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It's the rest of
your phone systenl.

You're managing your phone system internally. Now take control of
out-of-office calls as well. With The AT &T Calling Card for Business
you can save both time and money. And your company's phone system
will be complete.
Your employees will have quick, easy access to the AT &T network,
and take savings everywhere they go. Because only AT &T offers savings
on calling card usage with everyone of our interstate volume discount
plans, such as AT &TPROs" WATSandMEGACOM° WA TS. So regardless of
the size of your business, you will always get the discounts you deserve.
And with EXECU- BILL`"' Service, tracking
and moni tori ng card expenses is more

efficient. Because billing is tailored
to work the way your company works.
Find out how your company can get
The AT &T Calling Card for Business,
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AT &T Account Executive or
1800 222 -0400, Ext. 2150.
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The ARTCalling Card for Business.
Another AT&T advantage.
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The right choice.

Introducing The
FinancialS oftware That's
S
Behind AmeC
rica's Most
M Dames,

From the canyons of Wall Street to the
Sun Belt to Silicon Valley.
Wherever you find successful
companies you'll find something else:
The Masterpiece' series of
financial software.
It's the most
advanced and integrated
accounting solution ever
developed. Across all of CA'sComprrtfrig
Architecture For
The 90s protects
your major
I hardware
and enhances the
platforms (IBM mainvalucgf -e7 CA
sq%rwaresorution.
frame and midrange,
Digital VAX, Unisys, and Data
General) Masterpiece delivers a single,
comprehensive, approach to all of your
financial needs. An integrated series
of high - performance Masterpiece
modules address: General Ledger and
Financial Reporting, Purchasing and
Payables Management, Receivables
and Credit Management, Fixed Asset
Accounting, Order and Inventory
Management, and Project and Labor
Cost Tracking.
Because it's built on top of a
relational foundation, Masterpiece
delivers superior integration and
performance. It's also easily tailored
to your company's specifications and
offers a unique custom reporting
facility along with distillation,
analysis, data manipulation and
outstanding presentation tools.
Call 1- 800 - 645 -3003for complete information on Masterpiece. Call
today and learn the difference between
software for accounting —and software
for success.

tO 199OComputerAssociates International, Inc..
711 Stewart Avenue, Garden City, NY 11530-9787.
All trade names referenced are the trademarks or registered
trademarks of the respective manufacturer.
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BY GERALD H.B. ROSS
Great changes are coming
in the way corporations will
be managed in the '90s. The
author traces the evolution
of manufacturing technology and management techniques and challenges management accountants to
move away from their traditional role to one that supports radically different control requirements.

28
DOFINANCIALAND
NONFINANCIAL
PERFORMANCE
MEASURESHAVE
TOAGREE?

BY C.J. MCNAIR, CMA,
RICHARD L. LYNCH, AND
KELVIN F. CROSS
Many accountants today are
providing "strategic cost information" in addition to
carrying out their traditional role of cost control. Leading the way to "relevance
found" are activity accounting and new approaches to
performance measurement.
But what happens when
nonfinancial and financial
reports on the business disagree? In some cases it
doesn't matter. At other
times it is critical that they
agree. The key is knowing
the difference.
Certificate of Merit.
1989 -90.

BY JONATHAN B.
SCHIFF, CMA, AND
CLAIRE B. MAY
Internal control has different meanings depending on
to whom you talk in a corporation. In light of the current focus on fraud and defenses against it financial
and management accountants must define the term
and agree on the ultimate
responsibility for the function.

41
BRAND NAMES: THE
INVISIBLE ASSETS
BY ALFRED M. KING,
CMA, AND JAMES COOK
Brand names have a definite asset value. Brand
names, therefore, should be
valued and then recognized
as an asset on financial
statements. Here are examples of how the valuation
could be done, reasons for
doing it and the possible
consequences of this treatment.
Certificate of Merit,
1989 -90.
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49
FINANCIAL
REPORTING
IN THE 19905
BY DENNIS R
BERESFORD, CMA
The chairman of the FASB
identifies forces that will influence financial reporting
in the 1990s and describes
the impact they may have
on the FASB agenda and
process.

ASECONDOPINION:
THE AICPA'S
PROPOSALFOR
FEDERAL
ACCOUNTINGREFORM- "IT'S ON
THE MARK"
BY CORNELIUS E.
TIERNEY
In response to Prof. Robert
Anthony's criticism, the
chairman of the AICPA
Task Force on Improving
Federal Financial Management defends the Institute's
proposal: "any change
should not be delayed until
a perfect `big bang' solution
can be negotiated. We don't
need perfection; we can't
wait for perfection ".
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BY KENNETH A.
MERCHANT
Highly achievable budget
targets offer corporations a
host of advantages over other target levels. The resulting benefits can improve
both morale and the bottom
line.
Certificate of Merit,
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Today 38% of all our members are women. Our membership has selected 89 of them to be chapter presidents,
and 40% of all chapter officers and directors are female.
Six of our 24 councils have selected women presidents.
This year our vice president class has two female members, and more than one fourth of our national directors
are of that gender.
The makeup of our leadership follows closely the national demographics of our profession. The responses to
our "I Count" program has prompted many of our female
management accountants to share their stories. Here are a few:
Margueritte B. Mash
Rochester, NY
I count because I care about NAA, at both the chapter level and
the national level.
Throughout my affiliation with NAA, I have learned and grown
within the accounting profession. As a national director I will be able
to share my experiences and knowledge with other NAA chapters during the next two years.

As a member of the Greece (Suburban) Advisory School Board I
put together a "Day in the Office" program for high school accounting
students. With the cooperation of members of the Rochester Chapter
and their employers, the students are able to observe the accounting
and financial work environment that they one day will be a part of.
During my council presidency, I established a one -day educational
seminar which has become an ongoing Council activity.

I will continue to count as an NAA member at the local and national
level by remaining active and being involved.
Jean M. Petersen
Azusa, CA
Since the passing of our executive director, June 1989, I was put
in that position as the acting director. Being a member of NAA has
helped me to improve the company's financial reports; to be more meaningful to our doctors. I have learned so much from other NAA members,
which also helped me to do a super job, My boss has told me I've done
a super, super job, I'm so glad I can be a member of this great professional team.
B.J. Cook
Winter Park, FL
I have been an NAA member for over 15 years. The Association
has provided many opportunities for leadership and professional
growth, and many wonderful friends. After I became a past chapter president I went into business for myself —the contacts I made through NAA
were of great help in establishing a client base. I am presently enjoying
national service as a committee member and hope to continue in the
Association
President,
1990 for
-91 many more years. t
�
To be continued!
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The Bottom Line
in Accounting and
Auditing Guides

The HBJ Miller Accounting Guides are the key references for all of your accounting and auditing
needs. Organized to help you find the answers to
all of your accounting and audi ting que stions,
they'll save you hours of valuable research time.
1991 HBJ Miller GAAP Guide
♦ Restates and analyzes promulgated GAAP

Subscribers to the HBJ Miller Accounting Update
Services can count on keeping up with changes in
GAAP and /or governmental GAAP. Each official
pronouncement is thoroughly reviewed and restated
in plain, simple English.

HBJ Miller GAAP Guide Update Service
* Provides up -to -date technical analysis of GAAP throughout the year.
♦ Subscription includes softcover 1991 GAAP Guide.

in straightforward language.
1 9 9 1 HB J M i l l e r Go ve rn me n t a l GAAP

HBJ Mlller Governmental GAAP Guide Update Service

Guid e
♦ Examines governmental GAAP applicable

• Keeps you informed of changes in governmental GAAP
throughout the year.
• Subscription includes softcover 1991 Governmental GAAP Guide.

to state and local governmental units.
199 1 HB J Mi ll er GARS Gui de
♦ Restates GAAS —SAS, SSARS, Industry
Audit Guides, MAS and more.

