipment instead of their
employees to solve the
problem. Four out of every
10 manufacturers cited
investment in new plant or
equipment as the single
most important step their
companies have taken in
the past three years to
improve productivity. In
contrast, only 24% said
investing in people was
their most important step.
Ironically, 76% of those
interviewed said they have
incentive compensation
programs where employees
earn a base wage and other
income tied to individual or
corporate performance, but
91% offer them to
management, while only

65% offer them to
shop -floor workers.
Manufacturers may
need to change their
methods, notes Michael N.
Cantwell, chairman of
Grant Thornton's National
Manufacturing Industry
Committee. "Investing in
faster production
equipment, for example,
may actually retard
productivity if workers lack
adequate skills, training, or
supervision....and
incentive compensation
programs offer room for
improvement, particularly
as they affect production
workers."

IWANTMYOWN
BUSINESS
ore than one -third of
executives at
leading U.S.
companies would quit their
jobs tomorrow and start
their own businesses if they
could afford it. This was the
finding in a survey
conducted by an
independent market
research firm for
Accountemps of 200
executives from the
nation's 1,000 largest
companies.
Max Messmer,
chairman of Accountemps,
the world's largest
temporary personnel
service for accounting,
bookkeeping, and
information services,
suggests that senior
management should take
note of this finding and "tap
some of this
entrepreneurial energy
and retain valuable
executives by giving them a
stake in both individual
and company performance.
Offering a motivational
work environment and
performance -based pay can
capture much of the appeal
of self - employment without
the inherent risks."
■
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NAA PROFILES IN SUCCESS

Charles J. McDaid, CMA —Vice President, Finance
Tidewater Mack, Inc. —Chesapeake, VA.
Success? It's the hallmark of Charlie McDaid's financial management career. At 24
he assumed the post of Controller at Tidewater Mack, Inc. Thday, as Vice President,
Finance, he's one of the youngest VPs in the business. Charlie attributes this success to his Certified Management Accountant designation. Here's what he has to say
about it:

`...The CMA is an essential tool for any aspiring
accountant... I recommend the Certified Management
Accountant Program with great enthusiasm..."
If you're after a top - management title, make sure you have a CMA after your name.
For more information call 1 -800-638 -4427, or write to the address below.

CMA: Three Letters That Spell Success
T"

Na tiona l Associa tion of Accou nta nts — CMA Progra m
10 Pa ra gon Drive, Montva le, NJ 07 6 4 5 -1 7 5 9

MA

FINANCIALMANAGER
T.CARTERHAGAMAREDITOR

RAISING CAPITAL
THROUGH DRPs
ividend
ment

reinvestprograms

(DRPs) have been
around for about 25
years, but their full
potential is yet to
be
appreciated.
Most established companies (and
many smaller firms as well) pay at
least some portion of their earnings in
cash dividends. More and more companies also have DRPs which allow
shareholders to plow back their dividends, often with additional cash, into
the company's stock. DRPs have done
well, attracting up to 25% of shareholders, despite the fact that shareholders who are taxable must pay income taxes on the dividends they
receive even when those dividends are
immediately reinvested.
The evolution of DRPs closely follows advances in business application
of computers. A substantial volume of
computation and record keeping is
necessary for a DRP —enough to
make these programs too costly in the
days of manual processing. Although
public shareholdings have been
around for a long time, DRPs are just
entering their second generation.
The first DRPs emerged in t he
1960s, with AT &T prominent among
them because of its unmatched
breadth of several million shareholders. Early programs offered shareholders the right to reinvest a portion
or all of their dividends into additional
shares of common stock. When a
shareholder joined the plan, he made
an election of how much to reinvest,
usually stated as one of several percentage options. A prominent feature
of these plans was the payment of all
transaction costs by the company,
thereby allowing small incremental
investments over time without brokerage cost.
Gradually, the plans were en14

handed to attract more shareholders
representing more shares . The first
big improvement was to offer a cash
discount on the shares purchased
through the DRP— usually 5% off the
market price. The price was calculated as an average of the market price
for five to ten days preceding the purchase. Cash discounts doubled the
number of shareholders participating
in the early plans, up to a level close
to 20%.
Th e next im portant innovation
was th e optional cash contribution.
Sh areh o ld ers received the right to
m a ke ad d itional paym ents to th e
co m p a n y u p to a def in ed lim it a nd
th ose fu nd s also were used to buy additio nal sha res without brokerage
costs. Th is lim it was generally set

low---say, $5,000 to $10,000 per quarter—to focus on individual investors.
The idea was to increase the volume
of shareho ldings by small loyal investo rs r at h e r t ha n ad d to th e gr ow in g
ho ld ings of institutions. Fur the r,
small cash contributions would not be
seen b y Wall Street underwriters as a
sign if ic a n t t hr e at t o t he ir b u sine ss ,
an d keep ing the goodwill of Wa ll
Street was thought to be important.
Ho wever, the pass age of t im e and
favorab le response led to the next significan t en hancement --ext endi ng t he
cash discount to cash contributions. At
th is p o int, com panies with these program s were unabashedly in the capital raisin g bus ine ss, and lim its on
cash con tributions were increased.
Alo n g with this progression in the
attractiveness of DRPs, the plans also
were ex ten ded in scope to reach new
po ten tial investors. Ea rly in th e
gam e, AT &T perm itted reinvestm ent
o f p referred dividends, inte res t p aid
on bo nd s, and payments made to suppliers.
Oth er com panies ha ve extended
th e p rivilege to custom ers. For exam p le, New Jersey Resources Corporatio n o ffers its gas custom ers the right
to m ake cash contributions to its DRP
th ro ugh th e custom er billing system .
So m e b a nks ha ve tu r ne d to th eir

cust om er s as we ll. In 1983, Bancorp
Haw aii , Inc., offered a program to
holders of passbook savings accounts
and got such a favorable response that
they suspended the program! Regulation has gr adua lly relaxed to per m it
even greater flexibility.
The DRP route to raising capital is
available to any public com pany, but
the re a re s om e im po rt an t qu alif ic ations. First, the company must be genuinely public with enough sh ar es
trade d to esta blish a le gitim ate m ar-

ket price. Second, the company must
be attractive to potential investors because they are being invited to purchase additional shares. Third, the
shares should sell in the market at a
pr ic e n e a r o r a t a p re m iu m t o th e ir
book value. This is not a requirem ent,
bu t s ellin g a su b st a nt ial nu m be r o f
ne w sh ar es t hr ou gh a D RP a t a discount to book value would be dilutive
to other shareholders.
Further, there are som e fixed costs
associated with a DRP, that are easier
to justify if the com pany is raising at
leas t $500,000 a yea r in new capital.
Public com panies are subject to regulation by the SEC and m ust also com ply with blue sky laws in the various
st a te s. Any com pany contem plating a
DRP should consult with appropriate
legal counsel. Briefly, the com pany
must authorize sufficient shares to issue under the program, must have on

file an effective registration for these
shares, and must prepare and maintain a prospectus for the DRP which
incorporates other filings by reference. Recent amendments to Rule 415
(covering private placem ents) is also a
help, b ec au se t he se ch an ge s re du ce
potential problem s in offering an extended program .
"It's not just for shareholders any

more." A potential investor need not
be a shareholder to get started in a
DRP. Even though the plan is described as a benefit for shareholders,
the initial cash contribution will qualify the investor as a shareholder under the plan. But potential investors
must receive a copy of the plan prospectus before the company accepts
any cash for investm ent. This legal interpretation allows the company to solicit pot en tial in ve st m en t fr om any
person who h a s some relationship
with the com pany — investor, supplier, custom er, or perhaps only resident
in a n ar ea wh er e th e c om pa ny d oe s
business!
No cash dividends required!" The
company does not even need to pay a
cash dividend in order to offer a cash
MANAGEMENT ACCOLMIMCUMPTEMBER 1990
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distributing a great deal of new stock.
The process itself can result in selling pressure on the stock, just as with
a new offering. But in this case, the
selling pressure tends to come prior to
the sale of shares by the company, as
subscribers find buyers for the shares
for which they subscribe. (Due to a
technicality, the SEC rule which prohibits short sales on a up -tick in the
market does not apply.) This pressure
can result in the company selling the
new shares at a lower price than it expected, thereby raising the cost of the
issue. Finally, raising capital regular-

ly through a DRP could make a conventional offering more difificWt.
What is the future for DRP programs? In my opinion, the best times
are yet to come.
■
T. Carter Hagaman is a consultant

with Oxrford Information Technology, Ltd., New York, N.Y.
Is this article of interest
to you? If so, circle
appropriatenumber on
Reader Service Card.

Yes
52

No
53

Choosethelineofcreditthat
savesyourmostimportantasset.
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contribution option. (It does of course
need a plan in effect.) Bank of America used this approach in the summer
of 1987, while it was recovering from
problems that caused the dividend to
be suspended. It offered a program
which allowed an investor to purchase
up to $75,000 in new shares per quarter at a 5% discount with such success
that they were raising $75 million in
new equity per quarter. To stem the
flow, they reduced the discount, lowered the limit, and limited "stockholders under common management or
control" from making more than one
investment. Even so, they continue to
raise about $30 million per quarter.
On the positive side, shareholders
like DRPs. The company with a good
program earns shareholder loyalty
and goodwill. Investors tend to appreciate the chance to invest directly with
the company and value the discounts
and absence of transaction costs.
From the company's standpoint,
additional capital is raised in modest
amounts every year instead of in larger periodic offerings. This allows the
new capital to be used more quickly
and promotes earnings stability. The
best cost comparison is with a public
offering of new shares and that is favorable. Costs of a public offering include legal fees, printing, compliance
filings, and underwriters' fees. The total cost as a percentage of the offering
depends on many factors, but might
be 6%-7% for a $50 million offering,
lower for larger sales and often considerably higher for small issues. In
contrast, the cost of using a DRP are
the costs of maintaining the plan and
any discount offered.
What are the problems? The company may have difficulty using all the
capital that the DRP can generate.
While it maintains the right to alter
terms or suspend the program, iinvestors may react adversely to such
changes. And a small program may
not be worth the trouble and expense.
Other negatives concern technical
problems in executing a relatively
large program. When a company offers a cash contribution option with
high limits, most of the capital comes
from institutions or arbitrageurs.
Their intention is not to increase their
investment in the company, but to
profit by buying the stock at a discount and selling it into the market at
the market price. Compared with the
organized syndicates used in a public
offering, this is a process which results in disorderly distribution. It
does, however, have the potential for
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SAVING THE
SOCIAL
SECURITY
SURPLUS
SUSANJAYSON,EDITOR
his year, the Social
Security system will
collect about $60 billion more in revenues than it will pay
out. It also has been
reported that at the
end of fiscal 1990 in September, the
cumulative balance in the trust funds
will be slightly more than $215 billion.
Under current law, the trust funds
are expected to continue growing rapidly during the remainder of this century and through the first two decades
of the next. The balances are expected
to approach $10 trillion around the
year 2025.
Traditionally, trust fund accumulations have been used to increase and
expand social security benefits or to
hold down payroll taxes. Because of
the large deficits being run in the general funds accounts of the federal budget, the buildup in the Social Security
trust funds is not being saved. Calling
this thievery, Senator Daniel Patrick
Moynihan (D. -N.Y.) has proposed a
rollback in the payroll tax because he
feels the monies either should be
saved to pay future Social Security
benefits, or they should be given back
to the taxpayers. This action, Sen.
Moynihan believes, would force govemment policymakers to deal with
the structural deficit in the general
funds accounts and require that they
quit relying on a regressive payroll
tax to fund programs that were not intended to be funded that way.
According to Sylvester J. Schieber,
vice president of The Wyatt Company
and the director of its Research and
Information Center in Washington,
D.C., other policy options for the accumulating social security trust funds
now being considered include partial
privatization of Social Security and
using trust fund accumulations to retire existing Federal debt. Generally,
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eral government's trust funds. As this
public debt is retired, the investor
would take the cash they are paid for
their federal securities and invest in
alternative investment vehicles. It is
believed that this infusion of new
monies into private investment opportunities will make the U.S. economy
more productive.
For this option to be accomplished,
other fiscal imbalances in the federal
budget mus t be resolved. In other
words, this option requires higher federal taxes other than the payroll taxes, or lower expenditures for other federal programs.
These different options for solving
the Social Security trust funds accumulation problem all have a common
characteristic, noted Mr. Schieber.
Moynihan's tax cut would force policy makers to acknowledge and to begin
to deal with the existing deficits in the
financing of general federal government operations by eliminating the
trust funds accumulations.
The proposals to establish individual retirement accounts outside the
direct control of the government is expected to accomplish the same thing
by making the trust funds accumulations unavailable to government bud geteers. The proposals for saving the
trust funds within the framework of
current financing provisions are
based on other deficits being drastically reduced or eliminated. In each
case, either other federal taxes must
be raised, or other federal expenditures must be reduced, or some combination of the two must be accomplished for this issue to go away.

or

TAXES

these proposals would result in saving
the Social Security trust fund buildups now occulting in order to pay for
future benefits. In a special report in
Tax Notes, Mr. Schieber analyzed
these alternatives to Sen. Moynihan's
proposal.
The proposal for partial privatization of Social Security calls for annual
payroll tax rebates rather than tax
rate reductions. This would reduce
the large trust fund accumulations
now projected. The rebates would be
restricted to investment in legislatively approved arrangements similar to,
but separate from, IRAs.
Such accounts could be converted
to annuities on the individual's attainment of Social Security eligibility status. The annuities then would be offset against the Social Security
entitlement. Social Security's redistributive aspect would be maintained
because the combined benefits still
would be determined on the basis of
the legislated formula. The private element of the program could be structured to provide either graded or flat
annuities. Additional inflation protection could be underwritten by the government.
The advantages of this proposal include using such accounts to smooth
the tax rate over time in a fashion that
cutting the payroll tax could not. The
specter of a large governmentally controlled fund would not arise because
each account, like an IRA, would be
held by an individual. Restrictions
would be needed on the range of investment opportunities available to
account holders, but a series of stock
bond index tracking funds could be
adapted or developed for this purpose.
Instead of the accumulations under
such a program acting as a drag on
the economy, they would provide a direct source of investment dollars that
would help dispel some of the criticism of Social Security because of its
perceived effect on savings rates.
Finally, such accounts would provide a direct claim on the capital base
of the economy which Social Security
now does not enjoy. It would reduce
the pressure from various groups to finance Social Security by means other
than a payroll tax.
The third option —using trust fund
accumulations to retire existing federal debt—is the one that most policy
analysts who want to "save" the trust
funds accumulations are advocating.
Under this option, the trust funds accumulations would be used to retire
federal debt now held outside the fed-

The Senate Budget Committee
wants to take Social Security trust
funds out of Gramm -Rudman deficit
calculations. According to the sponsor
of the measure, Sen. Ernest F. Hollings (D.-S.C.), this would bring "truth
in budgeting by putting everything on
top of the table." Sen. Pete V. Dome nici (R. -N. Mex.) responded to Sen.
Holling's proposal by proposing an
amendment that would have modified
Gramm - Rudman to accommodate
higher deficits that would follow enactment of Hollings's proposal.
■
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NAA MEMBERS:
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500-523 -1125

PACK UP THE KEY TO
YOUR-FINANCIAL FUTURE.
With one telephone call, you can open the way to
the NAA - endorsed retirement program that gives
you maximum benefits and flexibility for company
principals, maximum control of investment options,
and maximum time saving with streamlined, fully
assisted recordkeeping, tax filing and other
paperwork.

Tax plan updates are included. And you'll get
maximum service —the program is administered by
The Equitable Life Assurance Society of the United
States.
Find out more about how you and your firm
can benefit. Call now or send the attached
coupon—there's absolutely no obligation.

The Association Members Retirement Program Endorsed by
the National Association of Accountants
500 -523 -1125, Ext. 5623
9:00 A.M. TO 5:(X) P.M. EASTERN TIME, EVERY BUSINESS DAY.
r
1

----------� ---------------------� —�---------------------------�
RlYes! Please tell me m ore abo u t th e Association Mem bers Retirem ent Program endorsed by

the NAA!
1
1
1
1

1
1
1

1

Name
-

Firm Name (if different)
Address
City
tate
Business Telephone (
)
Number of Employees in Firm

,.,

L-

j

ZipP

The Association Members Retirement Program
Information Distribution Center • P.O. Box 2011
Secaucus, New Jersey OM% -2011
800 - 523 -1125, Extension 5623

YES. My firm currently has a tax - qualified
retirement plan.
NO. My firm does not have an existing taxqualified retirement plan.
What is your firm's business structure.
p Sole Proprietor
O Professional Corporation (one shareholder)
C Professional Corporation (more than one
shareholder )
C Partnership (with or without incorporated partners)

1
1
1
1
1
1
1
1

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - ri� i�cal`.

COMPUTERS
&ACCOUNTING
HARDWARE / SOFTWARE REVIEWS

CLAIREBARTH,EDITOR

MAC/SERIESSIXPLUS
or those of you who have been
waiting for a comprehensive
accounting software package for
the Macintosh, SBT Corporation has
come to the rescue. Mae/Series Six
Plus is a database accounting library
containing the core modules of SBT
general ledger, accounts payable,
accounts receivable, purchase orders,
and sales orders. The design of the
program makes the software suitable
for profit and nonprofit entities. The
software is exceptionally well
integrated, and the programs were
written specifically for the Macintosh,
not modified from PC programs.
Written in the database language
of FoxBASE +/Mac, the programs offer
amazing flexibility because all data
are contained in the system database.
The database design means that all
entries are updated in real -time so the
user has immediate access to system
data, through on -line inquiries,
modifiable standard reports (hard
copy or screen display), or a
spreadsheet export utility. The
database concept also allows
master -file updates from several
modules. For example, the inventory
master file is used by the accounts
receivable, purchasing, and sales
order modules and can be updated in
all three. This feature is a great time
saver because you do not have to
interrupt processing and change
modules to perform the updates. This
flexibility is complemented with
password control for all menu
selections in all modules.
Each module is designed with
user - friendly features such as access
to look -up tables (to cross -check the
validity of data inputs), browse
functions, and report customizing.
The system's actual transaction
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Mac/Series Six Plus for the Mac.
processing seems slow, but you need
to remember that updates are made
in real -time so the database is always
current. The abundance of
user - friendly features makes the
database very accessible.
Macintosh users are always
singing the praises of the way they
can use their computers without
getting hung up (or hung) in the
command mode orientation of a PC
machine. SB7s new entry upholds
this tradition. Mae/Series Six Plus
capitalizes on the strengths of the
Macintosh operating system
philosophy of icons, windows, and
mouse menus. The result is a uniform
module design featuring pull -down,
pop -up menus and mode - driven
routines. Abundant prompts,
program instructions, and hard and
soft edits guide the user through the
applications. Because of the
standardized format used for every
module, the system can be learned
very quickly.
Setup and installation are simple.
"Easy Setup" provides a setup
program to arrange and copy the files
on the hard drive automatically. It
can be performed in minutes. The
user also has the option to customize
the file organization by creating
user- defined folders (that's Macintosh
for directories). With Macintosh's

point- and -click design, even "Custom
Setup" is a breeze.
Each module has a separate
manual. The manuals are clearly
written, thorough, well illustrated,
and completely indexed, and they
contain basic business explanations.
Numerous common business
experiences that are omitted in other
systems' documentation are
explained, such as how to issue a sales
tax credit when the sales tax- exempt
certificate is received a month after
the sale.
If modules are linked, information
can be transferred between the
program modules, causing concurrent
file updates, such as posting accounts
payable checks to the general ledger.
To activate the link function, you
merely choose the option from the
Administrative setup menu in each
source module and select default
posting accounts. Selection of the
general ledger link routine in the
Transactions menu releases postings
to the general ledger. A reminder to
print the appropriate posting register
is displayed prior to the link transfer.
On the general ledger end, the
Transactions menu contains an
option to run the update from the
linked programs.
The SBT general ledger module is
designed to accommodate multiple
c o mp a ni e s o r r e po r t i ng e nt i t i e s ( u p t o

99) and multiple departments within
those companies. Initial company
setup is accomplished by either
copying the chart of accounts from one
of the sample companies or starting
from scratch. Predefined account
types and ratio group numbers (for
account ratio calculation) guide report
setup, and hard edits in the chart of
accounts m aintenance screen ensure
that all accounts are coded properly
for financial statem ent inclusion. You
can easily modify report headings or
change the printing sequence o f a
report. In addition to standard
financial reports, a sources- and -uses
statem ent is available, as well as a
financial ratio analysis report.
Budgeting can be selected by line
item, percentage of a reference
account, or percentage of a prior
period's account balance.
The SBT accounts payable m odule
is a complete payables processing
module. The vendor m aster file
contains pertinent vendor
inform ation, including 1099 status
and several user- defined fields that
can be coded for m inority vendors, for
exam ple. By coding the database for
MANAGEMENT ACC OUNTING/S EV
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these business attributes, the user
later can generate reports such as the
status of minority vendor purchases.
The vendor file has a generous
query function, allowing you to
display or print payables or check
activity. It shows orders and receipts
when purchase orders and sales
orders are installed. An electronic
memo pad is also part ofthe file, so
you can add comments or information
about the vendor. Having all of this
information clearly organized in front
of you will make fielding a vendor's
accounts payable telephone call more
efficient.
The SBT accounts receivable
module contains billing, inventory
control, and accounts receivable and
is very powerful as its number of
elements suggests. Other popular
accounting programs would require
the purchase of three separate
modules to obtain the features of this
one.
Two master files drive this module:
customer and inventory. The
customer master file allows queries
about payments, receivables, invoices,
orders, and shipments (the latter two
when the sales orders module is
installed). Two years of a customer's
sales activity can be shown. The
inventory master file contains
complete information about a part as
well as usage and cost history. Price
break options are included for volume
sales discounts.
The invoicing routine can be
integrated with the inventory system
by generating a detail invoice that
lists all line item detail and results in
a concurrent update of the inventory
master file for the line items. A total
amount due invoice also can be
generated without line item detail.
Invoice comments can be entered
easily either as system comments or
invoice specific. Invoice printing can
be performed either in batch or
point -of -sale mode. When the sales
orders module is installed, invoices
can be printed during order entry.
When a cash receipt is entered, the
user can specify to which open item to
apply the payment or elect to search
all open items for the customer and
choose the item to apply. The system
also will apply a payment to open
balances automatically. Accounts
receivable reports can be summary or
detailed.
The SBT sales orders module is an
order entry and inventory control
system that monitors sales order
processing and inventory status. The

two master files that drive accounts
receivable, customer and inventory,
are also the core of this module.
Order entry is simplified by using
the header record from the customer
master file. Inquiry access to the
inventory master file is available to
select sales order line items and to
check availability of an item. The
order value also is compared to the
customer's credit limit. Repeat orders
can be processed through a recurring
order function. When an order is
processed for shipping and the
accounts receivable module is linked,
the user can generate an invoice
and/or enter payment.
The SBT purchase orders module
allows the tracking of orders for goods
and services through a purchase order
system. When it is integrated with the
other modules, it shares the vendor
and inventory master files with them.
Orders for inventory items are coded
with the part number from the
inventory master file so that when a
receipt is processed the inventory file
is updated.
Take a look at this package. It is a
relief to find an accounting package
that is easy to learn and use and gives
you access to your data. Two versions
of the program are available: the
source code version, which is
modifiable for custom applications,
and a compiled version, which
satisfies most businesses. The latter
was used for this review. Both are
available for single- or multi -user
systems. The programs require a
Macintosh Plus, SE, SE30, or
Macintosh R with an 800K disk drive
and at least 1MB of RAM; a 20MB
hard disk for two programs, 40MB for
three to six programs, and 60MB for
more than seven programs; and
FoxBase+/Mac version 2.0.
Any of the Mac printers will print
invoices, statements, checks, and
1099 forms, and a Macintosh color
monitor is a pleasant option. Both
compiled and source code modules
cost $695 each. For more information,
contact SBT Corporation, One Harbor
Drive, Sausalito, CA 94965; (415)
331-9900; fax (415) 331-1951.
Kristine A Mayer, CMA, CPA
Financial Systems Consultant
Arlington Consulting Group
Arlington, Mass.
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ANNOUNCING A
REVOLUTIONARY
AUDIT TOOL
FOR YOUR PC!

4R
OSPector.
Flagstaff Engineering, working with
one of the world's largest accounting
firms, has worked for two years to
produce a professional tool designed
by auditors for auditors.
Solve the problem of capturing audit
information from a computer, with the
revolutionary software solution called
Prospector. At last, you can open the
world of mainframe and minicomputer
information to your PC. Request a
data file from the MIS department and
read the file into your PC, without
programmer assistance. You don't
peed to ask the MIS department
"What's the format of the file?" or
"Can I have a copy of the record
layout ?" Just say, "Please, give me a
copy of the Capital Equipment file on
a 1600 BPI tape" or "Get me a copy
of the Payroll file on diskette ".
Using an IBM PC running Windows,
Prospector will find the structure of
the file using pattern analysis and
artificial intelligence rules to let you
see the data fields on the screen. You
can then select the data fields and
specify the output file format needed
for your audit program such as Lotus.
It's that simple — no programmer
needed. Data files can be read from a
9 -track magnetic tape, 3480 or QIC
cartridges, any size diskette including
8 optical or hard disks.
Flagstaff Engineering is one of
the largest manufacturers of OCR,
document storage, diskette, optical and
magnetic tape conversion systems for
the IBM PC. Working with thousands
of customers in over 100 countries, we
are experts on understanding how data
files and text documents are stored
by computers. Call us today at 602
779 -3341 or send us a FAX at 602
779 -5998 for more information on our
products.

FLAGSTAFF
ENGINEERING
No
57

1120 Kaibob Lane
Flagstaff, AZ 86001
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Columbia Gas System Service Corp.