I

Please send me the following:

Q ua ntity

I

SOF TC OVER BOO KS
1991 GAAP Guide $40
1991 GAAS Guide $40
1991 Govt. GAAP Guid e $40

I

HBJMILLER
Accounting Publications

HAR DC O VER BO OKS
1991 GAAP Guide $55
1991 GAAS Guide $55
1991 Govt. GAAP G uid e $55

HBJ MILLER UPDATE S ERVICES
1991 GAAP Guide Up date Service Subs cription $135 (Price includes
softcover 1991 GAAP Guide)
1991 Govt. GAAP Guide Update Service Subscription $135
(Price includes softcover 1991 Govt. GAAP Guide)

I
I
I
B ill M e

Bill my F irm

Note: Books available December 1, 1990

To order or for more information

Call TOLL -FREE: 1- 800 -543 -1918

I

Na m e
Ad dres s
city
State
Zip
I understand that my reference will be kept up-to-date through annual subscription renewal and /or
replacement editions, shipped automatically on a 30 -day approval basis. Shipping and handling
Charges apply to all orders unless accompanied by full payment and sales tax.

I

HBJ Miller Accounting Publications, Inc

Signature

I

465 South Lincoln Drive, Troy, MO 63379 -2899

O HBJ Miller Accounting Publications Inc., IM.OHervaW in 11SAonly.

and ask for operator L.
In AK and MO, call collect: 1- 314 -528 -8110

I

Or, fill out the order form at right and mail to:

roraarnot vaila

L
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LETTERS

manipulate the work force to jump
through one more hoop, such as exists
with a "motivational work environment
and performance -based pay" system.

TO THE EDITOR

Jonathan E. Adams, III, CPA
Los Altos, Calif.

SELFISHLIFESTYLE

ROBERTF.RANDALL,EDITOR

AUTONOMYAND
CONTROL
ou noted a recent survey had
indicated that more than one
third of the executives at leading U.S. companies would quit their
jobs tomorrow and start their own
businesses if they could afford it. Max
Messmer (May 1990) then said, "Offering a motivational work environment and performance -based pay can
capture much of the appeal of self -employment without the inherent risk."
No, Messmer has it all wrong. I bet
that many executives would quit their
big company jobs for self- employment
even if in self - employment their pay
and opportunities for capital accumulation were no greater than previously. The first appeal of self -employment
is control. No more performance appraisals. No chance of being fired, laid
off, or involuntarily retired. No committees or bosses second guessing
your decisions. No more need to play
political games. The appeal of self -em ployment is the appeal of autonomy
and control. Real autonomy and control, not psuedo-autonomy devised to

ACCOUNTANTS!
OFControl YOUR financial
future! PADGETT BUSINESS
SERVICES will professionally
train you to build own
accounting business,
utilizing State of the Art
marketing systems.
Territories available in
Mass., N.J., Ohio, Penn.,
Maryland and Virginia.
1 -800- 323 -7292.
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Unfortunately the financial profile of a
management accountant (Sept. 1990)
is all too accurate of a picture of the
"Me" generation. All effort is directed
to personal financial enhancement or
leisure time entertainment.
Not one cent is allocated to charities, community obligations, or national programs to further social justice or
aid for the less fortunate. If Ted and
Mary reach retirement age, which
seems to be the focus of their life and
financial management, they will be
looking back unhappily at a very self centered selfish life— having lived it
without any consideration of their fellow man.
J.L Klein
St.Paul Chapter

CHARLATAN, KNOW
THYSELF!
William Weis's article ([[What's Going
on in Business Schools May 1990) contains much truth, but it contains some
straw men as well. Every academic department head receives resumes of
charlatans applying for faculty positions. The appropriate disposition of
most of these resumes is the wastepaper can. When charlatans are hired as
accounting professors, it is the department head who is the greater charlatan.
A department head who hires a
charlatan Ph.D. just to satisfy AACSB
requirements is wrong twice. AACSB
standards require relevant doctoral degrees and most of the college and universities where accounting is taught
continue to operate without having any
AACSB accreditation at all. Why would
a department head consciously sacrifice the quality of students' education
by thi s kind of hiring?
As to the need to hire experienced
practitioners as accounting teachers,
I'm afraid the track record there is only
a little better than that of the charlatans. In too many cases, the retired
practitioner is just that — retired.
Cheer up, Mr. Weis. The result of

all this is not really a bleak picture for
accounting education. The shortage of
accounting doctorates is not nearly so
severe as it was ten years ago, and the
right kind of retired practitioner does
come along now and then.
But remember, when you hire a
charlatan as an accounting professor,
it is by choice.
William K Carter, Ph.D., CPA
University ofVirginia

PROTECTINGINDUSTRY
I question the method of protecting
American industry that Mr. Joseph
Corry (Sept. 1990) is recommending
through the reconsideration of APB 17
by the FASB.
Changing APB 17 in such a way to
create a favorable environment for
large acquisitions by American business is contrary to what American
business needs today. More harm
than good was the result of the corporate buying binge of the 1980s and
many people will be feeling the adverse effects for years to come.
American business must overcome
[its] xenophobia and be more concerned with what is good for society as
a whole. Business must reinvest excess capital in [its] own operations to
attain an absolute advantage in their
field. The excerpt in Mr. Corry's article
should read, 'Tile FASB should emphasize APB 17 in light of today's business environment."
David Melt:
Canandaigua, N.Y.

LIFEEXPECTANCY
As I glanced at the names listed in the
"In Memoriam" section of a recent issue, I was struck by the seemingly
large proportion of 'young" ages listed. This seems to indicate that a management accounting professional's life
expectancy is likely to be quite a bit below the national average.
Because of the side effects of the accounting profession (i.e., stress, being
sedentary, long hours, etc.), it is particularly important for everyone to pay
close attention to getting adequate
amounts of rest, relaxation, and
exercise.
Gary Horsfall
Controller
Whittier Wood Products
MANAGEMENT ACCOUNTING /NOVEMBER 1990
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Th e Ke lly S e rv ic e S y ste m:
Wh a t Yo u ' d E x p e c t
Fr o m T h e L e a d e r.

Introducing the Kelly Skills
Review�—a�task�-�oriented�testing
procedure that tests real
workplace skills. It's fully
co mp uterized Independently
validated. And carefully matched
to the Service Descriptions. To
ensure that the help you get is
the help you need

Both the new Kelly Service
Descriptions and Kelly Skills
Review are part of the industry's
most comprehensive quality
assurance program: The Kelly
Service System. It's designed to
cover every aspect of customer
service. From hiring, ordering
and�assigning�—to�follow-�through.

Ord ering Temporaries Exclusive Testing:
Has Never Been Easier. The Help You Get Is
Introducing the Kelly Service
Descriptions�—a�totally�new,�simplified, flexible job description
system for temporary help. To
identify the work skills, experience level and equ ipment
requirements of every assignment. For further information,
call your local Kelly office.

KELLY

Servpicesry

The Kelly Girl ®People —The First and The Best'
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WASHINGTONREPORT

STEPHENBARLAS,EDITOR

VNDEN INTERNAL
CONTROLS BILL
GETS HOT
ep. Ron Wyden (D -0re.) has
been promoting legislation to
tighten up corporate financial
reporting and financial controls. Nothing much happened with his proposals
until August when Rep. Edward Markey (D- Mass.), chairman of the House
Telecommunications and Finance
Subcommittee, held hearings on the
newest one. When Congress reconvened in September, the Democratic
House leadership suddenly started
looking around for a bill to which they
could amend the Wyden proposal.
Wyden's staff had worked with the
AICPA to change some of the legislative language to which the AICPA had
violently objected when the proposal
was aired at the August hearings. But
the Financial Executives Institute still
strongly opposed the bill. Jim Kaitz, director of government relations for the
FEI, explains that the provision requiring outside auditors to certify a management- prepared internal controls
document could cost companies an additional 10% to 20% on their audit
charges. The Wyden bill also would
expand the definition of "material
weakness," a tripwire that determines
what a company must report in its 10K
and annual report The new language
would force companies to report material weaknesses that "result in more
than a relatively low risk that [material] errors or irregularities... may occur." That is stronger than the current
language, which exempts material
weaknesses that are happened upon
by company employees in their normal
course of business. James Doty, general counsel at the SEC, says, "There
is a distinction between a system designed to ensure that errors resulting
from negligence or irregularities resulting from fraud do not occur and a

recorded depreciated cost, without
recognizing the decrease in value of
other assets; immediately record loan
origination fees as income on a more
liberal basis; amortize losses on assets
sold over the remaining contractual
life of the asset. More broadly,
Breeden voiced strong support for the
concept of market-based accounting.
"The nation's experience with the crisis in the savings and loan industry, as
well as many of the largest bank failures, demonstrates the inherent and
substantial dangers of a reporting system for financial institutions that is
premised on historical cost accounting
principles," Breeden said.

FOREIGN SOURCE
INCOME

Ron Wyden

system designed to ensure that such
errors and irregularities, if they do occur, will be detected in the normal
course of business." He suggested the
Wyden language may "establish a
standard that cannot be satisfied."

BREEDEN SLAMS
S &L ACCOUNTING
It isn't any secret that disreputable accounting techniques greased the skids
of the savings and loan industry. When
he appeared before the Senate Banking, Housing and Urban Affairs Committee on September 10, SEC Chairman Richard Breeden lambasted the
Federal Home Loan Bank Board,
which no longer exists (replaced by
the Resolution Trust Corp.), for falling
asleep at the wheel. Breeden said the
FHLBB ignored generally accepted accounting principles in a number of
ways. Among the most striking failures was the FHLBB allowing thrifts
to: increase capital by the amount that
certain assets had appreciated above

Many corporations believe that the
1986 tax reform act hurt them with respect to their competitiveness against
foreign companies. Groups such as the
National Association of Manufacturers
(NAM) are intent on righting all the
perceived wrongs in that landmark
1986 law. Congress will have a chance
to accomplish that objective when it
considers a 1990 tax bill. Rep. Bill
Frenzel (R Minn.) proposed a bill
(H.R. 5442) in August that would substantially reduce the incidence of international double taxation, primarily
through changes to the rules governing the foreign tax credit limitation, income sourcing, and expense allocation. The bill would eliminate the
arbitrary 90% limitation on claiming
foreign tax credits against minimum
tax liability. Also, gains from the sale
of stock on 10% owned foreign corporations—Section 902 firms —would
create foreign source, general limitation income for the purposes of foreign
tax credit limitations, provided that
various qualifications are met. Monica
McGuire, a tax official with the NAM,
says the Frenzel proposal would cost
the Treasury tax revenues in the early
years but would produce revenue later
as tax incentives spurred economic
growth.
■
Stephen Barlas is a journalist with more
than 12 years of experience reporting
from Washington, D.C.
Is this article of interest
to you? If so, circle
appropriate number on
Reader service Card.
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PROFITSFORCOLOMBOYOGURTa
WITH OUR PAYROLL /HUMAN
RESOURCES PACKAGE.
Control Data has a way to smooth your payroll operations.
Signature" Payroll Services and the RepertoireTM Human
Resources Management System.
Here's how it works for one company. Colombo Yogurt
is growing by leaps and bounds and expects to double its
head count within the next two years. It tried the other
payroll service, which did an adequate job with the payroll.
But Colombo wanted to marshal its work force more profitably and position itself now for future expansion.
So Colombo switched to Control Data. Not only does
Control Data produce accurate on- time payrolls, it files
payroll taxes, monitors labor and job costs, and tracks
attendance and absenteeism.
Management even receives detailed payroll analysis
reports delivered with the paychecks. Which frees up
Finance to do what they do best. Finance.
The payoff: operations streamlined, tax penalties
avoided, overtime saved... in short, more profitability for
more growth.
And the switch to Control Data? As smooth as

Colombo's product.
Signature and Repertoire can make payroll and human
resources pay off for you, too. Call us. We'll prove it.

1- 800-PAYROLL
Yea, I'd like to know more about how Cont rol Data can
help my company boost profitability.

Name
I

I

Company

N o f E mpl oye es

Addr ess

City /State /Zip
Telephone

I
�
L

Colombo Yogurt Is a rgAtered tr ademark of Colombo Yogurt, Inc.
Repertoire and Signarure are trademarks of Control D= Corporation.
0 1990 Control Data Cor poration

I
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SERVICES
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- - - P.O.
- - Box
- 20115_Bloomingto
- - - - , MN
- - 55420_
- MAC1190
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WE TURN PAYROLL INTO BANKROLL.

Q 9 CONTROL DATA

I

MA
NA
GING
YOUR
CA
REER
`MY MENTOR HAS DROPPED ME!'
ROBERT HALF, EDITOR
I've lived a fortunate professional life since graduating 11 years ago with a degree in
accounting. 1 was hired in the cost accounting division of the corporation I'm currently with. In less than a year I'd been noticed by a senior vice president ofmanufacturing. He took me under his wing and became the sort ofmentor we can only
hope for when building a career. He went out of his way to give me advice, and more
than once he identified promotion possibilities within the company before they became
known to others. He was a man I could go to at any time, day or night, to seek advice.
He certainly helped me. A year ago 1 was named a division vice president, which
greatly enhanced my managerial role in the company, to say nothingofboosting my
salary and benefits. But like many success stories problems sometimes arise, which
is why I'm writing you. Lately, my mentor has demonstrated a distinct disinterest in
me and my career. He is no longer accessible. In fact, he's downright cold most of
the time. I've also heard rumors that he's questioned my ability to handle the new
job I'm in and that he's expressed that feeling to upper management. I've racked my
brain to figure out what 1 might have done to cause this change in him but have come
up blank. Do you have any suggestions as to areas 1 might have overlooked?

10

a

Mr. Half is founder of Robert Half International, Inc., a financial and data processing recruiting firm with 150 offices
three continents. His latest book is
How To Get a Better Job in This Crazy
World (Crown Publishers).
on

s

any successful discarded that person because he or
men and women she is no longer needed. This is always
achieve consid- a sad situation to witness, one in which
erable success both parties lose, as well as the comin business be- pany for whom they work.
cause, in part, of
What you perceive as a change in
a mentor -pupil the relationship might be a natural rerelationship that develops early in their sult of your having ascended to your
careers. A positive and ongoing men- new position and your mentor feeling
tor -pupil relationship is usually of ben- no longer needed. When that happens,
efit to both parties. For the younger the psychic payoff to the mentor diperson, it means being the beneficiary minishes, which means that only one
of wisdom, experience, solid business party to the relationship is getting
advice, and, ultimately, greater oppor- much from it —you.
Parenting provides an appropriate
tunities. For the mentor, it satisfies a
need most of us have once we've analogy. For many parents, seeing
achieved the level of success to which their children grow into independent
we aspired —to share what we have and self - sufficient adults provides
learned with deserving younger peo- them with exactly the pleasure they'd
ple. When it works, the company by hoped for. They see their parental role
whom mentor and pupil are employed in that context
also benefits because a solid feeling of
loyalty and trust develops between
I NVMa Ai
these two people. Communication is
generally honest and open, and both
people are happier and more productive because of what the relationship is
providing each of them.
A mentor -pupil relationship is not
without its potential problems, however. Everything depends upon the attitudes of the parties to the relationship.
Pve seen examples of where the pupil,
once achieving a high position, has actually turned on the mentor or, at least, "Suppose I agree to turn in my accountant?"