ETHICS

THE ETHICAL WAY
TO DO BUSINESS
BYJOHNH.CROOM

HOWARDL.SIERS,EDITOR

of

of

of

The single most important aspect of
any organization's ethics policy, be it
formal or informal, is the manner in
which it is communicated throughout
the organization --in other words, the
"tone at the top."
In view of the importance of "tone at
the top,"and as part of our continuing
effort to improve the ethics awareness
our members, we would like
members to contribute examples
"tone at the top" inaction. We are
particularly interested in examples of
continuing efforts by management to
communicate the importance of
ethical conduct as opposed to annual
compliance review programs. Agood
example of the type ofethics initiative
that should be of interest is the article
below, by John H. Croom, chairman
and CEO, Columbia Gas System. It
was published in the fall 1989 issue of
Columbia Today, an in -house
publication for employees. It is
reprinted with permission

basic strength of the
Columbia System is the
honest way we have always
tried to do business. As the old saying
goes, as a company we give everyone
a "fair shake " -- customers,
employees, and stockholders. In turn,
the company deserves the same,
especially from those closest to it, the
employees.
I bring this up because we read and
hear a lot these days about ethics and
honest dealings —or the lack of
them —in business, government,
sports. Almost every area of modern
society seems to have an infection
that causes some rotten apples to
develop.
Columbia is no different from
every other business, so we have a few
ethical problems from time to
time — fortunately not many and not
often. Those uncovered have been
dealt with.
The rules we live by in Columbia
are not complicated or hard to
understand. They fit the pattern of
one definition of ethics: If you're
ashamed to tell your mother what you
have been doing, then you've been
doing the wrong thing.
Our guidelines are set out more
precisely and fully in an ethics policy,
but basically no employee should:
• Accept any direct or indirect
payment or gift for doing business
on behalf of the company;
• Seek reimbursement for expenses
that cannot be fully documented
and supported as a legitimate
business expense;
• Make use of company equipment
or facilities for personal purposes;
• Disclose confidential information
from computer or other files to
anyone not authorized to receive it;
• Have an interest in any business or
organization that might
compromise the independent
exercise of the employee's best
judgment as to Columbia's best
interests.

JohnH.Croom
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In one way or another, such rules
really deal with one act that harms
each of us— stealing. Every year some
3 9. M mana nara minarviQnra a n d
--

technical personnel in the System
sign a statement that they have read
and are complying with the System's
policies on conflict of interest,
business gifts and favors, and
business ethics. The employees
required to do this are those who
interact most frequently with people
outside the company and are most
likely to make ethical decisions on the
job, but even those not asked to sign
on the dotted line come under the
same policy. Anyone interested in a
copy can get it from Columbia Service
Corp.'s general auditor whose duties
include oversight of our ethics policy.
Most ethical decisions we face as
Columbia employees usually are
matters with clear -cut answers. We
either do right, or we don't. When the
answer is not clear, you can ask your
supervisor or go up the line to the
general auditor or me.
By following ethical principles, we
help our System grow and prosper
and enjoy rewarding careers with
Columbia. I don't think this is too
much to expect of any man or woman
in the organization, and those who
cannot meet these standards can
expect appropriate discipline.
Each of us should take pride in the
good reputation of the company we
work for and should contribute to that
reputation by the way we do our job.
Thank you for doing your part.
■
John H. Croom is chairman and CEO

of Columbia. Gas System.
Please send material to Editor,
MANAGEMENT ACCOUNTING®,
10Paragon Dr., Montvale, NJ 07645.

BUSINESSVALUATIONSOFTWARE
Menu - driven Lotus 1 -2 -3 template,
and "stand- alone" provides low, mediurn
and high values of eight common
valuation methods -41 graphs -51 ratios.
Only $195.00 4,000+ sold. Free info!

BUSINESSPLANNINGSOFTWARE
Eight financial models for business plans,
raising venture capital, leveraged buyouts,
and budget cash flow planning. Used with
Lotus 1 -2 -3, Excel, SuperCalc5, etc.
Great value! 12,800+ sold. Free info!

CALL: 1. 800.777 -4920
or

(714) 759 -8987
ILAR Systems, Inc., 334 Baywood Drive
Newport Beach, CA 92660
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CMA
NEWS
CMAS /CPAs
DISCUSS MUTUAL
SUPPORT

CATHERINE REILLY, EDITOR
he number of CMAS in this
country is approaching 10,000;
however, many CPAs are not
yet aware of the certified
management accountant as a fellow
professional in the field of accounting.
There are many ways in which the
CPA in public practice and the CMA
in industry can share professional
expertise, but most are not familiar
with these methods.
This problem was addressed
recently. A joint meeting of CMAS and
CPAs, sponsored by the Management
Advisory Services Committee of the
San Diego Chapter of the California
Society of CPAs and the San Diego

Chapter of the National Association of
Accountants, was held last March.
The primary purpose of the meeting
was to promote CMA certification to
the professional community and to
encourage mutual support among
area accountants.
Sheila Buska, CMA, CPA, then
director of CMA programs for NANs
San Diego Chapter, prepared a
discussion outline (Table 1). At the
request of the CPAs present, the CMA
certification was explained, and
brochures were distributed. The
public accountants had many
questions concerning the exam, the
scope of knowledge required, and the
necessity for a certification other than
the CPA They also asked the CMAs
present to compare the role of a CMA
to that of a CPA.
The point was made that CPAs
provide their clients in industry with
recommendations for improvements
to existing accounting systems. The
CMA, a member of the company's
management team, is familiar with
such needs. Because the CMA is
conversant with a company's
day - today decision- making
procedures that are supported by the
accounting systems, he or she should
be an important part of the decisions
regarding changes in those systems.

TABLE 1\ROUNDTABLE DISCUSSION OUTLINE, WAS AND CPAS
Introduction
A. What is a Certified Management Accountant?
B. The role of the CMA and the role of the CPA
II.

Management Advisory Services (MAS) offered by CPAs
A. Services most frequently provided
B. Position in the company of the most frequent requestor of MAS
C. Size /type of companies most frequently using MAS
D. Average fees for MAS

III.

Resources most needed by the CMA in industry
A. Acoounting treatments
B. Tax information /savings
C. Financial information (cash management, lease vs purchase, etc.)
D. Employment regulations
E. Other

IV. How can the CMA benefit from MAS?
A. Potential to increase profitability of company
B. Tax savings
C. Time saved by eliminating the need for extensive research
V.

Alternative sources used by CMAS
A. Tax attorneys
B. Bankers
C. In -house resources (libraries, publications, etc.)

VI. Mutual support of CPAs and CMAS
A. The CMA's inside knowledge of day -to-day management of business
B. The CMA's understanding of the auditor's objectives
C. Working together in the accounting profession
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This description inspired a lively
discussion among the CMAS and
CPAs present regarding the available
resources for information gathering.
The CPAs also inquired about the
ways in which the CMA designation
has helped accountants in industry.
The answers from the CMAS present
varied. Some said that the CMA
helped them obtain employment,
while others stressed that the
knowledge gained while studying for
the CMA aided them in their current
positions. Above all, the CMA
certification was credited with
providing the accountants in industry
with a professional identification.
As the meeting ended, all of the
CPAs present asked for CMA
information kits for their client's
employees. Several attendees
exchanged business cards, having
discovered that the CMA and the CPA
can indeed provide services to address
one another's professional needs. The
San Diego Chapter is planning future
meetings of this type to continue to
foster CMA support and recognition.
Certified public accountants
employed by corporations may wish to
become familiar with the ways in
which CMA certification can
contribute to their professional
development. CPAs not in public
practice can benefit from the CMA
because the examination questions
are structured to measure not only
technical knowledge and awareness
of principles but also to analyze
information and communicate the
results clearly.
ICMA Board of Regents has
recognized that completion of the U.S.
CPA examination demonstrates a
candidate's knowledge and
competence in financial accounting
and reporting by giving such
candidates credit for Part 2 of the
CMA exam. To receive such credit,
the State Board of Accountancy must
verify that the CPA examin ation has
been passed. For more information,
contact the ICMA, 10 Paragon Drive,
Montvale, NJ 07645 -1759.
■
James Bulloch, CMA, is ICMA
Managing Director.
The editor would like to thank Sheila
Buska, CMA, CPA, for her assistance.
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NAA LIFE PLAN
GOES THE DISTANCE
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I COUNT
MORE BENEFITS DOLLAR DISCOUNTS
omething all accou ntants
can app reciate — increased
coverage and discounted
premiums. The NAA has
achieved this in two ways — by
increasing benefit amoun ts up to
$300,000. And by cutting premiums
with a 52% premium discount.
NAA members now have an opportunity not often seen in today's
world of escalating insurance premiums and diminishing benefits. The
NAA Insurance Trust has almost
doubled the maximum amounts of
insurance available under the NAA
Group Life Insurance Plan for members and dep endent spou ses, and in
the tradition of the past 17 years,
NAA is providing members with a
premium d iscount.
The mo st imp ortant reaso n for
buying life insurance is to insure
your family's dreams — children's
educatio n ... mo rtgage p ay ments
, your family's quality of life —
against finan cial uncertainty no matter what the circumstances m ay be.
The NAA now gives you this chance
with the Plan's tremendous increase
in benefits.
Members are now eligible for up
to $300,000 of Term Life benefits —
up from $180,000. Dependent
spouses can elect coverage u p to
$150,000 — up from $90,000.
While benefit amounts won't

expand every year, NAA members
have been granted premium discounts for 17 consecutive years.
Though not guaranteed, these annual
discounts have averaged over 40 %,
with this year's discount reaching
52 %.
When making benefit improve ments some insurance plans tack on

ind out more about
NAA Life Plan by calling 1- 800 - 225 -6758. For
information on other NAA
Group Insurance Plans, call
1- 800 - 424 -9883. They
include:
• Disability Income
Excess Ma41or Medical
In- Hospital
High -Limit Accident
• Medicare Supplement
• Long -Term Care

additional exclusions, limitations
and fine print. The NAA Plan contains no fine print exclusions and
members may renew their coverage
until age 72 as long as they remain
members of NAA, pay premiums
when due and the Plan and Trust
remain in force.
With premiums going down and
benefits rising, this is an ideal time
for NAA members to take advantage
of the improved NAA Group Life
Insurance Plan and keep their Life
Insurance needs in the black.

AA
GOINGTHEDISTANCE

Financial Profile of a Management Accountant:

CREATING
PERSONALWEALTH

urim010'
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Despite his fast -track career, this executive took charge of his personal finances to ensure comfortable retirement

BYCLARKE.CHASTAINANDDUNCAN
KRETOVICH
oday's executives can become financially well-off
through stock option plans,
401(k) plans, investments,
annuities, company benefit plans, and
real estate. Unfortunately, many do
not manage their personal assets as
conscientiously as they do their company's finances.
Ted Bailey, vice president of finance at a mid -sized electronics company, did not allow the demands of his
career to deter him from taking
charge of his retirement planning.
Ted prepared and used a detailed profile of his family's finances to plan a
comfortable retirement. This profile
also enabled him to resolve financial
problems and develop strategies to
create personal wealth. This experience can help you plan for tomorrow.
24

FAMILY HISTORY
ed Bailey is 52 years old and is
vice president of finance for
Midwest Electronics Company. Previously, Ted worked as assistant controller and controller of
Southwestern Electronics.
Midwest is a mid -sized company in
the high -tech electronics field and is
known for its product innovation. After going public 10 years ago, its stock
rose from an initial offering of $4 to today's price of $18. Five years ago the
company's stock split two-for -one.
Ted met his wife Nancy, who is 50
and a buyer for the junior apparel
area of a large retail company, shortly
after he started working at Southwestern and married her one year later. A year after that, their son David
was born, followed by Joan two years
later. Four years ago David was graduated from an Ivy League university,

followed two years later by Joan. The
cost was approximately $116,000.
When their children were young,
Ted and Nancy started custodial accounts for them. They used the Uniform Gift to Minors Act (UMGA) to establish an irrevocable account that
shifted up to $1,000 income to the children. (The children, until they
reached 14, were taxed at their lower
15% tax bracket on the first $1,000 of
income, and any excess was taxed at
the parents' 28% or 33% rate —the socalled "kiddie tax.")
When David entered college, the
custodial accounts held $11,000 for
each child. Fortunately, the Baileys
were earning in excess of $100,000 a
year by this time and were able to
fund the remaining $94,000 by setting
aside $14,500 annually. Ted was 50
years old when Joan finished college
and looked forward to his increasing
responsibilities at Midwest and to acMANAGEMENT ACCOUNTING/sEPPEMER 1990

celerating the accumulation of funds
for his and Nancy's retirement.

PERSONAL WEALTH
ecently Ted was promoted to
vice president of finance at
Midwest. His salary now exceeds $90,000 a year, and his income
combined with Nancy's totals
$142,800 (see the Baileys' Financial
Profile).
The Baileys' achievements are impressive. Since their first year of marriage 27 years ago, they h ave increased their annual income from
$40,000 to $142,800. Their net worth
has zoomed from $21,850 to $433,510.
Their accumulated retirement funds
have moved from zero to $111,180.
Their total capital has grown from
$8,900 to $177,725.
They have reared two children and
put them through a prestigious eastern college at a cost of around
$116,000. Their home, purchased for
$200,000 with a $160,000 mortgage,
now has a current value of $280,500
and a $45,900 mortgage.
Ted has received a number of important promotions, a big factor in
their achievements. Nancy also has a
successful career. She started as a secretary earning $16,330 annually. She
took advantage of continuing education programs offered by her employ er--a large retail company. Eventually, she was named director of human
resources. She then became interested in retailing and asked for a transfer
to work as manager of the store's designer sportswear department. Recently she was promoted to buyer for
junior apparel, earning $51,000 per
year.
Ted and Nancy have not ignored
retirement planning, but it has been
in the background because of more urgent financial needs. Now, at age 52,
Ted wants to build his capital as
quickly as possible. If offered, he may
accept an early - retirement option
from his company. Such offers have
been made to executives between the
ages of 57 and 62.
Because Ted has been an officer of
Midwest Electronics Company for two
years, he is eligible for participation in
its defined benefit pension plan. If he
retires at 65, he will receive pension
benefits equal to 50% of his average
salary during his last five years of employment. A defined benefit plan contains a formula for computing benefits
so an employee can determine before
retirement how much his or her
MANAGEMENT ACCOUNTING/SEPTEMBER 1990

monthly income will be. In contrast, a
defined contribution plan specifies the
amount of contribution the employer
and employee must make, and these
contributions coupled with their earnings determine the level of monthly
benefits.
Ted and Nancy had to decide what
to do with his pension funds when he
left Southwest Electronics in 1971. He
took his $15,000 lump sum payment,
although there was no economic opportunity supporting it. 1 At that time,
individual retirement accounts (IRAs)
were not available. Thus, he could not
roll over the funds to avoid taxes. The
Baileys chose to use the distribution
to fund their children's custodial accounts for college costs.
Nancy is fully vested in her company's pension fund. She will receive a
maximum of 50% of her average salary for the last three years.
Both Ted and Nancy participate in
their employers' 401(k) plans. These
supplemental retirement programs or
salary reduction plans are similar to
the public 403(b) plans and private
501(c) available to employees of notfor -profit organizations.
The 401(k) plans are attractive tax
shelters that provide substantial tax
savings and enable employees to save
for retirement. The IRS allowed individuals to contribute a maximum of
$7,000 in 1987, $7,313 in 1988, and
$7,627 in 1989 to decrease taxable income. Since the 1986 Tax Reform Act,
they have become even more popular
because the Act restricts the deductibility of individual retirement accounts (IRAs). Not only do 401(k)s
have attractive tax reduction and deferral features, but they feature a loan
provision (at the discretion of the particular company or institution) that
may be used to buy a home or to fund
college education.
The tax deductibility of 401(k) contributions appeals to Ted and Nancy
because their combined incomes exceed the 33% tax bracket by $30,000.
Ted has been contributing $6,000 an-

The purchase of a
vacation home was
not considered
financially
desirable.

nually to his firm's 401(k) plan, and in
1989 he decided to contribute the
maximum ($7,627). Nancy increased
her contribution by $3,000 annually
or 12% of her pretax income.
As a form of compensation for his
services, Ted was granted 600 stock
options. The grant period is for 10
years at the current market price of
$18. He can exercise 25% of the options in 1990 as 150 shares become
vested. The limit of the value ofthe exercise remains at $100,000 per year,
although no limit applies to the size of
the grant under current tax
laws—just as it was prior to the Tax
Reform Act of 1986 (TRA).
The 1986 TRA repealed the requirement that executives exercise
their options in sequence. For example, Ted's plan calls for the granting of
additional stock options every year.
Under the tax laws prior to 1986, executives might have had to purchase
stock at a loss in order to be able to exercise favorable options or wait until
the current price falls below the oldest
grant. The long -term capital gains advantage for stock held one year beyond the exercise date was erased by
TRA 1986.
Currently, an incentive stock option must be increased by the amount
of the preference— market price when
exercised at a price that is less than
the exercise price —for alternative
minimum tax purposes. If Midwest
Electronics Company changes the status of its executive's incentive stock
option plan from qualified to
nonqualified, the options will be deductible at the time of the grant.
These plans enable executives to
purchase shares of their company at
a guaranteed profit with no risk from
an advance commitment of funds. Ted
believes the stock will appreciate 15%
to 20% a year.
If it does, Ted plans to exercise his
options. First, he should determine
how his company feels about executives selling previously granted stock
If the corporate culture frowns on it,
he may want to wait longer before exercising his holdings.
The Baileys would like to sell their
home, now valued at $275,000, and
buy a condominium. They are aware
that Ted has three more years to go to
receive the $125,000 tax deduction
gain on the sale of a primary residence. But with the children gone,
they don't need as much space as the
house provides, and the responsibility
of maintaining the residence is noticeable. Also, the Baileys would like to
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Income Statement
Sources of Income
Compensation $91,800
Investment Income
Gifts

$51,000

$ 142,B00
$ 30,600
$
0

Taxable
$3,060

Nontaxable

$145.860

TOTAL INCOME
Living Expenses
I.
Basic Living Expenses
Food
Clothing
Shelter
Property Taxes
Transportation
Utilities
Home Maintenance
Furnishing
Miscellaneous
Total Basic Living Expenses
II, Insurance
Lite
Medical and Costs
Property, Casualty 8
Liability
Umbrella Liability
Other
Disability
TotalInsuranceCosts
III Lo sure -Time Expenses
Vacations
Entertainment
Restaurants
Hobbies and Collections
Total Leisure -Time Expenses
IV. Work - Related Expenses
Transportation
Clothing
Food
Miscellaneous
Total Work - Related Expanses

$

5,304
6,120
15,781
6.120
4.284
2.142
1,887
2,550
1,377
$45,565

TOTAL INCOME
ADJUSTMENTS
IRA
Keogh
Deferral Program'

$
$

1,530
510
1,913
382
0
1,530
5,865
4,590
3,570
2,448

$

$

2,244
1,785
1,122
510
5,661
$ 67,699

$ 51,867

TOTAL EXPENSES

$119,566

NET INCOME

$ 26,294
$26,294

$

$ 23,234

3,060

PORTFOLIO STATEMENT CAPITAL POSITION
TOTAL
AMOUNT

CDs' Insurance
Cash Value
Options and Futures
TOTALMARKETABLE

9,180
0
0
9,180

26

$

8,670

INCOME GROWTH

RETURN

$ 510

$

$

0

$ 36,465
0
0
0
0
0

$ 32,130

$ 816

$3,110

$ 20.400
0
$ 56,865

$ 19,074

$ 1,734

$

0

$ 1,734

9.1%

$ 51,204

$ 2.550

$ 3,110

$ 5.660

11.1%

S
0
$ 35,700
0
0
0
0
$ 21,420
$ 40,000
0
0
0
$ 40,600
0
0
$ 111,180
$ 177,225

$

510

$

$

0

PERCENT

$ 510

NONMARKETABLE
S
0
Notes
Active Real
0
Passive Real
0
Other Passive
0
Precious Metals
0
Collectibles
0
0
Other
TOTALNONMARKETABLE
0
TOTALACCESSIBLE
$ 66,045
RETIREMENT
IRAs
CDs
Annuities
Mutual Funds
Brokerage
401k Plan
Nancy's
Ted's
Keogh(s)
None
None
Vested Pension
Defamed
Compensation
Annuities
TOTAL RETIREMENT
TOTAL CAPITAL

COST

8,670

$

$137,496

DEDUCTIONS
EXEMPTIONS

$ 28,560
7.800

TAXABLE INCOME
TAXES
CREDITS
OTHER TAXES
PAYMENTS
REFUND /AMOUNT OWED

$
0
$
0
$ 30.600

$101,136
$25,712

$4,888

NET SAVINGS STATEMENT

$ 30.600
$ 14,280
$ 6,987

$

$ 9,180

0

TOTALTAXES

LIQUID
Money Market
T -Bills
Passbook
TOTAL LIQUID
MARKETABLE
Growth-andIncome Fund

$ 9,180

$ 10.606

TAXES
Federal
State and Local
FICA

INVESTMENT

$146,676
0
0

ADJUSTED GROSS INCOME
$

Nontaxable

$142,80)
2,244
816
816
0
0
0
0

TOTAL ADJUSTMENTS

TOTAL LIVING EXPENSES

ANNUAL SAVINGS

Taxable
Wages
Interest
Dividends
Refunds
Self- employment Income
Capital Gains
Schedule E
Other

510

5.91/6

$ 3,926

122%

$ 59,874

$3,060

S 3,110

$ 6.170

103%

$ 33,150

$ 2,550

S

S 2.550

77%

$ 18,360
$ 11,220

$ 62.730
$ 122,604

$ 510
S 300

$ 3366
$ 6,426

0

$ 2,550
$ 1.734

$ 4,284
$ 7,395

S 3.D60
$ 2,040

$ 7,650
$13.821

16.7%
18.2%

12.2%
11.3%

Savings
Federal Taxes Withheld
Federal Tax Due
Refund'AmounlOwed
Slate and Local Taxes Withheld
State and Local Taxes Due
Refund/Amount Owed

$ 23.234

NET SAVINGS

$ 31,182

$30,600
$25.712
$ 4,886
$14,280
$11,220
$ 3.060

BALANCE SHEET
ASSETS
CASH
On Hand
Checking
Money Market

$

TOTAL CASH

$ 11,220

CAPITAVINVESTMENT
I. Marketable
Liquid
Stocks
Bonds
Mutual Funds
CDs
Cash Value Lite
Options and Futures

510
1,500
9,180

LIABILITIES
MONTHLY LIABILITIES
Bills
RenVMortgage
Loans

$

765
1,316
2,244

TOTAL MONTHLY

$

4,325

Margin

$

0

Loans

$

0

Total Loans

$

0

LEVERAGED DEBT
$

9,180
0
0
0
36,465
20,400
0
0

Total Marketable and Liquid
11. Nonmarketable
Notes
Real Estate Active
Real Estate Passive
Precious Metals and Gans
Collectibles
Other

$ 66,045

Total Nonmaiketable
III. Retirement Plans
IRAs
TSAs
Keoghs
Vested Pensions
Deterred Compensation
Annuities
Total Retirement

$

TOTAL CAPITAL

$ 177,225

0
0
0
0
0
0

0
0
0

Notes
Loans
Loans

0

35,700
34,680
o
40,800
0
0
$ 111,180
TOTAL LEVERAGED DEBT

$

0

PERSONAL DEBT

PERSONALASSETS
Home
Vacation Home
Furnishings
Furs and Jewelry
Vehicles
Other

$ 288.500
0
25,500
5.100
18,870
0

Mortgage
Home Improvement Loan
Installment Debt
Car Loans
Other

$ 45.900
15,300
7,140
12,240

TOTAL PERSONAL

$ 329.970

TOTAL PERSONAL DEBT

S 80,580

$ 518.415

TOTAL LIABILITIES
NET WORTH
LIABILITIES 8 NET WORTH

$ 84,905
433,510
518,415

TOTAL ASSETS
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profit for a number of years, and any
losses cannot be deducted when their
adjusted gross income exceeds
$150,000. Second, the tax laws might
have a negative impact on the future
value of such properties, suggesting
that current prices may now be too
high. Third, they will use the home
only two weeks during the year. It will
not be enjoyed year -round. Fourth,
they will have to spend extra time
maintaining and managing the property, which will detract from their
travel plans. If the purchase is desirable from a personal standpoint, the
financial issues become secondary.
The Baileys regret not traveling
more often during the past decade.
They both have four weeks of vacation
each year. One week in summer is
spent with the family at the seashore.
They are planning a two-week trek in
Alaska, the Yucatan and the Mayan
civilization, and an African safari.
This leaves them one week during the
winter to vacation in Florida.
The Baileys need an additional
$6,000 for their annual vacation expenses. They have cut their tax bill by
$1,400 per year through additional
contributions to their 401(k) plans.
Also, they will receive a sizable tax refund this year. This suggests that

they need to increase their declared
exemptions and increase their cash
flow. In addition, their net savings
statement shows total savings of
$31,181, indicating ample funds for
more expensive travel plans.
The Baileys manage risk and contingency needs well. Both have been
careful to obtain long -term disability
protection equal to 600 of their earnings. Ted and Nancy have life insurance equal to about three times their
salaries —Ted has $300,000 of term
and universal life, while Nancy has
$150,000 term. A $2 million umbrella
liability policy adequately guards
against casualty and liability risks.
Recently the Baileys discussed
how to best allocate their capital assets (Baileys' Financial Profile).
Subtracting the money market funds,
intended for future vacation expenses,
they have debt -based assets of
$96,900 (57.7 %) and $71,145 (42.3 %)
of equity -based assets. They accept
this as a suitable long -run balance.
Most likely, Ted will increase his position in company stock through the
incentive stock option program. To
maintain the balance, he can shift his
401(k) contributions to a guaranteed income contract account.
Further repositioning of $15,000 of
/c

travel more often. Since the children
entered high school, vacations have
been limited to renting a beach home.
After careful deliberation, the Baileys opt to keep their home. It would
be difficult to invest the proceeds and
earn $125,000 in three years —certainly they would have to pursue a
high -risk investment strategy. In
some cases the economics encourage
individuals to keep a home for a longer period of time. A home equity loan
for investment purposes might be
wise, but borrowing to invest is a risky
move. Moreover, Ted and Nancy have
only three years until they will sell the
home —too short a period to use the
funds economically and justify any
closing costs for the loan.
Ted and Nancy have never owned
real estate oth er than th eir home.
They are now considering purchasing
a vacation house for both personal
and investment purposes. They are
familiar with the real estate market
in the seashore area where they vacation each year. Vacation home prices
have appreciated markedly in recent
years, and they believe a real estate
investment will pay off.
But from a financial viewpoint the
investment does not appear attractive. First, they would not realize a

Many families make sure they allot enough money and time for vacations together.
MANAGEMENTACCOUNMCrYSEPTEMBER1990
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$200,000 uniAGE62
AGE65
versal life poliYear
Annual Benefits
Year
Annual Benefits
cy with the
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ANEXPANDINGEMPLOYEEBENEFIT

Personal
Financial Planning
with Expert Systems
Lower costs mean more employees can receive financial planning.
vial planning as a benefit to employees. The dramatic reduction in the
cost per employee for quality comprehensive personal financial plans,
however, has undoubtedly been the
deciding factor for many companies.

PERSONALFINANCIALPLANNING

Name NWon(a)counselsemployeesaboutdWrmdmmem

BYMARYELLENPHILLIPS,CAROLE.BROWN,
ANDNORMAL.NIELSON
hen a provider of personal financial planning
services uses an expert system to prepare plans,
the cost per plan is substantially reduced and
the quality of plans is more consistent. Because
of the reduced cost and increased quality, an employer can
consider providing comprehensive personal financial planning to many more employees than currently are receiving
this benefit.
The increasing complexity and rate of change in the income tax laws, the relative increase in pension benefits and
other forms of nonsalary compensation, the shift to cafeteria plans for employee benefits, and the increasing number
of investment options available in the marketplace have
contributed to companies' decisions to add personal finanMANAGEMENT ACWUbrMGGEPMMBEA 1990

ersonal financial planning includes insurance planning, retirement planning, investment
planning, income tax planning, estate
planning, cash management, and
debt management and can include
recommendations for choosing among
nonsalary compensation options and
employee benefit options. All aspects
of personal financial planning are included in comprehensive plans. The
personal financial planning benefit
can include group education, individual counseling, comprehensive personal financial plans, or a combination of all three for a select group of
employees or for all employees. The
benefit, for example, can be simple— providing a seminar
for employees about the company's pension benefits – or it
can be expanded to include individual counseling about options available upon retirement. An employee also may receive professional assistance in completing the data input
form and in interpreting the plan and counseling regarding
the recommendations.
A company may include personal financial planning
when it shifts from the traditional preselected specific benefits for all employees to a set dollar amount for each employee, with each employee selecting the benefits desired
from a group of options —what is called a flexible benefit
or cafeteria plan. According to the Bureau of Labor Statistics, twice as many employees of medium- and large -sized
companies were covered by cafeteria plans in 1988 as in
1986.
When a company changes to a cafeteria plan for employ29

ee benefits, the employees have greater responsibility for
their own financial future. For example, when Monsanto
Company instituted a cafeteria plan for its employees recently, it made a personal financial planning option available to nonunion employees to assist them in planning for
their financial future. The benefit was provided because
Monsanto believed it had shifted a portion of the responsibility for the employees' financial future to the employees
and needed to provide them with additional tools to assist
them in planning their own financial future. Monsanto employees can have a comprehensive plan or can elect to have
a specialized plan, such as a retirement plan, prepared.
Over time, as employees implement
the suggestions and recommendations contained in their personal financial plans, the employees' choices
from the available benefit options are
apt to change.

of the plan or its recommendations, the cost will range from
$500 to $2,000 per employee.

TYPESOFSYSTEMS

ersonal financial planning expert systems are classified either as integrated systems that provide solutions to all aspects of planning or as specialized systems that focus on a smaller area such as income tax
planning. Developers of expert systems for comprehensive
personal financial planning use four basic approaches: a
custom expert system, a custom modification of an existing
expert system, the purchase or license
of an expert system for in -house use,
and developer- provided personal financial plans. The best approach for
a particular company depends upon
the number of plans to be prepared,
the expertise and staff of the organization in both expert systems and perWHOPROVIDESTHESERVICE?
sonal financial planning, and whether
or not the company wants to provide
comprehensive personal finanthe service in -house or hire an outside
cial plan starts with the collecentity to provide the service.
tion and analysis of personal
If a company prepares a large numand financial information. A compreber of personal financial plans, using
hensive plan considers all aspects of
a proprietary customized expert sysan individual's personal finances intem may be most cost - effective alcluding assets, liabilities, sources of
though such a system is expensive to
revenue and expenditures, pension
develop. The development requires
benefits, insurance coverage, the
experts in both computer programgoals and desires of the employee, and
ming and personal financial planning
the person's attitudes toward risk. Beand can take two or three years. In adcause no two people have the same fidition, the company constantly must
nancial position, sources of revenue,
update the knowledge bases used in
spending habits, goals and desires,
analyzing
the individual's informaand risk attitudes, each personal fiCarol Brown (I.) with student
nancial plan must be tailored to the I_
tion, for changes in income tax laws,
insurance and investment products,
individual. Personal financial planand the environment.
ning is an individualized ongoing process requiring conA company may modify an existing personal financial
stant updating to incorporate changes in the environment
planning expert system to include its own benefit plans and
as well as changes in the individual's life, goals, family stacompensation packages. A company also can purchase or
tus, and financial situation.
license a system for in -house use, with periodic updates
Personal financial planning services are provided to the
provided by the developer, and prepare the plans itself. For
public by certified financial planners (CFP), chartered fithese alternatives, corporate managers must consider
nancial consultants (ChFC), and SEC - registered investwhether it is appropriate for the company to have personal
ment advisors (RIA). In addition, depending on the nature
and
confidential employee information, which employees
of their practice and experience, some certified public acmay be very reluctant to provide their employer.
countants, chartered life underwriters, attorneys, and othFinally, a company may decide to enter into a contract
ers with substantial training and experience in the field
for employees' personal financial planning with the expert
also may provide personal financial planning advice. A persystem developer and provider of services. The information
sonal financial planner must be knowledgeable about penfor the plans is entered on forms prepared by the employees
sions, insurance, investments, asset valuations, and debt
and mailed to the operator of the expert system. For most
management, as well as have an understanding about the
companies, contracting with a personal financial planning
laws concerning income and estate taxes, property ownerexpert system developer who is also a provider of the planship, divorce, wills, estates, and trusts. A good personal financial plan prepared by a qualified planner can cost $200
ning service is the most likely choice. If a company uses an
outside entity, the company has not become the personal
to $20,000 or more, depending on its completeness, the
financial planning expert with the inherent risks of providnumber of hours of personal assistance provided by the proing incorrect or unprofitable suggestions or the invasion of
fessional preparer, and the method used to prepare it.
When personal financial plans are prepared using exemployees' privacy.
pert systems, companies can provide the planning benefit
to employees at a reasonable cost. An expert- system -preSELECTINGANEXPERTSYSTEM
pared comprehensive personal financial plan costs from
hich personal financial planning expert system pre $200 to $500, and the results are consistent and generally
parer a company chooses depends on how a compafree from product bias. If employees receive individual asny views providing personal financial planning sersistance either in the preparation of data or interpretation
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vices for its employees, its assessment of the confidentiality
ings with employees and prepare the forms. Because the
of employees' information, and the associated legal liability.
quality of plans is directly dependent on the quality of the
The selection criteria for a personal financial planning exinformation provided, input forms that are well organized,
pert system can be divided into the following categories: rereadable, understandable, and user friendly are vital when
liability of the system, form of data input, flexibility of the
employees prepare their own information.
system, understandability of the output, and potential liA form that assists employees in determining the
ability for results. If a company decides to use an outside
sources of information and the values to use is superior to
provider, competition assures that the cost per plan will
one that does not. The input form can be customized to
vary little among providers.
match the company's benefit reports. For example, the form
Reliability of the System. If the expert system truly repmay refer the employees to a particular line on the comresents personal financial planning expertise, then reports
pany's benefit statement for a needed item. The provider
generated by the expert system should be at least as high
of the personal financial planning service may provide asin quality as those created by a qualified personal financial
sistance via a toll-free number or through personal counplanner who did not use an expert system. A company can
seling, either on an individual basis and/or through semitake one of two approaches to determine the expertise of
nars and group help sessions. Some of the expert systems
a developer: one is to rely on the prostore employee data so that employees
fessional reputation of the preparer
only need to update previous informaand the other is to test the product.
tion once the first personal financial
Simply reviewing sample reports will
plans have been prepared.
not provide sufficient information to
Flexibility of the System. Flexibility
make an informed decision or constiin an expert system means it can:
tute due diligence in the selection of a
provider.
• Provide only a part of a comprehenIf a company relies solely on the
sive plan, such as cash manageprofessional reputation of the providment or income tax planning
er of the planning service, the compa(modularization);
ny should require the provider to
• Modify its inherent assumptions
agree to indemnify the company for
such as the rate of inflation anticiany reasonable potential liability. In
pated (parameterization);
addition, the company should make
• Modify the recommendations and
sure the provider has the financial redetermine the effects ("what if'
sources to cover the indemnification
analysis).
agreement.
To test the product, the company
Not all employees will be interestshould evaluate carefully the results
ed in or want a comprehensive personproduced from runn ing test cases.
al financial plan. For example, some
MaryEllenPhillipsexplainsfinancialplanning.
The person evaluating the results of
employees may be interested only in
the test cases must be qualified to deretirement planning and may not
termine the quality of the reports. If the company does not
want cash and debt management, or they may not want to
have a qualified employee, it will need the services of an
reveal certain aspects of their financial and personal situoutside professional planner, although having one financial
ation.
planning professional evaluate an expert system used by
Some employees may prefer planning strategies or types
other planners in providing the same service can lead to
of investments that are not typical of the recommendations
conflict.
of the expert system. An expert system that can incorporate
The advantages of using a personal financial planning
an employee's preferences is better than one that will not
expert system will disappear rapidly unless the system's
as an employee will not follow a plan that differs widely
knowledge base is updated constantly by the developer.
from his or her preferred choices.
The pace of new product introductions by financial mstituSome employees may have strong beliefs about the futions and the frequency of modifications to the Internal
ture economic environment, such as expecting the rate of
Revenue Code make such updates crucial. If the system deinflation to remain above 5% for the foreseeable future, a
veloper is stable, financially sound, and committed to the
view that conflicts with the 2% inflation factor used in the
product, the company can be reasonably certain the expert
expert system's recommendations. In such a case, the exsystem will be updated over the foreseeable future, thus
pert system should permit the employee's views to be inproviding the best possible personal financial plans for its
cluded, although if an employee's perceptions are out of noremployees.
mal bounds, they would have to be overridden by the
Form of Data Input. The preparation of personal finansystem. An expert system that permits the setting of pacial plans requires information about the company's benefit
rameters to reflect the reasonable preferences and beliefs
plans and compensation arrangements and other details
of individual employees is likely to provide more usable
about each employee's financial and personal situation inplans than a system that does not.
cluding his or her financial goals and risk attitudes. The
In planning for the future, employees may have questools for gathering needed data and the methods of providtions such as "What if I purchased shares of a mutual bond
ing the information are important considerations when
fund rather than individual corporate bonds?" If the expert
choosing a provider of personal financial planning services
system can compare the effects of various alternatives, it
for employees. The information required may simply be enwill provide the maximum benefit to employees in planning
tered on a form provided to the employees. A provider may
for the future. The price per employee of a personal finangather the required information through individual meetcial plan will affect the amount of `what if' sensitivity analMANAGEMENT ACCOUNTINGIEPTFJMR 1990
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AAFINPLAN
All income ranges, in use since 1989. Wallace Head, Arthur
Andersen & Co., 69 West Washington St., Chicago, IL 60602.
Phone: (312)507 -7236.
AYCO
Incomes over $60,000, in use since 1983. Linda Kempin, The
Ayco Corporation, One Wall Street, Albany, NY 12205.
Phone: (518) 869-2503.
CLIENT PROFILING SYSTEM
Incomes between $25,000 and $200,000, in use since 1987.
Tyrone Mowatt, APEX, Applied Expert Systems, Five
Cambridge Center, Cambridge, MA 02142.
Phone: (617)492-7322.
OBJECTIVE FINANCIAL SYSTEM
Incomes over $50,000, in use since 1987. Bruce Niswander,
Objective Financial Systems, 245 West Cooke Rd., Columbus,
OH, 43214. Phone: (614) 262 -3171.
PERSONAL FINANCIAL ANALYSIS
All income ranges, in use since 1987. George Barbee,
Executive Director of Personal Financial Services, Price
Waterhouse, 51 Sawyer Road, Waltham, MA 02154.
Phone: (617) 899 -6500.
PFPS
(Personal Financial Planning System)
Incomes between $25,000 and $500,000, in use since 1987.
Ross S. Cann, Chase Lincoln First Bank, MC -5, Rochester, NY
14643. Phone: (716) 258 -6708.
PLANMAN
All income ranges, in use since 1983 in the United States; in
the United Kingdom and New Zealand since 1987. Daniel L.
Whittenburg, Sterling Wentworth Corporation, 57 West 200
South, Suite 510, Salt Lake City, UT 84101.
Phone: (800) 752 -6637.

ysis provided. A plan must provide the alternatives employees feel are important, or it will not be implemented.
Understandability of the Output. The planning horizon
and the format, length, and readability of the reports are
important considerations. The company is paying a substantial sum for the personal financial planning service for
its employees, and the only tangible evidence of that service
is the report. If the employees do not understand the report,
they have wasted the time spent in providing the information, and the company has not spent its benefit dollars wisely. Personal financial plans are just plans —the benefit to
the employees comes from executing the suggestions provided by the plans. If a company selects an expert system
that generates a lengthy and complex report, the company
must be willing to pay for the planner's interpretation of
the plans for the employees.
Potential Liability for the Plans. The company that has
selected the provider of the personal financial planning service and is either paying the cost of the service or reimbursing the employee for the cost may have some potential liability for the resulting plans. This liability can be
mitigated if the expert system is selected with due diligence, which includes determining the quality and completeness of the service and the lack of product bias.
By evaluating the expert sysem and the reputation of the
provider, an employer can determine that the personal fi82

nancial planning services provided to employees are of high
quality. If the plan provided is limited to just one area, such
as retirement planning, the company must make sure the
employees know of the limitation. If the company is sponsoring comprehensive personal financial plans, the plans
must cover all the planning areas and not emphasize one
area and ignore or slight another.
The company must ascertain that the personal financial
planning service it has selected is not promoting or selling
a product, which might make its recommendations biased.
Some companies may require the provider of the service to
provide limited indemnification for potential losses, such as
illegal activities on the part of the planner.
SOME PERSONAL FINANCIAL PLANNING EXPERT SYSTEMS
personal financial planning expert systems that
provide solutions to all aspects of financial planning
(comprehensive systems) are discussed here, together
with the major features that differentiate the systems. Specialized systems with a narrow focus, such as tax planning,
have been omitted. All seven systems discussed may not be
capable of providing services to companies with a large
number of employees. The reference list (see Table 1) provides the targeted income levels, time in use, and developer's name, address, and phone number.
Ayco Corporation. In 1983, the Ayco Corporation upgraded the computer system begun two years earlier to an
expert system. Ayco provides personal financial planning
services on a fee basis to the top executives of Fortune 500
companies. It specializes in analyzing very complex personal financial situations with as many as 100,000 recorded
data items used in preparing a single client's plan and produces reports that average 60 to 80 pages. The Ayco Corporation's database - driven financial planning expert system is an integral part of its practice. Personal financial
plans prepared by the expert system are not marketed separately but are always prepared by planning professionals
assisted by the expert system.
For top executives with incomes of $100,000 or more, the
cost for a first -year plan averages $13,000, with subsequent
years costing approximately 60°lo of the initial year's fee.
Ayco also offers a service for middle managers with incomes
of $60,000 to $75,000 that is less extensive and costs approximately $4,500 for the first year.
Client Profiling System. The Client Profiling System for
financial institutions was in use by 1987. Currently, six major financial institutions are using the system, including
firms both inside and outside the United States. Depending
on the volume of personal financial plans prepared, the production system can be licensed for $100,000 or more. Client
Profiling is intended for middle -income customers. The system uses a client questionnaire that can be prepared with
the assistance of the financial institution representative or
by the employee. The questionnaire requires financial data
and focuses on the customer's goals. The system generates
a 15- to 20 -page client report. In 1989, APEX began offering
the system on a per -use fee basis to individual personal financial planners.
ObjectiveFinancial System. Objective Financial System
has been commercially available for three years. Minicomputer based, Objective Financial System links to other systems that track market and rate -of -return trends and integrates that information into its analysis and
recommendations. The system uses client profile information as well as financial information in preparing its report.
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TABLE 111NTEGRATED PERSONAL PLANNING
EXPERT SYSTEMS
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Modeling is based on available funds and available investments. The system produces either a comprehensive financial plan or separate modules addressing retirement planning, education funding, debt management, insurance and
risk management, life insurance planning, estate planning,
dwelling management, cash flow and budgeting, and investments. The final report is produced using a computer controlled word processor. Objective Financial System is
marketed on a per -use basis primarily through banks, savings and loans, and credit unions.
Personal Financial Analysis. Personal Financial Analysis is a package of services available to companies that are
clients of Price Waterhouse. Client companies purchase the
service to provide financial guidance to their employees.
The three -part package tailors results to the client company's benefit plans. First, the employees fill out a confidential questionnaire focusing on their economic and family
situation: income, taxes, investments, employee benefits,
marital status, number of dependents, and any special financial goals such as financing retirement or children's
education. The questionnaire serves as the basis for a 40to 50 -page report that provides suggestions for asset management, investment strategies, tax- saving strategies,
planning for education savings, life insurance needs, and
retirement savings. The report, prepared using a combination of human analysis and expert systems, includes financial action checklists to help employees implement their
plans. The personal financial plan is cross - referenced to a
350 -page volume of planning information to help employees in implementing the recommendations.
PFPS (Personal Financial Planning System). PFPS, in
use since 1987 by Chase Lincoln First Bank, is an integrated personal financial planning expert system. The system
was developed more than six years ago by Chase in conjunction with the international consulting firm, Arthur D.
Little, Inc. PFPS is an integrated system covering investment planning, debt planning, retirement planning, education planning, life insurance planning, budget recommendations, income tax planning, and savings for other major
financial goals. PFPS can be programmed to handle the details of a specific company's benefit programs, including
stock options and deferred compensation plans.
The system provides detailed reports of 75 to 150 pages
for employees with all ranges of income. Reports are provided to clients on a fee basis with fees as low as $300.
Chase now is marketing the system to certified financial
planners, other banks, and companies for use in providing
an employee benefit.
PLANMAN. PLANMAN is a PC -based personal financial planning expert system developed by Sterling Went,
worth Corporation for use by professional financial planners. Quantitative and qualitative personal data about the
planner's client are collected on preprinted fact finders. The
client information is checked and analyzed by more than
7,500 decision rules in the system. The system generates
comprehensive or modular plans with an option to create
a pro forma report. The use of planning parameters allows
the system to base conclusions and recommendations on
the individual planner's philosophy as well as client- specific data. The client - specific conclusions and recommendations are used to select appropriate paragraphs of infm-mation, which are merged into a customized report. With the
pro forma option, the financial planner can use the system
to project the long -term impact of the system's recommendations on the financial condition of the client and to do
`what if' analysis. PLANMAN includes these modules: inMANAGEMENT ACCOUNTING/SEPTEMBER 1990

PLANMANIncorporatesusers'remmmendaflons.
come tax and cash flow, investment and portfolio, life insurance, disability income, retirement, education funding,
and estate. The user can use one or a combination of these
modules or the entire expert system. The system provides
the financial planner with extensive report writing and
graphics capabilities. PLANMAN has been in use for several years, and recommendations of users for improvements have been incorporated continuously.
AAFINPLAN. AAFINPLAN is a modified version of
PLANMAN that Arthur Andersen & Co. has developed
with Sterling Wentworth Corporation. The knowledge base
received minor modifications, and the text of the recommendations was modified extensively. Arthur Andersen's
approach is to include consultation with its personal financial planning professionals along with the expert- systemproduced plan. AAFINPLAN is available to companies that
are clients of Arthur Andersen in a package of services similar to that described above for Personal Financial Analysis.
As seen from the variety of expert systems described
above, companies have a wide choice if they decide to provide personal financial planning for their employees. More
and more companies are doing so as benefit dollars become
scarcer and personal financial planning becomes more complex. As companies attempt to limit the cost of benefits, the
providers of personal financial planning services will rely
increasingly on expert systems technology to provide consistent and cost- effective advice.
■
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Are Corporate Codes of
Conduct Effective?
Yes, but. I. . the corporate environment, may be more important.
Jos. Palmisdffl.

BY ANNE J. RICH, CMA,
CARLS.SMITH, CMA,AND
PAULH.MIHALEK
hat is the
most effective
way for top
management
to send a tough message
that everyone in the
organization must resolve
day - to-day problems with
the highest of ethical
standards ? People have
long thought the answer
was having a corporate
code of conduct. The
National Commission on
Fraudulent Financial
Fp orti ng a Wadway
Commission ) concluded
that written codes are
important for
communicating
expectations and that more
corporations should adopt
such codes. But how
effective, really, are codes
of conduct?
To date, research has
focused on obtaining
information on how many
companies have written
codes of conduct. We
conducted a recent study to
4
determine whether
employees in those
�
companies that do have a
formal code of ethical
conduct behave
significantly more ethically
than employees in
companies that do not.
"High ethical standards come from individuals, not codes."
The Treadway
Commission also concluded
they are by employees.
that the use of independent internal
auditors would be another way to
assure ethical reporting of operating
DATA GATHERING
results . Therefore, a second objective
e sent a questionnaire to
of our study was to find out how
m anagem ent accountants
effective internal audit functions in
to find out whether their
organizations are and how respected
34

companies had a formal
code of ethical conduct,
how much they knew
about it, and how well they
adhered to it. We gathered
additional demographic
data regarding the person's
position, background, and
training the size and type
of operation of the
company; the respondent's
relationship with the
company's internal and
external auditors; and the
perceived resistance to
imposed accounting
practices.
Questionnaires initially
were mailed to 2,000
persons randomly selected
from the National
Association ofAccountants'
database. They
represented both privately
and publicly held
companies. Most of the 326
respondents were
controllers of
manufacturing
organizations. The
questionnaire also was
mailed to a second group of
1,000 persons whose
designated position was
"controller." They, too,
were selected randomly
from the NAA database.
We received responses
from 264 persons.

THE TONE AT
THE TOP
he main focus of this
research was to find
out whether there is
a relationship between the tone at the
top and an effective written corporate
code of conduct. Overall, 80% of our
respondents felt top management was
either highly or at least somewhat
concerned with ethical conduct.

T
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INTERNAL AUDIT
FUNCTIONS

0

ur survey queried the
respondents concerting their
perceptions as to the
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effectiveness of those internal audit
functions already in place. Of the
initial survey respondents, 44%
indicated that their companies had
internal audit departments. The
second group, the controllers,
indicated that only 29010 of their
companies had internal auditors.
Even though the skills and experience
of most of the internal auditors were
well respected, the presence of the
individuals in an organization did not
appear to cause any significant
differences in behavior.
We asked the respondents about
the effectiveness of the internal audit
function in reducing the risk of
fraudulent financial reporting. We
discovered that about 55% of the
respondents felt it was difficult to hide

The survey results
were shocking.. . we
found that many
respondents did feel
the pressure to
achieve a targeted
net income.
FIGURE 1/
Do you feel pressure to achieve
specific net income?
111
70
64

with
formal code

57

without
formal code

Do you feel pressure to achieve
specific ROI?
1 4 4

67

119

64

with
formal code
n

more

Management in those companies with
formal codes, however, were
perceived to have greater concern
than their counterparts with no
formal codes.
We were interested in whether
respondents felt there was pressure to
achieve certain financial targets and
whether there would be less pressure
to manipulate earnings if the
company had a written code. The
survey results were shocking. First,
we found that many respondents did
feel there was pressure to achieve a
targeted net income —and that the
pressure was greater in companies
with a formal code. More than half of
the 45% who had a formal code
indicated that they felt pressure to
achieve a specific net income figure,
while in those companies without a
formal code, only 34% indicated there
was such pressure.
In another performance
measure —return on investments —tile
results were the same. Pressure to
achieve a specific ROI was much
significant in those companies with a
formal code (51% compared to 27 %).
Perhaps this pressure can be
explained by the size of the company.
Larger companies that tend to have
more formal codes of ethical conduct
also might experience the most
pressure to manage earnings.
Respondents also were asked
about several factors that might
influence their ethical behavior. One
of those factors was their own
personal ethical values; 93% believed
that those personal values affected
their behavior. The company code of
conduct influenced the behavior of a
smaller number, 79%. The responses
were consistent across firms with
corporate codes and those firms that
did not have a code.
We then wanted to know if the
existence of a code affected the
perception of how difficult it would be
to hide an ethical problem or of how
high the risk of exposure would be.
We found that having a code resulted
in no significant differences in either
area. Respondents, in general, felt it
was difficult to hide an ethical
problem (76%) and that there was a
high risk of exposure of unethical
behavior in their organizations (83 %).

without
formal code

negative information from the
internal auditors, while 61% felt it
was not difficult to hide negative
information from the outside
auditors. The effectiveness of internal
and external auditors did not appear
to be correlated with whether
companies had a written code of
corporate conduct or not. In light of
this response, we feel the internal
audit function in companies should be
strengthened.
Management accountants
perceived few positive significant
differences attributable to a written
code in any area researched. Because
there was no evidence that a written
code of conduct helps an individual
resolve ethical dilemmas, companies
should focus their attention on
creating an ethical environment.
Written codes cannot address every
problem that might arise. Written
codes of conduct can help set a tone at
the top, but without procedures that
assist people to resolve ethical
dilemmas, the corporate code cannot
be effective.
The Treadway Commission may be
placing too high an expectation on the
written code of ethics. High ethical
standards come from individuals, not
written codes. Our society must find
ways to create an ethical climate, and
there is a clear role for academe. No
one must underestimate the
importance for each of us to develop
and maintain a high standard of
ethical behavior.
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How Activity Accounting

Works in Government
The Naval Supply System's Command reduced operating costs
without seriously jeopardizing quality and timeliness.
BY DAVIDJ.HARR
CertHiceteofMot,1989-90
hat are many organizations doing when faced
with an expanding workload and decreasing
resources? In the case of the Naval Supply
Systems Command, headquartered in Washington D.C., the solution was an activity -based accounting
approach to budgeting and financial performance measurement. As a result of using this new approach, the command
reduced its operating costs without losing the timeliness
and quality of its services.

With an annual operating budget of approximately $1.3
billion, the Naval Supply Systems Command provides logistics services to Navy ships, aircraft, and shore installations from a network of field activities throughout the United States. The activity -based approach was implemented
in its Jacksonville, Florida, Supply Center and seven other
locations throughout the United States. The Jacksonville
Center provides naval, industrial, and general supplies as
well as contracting services to ships based in nearby
Mayport and to shore installations in Northeastem Florida
and in the Caribbean area.
Working with headquarters, Jacksonville and the other
Supply Centers created activity measures to use with costRids Crews.