Other parents, however, have trouble letting go. When their children become independent and self - sufficient,
they feel they are no longer needed
and struggle to cope. The relationship
becomes strained between parent and
adult child, and neither party really understands what has happened.
This might be the case with you and
your mentor. This individual enjoyed
the role of mentor as long as he perceived himself as being important to
you and to your career growth. It's possible that he no longer enjoys that perception, perhaps because you've inadvertently given that signal to him.
Make it a point to spend time with
your mentor. Ask whether you've done
something to offend him or to cause
him to change his high opinion of you.
Mention the rumors you've heard of
his saying uncomplimentary things to
upper management about you. It may
not be true. That kind of rumor can be
started by someone else in the company who is jealous of your rapid rise and
of the role your mentor played in it.
Be alert to signs that your mentor
might be going through some difficult
personal and /or professional problems of which you're not aware.
Of course, the mentor -pupil relationship can take on a new set of potential problems when it involves a
man and a woman. Envious colleagues
sometimes attribute the career- building relationship a man has with a woman who is his superior more to a personal relationship than with the female
manager's desire to help a young person succeed. The same holds true
when the mentor is a man and the pupil is a young woman building her career. In both cases, each individual
must take special pains to indicate by
his actions that the relationship is
purely business.
Take whatever steps are necessary
to straighten out this situation with
your mentor. He's meant a great deal
to you, and any effort it takes on your
part to put the relationship back on
track is not only smart, but it's decent
and good.
■
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IT'SBETTER
THAN EVER!

The classic source of authoritative, practice - oriented
accounting and reporting expertise — now completely
revised and updated for the 1990s
Fornearly70years.theACCOUNTANTS'HANDBOOKhasbeenwidely
acclaimed as themost comprehensive andcomplete source of accounting
information. This new 7th Edition is an all-encompassing desktop reference
forthe 1990s that puts at yourfingertips a wealth of practical guidance
on the full range of standards, techniques, and procedures in financial
reporting today.
ACCOUNTANTS'HANDBOOKprovidesdetailedcoverageof:
• StructureofAccountingStandardsand Authoritative Rule-MakingOrganizations—A comprehensive review of the framework of accounting guidance
todayand the organizations involved in its development.
Financial
Statements—PresentationandAnalysis—Acompendium of
•
specific guidance on general aspects of financial statement presentation,
disclosure and analysis.
• FinancialStatementAreas— Encyclopedic coverage ofeachspecific financial statement area from cash through shareholders' equity.
• SpecializedIndustries— Comprehensive single-source coverage ofthe specialized environmental and accounting considerations for keyindustries.
• Compensationand Benefits— In -depth coverage of accountingstandards
applying to pension, retirementplans,andemployeestockcompensation
andothercapitalaccumulationplans, plus the application of measurement
principles pertaining to executivecompensationand capitalaccumulation
plans.
• Special Areas ofAccounting —Apinpoint focus on special topics such as
bankruptcy, estates and trusts, andforensicaccountingand litigation
consulting services.
• Topk:sInAuditingandManagementInformationSystems—Focusedand
detailed coverage of theseaccounting -related areas.
In addition, new material has been added to the 7th Edition to keep abreast of
the increased importance of certain fields and recent changes in accounting
practice:

®

• In -depth guidance to handling the special accounting problems offinancial
institutions.
• Practice -oriented coverage of accounting inregulated industries.
• Detailed discussion ofprospectivefinancial statements.
• Practical guidance onpersonal financialstatements.
• Full explanation of the complexities of forensicaccount•
ing andlitigationconsulting services.
F- — — —
FREE 30-DAY EXAMINATION — — You'll benefit from the vast professional knowledge and
JO HN W I LEY
Bill
me .- 1 Bill my firm
expertise of partners and staff at the "Big Six' and other
& SONS
Charge my: C I VISA J Master C ar d
Attn: C. Miller
leading international accounting firms. as well as top finanCard N
Exp. Date
cialexecutives, AICPAandFASBstaff,academicsand
605 Thir d Avenue
El CHECK ENCLOSED. Wiley pays postage and
financial analysts. And, forthe first time ever, ACCOUNThandling charges
New York, NY 10158.0012
ANTS' HANDBOOKwill be keptcurrentwith periodic
E YES! Please send me ACCOUNT - Please print
supplements sent on approval.
ANTS' HANDBOOK, 7th Edition to
Name

(*WILEY
Pvhlrchers S,rk-e 1807

Professional, Reference and Tirade Group
605 Third Avenue, New York, NY 10158

examine and use FREE for 30 days. At
the end of the trial period. I will either
keep the book and honor your invoice
for $115 plus sales tax, postage and
handling, or return the book and owe
nothing. I understand that my reference
will be kept current with periodic sup plements sent to me on approval.
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brief position paper on an
accounting subject of interest to them and the SEC.
For further information,
contact the Office of the
Chief Accountant, SEC, 450
Fifth Street, N.W., Washington, DC 20549.

MOREFOREIGN
INVESTMENTS

KATHY WILLIAMS, EDITOR

OLDERWORKERS
AREVALUED
mployees age 50 and
above are being let go
less frequently than
their younger colleagues
and may become the'worker of choice" in the 1990s
because of their job knowledge, predicted James E.
Challenger, president of
Challenger, Gray & Christmas, Inc., outplacement
company. The firm noticed
this turnaround trend in
1984 and has tracked it every quarter since then. The
Bureau of Labor Statistics
unemployment figures released in October show that
54% of the total 534,000 unemployed in the past year
were between the ages of 25
and 44. Of the total, 127,000
were in the 25-34 age group,
and 160,000 were ages 35 to
44. Approximately 75% of
the newly unemployed are
in the white collar/managerial /professional categories.
Some of the advantages
of hiring the 50+ workers
are their problem - solving
abilities; years of technical,
functional, or industry
knowledge and experience;
ability to communicate in a
corporate setting; loyalty
and willingness to work;
greater probability of staying with their new company; and need for less
startup /training time on a
new job. Apparently these
advantages are paying off
because the job search time
12

for these workers and younger workers is about the
same, Challenger said.

SECSEEKS
PROFESSIONAL
ACCOUNTING
FELLOWS
he Securities & Exchange Commission is
accepting applications
for professional accounting
fellows in the Office of the
Chief Accountant Edmund
Coulson. During their twoyear terms, fellows work directly with the chief accountant and are involved in the
study and development of
rules proposals under federal securities laws, liaison
with professional accounting standard - setting bodies,
and consultation with registrants on accounting and reporting matters. Candidates
should have at least six
years of experience in a
public accounting firm or
organization that provides
similar experience in financial accounting and reporting. A minimum of one of
those years must have been
at a managerial level. In addition, applicants should be
thoroughly familiar with the
technical accounting and
auditing literature as well as
current issues confronting
the profession.
Deadline for submitting
applications is December
31, 1990. Candidates are required to submit background information and a

mist for the Conference
Board, noted that "While
U.S. activity in Eastern Europe is clearly no stampede,
such nations as Czechoslovakia, East Germany, and
Bulgaria have become U.S.
investment sites for the first
time in a half century."

INVENTORYTAX TIP

merican manufacturers dramatically increased their investments abroad during the
first half of 1990, especially
in Eastern Europe, according to a report issued by the
Conference Board. The
number was 109, up from 99
in the first half of 1989. The
Board predicts that total
1990 manufacturing investments abroad will top last
year's total of 218. In dollars, the figures have more
than doubled from the
1980s.
Western Europe received 52% of all new U.S.
manufacturing investments
in the first half of this
year —the United Kingdom
netted 16 new projects
while France and Germany
got eight each. There also
were 14 in the Communist
bloc, up from nine last year.
These figures emerge from
the Conference Board's
monitoring of worldwide investment activities of more
than 1,000 publicly owned
U.S. manufacturing firms.
Data and analyses appear in
the Multinational Register,
the Board's proprietary
database.
In other key findings,
about half the U.S. investments involved the acquisition of existing companies:
37 joint ventures, 14 new
plants, and five expansions.
Also, Pacific area nations received 25 new projects; Australia, eight; Japan, seven;
Canada, 10; and Latin America, three.
Gail Fosler, chief econo-

ompanies, especially
those with a December 31 fiscal year-end,
can get a tax break if they
donate their excess inventory to certain charities.
The corporation can deduct
the cost of products donated, plus half the difference
between cost and fair market selling price, and deductions may be as much as
twice cost, according to the
National Association for the
Exchange of Industrial Resources.
The group says that hundreds of corporations donate their excess inventory
to this nonprofit clearinghouse, and NAEIR redistributes the products to
7,200 schools and charities
in the United States.
There's no charge for the
service, and NAEIR gives
the donor tax documentation within 14 days after the
inventory arrives at the
Galesburg, Ill., warehouse.
For more information, call
(309) 343-0704, or fax to
(309) 343-0862, or write
NAEIR, Dept. DF -2, 560 McClure Street, Galesburg, EL
61401.

SALARIESDOWN
ajor companies are
cutting compensation expenses and
slashing bonuses by 50% because of a stalling economy,
reports Edward Perlin Associates in its 1990 Salary Survey of Human Resources
Professional Positions.
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Break through the outer limits
of your accounting software
Is your current accounting program giving you everything you want in flexible financial statements, budgets
and graphics? If not, let EVOLVE take you to a higher level.
With the power of EVOLVE, you can take the data from your current accounting program — no matter what
program you are using — and transform it instantly. Once converted through the EVOLVE interface, this data
can be used to produce flexible financial statements, cash flow reports, business ratios, budgets and virtually
unlimited charts and graphs. Integrated with Microsoft Excel, EVOLVE operates in both the Microsoft
Windows 3.0 and Macintosh environments.
VV' EVOLVE allows you to accumulate accounting data — from one month to five years — and create
budgets to conform to your own needs. EVOLVE even lets you graph your budgets.

V

EVOLVE puts hundreds of business ratios at your disposal instantly.

V

EVOLVE gives you the unique ability to prepare financial statements in an unlimited array of formats
in just seconds. Create special formats for banks, management, and internal or external auditors. Once
you create a format, it's there any time you need it.

V

EVOLVE gives you creative control over the presentation of your documents and charts.

V

EVOLVE will lift your existing software to new heights.

,lust $195.00 with 30 day money -back guarantee

EVO
To order EVOLVE, call
Absolute Solutions, Inc.
U.S.
1- 800 -633 -7666
California 1-800 -458 -3399

Canada
International

1 -800- 245 -0223
1- 619-966 -8000
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TAXES

FREE TAX
DEMO DISK

TaMMa Ic

For IBM PC or compatibles.

Prepare your own tax returns with
Tax Magic 1040 software. SAVE
time and money by computing the
results of different tax strategies.
Fast, easy to use, and powerful.
Personal - 40 Forms........... s49
Plus
- 53 Forms.................. $129
I
Professional - 63 Forms..... $399

1-800-873-2829

ISRAELBLUMENFRUCHT,EDITOR
L

CLAIMING HOME
OFFICE AND SALE
OF A RESIDENCE
taxpayer's personal
residence is one of
the few tax shelters
that has not been
eliminated or significantly reduced under
the various tax acts
passed by Congress since 1986. In addition to the mortgage interest and
property taxes deductions, the personal residence generally is used as a tax
shelter by claiming a home office deduction and deferring and excluding
gain upon the sale of the residence.
While the general rules relating to
claiming an office at home and the sale
of a personal residence are known,
some of the nuances and details of the
law are not
In general, a taxpayer may deduct
expenses relating to an office at home
only if the office is used exclusivelyand
on a regular basis as the principal
place of business or as a place of business which is used to meet customers,
clients, or patients. Employees must
meet an additional test: The use of the
home office must be for the "convenience of the employer."
Regarding the "convenience of the
employer" requirement, the IRS originally had taken a very rigid stand by
asserting that an office at home which
was merely appropriate and helpful or
which was not officially necessitated
by the employer as a requirement of
the job could not be claimed as a deduction. As a result of various court decisions, the IRS has now adopted a
more liberal position. For example, the
IRS conceded that a taxpayer who
managed condominiums and was required by his employer to answer telephone inquiries in the evening when
14
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DATAX Z-TAX
18016th Ave.
Moline, IL 61265

I

Ask for
20% November
_ Discount
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the office was closed could claim an office-at -home deduction because he satisfied the "convenience of employer"
requirement
Furthermore, the courts have held
that the employer need not require the
employee to have an office at home in
order for the employee to take the deduction. The courts ruled that a musician who felt it necessary to practice
his instrument in an office at home as
well as a college professor who used
an office at home for research and writing were allowed to claim home office
deductions because the employers in
both instances failed to provide their
employees with "adequate" office
space. The significance of these cases
is that the "convenience of employer"
test was deemed satisfied even though
the employer did not require the employees to physically maintain an office
at home!
For taxpayers with valid home offices, it's easier to deduct the cost of a
personal computer. A personal computer used in the home, as opposed to
the home office, is considered "listed
property." Deductions for listed property are limited in that the MACRS accelerated depreciation deduction and
the $10,000 Section 179 expense election are allowed only if the computer
is used more than 50% for business
purposes. Otherwise, only straightline depreciation is allowed. Moreover, employees are subject to additional limitations and restrictions.
However, if the computer is used in a
home office it is not considered "listed
property" because it is not treated as
a computer used in the home but rather as a computer used exclusively for
business purposes.
Taxpayers often are reluctant to
claim home office deductions on the
assumption that the tax benefits