Physical distribution productivity improvements included construction of relocatable storage buildings and the use of "jeep trains" to move material.
MANAGEMENT ACCOUNTING/SEPPEMBER 1990
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Traditional Approach
Productive Unit Approach
Function
Resources
(Representative)
Receipt Control
$150
A. Cost Pool
Receiving Operations
500 - 1
Resources:
Care of Material in Storage 100
$10,000
Shelf Life Control
50
Order Processing
250 L I►B. Planned Unit
Inventory Control
700
Volume
Technical Review
200
1,000
Servman
100
Bin Issue
600--1
C. Productive
750
Bulk Issue
Unit Rate
Packing Operations
750
$10.00
Packing Supplies
1,250
(A) =(B)
Blocking Bracing
1,600
Material Handling
1,600
MHE Rental
250
Resources Provided:
Fleet Support
550
Actual Volume
Industrial Support
600
X
Unit Rate
TOTAL
$10,000
i

reviously, the Jacksonville Center used an ADP based job order cost accounting system involving
more than 200 accounts for budgeting and financial
reporting to headquarters. A cost account was assigned to
each function, and work measures were defined for approximately half the functions. Workload and processing time
data for key functions and operating indicators were reported daily, and costs were summarized weekly. Monthly reports to headquarters displayed resources used in each account at the branch, division, and department level. The
cost per unit was reported for each cost account with a work
measure.
The Center developed an annual budget request at the
cost account level. For functions with work measures, estimated workload levels were used to support the budget
requests. For the other functions, the historical level of resources was adjusted for program changes. Headquarters'
functional staffs reviewed the budget submission and monitored actual performance during the fiscal year.
Under this approach, the key financial performance indicator was the total of the actual versus budgeted expenses. Within the budget, evaluation of financial performance focused on a monthly comparison of expenditures
with planned levels. If there were significant variations
from plan, headquarters requested an explanation. But the
sheer volume of variations each month at the cost account
level, coupled with time lags in reporting, prevented staff
from making timely adjustments to the approved budget.
Any unexpected requirements were reviewed at midyear and approved if resources were available. Command
budget shortfalls were accommodated through across -theboard reductions of resources, which often created short term disruptions in service delivery, timeliness, and quality
of field activity performance.
Despite the level of detail, the financial reports did not
provide the information or incentives needed to improve
the Center's financial performance. Because the accounts
measured costs and work by functions, unit costs were neither process nor output measures and could not be directly
related to operating performance. Also, the scope of each
cost account was rather comprehensive to cover the assigned function adequately. Consequently, wide variations
in workload volume and mix occurred within functions. The
effects of these variations on resources used could not be
identified with the functionally oriented unit cost measures. Thus, the budget could not be readily adjusted for
changes in workload.
Another major shortcoming of the budgeting process
was that as long as operating objectives were met and the
total budget was not exceeded, the approach provided no
further incentives to reduce costs. But, increasing workloads and costs were driving budget requests upward, and
resources available to headquarters were insufficient to
meet the total requirements of all the field activities. Also,
headquarters involvement with budget development and
execution at the cost account level resulted in excessive
monitoring with limited results.

($ and units in thousands)

-

TRADITIONAL BUDGET APPROACH

TABLE 11PHYSICAL DISTRIBUTION COST POOL
COMPARISON OF ANNUAL OPERATING
BUDGET APPROACHES

&

volume -profit analysis techniques. As a result, the budget
process became much more sensitive to changes in service
outputs. Use of activity -based information concerning work
flows and functions to provide services led to the achievement of significant cost reductions without major declines
in service delivery, timeliness, or quality.

Im. Resource Transition
- - - - - - - - ra Functional Sources of Productive Units

A SERVICE ACTIVITY BUDGET
n 1984, headquarters and its field activities developed
a new approach that incorporated two major features
lacking in the traditional budget. First, activity measures were created to link resources needed to cervices delivered. The budget changed from being strictly functional
to one concerned with the delivery of service. Second, incentives were built into the budget to improve financial performance. The new approach means costs incurred to accomplish service delivery are viewed from a process
perspective.
The existing accounting system was realigned rather
than restructured and took a broad view of costs and processes to aid the transition to a service activity budget.
Each cost account was aligned in a new cost pool structure:
• Productive Cost Pools.
Physical distribution: Cost accounts covering functions
associated with providing materials.
Procurement: Cost accounts covering functions associated with execution of purchases.
• Internal Support Cost Pools.
ADP: Cost accounts for data processing support.
General and Administrative: All other accounts.
Physical distribution and procurement are classified as
productive cost pools because their functions are directly involved with delivering services to afloat, aviation, and
ashore units. The ADP and general and administrative
costs are incurred to support the productive cost pools. Instead of monitoring the cost accounts, headquarters began
to monitor these cost pools.
To capture the myriad of functional efforts involved in
service delivery activities, a process measure was developed for each productive cost pool. Named the "productive
37

TABLE 21TRANSITION TO PROCESS
MANAGEMENT
From Function

P To Process

Organization
Element

Receiving Branch
Storage Branch
Packing Branch

Material Management
Business Unit

Work Activity
Focus

Receiving Operations
Bin Issue
Bulk Issue
Care of Material in
Storage
File Update
Packing Operations

Material Movement
and Control

Position
Description

Warehouse Worker
General Supply
Equipment Operator
Specialist
Packer
Data Entry Clerk
Supply System Analyst
Management Analyst

unit," this measure represents output for all functions assigned to a productive cost pool.'
In the physical distribution productive cost pool, a productive unit is either an inventory issue or receipt. An inventory issue includes the range of fimctions from order
processing to delivery or final shipment of material. The receipt captures all the functions involved in making material
available for issue including inventory management and
receipt processing.
The procurement productive cost pool is subdivided into
small and large purchases. Small purchases are contracts
under $25, 000. Because the functions involved are straightforward, the productive unit for this service is a contract
award. A large purchase is a contract of $25,000 or more.
Its productive unit is any one of a series of actions required
for each contract. This process measure attempts to capture
as accurately as possible the wide variation in effort required for each large purchase. Federal acquisition regulations tend to make each large purchase somewhat unique
and generally quite complex.
Productive units measure the activities involved to accomplish the delivery of services. They provide the basis to
transform the budget from one purely functional to one that
measures changes in service output more directly.
Through the use of cost - volume -profit techniques, the
Center's operating budget was modified for the productive
cost pools. Productive units are used to measure the quantity of services provided from the pool. Productive unit rates
are developed through participative budgeting between
headquarters and the Center. Resources are then "earned"
to cover actual costs incurred in the pool.
Table 1 shows the transition from the traditional budget
to the productive unit approach for a cost pool.
The resources traditionally provided by function are
pooled, and the data for the productive units are drawn
from key activities. Actual volume below plan results in
fewer resources earned, while actual volume above plan results in additional resources provided during the year.
Thus, the new approach provides a much more responsive
and objective basis for the budget process. It also has reduced the budget cycle from nine months to 45 days and
cut budget documentation requirements substantially.
88

Despite significant improvements in the budget process,
fiscal reality demanded that the Centers' financial performance improve as well. As fewer operating resources became available from headquarters each year, Centers had
to achieve operating cost savings through lower productive
unit rates. But the Supply Centers could not forget their
primary mission to provide the most responsive services
possible to units afloat and ashore. Thus operating costs
had to be reduced without seriously impacting service delivery, timeliness, and quality.

A PROCESS CONTROL EMPHASIS
o be consistent with the service activity- budget approach, the Jacksonville Supply Center changed its
view of work activity. It began to focus on service delivery processes. It established business units, trained
managers and employees, and implemented a work flow
analysis and improvements program.
The Supply Centers organization reflected the former
traditional budget structure and was organized by department. Divisions and branches had specific functional responsibilities. When viewed from a process perspective,
this functional orientation within departments caused inherent inefficiencies. For example, if there were a timeliness or accuracy problem when an order was being processed, that problem remained or increased during the
material issue, packing, and shipment functions. This, of
course, negatively affected the cost, responsiveness, and
quality of the material delivery.
To solve this problem, the Center restructured many divisions and branches within its physical distribution and
contracting departments into "business units" that focus on
service delivery processes. Each business unit receives resources from the productive cost pool and is responsible for
all functions in its assigned service delivery process. For example, a physical distribution business unit is responsible
for all material movement functions, including material receipt, storage, issue, packing, and the ADP system applications and procedures used to control material movement.
A contracting or procurement business unit is responsible
for all aspects of processing a purchase from receipt of request to the contract award.
The business unit approach goes beyond the "internal
customer' concept found in efforts to improve corporate efficiency and quality because it delivers service externally.
Each business unit is totally accountable for the cost, quality, and timeliness of its service delivery process output.
The formation of each business unit depends on such factors as commodities handled, operating location within the
Center, and the types of materials and purchase requests
processed.
The process focus also changed job descriptions and re-

TABLE XNAVAL SUPPLY CENTER,
JACKSONVILLE— EMPLOYEE DATA

($ In Thousands)

Number of
Employees
Average Cost
Per Employee

1984

1985

1986

1987

1988

1989

702

837

748

733

550

500

$22.9 $22.6

$23.0

$23.1 $28.0

$28.0
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hancements. This assistance was used to train and aid emquirements within business units (Table 2). Because each
ployees in finding process improvements. Standard operatunit has total process responsibility and accountability, job
ing cycle times for processes were established wherever
specialization disappeared, and workers expanded their
possible. Procedural changes reduced material handling
skills. Managers also had to increase their skills to include
and increased space and equipment utilization. Many prothe technical aspects of all functions in a process.
cedures in both procurement and physical distribution
Changes in the organization and job descriptions required top management to communicate clearly what it exwere automated.
Other improvements included contracts with commerpected from the staff and to provide the necessary training
cial vendors for direct delivery of bulk and other space and
to meet these expectations. To do this, an educational and
training program was started with local community collabor- consuming materials to supported units. The Center
also wanted feedback on how well the process improveleges and universities.
As a result of a survey conducted by the University of
ments were working. It asked ships in port and installations to report any discrepancies. These telephone reports
North Florida, early training focused on team building and
statistical quality control. For longer term results, a logissupplemented the standard reporting procedures.
tics academy was established with Florida Community ColTo track indicators of such waste as order processing erlege at Jacksonville. Employees were offered courses leadrors, storage delays, locations errors, and quantity and item
ing to an associate degree in logistics management.
errors in issues made, the Center introduced statistical process controls. The information from these key process inMoreover, skill- specific courses, workshops, and on- the -job
training sessions were conducted. Employees completed a personal qualification
FIGURE 1 /NAVAL SUPPLY CENTER, JACKSONVILLE —
program, which certified
FINANCIAL AND OPERATING PERFORMANCE SUMMARY
their knowledge and demon($ in Thousands)
strated quality performance
$50,000
of t he expanded range of
functions in their business
units. Completion of this pro25,20
25,700
$25,000 22.100
gram was linked to promo16,100
[ ] 16.]900
15,400
[ ]
18,900
17,200
23,600
22,300
tion, and the Center monitored employees' progress.
14,000
$15,000
The result of the training
was a highly flexible work
1984
1985
1986
1987
1988
1989
force for both physical distribution and procurement.
Total Costs
Labor Costs
This flexibility allowed much
more timely allocation of labor resources to meet workload requirements. The generalized job descriptions and the training enabled
dicators is given to employees at frequent and regularly
scheduled meetings. As a result, process quality and timeemployees to expand their career advancement opportuniliness are enhanced and maintained at minimum operating
ties.
Some experienced staff were moved to the business
costs. As with other efforts involving the use of activity units when ADP, supply system analysis, and administrabased accounting to improve quality and efficiency, the goal
tive control were shifted to these units. Thus, the levels of
is continuous process improvement. Thus, management
discusses with employees how to find and fix a problem
expertise within the units were enhanced.
As the business units were formed and the training prorather than who to blame.
gram was implemented, the Center also embarked on a major and intensive examination of its work activities. This
PERFORMANCE IMPROVEMENTS
program was guided by four major goals:
he Supply Center's overall financial operating per• Service delivery that met established standards for supformance under the activity -based approach has
been very favorable (Figure 1).
port of operational readiness.
The last year the Center used the traditional approach
• Quality and accuracy in process execution.
to budgeting and financial performance was 1984. The ac• Accountability for all aspects of the process.
tivity -based budget approach was tested in 1985 and has
IN Efficient and effective use of resources.
been used continuously since 1986.
Total labor costs of the Center have steadily declined
This effort paralleled an activity -based information approach suggested for management of operating activities in
both in absolute terms and as a percentage of total opera profit organization. Process flows were analyzed to idenating costs. The average compensation per employee has
tify key service delivery activities, and changes were aimed
risen, reflecting the transition to a more highly trained,
at elimination of any wasteful activities and achievement
flexible work force (Table 3).
The productive unit cost pool performance summarized
of smooth work flows.
The Center drew upon expertise from outside consulin Table 4 indicates that the Center has achieved signifitants to initiate an "Engineering the Workplace" program
cant cost reductions. In physical distribution, productive
unit volume decline had been accompanied by a significant
to analyze material and work flows, establish processing
standards, and implement an approach for productivity endecline in the unit rate. This reflects major efficiencies be-

T
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cause output volume declines normally result in unit cost
increases.
In the procurement cost pools, small purchase unit rates
have declined dramatically while volume has remained relatively constant. Again this reflects major efficiencies in the
Center's operations. Processing time performance has been
consistently better than the standard. Large purchase operating performance also has been better than standard,
but the unit costs have risen significantly. The productive
unit for large purchases, however, has been the most difficult to establish and maintain because of the complexity of
the process, which may be part of the reason for the increased rate.
The service activity approach provides much better information to both headquarters and the field activities.
What management learned from the activity -based approach and determination of cost behavior has resulted in
changes to the productive unit rate structure to consider
both fixed and variable costs. The constant refinement of
processing enables the staff to find the minimum costs of
providing services and then determine trade -offs between
service costs and delivery timeliness. Thus, for example,
when output declined in physical distribution, the Center
had the information to determine which activity levels to
reduce and their related effects on resource consumption.
Over time, the indicators developed by the process control and quality measures now allow the Center routinely
to obtain answers to these questions:

TABLE 4 /PRODUCTIVE COST POOL
PERFORMANCE, 1986.1989
SERVICE
PERFORMANCE
Average
Annual of
Standard Met

Physical
Distribution

-9.8

-7.7

104

Small
Purchase

+1.8

-18.3

153

Large
Purchase

-1.2

+15.3

126

1 1 9

%

%

UNIT
RATE
Average
Annual
Change

%

SERVICE
VOLUME
Average
Annual
Change

ly basis.
During the implementation of the new approach, employees continued to express loyalty and pride in the organization. Labor cost reductions were achieved through attrition. No permanent employees were involuntarily
separated. Many believed that, despite resource reductions,
the Center's goals and objectives were achieved. Communications were improved and career opportunities enhanced by the increased training. The employees' commitment to the new system may be due in part to the careful
analysis of processes and the implementation of changes.
Rather than trying to achieve an overnight success, management aimed for a series of steady improvements.
The long -term success ofthe activity -based approach depends on continual process improvements. When significant work flow and job design changes are made in an organization, fluctuations in operating performance are
inevitable. The Supply Center achieved significant cost reductions with the early use of the activity -based approach
without degrading service delivery, timeliness, or quality.
More recent cost reductions have caused declines in some
areas of service performance. Unanticipated difficulties in
changing organizational philosophy and managerial responsibilities and in implementation of complex automation systems have delayed the full payoffs from expected
productivity gains to offset the most recent resource reductions. However, the activity -based approach has clearly given the Naval Supply Systems Command and its Centers
the needed tools to effectively manage costs in a dynamic
operating environment.
■

• How much workload is in the process and where?
• Is the material or contract sent according to schedule?
• Is the right material on the shelf when needed?
• When material is received, how quickly is it stored?
• Did the Center provide the material requested?
• Are labor and equipment being used effectively?
• Where do mistakes occur, and how often, and by whom?
Previously, this information was not available on a timeFlickcrews.

of

of

of

David J. Harr, Ph.D., CPA, is an assistant professor accounting at George Mason University. He is a member the
Northern Virginia Chapter, through which this article was
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the Naval Supply Systems Command and the Jacksonville Supply Center and the research support of the
Loughran Foundation. If you have questions or comments
about this article, please contact Dr. Harr at (703)764 -6305.
'A description of the productive unit approach to the budget process is provided
in D. Harr, 'Productive Unit Resourcing: A Business Perspective in Government
Financial Management," Government Accountants Journal,Summer 1989, pp.
51 -57.
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With EASE (Electronic Assisted Solicitation Exchange), these workers
post solicitations for bids, and vendors then respond electronically.
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MAKINGACOLLEGEEDUCATION

AFFORDABLE

In 12 years, attending a four -year college may cost $200, 000.
Wilkam Denison rawUrivnky.

BY RALPH J. MCQUADE
AND RAYMOND J. LEVESQUE

ith the cost of college
tuition outpacing inflation,
you will find it increasingly
difficult to pay for your
child's college education. The
American College Testing Programs
estimates the average annual cost of
a college education, including tuition,
books, fees, and room and board, is
now in excess of $15,000 at private
institutions.
The key to financing your
children's college education is to begin
early; establish a goal, such as
funding 75% of a child's education;
and then select from the variety of
investment and tax strategies
outlined here to achieve that goal.
Although it is difficult to predict a
child's choice of a public or private
educational institution, the future
cost of a college education, investment
returns, and tax law changes, some
planning and funding assumptions
must be made. Once you establish a
plan, it should be monitored
continually to adapt to a constantly
changing investment and tax
environment.

able 1 shows what it will cost you
to send a child to college and how
much money you should save.
The educational costs are in today's
dollars of $5,000, $10,000, and
$15,000 and average cost increases of
6 %, 8%, and 10 %. The table also
provides annual end - of-the -year
pretax funding requirements at
assumed rates of return of 601v, 9%,
and 12 %. The funding is spread over
a 10 -,16 -, and 22 -year period. The
10 -year period includes six years prior
to and four years during college.
For example, you plan to send your
child to college in 12 years. The
current annual cost of the college you
MANAGEMENT ACCOUNTING/BEPPEMBER 1990
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HOW MUCH WILL IT COST?

Because college costs are escalating so rapidly, creative financial planning is essential.

believe she will attend is $10,000. You
assume that college costs will increase
8% annually, and you will be able to
earn a 9% rate of return on your
investments. Based on these

assumptions, you will need to save
$3,900 annually. If you set a goal of
funding 75% of the cost, then the
funding requirement decreases to
$2,925. If earnings of the child,
41
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COLLEGE COSTS
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Funded over 10 Years
Annual Funding
Rates of Return
9%

%

Total FourYear Cost

6%

10,000
10,000
10,000

6%
8%
10%

62,100
71,500
82,200

5,100
5,900
6,800

4,600
5,300
6,100

4,200
4,800
5,500

15,000
15,000
15,000

6%
8%
10%

93,100
107,300
123,300

7,700
8,900
10,200

7,000
8,000
9,200

6,300
7,200
8,300

In 12 Years
Annual
Increase
In Cost

2,300
2,700
3,100

$

2,600
3,000
3,400

$

31,000
35,800
41,100

$

$

6%
8%
10%

2,100
2,400
2,800

F u n d e d My"
Total FourYear Cost

6%

Annual Funding
Rates of Return
9%

12%

88,000
113,500
145,700

3,700
4,800
6,200

3,000
3,900
5,000

2,400
3,100
4,000

15,000
15,000
15,000

6%
8%
10%

132,000
170,200
218,500

5,600
7,200
9,200

4,500
5,800
7,500

3,700
4,700
5,800

1,200
1,600
2,000

Funded over 22 YearsAnnual Funding
Rates of Return
6%
9%
12%

%

In 1S Years
Annual
Increase
In Cost

1,500
2,000
2,500

$

6%
8%
10%

1,900
2,400
3,100

$

10,000
10,000
10,000

44,000
56,700
72,800

$

6%
8%
10%

$

5,000
5,000
5,000

Current
Cost

Total FourYear Cost

6%
8%
10%

124,900
180,100
258,000

3,100
4,500
6,500

2,300
3,200
4,600

1,600
2,300
3,300

15,000
15,000
15,000

6%
8%
10%

187,300
270,100
387,100

4,700
6,800
9,700

3,400
4,900
7,000

2,400
3,500
4,900

1,600
2,200
3,200

1,100
1,600
2,300

$

10,000
10,000
10,000

62,400
90,000
129,000

$

6%
8%
10%

$

5,000
5,000
5,000

$

$

12%

5,000
5,000
5,000

Current
Cost

INVESTMENTSTRATEGIES
he U.S. Series EE Savings Bonds
are issued at a 50% discount and
redeemed at face value. The
minimum issue price is $25, and they
can be issued in the name of the
parent or child.
Interest on these bonds is adjusted
twice a year, May 1 and November 1.
The market -based rate of interest for
savings bonds is 85010 of the market
average on five -year Treasury
securities during the qualifying
holding period. The current interest
rate approximates 7.0% with a
minimum guaranteed rate of 6.00, for
bonds held at least five years.
The annual increase in the
redemption price (interest) of the
bonds does not constitute current
income unless the owner elects to
report it. If an election is not made,
the deferred interest is recognized as
income upon disposition. By deferring
federal tax, an EE Bond yielding 7.0%
is the equivalent of a 9.7% taxable
yield at a 28% tax rate. Bonds owned
by a child and maturing before the
child attains age 14 can be exchanged
for Series HH Bonds. The Series EE
interest continues to be deferred, but
Series HH interest is recognized as
earned. Bonds owned by a child and
redeemed after age 14 will result in
the taxation of the deferred interest at
the child's rate, which presumably
will be lower than the parent's rate. If
a child has other unearned income,
the current bond interest should be
deferred to keep annual net unearned
income below $1,000, thus avoiding
the kiddie tax.
Due to changes in the Technical

Annual
Increase
In Cost

%

$

nt
Cost

$

potential scholarship awards, and
financial aid are considered, funding
is further reduced. In fact, the $2,925
funding requirement might be viewed
as the equivalent of an auto loan
requiring monthly payments of $244.
A basic tax consideration must be
kept in mind when developing a
coordinated investment planning
strategy: A child's unearned income in
excess of $1,000 could be taxed at the
parent's higher rate. Therefore,
investments that do not generate
unearned income or that generate
income deferred until after the child
reaches age 14 merit special
attention. In some instances it might
be better if you seek a higher current
investment return and pay tax at
your rate in order to maximize net
earnings.

800
1,200
1,600

All amounts rounded to nearest $100.

Corrections and Miscellaneous
Revenue Act of 1988 (TAMRA)
affecting the use of Series EE Bond
proceeds to pay for higher education
expenses, a parent not subject to the
phaseout provision should consider
purchasing the bonds in his name.
For example, a parent receiving
$14,000 in EE Bond proceeds ($7,000
principal and $7,000 interest) would
not be subject to tax on the interest if
the proceeds were used to pay for
qualified education expenses of at
least $14,000.
Certificates of deposit (CDs) are a
relatively safe investment with a

guaranteed rate of return for periods
of three months to five years.
Significant withdrawal penalties may
be imposed if money is withdrawn
prior to maturity. Because income
from CDs is subject to the kiddie tax,
this investment should be considered
after the child attains age 14. The
closer a child is to entering college, the
more attractive an investment in CDs
becomes because they offer protection
of principal and liquidity.
Taxable zero coupon bonds (zeroes)
issued by the U.S. Treasury or
corporate entities do not pay periodic
interest but instead pay a fixed
MANAGEMENT ACCOUNTING6EPTEMM 1990

amount at maturity. They are
purchased at a substantial discount
from face value. Each year part of the
original issue discount (OID) must be
reported as taxable income. Because
no annual cash interest is received,
there is no worry about reinvesting
periodic interest. A fixed dollar
amount of future tuition cost can be
covered by purchasing zeroes in a
child's name and holding them until
selected maturity dates. For example,
a $1,000 zero maturing in 15 years
would cost approximately $300 at a
current yield of 8.25 %.
You should consider zeroes as part
of an overall strategy for funding a
college education, keeping in mind
that taxable OID in excess of $1,000
annually will be taxed at your rate.
Prices of zeroes are volatile because of
their sensitivity to changes in interest
rates and usually should be held until
maturity. U.S. Treasury zeroes held
until maturity represent a safe and
conservative investment. Whereas
zeroes issued by corporate entities
carry the risk of default, quality
should be a prime consideration when
per
.
Zero coupon municipal bonds are
similar to taxable zeroes except that
the OID is exempt from federal taxes
and in some cases from state and local
taxes. The tax -exempt characteristic
causes these bonds to yield less than
comparable taxable zeroes. In a 28%
tax bracket, a taxable yield of 8.5%
would be equivalent to a tax- exempt
yield of 6.12%. The tax - exempt yield
should always be compared to its
taxable equivalent to determine net
after -tax yields.
A number of states now offer a
special type of zero coupon municipal
bond called a baccalaureate bond.
These bonds pay the holder a cash
bonus at maturity if the child attends
a state college or university.
Taxable bonds and notes include
those issued by corporations, the U.S.
Treasury, and federal agencies.
Investors should be aware that these
bonds could be called or the principal
repaid prior to maturity. The income
fi,om these instruments is subject to
the kiddie tax. Therefore, they should
be considered more as an investment
alternative after the child reaches age
14.
Interest on state, local, and other
tax - exempt bonds is either partially or
totally exempt from tax. These bonds
are attractive because the child has
current cash income but does not
incur a tax. For both taxable and
MANAGEMENT ACCOUNTINGNEFTEMBER 1990

To reduce the costs of a child's housing, parents could buy a condominium for the child.

tax - exempt bonds and notes,
consideration must be given to the
selection of maturity dates and
reinvestment of bond interest and
principal repayments.
An alternative to individual bonds
is an investment made in a bond fund
based on the fund's investment
objectives, such as high -yield
corporate, high -grade corporate, U.S.
government, and intermediate -term
tax - exempt. In addition to matching
your investment objective with the
fund's, attention must be given to the
fund's investment results, load fees,
expense ratio, and minimum initial
and subsequent investment
requirements.
Stock investments often offer total
returns that can outpace inflation and
perform better than most other
investments. Shares of stock of
individual companies may be
purchased, or you can invest in stocks
through mutual funds.
For the past 10 years, the
Standard & Poor's 500 has averaged
approximately 17% annually,
including reinvestment of dividends.
Stocks have the potential for both
price appreciation and dividend
return. Because of the kiddie tax,
dividend return should be of
secondary importance to price
appreciation. Growth - oriented stocks
are appropriate during the early
years of a college funding strategy,
but the closer a child is to entering
college, more consideration should be
given to shifting from growth stocks to
more conservative liquid investments.
Life insurance can be used to
increase your child's college fund in a
number of different ways. Universal
or variable life insurance policies

purchased on a child's life allow for
tax- deferred accumulations in the
reserve value of the policy. The
tax - deferred aspect of these policies
relates to earnings on the premiums
that are not used to purchase life
insurance.
Certain guidelines must be met in
order for these policies to qualify as
true life insurance and not have a
taxable annuity. If a policy is
surrendered by a child after age 14,
the accumulated earnings will be
taxed at his marginal tax rate and
thus escape the kiddie tax. The use of
these policies is especially prudent for
a younger child. When considering
the purchase of these policies, be well
aware of projected return versus
actual return on investment.
An alternative to purchasing life
insurance on the child would be for a
parent to purchase a whole -life policy
on his own life. The strategy would be
to select a policy building cash value
that subsequently could be borrowed
for college costs without incurring tax
on the loan. If the parent dies, the
death benefit could be used to pay for
college costs.
The range of available investment
options continues to increase.
Investments that will appreciate in
value rather than generate current
taxable income should be considered
for a child under age 14. If you are
willing to accept a higher risk,
investments such as coins, precious
metals, undeveloped land, antiques,
or art may be attractive alternatives.
If these investments are sold after
your child reaches age 14, gains will
be taxed at the child's rate of tax.
To reduce the cost of a child's college housing, you may want to consid43

er purchasing a condominium for the
child. If the condominium qualifies as
a second home, you will have tax deductions for mortgage interest and
real estate taxes. You might sell the

condominium later at a profit after
the child's graduation.
An alternative housing strategy
would be to purchase a multi- dwelling
unit. The child would share the

housing with other tenants and could
be paid a bona fide salary for
managing the property. The salary
then could be used by the child to pay
college costs, and you would have a

TAXISSUES
Prior to the Tax Reform Act of 1986
(TRA), a child was entitled to a
personal exemption amount and was
permitted to use his appropriate tax
rate schedule. There was no interplay
between the child's and parent's
income tax returns. The use of the
dependent's personal exemption in
concert with the standard deduction
(limited) and the regular tax rate
schedules permitted the sheltering of
the child's income from tax and
encouraged the shifting of the
parent's unearned income
(investment income) to the child.
The TRA greatly reduced the
benefits of income shifting and
imposed the kiddie tax on the
unearned income of a child less than
age 14. The effect of the change has
been to subject the child's net
unearned income to the parent's
marginal rate of tax. The tax is
imposed annually on a child who has
one living parent and has unearned
income ofmore than $1,000. Although
the kiddie tax does not apply to the
unearned income of a child age 14 or
older, the limitation on the use of the
child's personal exemption amount
and the regular standard deduction
still apply to a dependent child.
The Technical Corrections and
Miscellaneous Revenue Act of 1988
(TAMRA) has offered some relief for a
taxpayer attempting to accumulate
educational funds through the
favorable tax treatment of
educational savings bonds. The new
provision, applicable for tax years
beginning after December 31, 1989,
allows the taxpayer to exclude from
gross income the interest earned on
U.S. Series EE Savings Bonds when
the redemption proceeds are used to
fund qualified higher education
expenses. Eligible bonds are those
issued after December 31, 1989, to a
person who is at least 24 years old at
the time of purchase. However, the
exclusion is of limited applicability to
some taxpayers because of its
phaseout at upper income levels.
In order to reduce the overall
family tax burden and to maximize
the amount of available funds for
4a

college costs, income still can be
shifted to family members with a
lower tax rate. To accomplish this, the
income- producing property must be
transferred, and the transferor must
relinquish control.
Wiliam Daris0H/Drsw University,

Drew University students studying.

The use of either the Uniform Gifts
to Minors Act (UGMA) or the Uniform
Transfers to Minors Act (UTMA) is an
easy means for achieving this result.
Either Act facilitates the completed
transfer of intangibles such as bank
accounts, stocks, bonds, and life
insurance contracts. The use of the
UTMA permits a broader range of
assets to be transferred, including
real estate, collectibles, and limited
partnership interests.
In addition to the income- shifting
benefits provided by these accounts,
residual control can be retained by the
parent (transferor) acting as the
independent custodian. State statutes
provide broad powers for the prudent
management of the custodial account

without causing the income to be
taxed to the parent. Although the
parent may act as the custodian
during the child's minority, full
control of the account must vest in the
child at majority.
If there is parental concern about
relinquishing the property in the
custodial account to a child at
majority, then the parent could use an
irrevocable trust. The protection and
tax savings of this trust must be
weighed against its costs. An
irrevocable trust is commonly more
expensive to establish; can be difficult
to administer, including the need for
separate federal and state income tax
returns; and usually requires an
independent third party trustee. The
first $5,000 of trust taxable income is
taxed at 15% with the excess taxed at
28 %, with a phaseout of the lower rate
beginning at $13,000 of taxable
income.
In either case, you must be aware
of the use of the account funds. If the
funds are used to provide legal
support for the child, then to the
extent used, trust income will be
taxable to the parent.
Ever since the elimination of the
preferential treatment of capital
gains income, there has been
discussion of the restoration of the
favored tax treatment for such gains.
From a planning standpoint,
individuals will want to watch the
movement of capital gains revision
with a view toward realizing losses
before a rate reduction and
postponing gain realization until after
a reduction.
Another tax issue being discussed
is a savings plan that would allow
nondeductible contributions to a
family savings account. Earnings and
gains on the account would
accumulate tax -free and could be
withdrawn after seven years with no
tax consequence. Early withdrawals
of income would be taxable and could
be subject to penalty. A family savings
account would be an excellent vehicle
to accumulate funds for college
without relinquishing control of the
property.
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deductible rental expense
partially offsetting rental
income. The salary would
constitute earned income
for the child which would
not be taxed if it were less
than the child's regular
standard deduction
amount ($3,100 adjusted
for inflation in 1990). In
addition, you might be
entitled to a deduction of up
to $25,000 annually in
rental losses subject to
certain limitations.

PREPAYMENTAND
SAVINGSPLANS

principal payments
throughout the term of the
mortgage. This reduces the
overall interest cost of the
mortgage as well as the
mortgage term. By paying
off the mortgage prior to
the child entering college,
an equivalent amount to
the mortgage payment can
be used to provide for
college costs. For example,
not paying monthly
mortgage payments of
$1,000 would represent
$48,000of college cost over
four years.
Another source of funds
is a home equity loan, but
there may be limitations
on the deductibility of the
interest expense. As a
cautionary note, you may
not want to use a home
equity loan to pay college
costs if it will be
burdensome to repay the
loan prior to your
retirement.

everal states and
colleges have adopted
prepayment or
savings plans for future
college costs. Under these
plans, money contributed
in the child's name is held
in trust by the state or
college. The child, if
qualified, is guaranteed
tuition in exchange for a
Several states areplanning college savings programs throughuse of
lump sum or periodic
STARTEARLY
tax -exemptbonds.
payment to the trust. The
payment amount is
any parents will
determined by the child's age.
and the original prepayment amount.
find it increasingly
A major drawback of these plans is
The consequence to the trust is an
difficult to pay for a
that the child is required to attend
annual tax liability for the earnings
child's college education. Congress,
either a specific college or one from a
through tax reform, has complicated
on its assets.
limited number of participating plan
A very attractive income- shifting
the situation by eliminating many of
colleges. If the child does not attend a
technique involves employing your
the prior benefits of shifting income to
child in the family -owned business.
plan college, then, in some cases, only
a minor child. While many
the invested principal is returned, or it The child's salary is fully deductible
tax - preferred investment alternatives
is returned with a nominal amount of
by the business and constitutes
are still available, you must ensure
interest. In an attempt to address some earned income to the child (not
that your child's investments are
of the problems of prepaid tuition plans, subject to the kiddie tax) if the salary
properly structured to escape the
several states are planning college
onerous effects of the kiddie tax.
is reasonable and for bona fide work.
The child's first $3,100 of earned
savings programs that would allow
The key to making a college
families to save for a wider range of
income (adjusted for inflation in 1990)
education affordable is to establish a
colleges through the purchase of small will be offset by the regular standard
coordinated investment and tax
denomination tax - exempt bonds.
deduction, and any excess earned
strategy as soon as possible. The
income will be taxed at the child's
The Internal Revenue Service in a
future college costs we projected in
private letter ruling has explained the rate. In addition, a salary paid from a
Table 1 may appear staggering by
possible tax consequences of these
family business to a child under age
today's standards, but they can be
programs to the parents, the child, and 18is exempt from FICA taxes. For
managed through proper planning. ■
the trust. The payment to the trust is
example, assume that in 1990a
considered to be a taxable gift not
self - employed parent paid his child
qualifying for the $10,000 annual gift
$3,100 for work performed by the
Ralph. J. McQuade, CPA, is associate
tax exclusion. But because of the
child. At a 280/ctax rate, the parent
professor of accountancy, and Rayavailability of the $192,800lifetime
would save $868in income tax and
mond J. Levesque, CPA, is assistant
possibly up to an additional $474
estate and gift tax credit, most likely
professor of accountancy at Bentley
($3,100 x 15.3%) in self - employment
there would be no current tax
College in Waltham, Mass.
tax. If the $3,100 is the child's only
consequence to the gift except for the
use of part of this credit. Furthermore, source of income, the child has no tax
the IRS has ruled that when the child
liability.
Is this article o f interest
Yes
No
to you? If so circle
70
71
Parents with home mortgages that
attends college, he will have taxable
app rop riate numb er on
income measured by the difference
do not have a prepayment penalty
Reader Service Card.
between the market value of the tuitior clause might consider making extra
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ANewPublicationintheNAAClassicSeries:

RELEVANCEREDISCOVERED
Reading the ideas of accountants and managers from the
past may give you a solution
to a current problem, or at
least put it in perspective.
Does your company record
and reduce scrap as efficiently
as the General Electric Company did? How can marketing
costs be controlled? What did
James O. McKinsey say about
the accountant's relation to the
budgetary program?
Relevance Rediscovered is an
anthology of 25 articles from
the 1919 -1929 Bulletins and
Yearbooks of the National
Association of Cost Accountants (as the NAA was known
in its early days). It contains
answers to these and similar
questions. One article describes the financial control
policies of the General Motors

Corporation in the 1920s.
Another tells about cost accounting in the production of
motion pictures in the days of
silent films — a procedure
that has changed surprisingly
little up to the present time.
An article by Clinton H.
Scovell discusses the scientific
machine -hour rate system,
which fell out of vogue in the
1950s but has come back as
we have entered the age of
robotics. It is an example of
an idea that has regained
relevance — only one of many
you will find in this volume.
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Accounting Aspects of

TAKEOVERS
How does U.S. accounting treatment for
goodwill of target companies differ from
foreign methods?

Uriphdo.

Japanese purchases of foreign entities tripled in two years. Above, Tokyo street scene.
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ecent takeovers of American
companies by foreign interests
have highlighted the growing
influence of foreign businesses
in the takeover field. Even hostile
takeovers, once mostly an American
concept, have become international.
The globalization of business and
financial markets and the increasing
purchasing power of foreign
currencies relative to the U.S. dollar
(see Table 1) are two major factors
contributing to this situation. Another
factor, less significant but important
because it represents a disadvantage
for American companies bidding
against foreign interests, is the
accounting differences in the way the
United States and other countries
evaluate intangibles, particularly
goodwill.
The U.S. accounting rules' require
the expensing of goodwill against
earnings, whereas other major
economic powers can charge the
entire goodwill to stockholders'
equity —not affecting earnings per
share --or even ignore it entirely.
Consider a simple example. Company
A (acquirer) makes $1 million a year.
Company B (target) makes $1 million
a year. If company A is an American
company and paid for goodwill, then
1 plus 1 will not equal 2- earnings of
the combined company will be less
than $2 million because of required
goodwill amortization. There is also a
reduction in return on investment
(ROI} and return on equity (ROE).
Such would not usually be the case if
the acquirer were a United Kingdom,
German, Dutch, or Japanese
company.
A recent acquisition was that of
Pillsbury by Grand Met, a British
company. If an American company
had acquired Pillsbury at the price
Grand Met paid, it would have had an
annual charge against earnings of
about $50 million a year for 40 years
(the calculated goodwill of about $2
billion divided by 40). Because Grand
Met is a British company, it could
charge the entire goodwill to
stockholders' equity —never to be seen
again. In another recent acquisition,
Unilever, a Dutch company, paid $3.1
billion for Chesebrough- Pond's.
Goodwill was $2.4 billion. If an
American company had been the
acquirer, it would have a $60 million
charge to ear i n k for each of the next
40 years ($2.4 billion divided by 40).
Speculation in the financial
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liabilities) acquired.
full-time paid members with
specific terms of appointment.
Identifiable assets are
those assets (tangible
2. Members are drawn from public
.S. DOLLAR
%
or intangible) that can
accounting, industry, government,
Increase
be
assigned
an
and education and are appointed
Jan. 1, 1984 Jan. 1, 1989
individual fair market
by the FASB trustees, who are
110
Canada (Dollar)
7576
.8382
independent of the AICPA.
value. Identifiable
5$
France (Franc)
1039
.16504
assets can be acquired
3. The Board members have a
4r1
Italy (Lira)
0005173 .0007654
singly,
as
part
of
a
full-time research staff.
56.
1.8085
United Kingdom
1 1591
group
of
assets,
or
as
4.
All
statements are preceded by a
(Pound)
77
part of an entire
public discussion period.
Netherlands (Guilder) 2813
.4981
003978
.008001
101
enterprise, but
unidentifiable assets
Unless and until specific action is
cannot be acquired
taken by the FASB, all APB Opinions
singly. Put another
are still valid. The APB issued 31
way, an acquirer generally will pay
opinions in 14 years. The FASB,
community is that one of the reasons
more for a complete, profitable,
however, has issued more than 100
American companies did not top the
ongoing business than for the
statements in 16 years.
foreign bidders is that none could
individual assets. This also is called
Prior to APB No. 17, alternative
afford the high goodwill charge.
A look at a few of the largest ($500
methods of accounting for goodwill
the "going concern value."
were permitted. The problems
million or more) cross- border
addressed by the APB with regard to
transactions in 1988 (Table 2) shows
US.ACCOUNTINGRULES
goodwill were: (1) how to determine
the target company was an American
an initial carrying amount, if any; (2)
he present U.S. accounting rules
company in eight of the 10
for intangible assets, including
accounting for that amount after
transactions listed. Besides these
acquisition under normal business
goodwill, were issued in August
large acquisitions, there are
1970 by the Accounting Principles
conditions; (3) accounting for that
numerous small to medium
amount if the value declines
Board (APB) of the American
acquisitions. For example, Japanese
Institute of Certified Public
substantially and permanently. In
interests alone completed more than
addition to the difficulty in
Accountants (AICPA) under Opinion
200 purchases in 1988 — triple the
determinin g value is the fact that
No. 17. The APB was the forerunner
1986 level?
useful life may be indeterminable.
of today's Financial Accounting
We can expect foreign interests to
Intangible assets can be divided
Standards Board (FASB).
be attracted to the United States
The FASB was formed in 1973. It
into two classes for purposes of
because of the size and affluence of
accounting. The first is those assets
differed from the APB in four
the market and because other
with a determinable term of existence
countries at present have advantages
important respects:
because it is limited by law,
of stronger currencies, lower interest
regulation, or agreement or by the
rates, and, often, more favorable tax
1. The FASB consists of seven
treatment (see Table 3). The required
U.S. accounting treatment for
American companies contributes to
TABLE 2/ THE LARGEST CROSS - BORDER ACQUISITIONS OF
the American disadvantages.
1988 AND 1989
One can argue that the fault lies
Amount
not with U.S. accounting treatment
Target/Domicile
Acquirer /Domicile
($ Thousands)
but with American companies,
security analysts, and investors who
7,420,000
.Federated Department Stores (U.S.) Campeau Corp.
place too much emphasis on the short
Canada
term. It is also important to realize
4,780,000
Rowntree PLC (U.K.)
Nestle SA
that since the present U.S. accounting
Switzerland
rules were established 20 years ago,
4,241,250
British Steel PLC (U.K.)
Investor group
business and financial markets have
U.S.
become international. Present U.S.
Triangle Publications Inc. (U.S.)
News Corp.
3,000,000
accounting rules do not take into
Australia
consideration adequately this
2,651,860
Firestone Tire Rubber Co. (U.S.)
Bridgestone Corp.
Japan
globalization of the markets.
Macmillan Inc. (U.S.)
Maxwell Communications PLC 2,639.070
I think it is useful for those
U.K.
interested in the takeover field to
Inter - Continental Hotels (U.S.)
Seibu Saison
2,270,000
understand the present U.S.
Japan
accounting rules governing intangible
CBS Inc. -CBS Records (U-S.)
2,000,000
Sony Corp.
assets and how they differ from those
Japan
of major foreign economic powers. The
Koppers Co.(U.S.)
Investor group led by
1,741,000
key difference in the valuation of the
Beazer PLC, U.K.
intangibles involves goodwill.
Staley Continental Inc. (U.S.)
Tate Lyle
1,534,000
Goodwill usually is defined as the
Ak.
U.K.
excess of the cost (purchase price) over
the sum of the identifiable assets (and
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nature of the assets such as patents,
trademarks, or other rights. The
second is those having no limited term
of existence and no indication of
limited life at the time of acquisition
(e.g., goodwill or going -concern value).
The cost of the first type of asset is
amortized by systematic charges to
income over the term of existence or
other period expected (or presumed)
to be benefited. This is a common
practice (although not universally
accepted) in many countries. The cost
of the second type of intangible,
particularly goodwill, is subject to
several different accounting
treatments around the world.

TABLE 3l TAX TREATMENT
OF GOODWILL
United Stales
No deduction
Used as part of basis when entity sold'',
Canada
75% of goodwill is deductible
7% declining balance
France
No deduction
Netherlands
Depreciable over five years
Japan
Depreciable over five years
United Kingdom
No deduction
West Germany
Depreciable over 15 years

TREATMENTSOFGOODWILL
he APB in Opinion No. 17
considered four possible
accounting treatments of
goodwill. The options were:
1. Retain the cost as an asset
indefinitely unless a reduction in
its value becomes evident (no
writeoff).
2. Retain the cost as an asset but
permit amortization as an
operating expense over an
arbitrary period (permitted
amortization).
3. Retain the cost as an asset but
require amortization as an
operating expense over its
estimated limited life or over an
arbitrary but specified maximum
and minimum period (required
amortization).
4. Deduct the cost from stockholders'
equity at the date acquired
(immediate writeoff).
We should look at the rationale of
the APB's decision. One accounting
issue that has to be addressed
involves historical cost -based
accounting. If an expenditure has only
a limited future benefit or if the period
to be benefited is short, then the
expenditure usually is treated as a
current expense. If expenditures are
expected to benefit future
periods —that is, to increase revenues
or reduce costs in future periods —
then such expenditures are
considered capital costs or deferred
costs and are carried as assets.
Then a determination is made as to
the estimated useful life. The cost of
assets with fixed lives is amortized by
systematic charges to income over the
life. The cost of assets, such as land,
with perpetual life, is carried forward
MANAGEMENT A(X;0iJNTING/3EPTEMBER 1990

without amortization.
There are several issues to
consider for establishing the life of
goodwill. Amortizing the cost of
goodwill may recognize expenses and
decrease assets prematurely, thus
understating income and related
return ratios such as ROI and ROE.
Delaying amortization or using an
extremely long life may overstate
income and result in recognizing a
loss after the fact.
Arguments against amortizing are
based on the fact that goodwill is not
something consumed or used to
produce earnings as are other
long -lived assets, and, therefore,
income should not be reduced by
amortization. In addition, any
acquirer of goodwill will spend money
to protect the name, reputation, and
public perception of the target
business in order to maintain the
value of the goodwill—thus
amortizing goodwill results in a
"double charge" to income. In essence,
while a company is incurring

In the largest
cross - border
acquisitions in
1988, the target
company was an
American company
in eight out of 10
transactions.

expenses that may increase the
goodwill (or— looked at another
way — building `nee goodwill) the
company is also writing off the
acquired (or "old") goodwill.
Retaining the value of the goodwill
as an asset indefinitely is based on the
theory that no loss or amortization
should be recognized until it becomes
evident.
The basis for deducting the cost of
goodwill from stockholders' equity is
that goodwill differs from other
assets —its value can fluctuate, and it
may be increasing in value while
being amortized. Estimates of its life
and value are therefore unreliable for
income determination.
The APB conclusion was
influenced by its belief that few, if
any, intangible assets last forever.
Allocation over time is therefore
necessary because the value almost
always becomes zero at some future
date. Because this date is
indeterminate, the end of the useful
life must be set arbitrarily. The APB
set it at 40 years.
The Board clarified this decision by
saying:
1. The asset should not be written off
in the year of acquisition.
2. If analysis at the time of
acquisition indicates that the
goodwill asset is likely to have a life
in excess of 40 years, the writeoff
period must be set at 40 years
rather than an arbitrary shorter
period. Consequently, following
generally accepted accounting
principles in the United States,
most companies with acquisitions
that involve substantial amounts
of goodwill must amortize them
over 40 years.
The allocation of goodwill is
required whether the business
combination or takeover is for assets
or stock (in contrast to tax rules that
require allocation including goodwill,
if applicable, on asset deals only).
At the time of the Board opinion,
some Board members held dissenting
opinions that are still, if not more,
valid today. One opinion is that
goodwill reflects values related to
investor expectations and reactions to
a variety of factors. Such values
fluctuate frequently and widely, and
the change does not occur in any
rational or predictable manner; thus
there is no continuing relationship
between goodwill and its cost.
Goodwill does not have any
49

demonstrable useful life, and its
expiration, if any, cannot be related
on any logical basis to the operating
revenues of particular periods. An
unwarranted responsibility therefore
is placed upon investors to make
proper allowances for the investment
of assets and the distortion of
earnings in appraising the earning
power of a company and the value of
• company, including its goodwill, on
• current basis. This view concludes
that goodwill never should be shown
as an asset on the balance sheet and
never should be shown as a charge to
income.
Another opinion relates to whether
amortization is appropriate in all
cases. In some situations, the goodwill
value may be enhanced or at least
maintained. In these cases,
amortization is not appropriate. The
amortization period, if any, should be
based on professional judgment
rather than on an arbitrary basis.

FOREIGNACCOUNTINGTREATMENT
urning to the generally accepted
practices of other economic
powers, in most cases we see a
different approach to the goodwill
question. A brief look at the
accounting rules of several other
countries appears below, followed by a
comparison of United Kingdom
accounting theory with U.S. theory.
Japan. Acquisition of an entity is
regarded as an investment in the
entity. The investor often records the

total investment at cast with no
breakout or even any calculation of
goodwill. There is no annual charge to
income and so no effect on earnings
per share.3
West Germany. If shares in
another company are acquired, the
total acquisition cost must be
capitalized. Amortization is not
permitted unless it becomes apparent
that on a long -term basis the
investment is not worth its additional
cost. Generally, there is then no
annual charge to income. The
goodwill asset is carried on the books
as part of the total acquisition cost
and so does affect return on
investment calculations.4
The Netherlands. Goodwill is
recognized at the time of acquisition
and generally written off immediately
to stockholders' equity. Dutch
accounting does allow for an
alternative method of using an
amortization period of five to 10
6
years.

ACOMPARISONWITHU.K.
ACCOUNTINGPRINCIPLES
n the United Kingdom, in the case
of the purchase of a business,
goodwill on acquisition must be
recognized, but it is then written off
immediately to reserves (i.e.,
stockholders' equity). Thus, a U.K.
company will not be charging any
amortization against its annual
earnin gs and will not be carrying the
goodwill asset. Earnings will be
ur0ft.

The PASB should
reconsider APB 17
in light of today's
business
environment.
higher, and net assets will be lower,
giving a double benefit to return on
investment calculations.'
The UX accounting principles for
goodwill offer a contrast to the U.S.
principles. In the United Kingdom,
the Statement of Standard
Accounting Practice No. 22 deals
solely with accounting for goodwill. In
it, the British Accountancy Bodies
reached a different conclusion from
the U.S. APB, using essentially the
same considerations but obviously
with a different emphasis.
In SSAP 22, goodwill is defined as
the difference between the value of a
business as a whole and the aggregate
of the fair values of its separable net
assets. Separable net assets are those
assets that can be identified and sold
(or disposed of) separately without
necessarily disposing of the business
as a whole.
The British Accountancy Bodies
noted that because goodwill is by
definition incapable of realization
separate from a business as a whole,
it is a unique asset different from all
other assets, whether tangible or
intangible. The key characteristics
are:
1. The value of goodwill has no
reliable or predictable relationship
to any costs that may have been
incurred.
2. Individual intangible factors that
may contribute to goodwill cannot
be valued.
3. The value of goodwill may
fluctuate widely according to
internal and external
circumstances over relatively short
periods of time.
4. The assessment of the value of
goodwill is highly subjective.

In bidding for acquisitions, the U.K. has accounting advantages over the U.S. Above, the Thames
River and Big Ben.
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The British Accountancy Bodies
further state that "any amount
attributed to goodwill is unique to the
values and to the specific point in time
at which it is measured and is valid
only at that time and in the
circumstances then prevailing." They
MANAGEMENT ACCOUNYlNG/SFeTEMBER 11990

am not expressing a concern
simply to protect American
industry from foreign buyers. I
think there should be a free flow of
investment capital and earnings
across borders, what is often referred
to as a " leveling of the playing field."
I do feel, however, that the FASB
should reconsider APB 17 in light of
today's business environment.
American industry did not have the
opportunity to comment on APB 17 in
the same manner as on FASB
statements. The FASB should review
how the business community values
goodwill. It is so unique and subject to
so many variables that it is not a
diminishing asset in the sense of a
tangible or other intangible assets.
For instance, had Pillsbury and
Chesebrough- Pond's been acquired
five years ago, one can easily imagine
that the price paid would have been
lower, and, therefore, the goodwill
amount would have been
considerably less. If we have a long
recession, either of these companies
could be sold five years from now for
less than today's price, further
MANAGEMENT ACCOUNTING/SEPTEMBER 1990
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TREATMENT OF GOODWILL
Company A and T are identical in book value and fair market value.
Book Values
Company A (Acquirer)
Working Capital
Fixed Assets
Stockholders' Equity

1,000

Company T (Target)
Working Capital
Fixed Assets
Stockholders' Equity

2,000
6,000

U.S. Accounting

U.K. Accounting

—

2,000
4,000
(6,000)
-01,000

et Income

T must be valued at
12,000 total. Because
FMV of tangible assets is
8,000, then intangible
(i.e., goodwill in this case)
must be worth 4,000.