gained today will be lost upon the sale
of the personal residence. For example, if a taxpayer sells his principal residence and buys another principal residence either two years before or after
the sale of the original principal residence, the gain realized on the sale
may be deferred. Furthermore, if the
taxpayer is 55 years or older, up to
$125,000 of the realized gain may be
excluded entirely from gross income.
Thus, taxpayers believe that by taking
the home office deduction they will be
shut out from the full advantage of
these tax provisions when they sell
their home.
However, with simple and proper
tax planning in the year of the sale of
the residence, this apparent disadvantage can be reversed without affecting
the prior years' deductions. The entire
gain on the sale of the residence can,
in fact, be deferred, including even the
portion associated with the home office, as long as home office deduction
is not claimed in the year of the sale.
Thus, the taxpayer need only avoid
claiming the home office deduction in
the year of the sale! This can be accomplished easily by using the home office
in the year of the sale for personal purposes such as a family room or guest
room. (Note that any depreciation previously deducted on account of the
home office will reduce the cost basis
of the home.) Furthermore, if the personal residence is sold at a loss, and in
today's soft real estate market such
losses are becoming more commonplace, the taxpayer may want to claim
the home office deduction in the year
of the sale of the residence in order to
deduct the loss associated with the
home office. The loss allocated to the
personal residence portion of the
home, however, is a nondeductible
personal loss.
Moreover, the taxpayer is entitled
to claim the entire $125,000 exclusion,
even if he maintains an office at home,
providing the gain allocated to the personal portion of the residence is at
least $125,000. If the gain allocated to
the personal portion of the residence is
less than $125,000, the taxpayer will
have to avoid claiming the home office
deduction in order to avail himself of
the maximum exclusion.
■
Israel Blumenfrucht is associate professorof accounting at Queens College.
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COMPUTERS
&ACCOUNTING
HARDWARE /SOFTWARE REVIEWS

CLAIRE BARTH, EDITOR

QUATTROPRO:THE
BESTSPREADSHEET
VALUE
ore than a simple upgrade to
an already competent program, Quattro Pro is a powerful contender for best all- around
spreadsheet, rivaling both Lotus 1 -2-3,
version 3, and Microsoft's Excel.
Three factors move Quattro Pro into
the world -class spreadsheet category:
superior on- screen and presentation
graphics; full functionality with Lotus
1 -2 -3; and the ability to adapt to a wide
range of machines and configurations.
The most attractive features of
Quattro Pro are its screen and output
quality. Quattro Pro can run in either
text or graphics mode; the package
will sense which adaptor card is available and will provide the best resolution possible. For graphics screens,
the program will allow users to see the
presentation - quality output on- screen
and to make adjustments prior to printing. The WYSIWYG (What You See Is
What You Get) capability facilitates
the development of quality graphics
without the use of secondary packages
such as Harvard Graphics or Allways.
Quattro Pro is fully compatible with
Lotus 1 -2 -3, versions 1A, 2.01, and 2.2.
It has an excellent user interface, but
it can be customized to look exactly
like the Lotus 1 -2 -3 interface as well.
Unlike Lotus, Quattro Pro takes superior advantage of the mouse, thereby
allowing users to choose either a command line or point-and-shoot approach. Quattro Pro also allows
changes to the setup and configuration
files without having to exit the program. Changes may be temporary for
a particular session or made permanent as updates to the setup files.
The package provides the ability to
16

No secondary
software is needed.
link spreadsheets and graphics so that
changes made in spreadsheet cells are
reflected automatically in the graphics.
Spreadsheet files also can be linked to
consolidate information from several
sheets at once, and groups of
worksheets can be saved as a single
environment. Quattro Pro has superb
database capability and will work with
external databases including Paradox,
Reflex, and dBase II, III, III Plus, and
IV. Quattro Pro provides powerful
macro capabilities and can use currently functioning macros from Lotus
1 -2-3 files. Quattro Pro also has an excellent built -in macro debugging system to facilitate the development of
complex applications.
Quattro Pro's printing capabilities
are superior. Not only can users select
from a range of professional quality
typefaces and graphics, but graphs
may be inserted anywhere in the
worksheet. Graphs may be printed in
both portrait and landscape modes and
may be enhanced through the use of
an Annotate function to add pointers,
lines, shapes, and even clip -art.
Quattro Pro provides sufficient features to produce presentation -quality
output without the need for additional
packages.
Quattro Pro comes equipped with
the capacity to generate fonts in addition to those built in. It provides the
ability to use three Bitstream typefaces
and to build fonts from 6 to 72 points
for use in presentations. Up to eight
different fonts may be used in a single
spreadsheet. These fonts work not
only with laser printers but with most
nine -pin, dot-matrix printers as well,

thereby providing presentation -quality
graphics even in a low -end environment. More than 160 printers currently are supported, including most laser
printers.
Quattro Pro, unlike Lotus 1 -2 -3, version 3, and Excel, does not require a
significant upgrade in computing hardware to be useful. The program will
run in as little as 512K but will take advantage of any extended memory.
Borland has developed the VROOMM
(Virtual Real -Time Object -Oriented
Memory Management) technology,
which facilitates the use of available
memory. Small chunks of program
code can be swapped in and out of
memory as space is required for
spreadsheet data This feature is most
valuable with large spreadsheets in
low -memory environments.
The program will run on an 8088
machine as well as an 80286 or 80386,
and it will work with Hercules and
CGA monitors as well as VGA. Quattro
Pro provides significant value to a wide
range of computer users with a variety
of hardware configurations. Its flexibility and power make it a superior
choice for business, education, or personal use. The software lists for $495;
a LAN version is available for $295. For
more information, contact Borland International, 4585 Scotts Valley Drive,
Scotts Valley, CA 95066; (408) 438•
8400.
George S. Peek
Lucia E. Peek
Western Illinois University
Macomb, 111.
Circle No. 27

PUBLICATION
otus Developer Marketing and
Lotus Publishing Corporation
have published the 1990 edition
of the Lotus Enhancement Products
Directory. The 175 -page book is a comprehensive source of information on
the hundreds of applications that have
been developed by Lotus's independent enhancement vendors. The products and services listed make Lotus
products work more effectively and allow users to tailor Lotus software in innovative ways to meet business needs.
The five sections cover spreadsheet
enhancement products; graphics, text,
and information management enhancement products; training products dedicated to Lotus products;
books on Lotus products; and a list of
Lotus Authorized Training CompaMANAGEMENT ACCOUNTING /NOVEMBER 1990

ANNOUNCING A
REVOLUTIONARY
AUDIT TOOL
FOR YOUR PC!

4 DS'Pector.

R

Floystaff 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.
A speech instructor and student use the IBM SpeechViewer.

nies. For more information, contact
Lotus Developer Marketing at (617)
577 -8500.

OPENINGWINDOWS
FORTHE
HANDICAPPED
he personal computer opens a
window to much of the world for
people who are blind or visually
impaired. It offers new possibilities to
deaf or hearing - impaired persons and
to those without voice and gives persons with developmental disabilities,
brain injuries, or severe lack of mobility a chance to communicate.
IBM created the National Support
Center for Persons with Disabilities, in
Atlanta, to learn about and respond to
the needs of people with disabilities.
The Center serves as a clearinghouse
for information about technological advances that can help disabled persons.
It responds to letters and calls from all
over the country. More than 800 products and 400 local and national support
groups are listed in the Center's
database. It also provides resource
guidebooks describing products and
support agencies.
The Center supports three products, part of IBM's Independence Series. They are the Screen Reader, the
PhoneCommunicator, and the Personal System /2 SpeechViewer. Screen
Reader communicates with blind or visually impaired persons by voice from
the computer. The program speaks
the words or characters on the screen,
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so users can "read" a screen of text and
proofread their own work. The program can be adjusted for speed, pitch
of reading voice, and areas of the
screen to be read.
PhoneCommunicator is a system
that brings a wide range of telephone
communication to the fingertips of
hearing- or speech - impaired persons.
The PhoneCommunicator is for home
and business use. It can print and save
messages, communicate with both
Baudot and ASCII TDDs (Telecommunications Devices for the Deaf),
dial numbers automatically, and generate special messages.
SpeechViewer is a compact clinical
tool that speech pathologists can use
to increase the efficiency of speech
therapy. It aids persons with hearing
impairments or neurological disorders
affecting speech. Bold, animated displays and audio playback refine and
simplify the speech process by focusing on the speech signal and by giving
clear and visually stimulating feedback
information.
For more information, contact
IBM's National Support Center for
Persons with Disabilities, P.O. Box
2150, Atlanta, GA 30301 -2150; (800)
426-2133 or TDD (800) 2849482.
Rife Hughey
Representative