Same

4,000
10,000
4,000
(18,000)
-0-

4,000
10,000
—

(14,000)
-0i

2. A 8 T combined new balance
sheet:
Working Capital
Fixed Assets
oodwill
tockholders' Equity

2,000
6,000
—

2,000
4,000
(6,000)

Net Income

1. A pays 12,000 to buy T

Fair Market Values

4. Return on Total Assets

1,000
1,000
(100)

1,000
1,000

1,900

2,000

1,900
18,000•

evidence that goodwill does not follow
any systematic usage pattern.
If goodwill were retained on the
balance sheet as an asset and only
written down when it became
impaired, it would be difficult for
companies and their auditors to
determine objectively when to write
down and how much. Therefore, it
seems more appropriate for goodwill
to be written off immediately to
stockholders' equity. Financial
statements then would be more
meaningful and accurate and less
confusing to the business community
and investors alike.
■
Joseph C. Corry, CMA, CPA, is group
controller for Ashland Chemical Inc.,
Dublin, Ohio. He is a member of the
Columbus Chapter, through which
this article was submitted. Readers
who wish to contact Mr. Corry may do

—

Income
Company A
Company T
Goodwill Amortization
(4,000140 yrs.)

2,000
A4,000

1
s
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state that they see no difference
between purchased goodwill and
nonpurchased goodwill (that is,
goodwill built up by a company in it-,
own business). The fact that
nonpurchased goodwill is not a
recognized asset provides further
evidence that purchased goodwill
should not be treated as an ongoing
asset.
The British Accountancy Bodies
then concluded that goodwill should
be eliminated from the financial
accounts by immediate writeoff and
that such writeoff should be taken
against reserves (stockholders'
equity) and not as a charge to the
profit - and -loss accounts.
For a comparison of the treatment
of goodwill under the U.S. and under
the UX accounting rules, see Table 4.
This table gives an example of the
competitive advantage that a UX
bidder would have against a U.S.
bidder. Even though the companies
are identical, the U.S. accounting
rules require U.S. companies to show
lower income and lower return on
investment or assets. If there is any
doubt of the UX accounting
advantage, consider that in the
software industry in 1988,23 of the 37
foreign companies that bought U.S.
software firms were British.7

so at 5200 Blazer Parkway, Dublin,

OH 43017, (614) 8894493.
'U.S. accounting rules are referred to as generally
accepted accounting principles or GAAP. GAAP is
composed of all rules of authoritative accounting
bodies such as the Financial Accounting Standards
Board (FASB) and its predecessor, the Accounting
Principles Board (APB). When no specific standard
covers a transaction, then common practice in the
industry governs.
'John J. Curron,'What Foreigners Wil Buy Next,"
Fortune, February 13, 1989, p.94.
'TkeAccountingProfessionin Japan, AICPA,1988.
'Doing Business in West Gmncv , v,Ernst &
Whiney, 1988.
"Doing Business in the Netherlands, Ernst &
Whinney, 1988.
"Statement of StandardAccountingPmctieeNo. 22,
issued jointly by the Institute of Chartered
Accountants in England and Wales, Scotland, and
Ireland, and other accountancy bodies, 1984.
'Norm Alster, "Sprechen Sie High Tech," Forbes,
April 17, 1989, p. 172.
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Developing a

PERFORMANCE
A small company develops its own unique way of interacting
BYNEDB.BALLENGEE

all

any management accountants are associated
with small firms where
their areas of responsibility extend far beyond accounting and
financial reporting —into such areas
as personnel and administration.
Changes in personnel management
concern not only the person with responsibility for personnel but all management accountants who supervise a
staff or expect to in the future.
Human resources have come to be
recognized as a very important asset.
There is pressure to maintain this asset by improving the process of performance appraisal. Approaches to performance appraisals in American
companies range from no perfor.
mance appraisal at to very detailed
evaluations of performance. Most
companies do provide for performance
evaluation, however. The most common appraisal method is based on a
number of questions with the use of a
numerical rating for each question.

THE SITUATION AT DRC
ecision Resources Corporation
(DRC) is a consulting firm
that employs approximately
85 professionals with a wide range of
backgrounds. Of the professional
staff, some 15% hold doctorate degrees, and most of the others either
have masters' degrees or are working
toward one. With this type of staff, designing a performance appraisal form
to meet all needs proved to be a major
challenge.
Management wanted to avoid
some of the problems usually found in
performance appraisals. Four of the
basic intrinsic problems are:

D

• Appraisals are confrontational. All
too frequently appraisals turn into
encounters between two "sides."
• Appraisals stir emotions. Both par52

ticipants expect a confrontation, so
emotions run high.
■ Appraisals are judgmental. Many
managers dislike participating appraisal sessions because then
they're called upon to act as judges
and counselors.
■ Appraisals are complex. Effective
performance appraisals are difficult to do. 1

DEVELOPING THE
PERFORMANCE APPRAISAL
FORM
he process of developing a performance appraisal form at
DRC was started by a small
committee from senior management,
middle management, and the personnel department. Over a period of several months the committee reviewed
a large body of literature describing
and evaluating different approaches
and forms, discussed what they wanted to achieve and avoid in the system,
and drafted the first appraisal form.
The committee never doubted the
value of an appraisal. They believed
that evaluation provides the necessary structure for communication between employees and man agement
and helps clarify what each expects
from the other.
The committee decided that the
evaluation should consist of three
parts. The first part would be the performance appraisal, designed to evaluate work completed during the last
six months. The second part would be
a development plan, designed to improve an employee's performance of
current duties and responsibilities
and, when appropriate, give the employee the opportunity to perform duties that would lead to a promotion.
The third part would be the salary administration.
Once the committee had completed
the research and designed the appraisal, their work was shared with
the full senior staff. After reviewing

the comments of the staff, the committee deemed that a revised draft was
not necessary.
The next step for the committee
was to have an outside expert review the forms, make comments,
develop a strategy for productive
employee input, and design and implement the training program.2 With
assistance from the consultant, the
appraisal form and the development
plan were completed.
At this time the committee had one
additional idea that has made the process unique. Because the company is
a computer- oriented organization, the
entire form was put into a word processing format. Company programmers added macros to allow for as
much or as little space as needed to
write comments and answer questions from both supervisor and employee. A disk of the program was created for each employee, using the
employee number as the file name.
When the entire process is complete, the appraisal can be printed as
a continuous document, with one copy
for the personnel file and another for
the employee. The process does make
it possible for the supervisor to print
out a copy of the appraisal for his or
her own files, but the system doesn't
intend for supervisor to retain a copy
of the appraisal. Each six months the
supervisor should be able to rate the
employee's performance during that
six months without referring to any
past appraisals. The idea is to keep
the focus on the current period and to
discourage any possible halo effect;
the concept is similar to that used in
zero-based budgeting.

THE DRC FORMAT
ost companies that have a
performance appraisal program use a numerical rating system. The evaluation is arrived
at by the use of a numerical score. The
format used by DRC has as its first obMANAGEMENT ACCOUNMWEPfEMBER 1990

APPRAISALSYSTEM
with its employees to improve their performance on the job.

MichaelFaun

jective to ensure that an employee has
the opportunity to discuss his or her
performance, achievements, difficulties, and goals with the supervisor.
This objective is addressed in part A,
section 1 of the appraisal form, Duties
and Responsibilities. For this part the
supervisor will choose, firm the employee job description, certain duties
and responsibilities to be evaluated
for the previous six months and will
list them, the most critical first. The
supervisor may choose as many duties and responsibilities as seem appropriate; procedure guidelines suggest that four to six areas should be
evaluated.
So far the appraisal has corresponded to the appro ach taken by
most companies. At DRC, after the supervisor has completed the step described above, this information is input to the disk for that employee. The
disk is then given to the employee.
At this point the DRC approach
differs significantly from that used by
other companies. In the DRC format
employees have the opportunity to review the areas on which they will be
evaluated and can prepare a written
response in part A, section 2, Related
Employee Activities, as to how they
believe they handled their activities
during the six-month period being reviewed. Writing the response involves
the employee in the appraisal process
early on and can help set the tone of
the appraisal. This early involvement
also will help the employee to understand the process better.
After the employee has completed
part A, section 2, the supervisor will
respond in section 3, Actual Performance, to each of the activities and include a rating for each. In many appraisal systems the supervisor can
avoid written responses by giving a
rating that is neither high nor low.
There are times when such a procedure will deprive an employee of a superior rating because the supervisor
did not feel like writing a response.
MANAGEMENT ACCOUNPING/9EMMBER 19%

Junior Accountant Donna Richardson andController Ned B. Ballengee.

All too frequently
appraisals turn into
encounters between
two `sides.'
Likewise, an employee may get by
when he or she should have had a
poor rating. In this system the supervisor is forced to delineate each activity and provide a rating.

APPRAISAL OF SHILLS
n part B of the appraisal, the supervisor must provide a written
appraisal for six different factors
or skills: communication, work relationships, problem analysis, knowledge and skill levels, planning and organization skills, and development
skills. Staying away from such techniques as graphic rating scales and
checklists forces the supervisor to give
more thought to the factors or skills.
Not all of the sections in part B are ap-

propriate for every appraisal, and the
supervisor should indicate why the
part is not appropriate.
Generally, performance appraisal
formats only involve the employee
when it is time for the supervisor and
the employee to discuss the evaluation and overall rating. The DRC format involves the employee at several
points. First, the employee has the opportunity to respond to the activities
in part A, section 1 that the supervisor
plans to rate. After the supervisor has
completed part B, a meeting with the
employee is scheduled from five to 10
working days in advance to allow both
parties the time to prepare. The employee should receive a completed
copy of parts A, B, and C (Overall Rating) at least three days prior to the
meeting.
During the course of this meeting
any discussion that has not been covered in parts A or B can be recorded
in part C. This part also includes the
supervisor's overall rating for the employee. As a result of discussions during the meeting, the supervisor has
the option to change the overall rat58

municated readily-3 Devoting an entire section to development and having the supervisor and employee jointly determine the goals will fiilfill the
development criteria.

WAS THE EFFORT
WORTHWHILE?

DRC Vice President Mary Moore checks her latest performance appraisal.

ing. After this meeting the employee
still has the opportunity to make any
further comments (in part D) before
acknowledging having reviewed the
appraisal. This acknowledgment does
not mean that the employee agrees
with the rating.

THE DEVELOPMENT PLAN
n other companies' appraisals, the
reviewer completes the section on
development and produces an
overall rating before the employee has
an opportunity to comment. The DRC
development plan (part E) is completed jointly by the supervisor and the
employee. The development plan can
be completed during the scheduled
appraisal meeting or in a separate
meeting.
Why did DRC go to the effort and
expense of developing an extensive
performance appraisal and development plan? DRC is very concerned
with employee development. Because
of this concern, management believed
a format that allowed considerable
employee feedback and involvement
would be the most desirable.
Did the plan meet the company's
requirements? This question can be
answered by looking back to the approach of the committee, which covered two groups of criteria: reward
and development criteria.
Reward Criteria. When the evaluation is to be used for pay increases
54

Each six months
the supervisor
should be able to
rate an employee's
performance for
that time period.
and promotions, there must be some
common denominator such as a numerical rating for comparison among
individuals. In place of a numerical
rating, DRC used the following system:
• FE —far exceeds full performance,
• EX—exceeds full performance,
• FP—fiill performance,
• NI —needs improvement to meet
fi1Il performance.
A rating of FE or EX will qualify an
employee to be considered for promotion when a position becomes available. The ratings also are used to determine amounts for merit pay
increases.
Development Criteria. Providing
feedback to employees should be a
natural outgrowth of the evaluation
format so that employee development
needs are identified and can be com-

as the effort worth the time
and expense associated with
the plan? To some extent,
only time will tell. In order to make
the effort worthwhile, there must be
an ongoing commitment on the part of
the company to provide training for
all supervisors involved in the evaluation process.
A part of this training should include the accuracy of the rating. Raters are motivated to rate accurately
when the purpose of the evaluation is
employee development rather than a
basis for pay or promotioM 4 The DRC
approach is to rate for both pay and
employee development.
In addition to its commitment to
employee development, DRC believes
that performance evaluation is a very
important aspect of human resource
development. Besides providing an
opportunity to reward good performance and development, the appraisal can be used to improve substandard performance and highlight
development needs.
■
Ned B. Ballengee, CMA, is financial
controller of the International Lend ingAgencies (ILA) Group of Deloitte &
Touche. Until June of this year he was
the controller of Decision Resources
Corporation, Washington, D.C. He is
president of the Washington Chapter,
through which this article was submitted. Note: Anyone who would like
to see sample appraisal formes from
DRC can call the author at (202) 8795637.
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BYDONALDA.J.BYRUM
ear in and year ou t, the greatest ch allen ge facing
in d ustry is co st co n tro l. No m anager in h is right
mind wo uld try to co ntro l d irect m aterial co sts by
sto pp in g the p urch ase o f direct material. Such an
action obvio u s ly so o n wo u ld b rin g p ro d u ctio n to a stop,
which wou ld b rin g sales to a sto p , wh ich wou ld b rin g the
business to an en d . Man agers are sm arter th an th at. They
will have their en gineering staff design ou t the m ost costly
com ponen ts an d th en h ave th eir p u rch asin g staff fin d the
least costly su p pliers for th e rem ain ing co mp o nen ts.
In the sa m e way , n o m an age r in h is righ t m in d wo uld
try to contro l d irect labo r costs by firing his direct workers.
The result wo uld be exactly th e sam e as n o t b u y ing d irect
material. In stead , d esign en gin eers wo u ld be asked to sim plify the co nstruction specificatio ns, and man ufactu rin g engineers wou ld be asked to p ro vid e too ls and equipment that
would ma xin- dz e worker efficiency.

In both these instances management recognizes, perhaps only subconsciously, that the cost is a symptom, not
a disease, and that it is the disease that must be attacked.
To continue the medical metaphor, the disease is like an
active cancer that will grow continuously unless it is attacked continuously.
But consider how management has handled salaried expense, where the "normal" method of cost control is decimation, that is, elimination of a percentage of the head
count in expectation of a equal percentage reduction of salMANAGEMENT ACCOUNTINGMPPEMBER 1990

aried expense. It never happens. In fact, such actions have
been known to result in an increase in total period cost expense.
The question is, "What is the most effective way of controlling period costs ?" The answer is through exactly the
same techniques as are used for direct material and direct
labor, that is, changing the design specifications of the job
description to eliminate inefficient, redundant, and unnecessary work elements. The difference is that cost analysts
and administrators make the design changes rather than
engineers and buyers.
The design changes must be completed and implemented before you can expect to see a cost reduction flow through
to the P &L. The design changes require an application of
manpower resources to create, so it is best to undertake
them when times are good rather than wait until things are
tough. Put simply, if you want to save period costs next
year, you must do the design work this year.
As with direct costs, the first step in reducing period
costs is identifying those conditions, practices, and procedures that cause the costs (not the people who are the result). Everything must be open to question; there can be no
sacred cows. For this reason it is usually best for outsiders
such as administrators and cost analysts to do the actual
design change work rather than having functional managers do it.
Outsiders are far less likely to have any ingrained bias,
and it is a fact of human nature that one can see inefficiencies in anther's operation much more easily than in one's
own. Conversely, one's own employees are generally better
than outside consultants because they already have a
working knowledge of the existing state of affairs and usually will start with a pretty good idea of where some, at
least, of the bodies are buried. This could mean a two- to
three- man-month head start. In addition, each project
worked on invariably will expose other areas that should
be investigated. Effective period cost control and reduction
should be a continuous process.

TOO MANY COPIES

CN

nce u pon a tim e, b efor e th e ad vent of m ainf ram e
com puters and office copiers, reports we re short,
few in number, and had limited distribution. Unfortunately, that is no longer the case. For all of the benefits
accruing from them , it is nevertheless true that com puters
and copiers are the greatest wasters of manpower in m odern industry. This situation arises because m anagem ent always is pressing for m ore, new, or different information and
reports but rarely, if ever, considers purging old reports.
A case in point was a fair -sized manufacturing operation
of abo ut 2,000 peo ple. E ach m o nth da ta pro cessin g produced 41 reports —eight weekly reports and nine mon thly
sum maries. A total of 321 copies was produced. The copies
conta ined 140,000 pa ges a nd we re distrib uted to 63 persons. It took about two m an - m onths to interview all 63 persons and find out what was happening to the 321 copies.
Eventually, it was determ ined that the weekly reports were
totally unneeded. I t was further decid ed to produce only
two copies of the m onthly reports, one of which was filed
in an office at the north end of the building and the other
in an office at the south end.
It took several months for all of the results of this change
to show up, and som e cam e in unexpected places. Manufacturing removed more than 300 used filing cabinets from
the shop floor and sold them . This removal freed up m ore

ki
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than 3,000 sq. ft. of floor
C
space, which then was
. .
used to store materials
that had been kept in an
outside warehouse (rental cost $30,000 per year).
Giving up the warehouse, in turn, eliminated the need for a driver
and truck (operating costs about $4,000 per year) used exclusively for moving goods to and from the warehouse. In
addition, two file clerk positions were eliminated, and a
printer operator in data processing was eliminated. Finally,
open purchase orders for 42 new file cabinets were cancelled, as was a $20,000 appropriation for an additional
printer and burster and an $18,000 appropriation for an additional truck. No one ever bothered to figure out how much
was saved in computer paper or report folders.
Finally, from a human standpoint, no one got fired. Because the changes were planned and orderly and took place
over several months, all four people in eliminated positions
were able to move into other, similar jobs that had become
open through natural attrition. In addition, because the
cause was excised, a permanent cost reduction in excess of
$100,000 per year was realized. Not a bad payback for
about two man- months of effort.
Even less conspicuous than computers are office copiers.
In fact, the cost of individual copies has become so low that
their true cost usually is ignored. The true cost is the labor
needed to copy, distribute, glance at (and in some cases
read), and file. It probably takes an average time of about
five minutes to perform all of these operations. Multiply all
of the copies produced on all machines by five and divide
by 120,000 to find the equivalent number of people involved
with copies.
One relatively small operation (300 persons) was producing 180,000 copies per year. The cost was only slightly
more than $2,000, so they weren't concerned —that is, until
it was pointed out that copies were the exclusive preserve
of indirect people (100 of the 300) and that 180,000 copies
were the equivalent of eight persons. There was a subsequent clampdown on copy making, resulting in about a 33%
reduction in the number of copies over the following
months. While no jobs actually were eliminated, there was
a small reduction in indirect overtime (about 1.5 points).
With work elements this small, it's often impossible to
make a direct connection between the cause and effect. One
must work almost on faith but with the firm knowledge
that there truly is a cause- and -effect relationship and that
it ultimately must be reflected in the P &L.

I

meat will be fully cognizant of both the form and
details of what the workers actually are doing.
The second level of man
agement will have a firm
idea of what's going on
but few details. The thud
level of management will
have only a general idea of what's going on and no details.
The fourth -level manager knows only what is supposed to
be going on.
The second problem with too many layers of management is the delay that each level builds into the whole process. It is axiomatic that the greater the number of layers
of managers, the longer it takes for decisions to be made
and implemented. Better managers are usually aware of
the weaknesses of the information immediately available
to them. Consequently, in effect, they reach down two or
more levels in the organization to where they can find information of a quality that they can use comfortably to
make a decision. Thus the delay. If they didn't do so, the
probability of a correct decision would be reduced significantly.
To overcome this inertia, overly structured organizations tend to develop an "express" system. This is an individual or group who, in order to handle day - today problems, has direct access to the decision level, bypassing the
entire chain of command. While this procedure has the
short -term effect of keeping the company going, it also has
the adverse effect of putting the intermediate levels of management even more in the dark about what actually is happening in the workplace. Under extreme conditions this
"express" group even may develop autonomous decision making power, which eventually can lead to a situation in
which managers not only are unaware of what is happening but have no way of finding out.
Identifying overstructure is fairly simple because you
need only look at the organization chart. Any function with
more than four levels of management and any local organization with more than five almost certainly has a problem. What to do about overstructure is also simple although
sometimes painful. The excess levels should be eliminated.
Extra levels of management usually are created in response to a specific business situation. The problem is that
they fail to go away when the situation no longer exists.
They are almost never at the bottom layer. They also tend
to have a very small number of direct reports. One -to-one
reporting situations invariably indicate an excess manager,
and anything less than four direct reports should be sus1ect
If overstructure is an identified problem, then there
surely also will be "express" groups, which normally will be
at a very low level in the organization. They most often are
found in units such as manufacturing and engineering facilities and in manufacturing and design engineering units
associated with customizing products. In a properly structured organization, "express" groups can cause more problems than they solve, so in a restructuring they must be
eliminated.
One final point must be made in this area. A great many
middle managers are "working" managers. Most of their
time is spent performing real work and only a small percentage on supervision and administration. Eliminating a
management level will not eliminate the requirement for
any real work performed at that level and so may not result

modern industry.

TOO MANY BODIES
growing problem in many older organizations is the
number of levels of local management. New companies tend to have only two or three levels of functional managers, plus one additional level for the company
manager. Older organizations often have four or five levels
of functional managers and up to three more levels to tie
the organization together.
If you've ever played the party game where a message
is passed from one person to another, you'll be aware that
it usually is totally garbled by the time it reaches the fourth
individual. This is exactly the same thing that happens in
business as information passes up the management pyramid and decisions filter down. The lowest level of manage56
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computers and copiers are the
greatest wasters of manpower in
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directly in losing anyone from the payroll. The true benefit
is an improvement in the up- and -down flow of information,
which will mean faster and better decisions, leading to an
overall improvement in the efficiency of the entire operation. The eventual reduced manpower requirement may
show up in an area far removed from the eliminated manager positions.
Another hangover from the days ofyore are personal secretaries and assistants. A secretary, in the traditional
sense, takes dictation, types correspondence, files correspondence, places phone calls, sharpens pencils, makes coffee, and so on. Assistants write letters (which the boss then
signs), prepare reports and charts (which the boss later
presents), and actually make phone calls giving or receiving
information (which then is passed on to the boss).
With the advances that have been made in office equipment, the only remaining need for a secretary in modern
industry is as a status symbol. Anyone of average intelligence with one good hand and reasonable eyesight can prepare a finished letter or report using a word processor in
no more time than it would take first to dictate and later
to proofread the same item prepared by a secretary. Anyone
who knows the alphabet can file five documents per
minute. If daily filing takes more than five minutes, then
you are receiving a lot of documents for which you have no
real need. On modern phones a call can be placed by pressing a single button, and it takes little effort to push a penal
into the maw of an electric sharpener. This leaves only the
coffee.
On the other end of the scale are assistants. Here the
boss is frequently merely a front for the individual who actually is doing all of the work. In such situations it is not
uncommon for the boss to take off for a week and have no
one know it—which is a great "perk" for the boss but a ter-

rible waste of funds for the organization paying him. This
situation is not unlike the one- to-one management structure.
Industry is rife with personal secretaries and assistants.
In most cases where such positions exist, one individual is
superfluous for requirements of the business — sometimes
it will be the secretary or assistant, and'sometimes it will
be the boss. Each case must be examined individually to
determine which.
As an example of how easy it is for an outsider to spot
problems in organization structure, look at Figure 1, an organization chart for the Mythical Company. Indications of
the functions involved are omitted intentionally. Thus, this
could be an entire company or simply a single function such
as manufacturing or engineering. Regardless, there are
several fairly obvious problems.
Foremost is the intermediate manager M1, with his secretary and assistant. It is difficult to imagine how the insertion of this extra level of management can contribute to
the efficient operation of the organization.
Next up is the group headed by manager M7. He certainly should be able to handle seven workers by himself.
The two line managers appear to be completely superfluous. Three secretaries in an organization this small also appears excessive.
Finally, there are three managers, M2, M3, and M4,
each of whom has a secretary and at least one assistant.
Once again, employing three secretaries for this small a
group of people appears excessive. In the cases of M3 and
M4, it also might be questioned which is needed, the manager or the assistant.
From what has been said, it should not be inferred that
these jobs can be eliminated automatically. Close examination may reveal that real, important work is being done by

FIGURE 1/THE MYTHICAL COMPANY ORGANIZATION CHART
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in a manufacturing operation using some form of tim e standards. This practice harks back to the days when direct labor was the primary ingredient of cost of operations —someti me s a s mu c h a s 8 0 % . Today it rarely reaches 30 %,
even
in the most labor- intensive operations, and 15% is probably
the norm, with extremes as low as 5 %.
The manpower in finance, EDP, and manufacturing
needed to collect, collate, measure, analyze, and review this
labor is the equivalent of one and a half persons per 100
direct workers, with a minimum of four equivalent persons
being required. For most modern industry, direct labor
measurement is an outdated and unnecessary luxury.
The hunt for unnecessary work can be an enlightening
experience. In many companies as many as half of all final
reports and two - thirds of all interim reports are really unnecessary. Therefore, an excellent place to pick up the spoor
of unnecessary work is in the file cabinets scattered
throughout an operation.
All reports should be examined but especially those produced on a regular basis. When a report is found in the file
of someone who doesn't need it, that person should be eliminated from the distribution. That report then should get
special attention when you are checking everyone else on
the distribution list. One frequent finding will be that even
though the work leading up to the report was necessary,
the actual issuing of a report was not. At all times the two
basic work criteria must be kept in mind. Even when an
individual is found who "needs" a report, it must be questioned whether his " need" contributes to the requirements.

WHEN TO BUY
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sion, th en th e activity is an u n n ecessary step in th e work
chain and sh ou ld be eliminated. If there is n o o utI
put and the activity is n ot
a direct response to one of
1
the two b a sic criter ia, it
should be elim in ated .
An y t im e an act ivity is
elim inated , its in p u ts
(the ou tpu ts of preced in g
activities) also sh ou ld b e
elim inated righ t d o wn th ro u gh th e wo rk ch ain . Th e snowballing effect o f elim in ating a single repo rt so metimes can
be quite dram atic.
For exam p le, co nsid er th e measu rem en t o f d irect labor

irtually all com panies have one thing in comm on —the y st art sm a ll. While t hey are sm a ll, a]m ost invar iably they also perf orm m ost a ctivities
usin g t heir o wn e m ploye es. Mos t, tho ugh not all, lar ger
com panies learn that they can purchase m any services for
less cost tha n the y ca n do them selves. Any a ctivity that
doesn't directly affect the operation of the business should
be considered as a potential purchased service.
Take, for e xam ple , a s m all high - tech electr onics firm
whose total em ployees, including the president, numbered
84. This num ber included three security guards, a
groundskeeper, two janitors, thre e m ain ten anc e p eop le,
and a payroll clerk. All of these persons represent services
that can be purchased readily. They also represented 12%
of the total com pany m anpower and a considerable waste
of m anagem ent resources. As is norm ally the case, it was
not planned that this would happen. Like Topsy, the situation just grew.
The president wanted to hire a full-tim e plant services
manager but couldn't really afford it. Instead, he was persua ded t o c on sid er bu ying a ll o f th ese s ervices.
He was surprised to learn
that he could do so for less
th an the compensation
and benefits involved.
His dec isio n w as a fo regone conclusion.
With regard to auxiliary services, it is almost alwa ys t ru e t ha t o nc e a re q uire m e n t ex is ts fo r a f ullt im e
worker, it is more cost effective to purchase the service than
to do it yourself. Purchasing the service often entails elim inating jobs held by long- service employees, so many small-

n many companies, as many as
half of all final reports are
really unnecessary.
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er companies are loath to take the necessary action. From
an economic standpoint, however, the question is only
when, not if, the action must be taken. All companies are
wise to take such an action as soon as possible.
There is a second, less obvious, benefit to purchased services. They can be increased or decreased faster and in increments less than one full employee. This is especially useful for businesses that experience large seasonal or other
fluctuations or are on a slow or erratic growth or contraction curve.

i.�

TOO MUCH LOSS
any companies are plagued by high losses, but
they seldom realize exactly how high because the
losses can be hidden under a number of other
guises. Costs identified as scrap, rework, and warranty expense are obvious. More often than not, these costs represent inferior design and materials rather than poor workmanship. Less obvious are a great deal of inspection and
fault- finding, which frequently are masked as direct labor.
These, too, are usually the result of inferior design and materials.
Just as costly but less easy to spot are the results of poor
scheduling. In addition to causing overtime and requiring
extra materials expeditors and handlers, poor scheduling
also results in paying premium prices for materials and for
both incoming and outgoing freight charges. Late deliveries
also can result in late payments by customers and, in extreme cases, the invoking of penalty clauses. Either or both
of these eventualities adversely affect cash flow with a resulting effect on payables and payroll or on external financing. Add to these results the damage to any hope of obtaining future business.
One of the most pervasive loss areas in modern industry
is petty theft by employees. It is so prevalent that management has virtually given up any attempt to control it On
the average, every new office worker stocks his or her home
office with more than $150 of company - purchased office
supplies. Similarly, every factory or lab worker stocks his
or her home workshop with more than $150 of standard
tools and parts. After the initial stocking, only replenishments are taken, which will run less than $50 per year. Because the practice extends from the janitor to the executive
officer (another reason for management's failure to control
it), a simple calculation of the size of the loss in any year
can be made using $150 for every new employee and $50
for every other employee.
One large manufacturing operation reasoned that its
employees were basically honest and, if given the choice,
would buy rather than steal. It implemented a practice by
which any employee could buy at cost any item normally
stocked. In the first year it sold $80,000 of office supplies
and $20,000 of standard tools. In that same year, compared
to the prior year, its office supplies expense dropped
$60,000 and its standard tools expense dropped $18,000.
The plan was also simple and inexpensive. The employee filled out a stock requisition and delivered it to the stockroom. The stock keeper filled the requisition and passed the
paperwork to accounts. The amount then was deducted
from the employee's next paycheck. No new persons were
added to the payroll, no new forms were created, and no
cash was involved. Office supply transactions could occur
only during the period when the office staff were normally
at lunch, and toolroom transactions occurred only during
the period when the factory was normally at lunch.
MANAGENENTA000UNTING/SEPTEMBER 1990

Employee leasing can be more cost effective than full -lime workers.

There may be legal or other reasons why such a practice
might not be practicable in a particular operation. But because of the benefits to both the company and its employees, this idea certainly deserves consideration.

PLAN TO REDUCE
n any cost control or reduction activity, the one fundamental fact that must be kept in mind is that all costs
are results, not causes. Costs can be reduced or eliminated only by attacking their causes. Simply firing people
to attack the salary expense line is likely to be offset by increases in overtime premiums and temporary help lines, in
addition to separation expenses. It's like a water bed. Placing all the weight in one area merely causes another to rise
up. To make the bed flatter, you have to let the water out.
The other result of simply firing people can be that necessary work doesn't get done and the whole operation falls
apart. This undesirable outcome, of course, dictates more
cost cutting which, if done the same way, will be equally
ineffective. The resulting downward spiral has caused the
demise of more than one business.
There are always a number of small areas in which immediate cuts in expense can be made. Actions such as turning off unneeded lights, buying cheaper toilet paper, and reusing cartons will effect immediate savings. But even when
such economies are practiced throughout an organization,
their combined effect is usually insignificant in the total period cost pool.
So when cost is a problem, keep in mind that the P &L
is the worst direction from which to attack it. Organization,
practices, and procedures are invariably the root causes of
all costs. Here alone can true economies be realized.
■

I

Donald A.J. Byrum was a long -time employee of the General
Electric Co., in the management accounting field, and is
now a consultant. He is a member of the Lynchburg Chapter, through which this article was submitted.
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NAA's Upcoming
Conferences and Workshops
Take a look at what's in store for you!
•

Implementing Activity Based Costing
October 18 -19 • St. Louis, MO
November 12 -13 • Charlotte, NC
November 15 -16 • Seattle, WA

•

Fall West Coast Corporate Financial
Management Conference
September 17 -18 • San Diego, CA

•

Professional Education Program (PEP)
September 24 -28 • Boston, MA
November 12 -16 • Charlotte, SC

•

NAAIFASB — Current & Future Issues Update
October 5 • Chicago, IL

•

12th Annual Controllers' Conference
October 24 -26 • Atlanta, GA

•

Fall East Coast Corporate Financial
Management Conference
November 19 -20 • Washington, DC

For more information, call the NAA Registrar
at (800) 638 -4427, ( #3).
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IN MANAGEMENT
ACCOUNTING

S i m p li f i ed I nve nt o r y Flo w: M a te ri al C o s t Only
Mdntrlecturing Work -In- Process Inventory
Finished Goods In
*

TRENDS

FIGURE 3/THE HARLEY-DAVIDSON EXPERIENCE

Absorption
credit

Overabsorptionl
Underabsorption

Source: Wiliam Turk, Harley - Davldson

WHERE IS COSTMANAGEMENT
GOING? (PART 2)
ow to consider some of the questions raised earlier, other than
those applying to the Coo per/Kaplan ABC approach, previously
described.
Q.Are there other comparable cost
management approaches (similar to
the ABC method) in use today?
A. To my knowledge there are several
other approaches comparable to
the ABC methodology in use today.
Coupled with developed software
and PC-based implementations,
they also service the need for accurate product costs, utilizing activity accounting concepts and terms.
The methods and the developers
will be identified and featured in
forthcoming research columns.
Q. What about accounting simplification? JIT and backflush accounting?
A.Accounting simplification refers to
a management accounting system
that matches the accounting flow
to the operation's natural process
rath er t han extracti ng t he d ata
from the operation's process and in
so doing disrupting the natural
5
pose
With new performance measures
installed to measure manufacturing
success, and with the employment of
Just -In -Time (JIT) and Total Quality
Management (TQM) concepts in their
manufacturing processes, Harley -Davidson (HD) developed a simplified
method to account for good completed
MANAGEMENT ACCOtMINGGEPPEMBER 1990

products. Using standards for materials, this method tracks the flow of material costs through Raw Material
(RM), Work In Process (WIP) and Finished Goods (FG) accounts. The system focuses on the output of an organization and works backwards,
allocating costs between cost of goods
sold and inventory. Called back flushing, this method:
1. Uses the product's current bill of
materials (a list of current part
numbers required to produce a finished vehicle).
2. Relieves all material parts, at standard from the RM accounts (purchased parts) and WIP accounts
(assembly), putting these costs
through to the FG account.
3. Credits, and separately charges,
conversion cost (labor and overhead) in the factory expense ledger
to the Finished Goods account.
This conversion cost computation,
made for completed goods produced, is based on throughput
speed (total process hours for a
product).6
Note that conversion costs never
attach to the cost of materials, by
tracking through the WIP and FG accounts. Instead, a separate entry, applying conversion cost to good completed product, is made as part of the
backflush process. See Figure 3 which
illustrates the inventory flows and application of conversion cost to FG. 7
This system, which applies cost to

products based on manufacturing's
ability to generate throughput from
the cell, has some limitations. It appears that applying conversion cost on
the basis of process time causes some
product cost distortion. While important to HD, HD has not up to now
placed the establishment of accurate
product costs on its high priority list.
Neither has it considered the implementation of the ABC method to overcome this distortion.
The next question to be considered
is that concerning resource costing.
Q. What is resource costing? How
does this interface with that previously discussed?
A. This term encompasses accounting
simplification as previously defined. Resource costing presumes
new performance measurements
have been prioritized and that JIT
and TQM concepts are employed in
the manufacturing process. What
is now envisioned through the resource costing method is the reduction of cost by utilizing cost drivers
that key in on waste. This would
also improve the accuracy of product costs. The method incorporates, as suggested by Bill Turk:8
1. The application of conversion costs,
other than directly traceable, to
products based on activity analysis, utilizing cost drivers that key
on waste.
2. The elimination of standard costs
and replacement with actual costs.
61

Because the manufacturing process is supported by the underlying
continuous improvement philosophy, actual cost trends will now be
closely monitored for improvement.
3. As part of the value chain analysis,
selling, general and administrative
costs will be considered as components or elements of total product
cost. SGA would be applied to product utilizing cost drivers which key
on waste (not for GAAP purposes).
Q.Describe what is mean t b y t h e
global approach to cost management?
A.Apparently popularized by Tom
Johnson, this method uses activity based information for the management of activities across the entire
value chain.9 Please refer to my
June 1989 column which describes
his framework for accounting and
operating systems. The method fo-

MANAGEMENT
ACCOUNTINGPRACTICES
LOUISBISCAY,CPA,EDITOR

MAPGOESTO WASHINGTON
he Management Accounting
Practices Committee met in
Washington, D.C., on June 12,
1990, for its final meeting of the Association year. At the outset, Chairman Robert Weiss circulated a list of
MAP Committee goals for 1990 -91
that he had provi ded to President
Stanley R. Pylipow. Among them is an
enhanced level of interaction among
members of the MAP Committee (and
Subcommittee on SMA Promulgation) and local chapters in conducting
their educational programs.
The principal reason for the MAP
Committee's holding one meeting
each year in Washington is the opportunity it provides to facilitate getting
together with the chief accountant of
the Securities & Exchange Commission. Chief Accountant Edmund
Coulson joined the Committee meeting and discussed the principal financial reporting issues that have been
occupying the time of the Commission's staff. It was an excellent session
in which Mr. Coulson and MAP Committee members learned a bit more
about each other's perspectives. The
FASB's Victor Brown played a similar
62

cuses upon and uses activities as
the common denomination. His
method suggests the use of

current mix of products and activities. Focuses on the external customer.

1. Nonfinancial measures of performance in operating activities.
These measures which focus on the
control side of the business and
measure the resources consumed
by activities that supply competitive value to customers.
2. Activity -based chargeout information is the price an activity center
charges for its output to customers
inside the company (e.g., data processing)— focusing on the users of
activities, and thus the planning
side, on the allocation of resources
to internal activities.
3. Activity -based product cost information. The ABC method for product costing is viewed as a means for
gaining strategic insight — critical
for a manager to assess the longterm profitability of a company's

With this approach, the firm is perceived as part of a continuum —from
customer relationships on one end to
vendor partnerships on the other. The
firm orchestrates its expertise in providing value -added services and products internally and externally.
■

role in discussing the recent activities
of the Financial Accounting Standards Board.
On the day's agenda were several
financial reporting items that re-

A

by
Irvin N. Gleim & Dale L. Flesher

• New 1990, Fourth Edition
• Covers all 4 Parts
• Two - Volume Format
I - Outlines & Study Guides $23.95
$23.95
II - Problems &Solutions

Accounting Publications, Inc.
P.O. Box 12848 0 University Station
Gainesville, FL 32604 (904) 375 -0772
or call 1- 800.87-GLEIM

`William Turk, Harley- Davidson Co. From the
presentation mask at a NAA Conference, 4th
Annual Cost Management Conference, March
26.27,
1990,
Indianapolis,
Indiana.
°Ibid.
°Ibid.
"Ibid.
9
H. Thomas Johnson, "Activity Based Information:
A Blueprint for World Class Management
Accounting," MANAGEBtENT ACCOUNTING®, June
1988.

Patrick L. Romano, CMA, is director
o f NAA research.
quired attention. Overall, MAP Committee members thought highly of a
Governmental Accounting Standards
Board's Exposure Draft, `The Financial Reporting Entity." The MAP
Committee reviewed very detailed
draft comments on the International
Accounting Standards Board's "Statement of Principles Regarding Financial Instruments" and requested a few
minor changes to the comments. The
MAP Committee also approved a letter to the FASB that takes issue with
what MAP sees as insufficient responsiveness by the Board to comments by
its constituents regarding Other
Postemployment Benefits.
Of major significance is the MAP
Committee's in- substance approval of
the May 1990 draft of "Management
Accounting Glossary," the future
SMA 2A A handful of follow -ups remain, including completion of t he
editing process, but, by its action, the
MAP Committee has delegated authority for completion to the MAP
Committee and Subcommittee chairmen and staff. When published, the
Statement will supersede SMA 2,
"Management Accounting Terminology."
■
Louis Bisgay, CPA, is director, management accounting practices.
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CASH, CASH, CASH: THE THREE
PRINCIPLES OF BUSINESS
SUCCESS AND SURVIVAL
Leslie N. Masonson, Harper Business,
10 East 53rd Street, New York, NY
10022, 1990, 296 pp.NAA recei ved
an advance copy of this book from the
publisher. The editors of MANAGEMENT ACCOUNTING4 were so impressed that we asked Mr. Masonson
to let us use part of his book as an article in the July 1990 issue. Readers
can get an idea as to the style and contents of the book by referring to that
article. (See page 26 of the July issue.)
This may be the first book on cash
management that really deals
specifically with banking and cash as
opposed to broader subjects such as
working capital management,
accounts receivable, inventories,
investing surplus cash, and similar
topics. The book concentrates on how
the banking system works and how
companies, through familiarity with
the actual mechanics of check
clearing, can optimize collection and
disbursement functions.
The other aspect of the book that
makes it unique is solid hands -on
information on how to negotiate with
banks to purchase bank services. As a
former bank officer, Mr. Masonson
has been on both sides of the desk.
Banking today is very competitive, so
how to work with your bank and get
the best level of service at the lowest
price- -which he covers thoroughly —
is must reading for everyone with
cash management responsibilities. I
highly recommend this book, which is
extremely readable and has the
additional advantage of being
absolutely up -to -date.
Mr. Masonson has been a featured
speaker at several NAA conferences
and cash management courses, and
invariably he gets high ratings. I also
suggest readers buy this book. The
$27.50 price makes it a bargain
because you will get a high percentage
MANAGEMENT ACCOLNTING/SEPTEMBER 1890

of Mr. Masonson's personal insights
for a very low cost. Although you will
have to "disburse cash" for the book,
you'll find it a sound investment.
Alfred M. King

THE HANDBOOK OF CASHFLOW
ANDTREASURYMANAGEMENT
Vince &Paolo.
editor, Probus
Publishing Co.,
118 North Clinton Street, Chicago, IL 60606,
1988, 530 pp.—
You have just
been given responsibility for
your organization's cash management. Where
do you turn? NAA offers a popular
course on cash management, but it
isn't offered all the time. A good substitute would be this outstanding
handbook. Although the introduction
states that the book is designed for
both newcomers and veterans in treasury management, the book would be
of most value to those with new responsibilities in this area.
The material covered —with a commonsense approach — includes fundamentals of cash management starting
with the basic collection and concentration techniques on the one side and
disbursement strategies on the other.
A brief chapter on electronic data interchange, which may be the wave of
the future, will be particularly helpful
for management accountants who
find themselves dealing with vendors
or customers adopting EDI. Chapters
on short -term portfolio investment
strategy and investment management are helpful and are must reading for anyone in the fortunate position of having excess cash.
The several chapters dealing with
corporatebank relationships are writ-

ten with the company's point of view
in mind as well as from the bank's
perspective. The latter is important
for corporate financial managers because without knowing how banks
look at relationships, it is impossible
to structure a mutually profitable relationship.
The material is an excellent introduction, but the book includes no bibliographies or references for additional material. The NAA library,
however, has a valuable bibliography
on cash management that would be
helpful in conjunction with this book.

CORPORATEINVESTMENTS
MANUAL: SHORT- AND
INTERMEDIATE-TERM
FIXED- INCOMESECURITIES
Alan G. Seidner, Warren, Gorham &
Lamont, 210 South Street, Boston,
MA 02111, 1989, approx. 600
pp. —While Mr. DiPaolds handbook is
geared toward persons just getting involved in cash management, this volume by Mr. Seidner, which also is a
handbook with numerous authors, is
aimed at the professional investment
manager. Anyone with substantial
portfolio investment responsibilities,
whether excess working capital, pension funds, or other large pools of
money, will find this volume helpful.
The authors deal with a wide range of
topics in the investment field from
treasury and government agency securities to corporate and municipal
obligations to more esoteric interest
rate and futures contracts.
Portfolio management strategies
such as swaps, repurchase agreements, arbitrage, and security agreements are covered, but they should be
undertaken only by individuals with
extensive experience and with thorough professional advice.
The chapters are written by some
highly qualified experts, and Mr.
Seidner has been a speaker at NAA
conferences where his presentations
are always highly regarded. As I mentioned before, this book is not designed for beginners. For readers with
substantial investment operations,
however, it is well worthwhile. ■
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SOFTWARE
Armor Systems, Inc. has released
an updated version of Excalibur+
Premie20 accounting and general
business software. In version 3.0, the
inventory module allows importing of
physical inventory using a hand -held
scanner and transfer of serial
numbers to the customer information
module. It prints labels for serialized
items and calculates minimum
quantities based on history. The order
entry module allows addition of
customers to accounts receivable "on
the fly," allows prepayments on
orders, and allows item costs to be
displayed when ordering. The
point -of -sale module handles
layaways, allows entering of multiple
serial numbers when invoicing,
allows voiding of entire invoices,
displays current item costs when
invoicing, and allows discounts to be
calculated by line item or invoice. The
billing module prints invoices when
they are prepared, allows addition of
accounts receivable customers "on the
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fly," and accepts prepayments on an
invoice at billing time. The purchase
order module allows addition of items
to inventory "on the fly" and prints
vendor item numbers on purchase
orders.
Circle No. 27
WordPerfect Corporation has
developed DataPerfect, database
software that does not require the
user to learn a programming
language. Each database can contain
up to 80 files, with up to 16 million
records per file. As many as 80 fields
per record may be defined. A user can
create a panel for each file and can
display several panels on- screen at
the same time. A search feature
makes it possible to find desired
records in one file or across multiple
files. With this software, a user can
create an index using almost any field
or combination of fields. DataPerfect
uses menus and a visually oriented
system for flexible report generation.
Information from two or more linked
files can be used in the same report.
The software provides a powerful
formula processor, and operators and
functions can be combined in a variety
of ways to build complex formulas.
DataPerfect can be used on a network
and allows up to 99 users to have
access to a database at once. If more
than one user is editing the same
record, the screen is updated as each
change is made. DataPerfect is
compatible with other WordPerfect
products. It requires an IBM PC or
compatible, DOS version 2.1 or
higher, and 192K of free memory.
Circle No. 28
CAM Software, Inc. has developed
LogicTree, a PC expert system tool
that can be used to develop
applications to classify any type of

data logically. For example, it can be
used for diagnostic systems and
manufacturing, assembly, or complex
decision- making procedures. No
programming is needed because
expert logic is entered directly into a
decision tree represented graphically
on the screen. Additional graphic
views of the logic and a search option
further simplify the construction of
the expert system. LogicTree converts
the expert logic into simple menus
and prompts. The user sees only those
options that are consistent with
previous decisions and, to clarify
options, can access extra information
or graphics. The user's choices are
reflected in an individualized final
report. Logic'IYee runs on any
IBM - compatible computer.
Circle No. 29
DHDial & Company has released
an Advanced General Ledger System
developed specifically for
management accountants and
organizations with complex
accounting requirements. A fully
integrated Accounts Payable System
is also available. These systems can
process: (1) multiple companies with
consolidated reporting; (2) numerous
departments, profit centers, and cost
centers; (3) complex organizational
structures with an unlimited number
of levels; (4) dynamic corporate
reorganizations occurring within any
accounting period; (5) cost allocations
and unit quantity accounting, (6)
flexible budgeting and multiple
budgets per year•, (7) user- defined
financial and budget report formats;
and (8) data exchanged with other
applications, including Lotus 1 -2 -3
and dBase. Accounting transactions
also can be imported from data files
downloaded from mainframe
applications. These systems operate
on IBM - compatible personal
computers running under DOS or a
variety of local area networks,
including Novell and PC -LAN.
Circle No. 30
Manapro, Inc. has released its new
multilingual general ledger program
for the Apple Macintosh. This
software allows the user to work in
one language and print reports in
another. Changing a language is as
easy as choosing a command, which
instantaneously gives all the menus,
commands, windows, and reports in
the chosen language. English,
Spanish, Italian, and Portuguese are
currently available, with German and
MANAGEMENT ACCOUNTINGBEFTEM8ER 1990

French soon to follow. The software
includes general ledger, payroll,
inventory control, accounts
receivable, accounts payable, and
sales and billing. These applications
exchange information with each other
and with various word processing and
spreadsheet programs. Manapro
General Ledger requires Macintosh
Plus or higher,1MB RAM, and Finder
6.0 and System 4.3 or higher. A hard
disk is preferred.
Circle No. 31
Intex Solutions, Inc. has released
the FINANCIAL TOOLKIT, a fully
integrated add -in for Lotus 1 -2-3 that
adds 20 financial functions to the five
basic functions supplied by Lotus. The
FINANCIAL TOOLETT offers
functions designed to handle APR
(annual percent rate), duration and
average life, depreciation, and
graduated and adjustable rate
mortgages, among other calculations.
In addition, there are two ® functions
that can solve for an entire range of
payments or interest rates. The
product works with all versions of
1 -2 -3 and with all versions of
Symphony.
Circle No. 32
Scitor Corporation has produced
Project Scheduler 4, a project
management system that gives
complete scheduling, resource
allocation, project costing, and
schedule and cost tracking
capabilities. It uses network diagrams
(PERT charts), Gantt charts, Gantt
histograms, resource histograms, and
cost curves. The user can enter data
while looking at a diagram by opening
another window on the screen. A
schedule baseline facility displays and
reports current schedules versus the
original target schedule. Variance
reporting gives financial comparisons
among current projections, actual
costs, and the baseline.
Context- sensitive help is readily
available. PS4 provides a wide variety
of reporting formats and can print
diagrams and charts sideways. It also
supports plotters and color printers.
PS4 exchanges data with Lotus 1 -2-3,
dBase III, or ASCII formats, and links
are available to mainframe
scheduling programs. The software
runs on IBM compatibles, the Wang
PC, and HP 150. It requires at least
512K RAM, DOS 2.0 or higher, a hard
disk drive, a graphics adapter and
monitor, and a graphics printer.
Circle No. 33
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SERVICE
The Retirement B enefits
Institute is an educational resource
for professional advisors engaged in
retirement benefit planning. It
publishes the Retirement Benefits
Planner newsletter, a bimonthly
publication that explores
developments in the law that affect
retirement planning and addresses
day - today planning issues. It
provides technical support to its
subscribers through The RBI
Software System®, a series of three
Lotus 1 -2-3 templates that facilitates
the planning strategies presented in
the newsletter. The software is free to
newsletter subscribers.
Circle No. 34

EQUIPMENT
The McGurn Safe Company has
produced a new safe that `wends"
prepackaged currency on a timed
basis to deter robbery. The safe has a
vending unit for access to currency, as
well as room to store cash tills and a
separate inner drop safe. The locking
and control features include special
user codes and a computerized audit
trail to deter employee theft, along
with time - controlled access to outer
and inner areas and interface
capability with alarm, security,
camera, and PC computer systems.
The safe has total time lock lockout
during nonbusiness hours. It
measures 34 "H x 22 "W x 20 "D.
Circle No. 35
AEG Olympia has introduced the
Startype 1501, an MS DOS compatible, screen -based typing
system that can be used for basic
typing, word processing, and
PC- compatible software applications.
The 12" black- and -white CRT screen
shows text exactly as it will appear
when printed, so the operator can
view a complete page layout on screen
before printing. Help menus can be
accessed at any time. For routine
typing, such as envelopes, the system
offers auto carriage return,
256 - character correction memory,
auto centering, auto underlining, bold
and expand print, right flush tab, and
decimal tab. For longer projects it
offers mail merge, format storage,
search/replace, and automatic page
numbering. It also can use many
application packages, including
spreadsheet and database programs.

The Startype 150i contains a 16-bit
Intel 8086- compatible microprocessor
operating under MS DOS, and 512K
of RAM. It can be configured with
either a single or dual 3.5" floppy disk
drive.
Circle No. 36

PUBLICATIONS
Information Age Publishing has
published PC Techware-The Directory
of Personal Computer Software for
Engineering and ManufacturirW. The
directory focuses solely on PC
software products for engineering and
manufacturing. It contains 84 product
categories and descriptions of more
than 2,200 individual software
programs. The book describes the
functions of each software package
and gives system requirements, price
information, and company contact. In
addition, PC Techware has arranged
for its readers to receive discounts
from 10°loto 25% on selected software.
Circle No. 37
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PROMOTIONS&
NEWPOSITIONS
DEBORAHLYNCH,EDITOR
Jesse G. Mallard, Boise,
has been named
manager--profit planning
at Ore -Ida Foods, Inc.

James MacDonald has
been named vice president
of finance for Western
Cutlery, Inc.

Edward A. Matisoff,
Bridgeport, is now
controller at GTE Realty
Corp.

Robert Christiansen,
Colorado Centennial, has
been promoted to regional
controller at Colorado
National Bankshares...

Bruce Schnell, Kansas
City, is now senior vice
president <hrector of audit
at Farm & Home
Savings... Xvonne K ean
has been promoted to
manager- investment
accounting at Business
Men's Assurance (BMA).
Paul A. Sossi, Macomb
County, is now chief
financial officer at Admore,
Inc., Mt. Clemens,
Michigan.
Lawrence S. Maisel,
Member -at- Large, USA,
has been named editor of
the Journal of Cost
Management.

Jeffrey F. Chapman,
Cleveland, was promoted to
corporate controller of
International Seaway
Trading Corp.
Joseph A Kosinski,
Chicago, has been
promoted to manager of
corporate financial
planning and analysis in
the corporate finance
division at Abbott
Laboratories,

is now accounting manager
at Copperweld
Steel...Kenneth P.
Thurston has been named
vice president/controller at
Copperweld Steel ...Mark
Cornman is now general
accounting supervisor at
Copperweld Steel.

Charles H. Meyer,
Minneapolis Northstar, is
now senior director-tax
research and planning at
Northwest Airlines, Inc.