IBM National Support Center for
Persons with Disabilities
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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
need 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 oountries, 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.
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FLAGSTAFF
ENGINEERING

1 120 Kaibab Lane
Flagstaff, AZ 86001
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ETHICAL VALUES AND
ACCOUNTING
EDUCATION CAN MIX
BY GRACE F. JOHNSON, CMA
oday's accounting students
have their work cut out for
them. In 10 more years, AICPA
membership for new CPAs will be
granted only to those who have completed 150 hours of college course
work. Financial accounting standards
are becoming more complex —a response due in part to today's dynamic
business environment and increased
focus in the area of fraudulent financial
reporting. Undergraduate programs in
accounting are providing the management and public accountants of the future with the technical skills needed
early in their professional careers. But
who is helping accounting students to
develop and nurture their ethical
values?
I believe accounting educators can
and should be leaders in this endeavor
by encouraging students to think and
talk ethics in class.
Some educators might be offended
at the idea of teaching ethical values
and moral development in the accountingclassroom, but I'm suggesting that
ethics be incorporated into lectures
and discussions as an integral component of the topic presented, not be the
main focus. Educators may find the
challenge of maintaining a balance between technical instruction and ethics
discussions overwhelming. The accounting classroom may very well begin to take on the characteristics of a
business ethics course. It is the responsibility of the educator to preserve
this balance.
How can professors incorporate the
area of ethics into the accounting curricula? A three -point plan can help.
]g

will

ETHICS

1. Begin with a document that has
the support of an organized body of accountants and is taken seriously by the
membership.The NANs Standards of
Ethical Conduct for Management Accountants should be used as a starting
point by accounting educators. These
standards not only achieve the objectives of the NAA but form the cornerstone for students and professionals in
the way they describe the accountant's
responsibilities to self, employer, and
society. The educator's individual
teaching style will, of course, influence
the way this first step is implemented.
Beginning with their first college
accounting course, students need to
be exposed to ethics and encouraged
to open their minds and share feelings
and opinions related to ethical dilemmas.
For maximum impact, "Principles
of Accounting" students should be introduced to the Standards shortly after
the first chapter has been covered.
Two or three class sessions could be
devoted to discussing them. Educators
should decide how detailed a discussion they wish to enter with their students. It is necessary to be prepared
for some tough questions because
your class probably will be the first
business course where your students
are encouraged to express feelings
about difficult work situations.
2. Think and talk about moral values and ethics in the classroom. Every
accounting educator can scale the
"moral muteness" wall by introducing
ethics discussions with short case
studies. Also, incorporate newspaper
and business journal articles into the
conversations. Current news reports
dealing with fraudulent financial reporting, failing corporations, and illeingal use of inside information
crease students' awareness and
understanding of the problem of ethics
for accounting professionals.
An ideal approach would be to find
cases and articles appropriate for each
chapter covered during the semester.
When discussing accounts receivable,
for example, material about nonexistent sales and the creation of phony receivables might be selected. A portion
of class time could be spent discussing
the ethics material. The educator
should try to weave students' questions, the ethics material, and the accounting subject together in a way that
will maximize the benefits derived
from each class discussion.
To encourage the free flow of ethical opinions, set the tone on the first
day of class, not only to principles of fi-

nancial accounting classes, but also to
intermediate, managerial, cost, advanced, information systems, taxation,
and theory classes. A typical first class
meeting might include an introduction
to the reasons why accounting standards, policies, and procedures are a
necessary element of the business
world. It could be followed by a discussion about the responsibilities and obligations of today's accounting professionals. The goal is to present students
with a foundation they will refer to as
they advance in both their educational
and professional lives. Be aware that
entry-level accountants in managerial
and public accounting roles will face
ethical dilemmas different from those
of their senior counterparts. For example, new hires often will find themselves having to work out a balance regarding conflicting responsibilities:
work vs. family and personal vs. company goals. Your goal is to strive for
relevance between the ethical dilemmas you introduce for discussion and
the concerns your students want to
voice.
3. Stimulate your own thinking and
learning in the area of ethics and accounting.As an educator, you are setting the tone early in the college careers of your students. One of your
many responsibilities as a college faculty member is professional development in your particular discipline,
which now will include ethics. Whether you study ethical texts, meet with
business people to discuss current ethical problems, or attend conferences
dealing with ethics and values, it is vital that you continue study in the area.
Respond to a call for papers. Present a
business /accounting ethics workshop
for your faculty peers. Take an active
role in your ethics education and development.
Why should you accept this challenge to be a leader in the area of accounting and ethics education? Because thousands of young people need
your help in clarifying values —so they
will be prepared for careers that will be
characterized by successful, ethical,
business decision making in a complex and dynamic world.
■
Grace F. Johnson, CMA, is an instructor
of accounting at Marietta College, Marietta, Ohio. She is a member of the Parkersburg- Marietta Chapter of NAA.
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CMA PROFILES IN SUCCESS

Jam es C. Haefner, CMA, Vice President of Finance
Bancroft-Whitney, San Francisco, CA.

T h e Ji m Ha efn e r su cc es s st or y. . .
After eleven highly successful years with a leading international accounting firm in
upstate New York, he changed career paths and moved up to Chief Financial Officer of
a major West Coast legal publishing company. Not bad for someone two years from his
35th birthday.

Why he has ma de the CMA (Certified Ma na gement
Accounta nt) designa tion a pa rt of it...
About his CMA, this is what Jim had to say... "It just seemed to me if I were going to
spend the next significant portion of my working life in management accounting, 1
should have the only professionally recognized designation for that career... "

If you're a fter a mana gement title...
Make sure you have the CMA after your name. For more information call or write to
the address below...

� RA

CMA: Three Letters That Spell Success CM A

1- 800 - 638 -4427
National Association of Accountants—CMA Program 10 Paragon Drive, Montvale, NJ 07645 -1759