Christopher F. Virgulak

Christopher F.
Virgulak, Connecticut
Gateway, has been named
vice president-finance at
Carol Cable Co., Inc., in
Pawtucket, Rhode Island.
Mr. Virgulak is a former
president of the
Connecticut Gateway
Chapter.

Susan E. Artmann,
CMA, Raritan Valley, has
been promoted to assistant
vice president- finance at
Bencharge Credit Service,

Joseph A. Kosinski
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JoAnn D. Iverson, CMA,
Red River Valley, has been
appointed financial auditor
with Citibank (South
Dakota), N.A.
Donald L Shippy,
Rockford, has been
promoted to assistant
controller of William
Charles Ltd., a holding
company of construction related businesses in
Rockford, Ill.
Charles E. Trussell,
Sacramento, is now chief
financial officer of Wester
Engineering Contractors,
Inc ...Vernon Hughes is
now controller of Kenco
Engineering, Inc.
Patricia Bauer, CMA,
San Antonio, is now
executive
director - financial analysis
and plans for USA's
Corporate Financial
Analysis Dept.
William T. Turk,
Waukesha Area.,is now a
lead partner at Howell
Management Corp.
Richard W. Campbell,
Wheeling, is now controller
at Tri -State Builders
Hardware, Inc.

HAVEYOUBEEN
PROMOTED?

Daniel R. Bartlett,
Denver, has been named
vice president of finance for
First Trust Corp. Mr.
Bartlett has also been
elected to the company's
Board of Directors.
James T. Sell, Greater
Youngstown Area, has been
promoted to tax and audit
manager at Copperweld
Steel....James R. Duncan

a subsidiary of Beneficial
Corp.

Daniel R. Bartlett

Have you or someone you
know been promoted? Drop
us a line! Include the
member's full name and
NAA account number, the
chapter name, the company
name, and the employee's
new title. Send that
information to Deborah
Lynch, NAA, 10 Paragon
Drive, Montvale, New
Jersey 07645. Please
submit news about salaried
positions only.
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ASSOCIATION
NEWS
DEBORAHLYNCH.EDITOR

operating officer of
Motorola, Inc., also
addressed members. Mr.
Tooker defined quality as
"whatever the customer
says it is." According to
Mr.Tooker, a successful
quality program needs top
management's support and
specific goals. "In June
1987, we set a goal of 10
times improvement by
1989, 100 times
improvement by 1991, and
zero defects in everything
we do," said Mr. Tooker.
These improvements must
be recognized and

rewarded. Motorola has a
CEO quality award, and
quality is the focus of the
executive bonus program.

KNOXVILLE WINS
PRESIDENTS'
AWARD
The Presidents' Award was
presented to members of
the Knoxville Chapter at
the Annual Dinner on
Wednesday night. The
Presidents' Award is
sponsored by the past
national presidents and is

ORLANDOHOSTS
NAACONFERENCE
Approximately 2,000
members and their families
attended the Annual
Conference in Orlando,
June 18-20. During the
three days of the
Conference, members
attended professional
sessions, met NAA friends,
and visited the area's
theme parks.
Stanley R Pylipow was
officially elected NAA's
president for 1990 -91 at the
Annual Meeting. Members
also elected 12 vice
presidents as well.
In a keynote address,
Richard W. Rahn, vice
president and chief
economist for the U.S.
Chamber of Commerce,
predicted the American
economy will survive in
spite of the U.S. Congress.
Congress is the real villain
in the struggle to maintain
economic growth, he said,
because through its
self - interest and excessive
regulations it "puts
burdens on American
businesses that foreign
competitors don't have,"
such as high taxes on labor
and capital and mandated
legislations such as day
care and parental leave
that seem to help some
people but really aren't that
well thought out.
Gary. L. Tooker,
president and chief

KnoxvilleChapteroffersandmembersproudlydisplayflrstpieceStevensonTrophyandPresidents'Award.

Permian Basin President Murray Hambrick is presented Warner Trophy by V.P. J. Philip Hellwege (l.) and
NAA President Tom O'Toole (r.).
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awarded to the chapter
with the highest point
totals accumulated over a
period of five years. John D.
Brown was the president of
the Knoxville Chapter.
The Knoxville Chapter
also captured first place in
the Stevenson Division and
the Stevenson Trophy. In
the Warner Division,
Permian Basin, led by
President Murray
Hambrick, won first place
and the Warner Trophy.
The second place award in
the Stevenson Division, the
Remington Rand Trophy,
was presented to the
Redwood Empire Chapter
and its president, David
Wheatman. In the Warner
Division, Steven Uhl,
president of the Sioux City
Chapter, accepted the J.
Lee Nicholson Award for
the chapter.
The third place
Stevenson award, the
Stuart Cameron McLeod
Society Trophy, was
awarded to the San Juan
Chapter and its president,
Francisco Rosa. The third
place award in the Warner
Division, the Rawn
Brinkley Award, was
presented to the Central

Let Padgett Business
Services build
another successful
accounting practice
with you .
• 4 wk. initial training
• Client marketing systems
• Income tax school
• Stream lined accounting
syystems
• On -going field support
• Owner manuals & much more
PADGETTBUSINESS SERVICES"
1800- 323 -7292
An I nternational
Accounting Franchise
Circ le No. 12
6H

M4�1-

Vice Presidents' Award is presented to members of Pacific Northwest Regional Council by President 07oole.
V.P. William E. Welch is at lett
Nebra ska Ch ap te r and
Sar ah Cu n n in gh a m ,
presiden t.
Th e So ut h Jersey
Ch ap ter wo n th e Carter
Tro p hy , 19th place banner,
fo r ad van cin g th e greatest

number of points in a
three -year perio d. The
Keller Tro ph y wen t to the
West Tennessee Ch a pt er
an d p resid en t, Do n ald
Wrigh t. Th e Keller Trophy
is award ed to th e chapter
th at ad van ces th e greatest
nu mb er of po ints in a
th ree -y ear period in the
Warn er Divisio n .
Th e first place award for

Lou Beining, Paris (Pan
Am).
Winners of American
Express $50 Gift Cheques
include:
Thomas J. Patton;
Nancy L. Muldoon;
Marianne Kerr; Joan E.
Pearsall, CPA; Diana M.
Veazey; and Robert C.
Hasbrouck, Jr.

Richard F. Grosscup is the
first redeployed NAA group
manager as part of the new
regionalization program.
Mr. Grosscup will be
relocating to the Atlanta
area.
In order to accept the

position, Mr. Grosscup has

Chapters and their presidents which also w
banners in the Stevenson Division are:

an international chapter
was awarded to the Sao
Paulo Chapter. Chapter
president was Robert
Vermonte.

RAFFLEWINNERS
Thanks to the American
Express Travel
Management Services,
these NAA members won
airline tickets during the
Annual Conference in
Orlando.
Herbert H. Seiffert,
Honolulu (Delta);
John W. Nobel, London
(Pan Am);

GROUPMANAGER

i

4.
5.
6.
7.
8.
9.
10,
11.
12.
13.
14.
15.
16.
17.
18.
19,
21.
22.
23.
24.
24.

Oklahom a City, Robert Woodrum
North Da llas, Da n Ewbank
Spartanb urg Area , Patsy William
Providence, Ruth Newm an
Northern Virginia, Am arie Nativi
Mt. Rainier, Eric Scott
Asheville, Charles Fuller
Detroit, Donald Strom
Reading, Sharron Hewing
Akron, Dante Tropea
Peninsula -Palo Alto, Brooks Esser
Cleveland, Robert Brlas
Raleigh Area, Anne C. Jones
Las Vegas, Mae L. Clark
Winnebagoland, Milo Jovanovich
Lancaster, Thom as Purcell
Seattle, Cheryl DeBoise
Canton, Joyce Keane
Washington, Peter Novak
Pikes Peak, Dean Arnold
San Antonio, Sherrie Graves
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resigned as an NAA
National Director. He has
NAA committee service
experience and served as
Baltimore chapter
president in 1985 -86. He
earned a BA in Business
Administration from
Loyola College in Maryland
and was employed as a firm
administrator for both a
large regional public
accounting firm and an
engineering consulting
firm.
Mr. Grosscup will serve
the Florida, Dixie,
Carolinas, and Tennessee
Councils. He will be
expected to attend all
council meetings and
primarily assist in
conducting continuing
education for NAA
members.
Jack Vaccaro, NAA staff
director for member
services, is now accepting
applications from NAA
members for a second
position located on the
West Coast.

EMERITUSLIFE
ASSOCIATES
Raymon d M . Bagemehl,
Milwaukee.
James M . B arker,
Dallas.
Arlington B. Beck,
Member -at- Large, USA.
William H. Borten,
Washington.
Richard D. Brown,
Mid - Florida..
Tarap ad a P. C hatt erjee,
Member -at- Large, Foreign.
Alwin N. Clunis,
Member -at- Large, Foreign.
J o h n G. C u mmi n gs,
Connecticut Gateway.
Jo seph W. Ferioli,
Bergen- Rockland.
Gerard W. Gat es,
Cincinnati.
Ralp h P . Goetsch,
Milwaukee.
Fred S. Goodman,
Nashville.
Norbert F. Ladd,
St. Louis.
Phillip K. Matteson,
Sangemon Valley.
Terrence J . McGovern,

u u u u ru u n iY . 1 U 4 YL w cc i.

Eugene J. Nordling,
Portland.
J o s e p h J . O'Brien,
St. Louis.
Robert K. Oberst,
Lansing- Jackson.
David W. Paca,
Delaware.
George E. Peek,
San Diego.
J ame s E . Qu acken bu sh ,
New Jersey Meadowlands
Ted M . Rab un ,
Washington.
Chester B. Rect or,
Akron.
J o h n L. Rhoads,
Birmingham- Vulcan.
Richard C. Ridgway,
Pittsburgh.
Donald E. Rohm,
Cleveland.
Frank IL Rossi,
Lake Erie Central.
Henry A. Samsel,
Delaware.
Nona D. Scott,
Member -at- Large, USA.
Allen H. Seed III,
Member -at- Large, USA.
Richard E. Seguin,
Member -at- Large, Foreign.
Kenneth L Settle,
Illowa.
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7.
8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.

Southern Minnesota, Judith Wilson
Salem Area, Jack Bailes
Tippecanoe, Daniel Barnes
Western Montana, Brian Zottnick
Northwest Arkansas, Robert Freem an
Stockton Area, Dianna Baker
Eugene - Springfield, David Ellis
LaCrosse - Winona Area, Mary Hirsch- Wilson
Florence Area, D. Neil Magruder
San ta Bar bar a, Br uce Ta rr
Eastern Connecticut, I. Martin Schwartz
Greater Topeka Area, Virginia Foster
North Alabam a, Sylvia Michelini
Spokane Area, Robert Gower

f

Y'

� t

r

Steven Uhl, president of Sioux City Chapter, holds J. Lee Nicholson
Award just presented by V.P. Joseph Mkhel and President O 'Toole.
69

San Juan President Francisco J. Rosa displays third -place Stuart
Cameron McLeod Society Trophy. At left are V.P. Thomas X. Hennigan
and McLeod Society President Theodore G. Lieb,

Robert M. Molloy, president of South Jersey, accepts Carter Trophy
presented by V.P. Paul E. Dascher and President O'Toole.

Sarah Cunningham, president of Central Nebraska Chapter, proudly
exhibits Rawn Brinkley Award (third -place in the Warner Trophy
competition). V.P. Joseph Mitchell and President O'Toole make the
presentation.

West Tennessee Chapter's president Donald Wright is presented the I.
Wayne Keller Trophy with V.P. Harold W. Rakes helping in the
presentation.
70

Charles W., Siegman,
Jr.,
North Penn.
James K Smith,
Piedmont Winston- Salem.
Aaron A. Smith,
Boca Raton.
Norman L Smith,
North Central Ohio.
Richard J. Smith,
Southern Minnesota.
Wayne R. Stearns,
Mohawk Valley.
Herrmann H. Stephens,
Evansville.
Richard L Stroud,
Cleveland.
Minoru Tonai,
San Fernando Valley.
V.J. Travis,
Winnebagoland.
Tom W. Walcott,
Akron.
Fred E. Wertz,
Roanoke.
Robert F. West,
Seattle.
Leo J. Wright,
Joplin IW- State.
Vernon E. Zumhagen,
Rockford.

Coromandel, New Zealand,
and received his training as
a public accountant there.
He came to the United
States in 1924, when he
joined Price Waterhouse.
He became a partner in the
firm in Manhattan in 1939,
a member of its executive
committee in 1944, and
chairman and senior
partner in 1954. He retired
in 1961.
In 1962 -63 Mr. Inglis
was an adjunct professor of
business at the Columbia
Graduate School of
Business.
Mr. Inglis joined the
NAA in 1944. During his
career he published a
number of articles on
accounting topics in the
NACA Bulletin, Journal of
Accountancy, and
N . YC . P A He also
published an
autobiography, My Life
and Times.

JOHN INGLIS
(1901 -90)

We incorrectly named
Patricia Corbe,
Jacksonville, as pictured in
this department in July
1990. The member in the
photo is Peg Melvin,
Mid - Florida. We regret the
error.
Marvin P. Carter, Jr.,
56, Charlotte Chapter,
erroneously was listed in
the In Memoriam section
last month. He is, indeed,
alive. We apologize for the
error.

John B. Inglis, former NAA
national president
(1958 -59), and former
chairman and senior
partner of Price
Waterhouse, died recently
in Lake Forest, M. He was
89 years old. Mr. Inglis was
an Emeritus Life Associate
who was associated with
the New York Chapter.
Mr. Inglis was born in

CORRECTIONS
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EARN 12 CPE CREDITS IN 12 HOURS WITH
(for just $7.92 per credit)

THE LAST12 ISSUES OF
Finance &Accounting Audio Digest
Where the Experts Speak for Themselves
You'll hear:

Contents Include:

eGeorge James, CFO,
Levi Strauss
*Larry Ford, CIO,
IBM
*Dennis Beresford, Chnn,
FASB
*Edmund Coulson,
Chief Accent, SEC
•Arthur Wyatt, Partner
Arthur Andersen &
Chrm, IASC
•Robert Half, Founder
Robert Half Int'l
*Carla O'Dell, President
and Author

Sept '89
Meas the Cost of Quality
Activity Based Costg Update
Oct 189
Spreadsheet Contenders
Integrated Cost Systems

$ 95 NAA Members
$125 Non-Members
Each issue of Finance &
Accounting Audio Digest is
approximately 60 minutes
and contains 6 -8 features of
prime interest to finance and
accounting professionals.

Finance & Accounting
Audio Digest is published
in cooperation with NAA.

SPE CIA L OFF ER

12
BACK ISSUES
AND FULL YEAR
SUBSCRIPTION
You can earn 24 CPE
Credits for
$168.00
just $7.00 /CPE

Nov '89

Corporate Data Security
Year -End Tax Update
Dec '89

Changing Role of Fin'I Execs
Global Economic Forecast
Jan 190
Corporate Tax Outlook
Stock Market Update
Feb '90
Acctg for New Fin'l Insts
Outlook for Interest Rates
Mar 190
Regulatory Review
Year Ahead in the Economy
April '90
I'merging Corp Tax Issues
Int'I Accounting Standards
May '90
Cash Flow & Budgeting
Steps to Improve Productivity
THIS ALBUM CONTAINS . . .
June I "
the last 12 issues of Finance and Accounting Audio Digest
Int'I Fin & Acctg Devels
Executive Compensation Trends
in this handsome, permanent library binder... PLUS 12
July I "
Quizzes you can use to earn 12 CPE Credits.
Mfg Process Control Update
Cost Mgt Trends in Healthcare
Aug '90
Software & Services Update
You can order by FAX: (203)661 -8472
Using Information Strategically
- - - - - - - - - - - - - r- - - - - - - - - - - - - To: Finance & Accounting Audio Digest
] I am an NAA Member
C/o
AMR, - 323 Railroad Avenue,
[
]
I am a Non -Member
Greenwich, CT 06830 ...(203)661 -0101
[ ] Enclosed is my check for $95;
[ ] YESI Please send me the last 12 issues of
($125 for Non - Members)
Finance & Accounting Audio Digest- I
understand these will arrive in a handsome
[ ] Enclosed is my check for $168;
permanent library binder complete with 12
Special Offer for Both
quizzes for CPE Credit application.
[ ] Please bill my credit card:
[ ] ALSO, Start my Subscription at the Special
No.
Offer Price, $168 for both.
Expires_
Signature
[ ]AMEX [ ]MC [ ]VISA
Phone (
)
Name
[ ] I WOULD BE INTERESTED IN AN
Title
ELECTRONIC EDITION (a one -year
Company
summary available for review on your
Address
personal computer)

I

ICity-

- - - - - -Sc - - zip
- - - -

-
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CLASSIFIED
OPPORTUNITIES
"DOWNUNDER"
LOOJUNG TO EXPAND TO
Australia? Research & Reporting
offers market studies, industry/product reports, strategy
planning, commercial negotiations, other business intelligence
PLUS an informative monthly
newsletter. Full particulars via
airmail from Australian
Downunder, 10 Angorra Road,
Terrey Hills, Sydney, NSW,
2084 Australia.

OPPORTUNITIESIN
ACCOUNTING&
FINANCE
WE ARE A LEADING authority in the placement of Accounting and Financial professionals
nationwide. We are actively recruiting for positions which include VPs of Finance, Controllers, Cost Accountants, Credit
Managers, Financial Analysts,
Staff Accountants and Auditors.
These positions range from
$35,000 to $130,000. If you want
an exciting growth opportunity
in many desirable locations,
please call 803 - 788 -6877 and
mail
your
resume
to:
F- O- R-T -U -N-E
Personnel
Consultants of Columbia, 108
Columbia Northeast Drive, For-

EADER
SERVICE
CARDN0.

6
7
10
20

4
1
15
14

13
12
3
8
5

tune Square, Columbia, SC
29223. You may fax your resume
to us at 803-788-1509. Our client
companies pay our fees.
CALIFOR NIA & NATIONWIDE.

We currently represent over 100
career opportunities in Industry
(Fortune
1000
plus
exceptional emerging businesses) and Public Accounting
("Big 8", high quality locals)
for experienced Tax, Audit, Accounting, and Consulting professionals. Relocation assistance
available. Resumes to: Executive
Resource Systems, 27281 Las
Ramblas, Suite 200A, Mission
Viejo, CA 92691. (714) 367 -0777.
INTERNAL AUDITORS
(20)-- corporate openings nationwide. Desire 2 -5 years audit
experience with medium/large
national CPA firms or large corporations. Send resume to:
HENRY LABUS PERSONNEL,
820 Ford Building, Detroit, MI
48226. Managed by former Controller, past President NAA
Chapter.

STARTYOUROWN
ACCOUNTING
PRACTICE!
NEW C LIENT D EVELO PM EN T,

streamlined accounting systems,
• 4

ADVERTISERS'INDEX
Accounting Publications
AT&T Long Distance
Canadian Taxpayer
Computer Planning
Comshare
CPA School of Washington
Equitable
FASB Conference
Finance and Accounting
Audio Digest
Flagstaff Engineering
Franklin Life Insurance
Robert Half
liar Systems
Malibu Publishing Co.
NAA/ICMA
NAA Insurance
NAA Research Publication
NAA Upcoming Conferences
Padgett Business Services
Padgett Business Services
Security Pacific
Xerox Copier
Xerox Fax

PAGE
62
9
65
C -2
C-3
64
17
21
71
19
10
C -4
20
5
13
23
46
60
6
68
15
1
7

complete training, continuous
home office support, etc. Inquire
today. Join the fastest growing
national accounting franchising
network; over 100 offices
throughout the U.S. and Canada. PADGETT BUSINESS SERVICES, established 1966, 1 -800323 -7292.
Do you enjoy practicing
accounting? Do you dream of
being in business for
yourself? Do you have the
entrepreneur spirit? Then
consider talking to one of the 60
individuals who have formed
Partnerships with us in the past
1 1/2 years. Our Partners are
successful business people.
Please send resume to: Elwyn
Hock, State Director,
LEADLEY, GUNNING &
CULP, INTERNATIONAL,
896 N. Carey Dr., Bolivar, OH
44612.

TAXFORMSFORSALE
1913 FORM 1040. Complete
first tax return including instructions authentically reproduoed on single 81/2 x 11 parchment paper. $8. We brought it to
you first in 1985; guaranteed
best quality, beat price. Deluxe
Version Available $49.95. (501)
782 -5942 Executive Marketplace, P.O. Box 3988 -MA, Fort
Smith, AR 72913.

ACCOUNTING
SOFTWARE
CONSULTING
GOOD BUSINESS
CONSULTING focuses on accounting software. Needs analysis, selection process, implementation project management, All
platforms. ABC, miscellaneous
studies. LAWRENCE WALKIN,
CMA. Call 416- 253 -6858.

COMPUTERSOFTWARE
DEPRECIATION/FIXED
ASSET MANAGEMENT.Over
500 users worldwide, many call
this the best program available.
IBM- PC/XT /AT/PS2
and
compatibles. Federal, State and
Book detail by month. All normal methods including SL, SYD,
DB, ACRS, MACRS, and
SHORT TAX YEAR Full screen
editing of detailed records, variable FYE and more. Optional
custom reports with sorting,
splitting and merging. Version
4.0, $95.00. Custom reports
$80.00. MONEY BACK GUARANTEE. VISA/MC accepted.
SOFTLINK. P.O. Box 2433, Stuart, FL 34995. Phone (407) 6923123.

Quick & Easy 1099/W2T M software for preparing Information
Returns on your PC. Basic versions support continuous forms
W2 or 1099. "Magnetic" versions---cost effective means of
satisfying IRS and SSA requirements. "Laser" upgrade —pays
for itself, no need to buy forms,
Tax Cartridge not required. Programs are menu driven, easy to
use, include on -line help, and
handle multiple payers. Prices
from $59.951 Call for Free
Literature. Information Returns, Inc. (800) 735.1099.

COMPENSATING
BALANCES
COMPENSATING
BALANCES "For Rent" CDs
from 100K to 5 million deposited
into the bank of your
choice —help "sweet talk" your
banker into that deal! 3% to 5%
fee. Call Donald Lisefski, CMA,
515472-8184.

FORSALE
ARIZONA ACCOUNTING
PRACTICES AVAILABLE.
Phoenix
$295,000.
Yuma
$85,000. Sierra Vista $66,000.
Casa Grande $95,000. Charles
Leach, Broker. (602) 750 -1852.

HELPWANTED
COST ACCOUNTANT. Growing manufacturing company
based in East San Gabriel Valley
seeks Cost Accountant to be responsible for developing and
maintaining activity based standard costing system for multi plant environment. Requirements
include accounting
degree, 5 -7 years experience
(preferably in process manufacturing). CMA preferred. Send resume & salary history to CONTROLLER, PO Box 1060, La
Verne, CA 91750.
DEPUTY DIRECTOR OF
FINANCE, City of Berkeley,
CA. Salary $51,852- $63,024/yr.
+ excellent benefits. Requires
Bachelor's degree in accounting,
business administration, and 6
years' professional experience in
accounting or financial management, with two years in supervisory capacity. Must be thoroughly familiar with CAPR and
GAAP. For application materials, call City of Berkeley Personnel Department at (415) 6446460 immediately or apply to
2180 Milvia Street, Berkeley, CA
94704. City application and supplemental questionnaire must
be submitted along with resume.
Closing date: 5:00 pm, September 28, 1990. AA/EOE.
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Commander"' FDC:
The PC -based financial consolidation software that lets you

Consolidate with Confidence
f you' re looking for a software
solution to the complex task
of collecting, consolidating and
reporting financial data for a
multidivisional, multinational
corporation, you should look at
Comshare' s Commander FDC.
Unlike spreadsheets and general purpose software often used
for this task, Commander FDC
(Financial Data Consolidation)
is a PC/LAN -based software
package specifically designed to
handle the unique logistical and
accounting demands of consolidation and financial reporting,
so you can be confident about
the information it provides. It
works the way you do, with
financial schedules (income
statements, etc.) and includes
the accounting intelligence to
assure accuracy. It's a cost effective solution that puts you
in complete control both of the
consolidation process and of
this important financial data.
And it' s from Comshare, the
market leader in financial consolidation and executive information systems.

I

Commander FDC not only s upports the
rmancial data needs of corporate headquarters,
it ca n mee t the informa tion needs of your
reporting units as well. Easy to implement
and to use, it can adapt to different organizationa l s tructures, re porting re quire me nts ,
and accounting systems, even within the same

Currency translations, intercompany eliminations, re- statements, adjustments and journal
entries are performed simply and automatically. Not only are your books closed more
quickly, they are more accurate as well, with
built -in a udit trails and data inte grity
requirements.

company.

Designed for maximum user flexibility,
Commander FDC lets you respond to change
—�in�your�organization, in ac co unt struc tures ,
in r e p o r t f o r m at s a n d in b ud g et s . It a ls o

handles the complex task of compara tive
reporting after changes have been ma de.

Commander FDC includes capabilities for
budget preparation and fmancial analysis as
well as s tatu to ry and mana gemen t re p o rt ing.
In add ition to p rinted rep o rts , yo u c an d eliver
key financ ial info rmatio n to exec utives elec tro n ic a lly o n - s c re en. P o w erf ul to o ls f o r
mo d eling and ad -h o e in ves tig atio n are als o

included.

Commander FDC
R'. -1)a.4 Software for Financial Data Consolidation
For an eye opening introduction to
Commander FDC, and information about a
Commander FDC Seminar in your area,
call Chris Kelly at Comshare, toll free:

ME o

800
- 922 -7979.
In Mle hignan 313 - 9944500,
In Canada: 800441 -1780

OOM51-�� /� IRC.
3001 South State Street, P.O. Box 1588,
Ann Arbor, MI 48106 -1588
(:op,ry
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• PROGRAMMERS • INFORMATION SYSTEMS CONSULTANTS • CORPORATE CONTROLLERS • PROJECT ANALYSTS

A FINANCIAL CAREER
GUIDE THAT MONEY
CAN'T BUY
fl?Ef to professionals who want
to gain a %ompetitige edge
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m
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Keeping your skills sharp
and exploring a variety of
challenging job opportunities are essential in
successfully competing in
these difficult times.
Recognized as an authority
on p e rs o nnel is sue s sinc e
1948, the Robert Half organi

zation offers this complimer
tary booklet to help you mee
the challenges of the decade
To order your FREE guide, or
help in finding career opporturll
in accounting, finance and info
tion systems, contact one of our
160 Robert Half a nd AccounteI.,P,3

NAL

offices. Or call toll free:

A

1-600-*0Z07654 Ext.24
R O B E .R T
IML I
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