FINANCIAL MANAGER
T.CARTER HAGAMAN,EDITOR

ENVIRONMENTAL
RISKS WORRY
BANKERS
major business of
banking is lending
out money and getting it back, but every credit officer realizes things don't
always work out that
way. That's why bankers take collateral when they do—not because they expect to take possession of the collateral
and sell it, but to have some place to
turn if the borrower doesn't pay. For
the same reason, bankers often seek
guarantees or co-signers on notes. No
banker worth his or her salt will make
a loan with the intention of resorting to
collateral or a guarantee to get paid.
One simple reason is costs. When a
loan goes bad, an entire recovery operation comes into play, which very
quickly turns into legal proceedings.
Meanwhile, no cash is coming in, and
the loan is first classified, then written
down. Even a complete eventual recovery usually does no better than break
even.
Recently, growing concern for the
quality of our environment has led to
an array of new laws and regulations
that threaten a banker with an added,
theoretically unlimited financial risk
that bears no relationship to the value
of the loan. This is the potential cost of
cleanup for a polluted site, including
so- called "response" costs by government and others. Here is a recent example from the United States Court of
Appeals for the Eleventh Circuit. In
May 1990, the Court held that Fleet
Factors was liable for cleanup costs at
a facility "because it had the theoretical power to involve itself in management, under the terms of its loan documents, even though it did not
exercise that power." (Source: Environmental law Report, Kemp, Smith,
Duncan & Hammond, June 1990.)
As I understand it the environmental risk can hit a bank in two different
ways:
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1. A borrower's cleanup problem can
be so costly in relation to its financial capacity that it weakens the
credit, turning it into a problem loan
or a loss, and
2. Cleanup costs can become the direct liability of the lending bank,
sometimes the ironic consequence
of the bank taking prudent action to
protect its position. For example,
foreclosure of collateral can make
the bank the "current owner" of a
polluted site, or efforts to work with
a troubled borrower can lead to a
determination that the bank has become an "operator" of the polluted
site and thus responsible for cleanup costs. As more startling examples come to the attention of the
banks, fear mounts.
When a program designed to promote a public good (in this case, a
clean environment) has the added gratuitous consequence of frustrating another public good (access to credit at
reasonable cost), this act of mischief
cries out for legal redress. One simple
suggestion comes to mind. We could
support legislation that would limit a
bank's liability for cleanup costs to,
say, the amount of the loan in cases
where a bank's action is limited to exercising collateral rights or enforcing
provisions of a loan agreement designed to protect its interests. This
limited liability would be sufficient to
command attention in the credit process and wouldn't close off any avenues of pursuit to recover cleanup
costs from others.
It would eliminate, however, the
wild card in the current situation that
increasingly will add to the cost of
credit applications and deny credit to
worthy borrowers. Under present conditions, a banker may reasonably be
afraid to take a property as collateral
and thus be unable to make a loan that
merely required that added measure
of assurance —a very common situation in small business lending.
With or without environmental risk,
banks are in the business of making
loans, but would -be borrowers may get

some new questions as they seek credit and may have to pay some new application costs as well. As bankers become more familiar with environmental risk, they probably will set up
new procedures to handle it Not every
bank will respond in the same way, of
course, but the steps outlined next are
plausible.
First, the bank will question the applicant, either through a written questionnaire or a structured review. Sample questionnaires already are
available, and their use puts the cost of
preparation on the applicant.
Borrower, be prepared for a shock!
One thorough sample questionnaire I
have reviewed contains 22 questions.
The questions call for very detailed information on any potentially hazardous substance that enters or leaves the
property and is created, moved,
stored, or discharged into the atmosphere, the ground, water, or disposal
systems for years past, for the present,
and in the future. Other questions ask:
"Who has owned and operated the
premises to the best of your knowledge in the last 75 years? Who are the
owners of adjacent and contiguous
properties, and what type of businesses are they engaged in ?" These questions continue to involvement with
hazardous waste.
This procedure is repeated for every site the company owns.
A review at this stage may scare a
banker away, but more likely the investigation will proceed to the next
step —a review of public records.
Much progress has been made recently in assembling the voluminous
records of federal, state, and local authorities into a centralized database,
including problem sites, permits, judicial and enforcement actions, locations
of tanks, wells, dump sites, and the
like. One such company with a national database is Vista Environmental Information of San Diego, which makes
possible a one -stop review through online computer access. Such ease of access probably will make these searches standard, with the costs borne by
credit applicants.
Let's assume that neither the questionnaire nor the public record search
displays so large a potential risk that
the lender declines to get involved.
Even with a clean record, the banker
may want to see the property and may
want an environmental consultant to
confirm the situation. If any potential
risk is identified, there will be further
analysis to try to assign a cost figure
and probability to the risk in order to
MANAGEMENT ACCOUNTING /NOVEMBER 1990
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factor this into an assessment of the
borrower's financial strength.
Environmental risk continues to
play a role even after a favorable lending decision has been made. The first
place is in the loan documentation, in
which the lender will seek to protect itself from past, present, and future environmental liabilities. There is nothing the lender can do about the
diminution in the value of any corporate assets — collateral or other wise—on which an environmental hazard comes to light. Such assets
immediately will be reduced in value
by the estimated cost of cleanup. Nevertheless, a lender can try to reduce its
liability through such devices as representations and warranties from the
borrower that all risks have been disclosed; an indemnification agreement
that the borower will compensate the
lender for any damages, direct or consequential; and environmental liability
insurance, if available. (Of course, all
but the insurance are only as good as
the strength of the borrower.)
Further, the lender can write into
the loan agreement provisions for notice of any environmental action involving the company taken by any party,
thereby giving the lender the right to
accelerate the loan. As noted earlier,
however, these rights can be a double edged sword if they are deemed to
make the lender an "operator" of the
property.
Finally, the lender will want to
corporate environmental risks into the
credit- monitoring process over the life
of the loan, which may call for additional periodic reports. In the event a hazard comes to light, the bank has a
tricky job of protecting its interests.
Environmental risk isn't new, but
contemporary attention to it has increased both the frequency and potential liability of incidents. It's understandable that cleanup costs have to be
paid by somebody and that a clean environment must in the future be considered a cost of doing business. Even
so, as long as lenders have open -ended
liability for cleanup costs, there will be
an added inhibition to credit approval
that needs to be remedied through legal change.
■
T. CarterHagaman is a consultant with

OxViord Information Technology, Ltd.,
New York, N.Y.
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CORPORATE
ASSETS ARE
A BOUT TO GO
TO HEALTH.
This year alone, American
companies will spend more than
$10 billion on health care for their
retirees.
But if the cost of retiree medical benefits is extrapolated for
every current employee who has
been promised them, the figure is
a whopping $400 billion plus.
In 1990 dollars.
Even more alarming, this
situation is reaching crisis
proportions.
The Fmancial Accounting
Standards Board rightfully
advocates that 100% of this future
obligation be recognized as a
corporate liability. Recently,
however, FASB decided that
implementation of their ruling
could wait until 1993. Which
means that the problem will only
become that much worse. And
that leaves corporate America
with some hard choices to make.
One option is simply to
accept this liability and live with
it Some corporations, certainly,
are strong enough to absorb a
financial drain of this magnitude
and continue with business as
usual. But for many others, the
situation is a lot more precarious.
Some might even be affected to
the point where liabilities exceed
assets.
Another option is to eliminate
retiree health benefits for all new
hires. Many companies may
indeed take this route. Unfortu-
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nately, this course of action will
add untold millions of future
retirees to the rolls of Medicare
and Medicaid. And that's something well all have to pay for.
At ITT Hartford, we advocate pre - funding as the most responsible approach to retiree
health care. But right now,
pensions are the only significant
retiree funds that are allowed to
accumulate on a tax- advantaged
basis. Retiree medical benefits
are not afforded the same
realistic tax advantages. That's
fine as long as all we're paying for
is current retirees. If we're being
asked to recognize tomorrow's
retiree health care costs today,
however, the situation needs to
be examined.
The Hartford doesn't think a
company promise should have to
become a company problem.
And with the right kind of planning, it won't.
If you, your company, your
civic organization, your industry
group or your committee are
interested in learning more about
Us issue, write to Chuck Clinton, Vice President, Asset Management Services A-3, Hartford
life Insurance
Companies,
P.O. Box 2999,
Hartford, CT
06104 -2999.

ITT HARTFORD
Circle No. 6

1990 ITT Hartford Insurance Group. Hartford. CT 06115
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CMANEWS
CNIA RECOGNITION
EXPANDS

CATHYREILLY,EDITOR
he CMA program has grown impressively in the past few years.
In just 18 years, demand for the
exam has expanded so much
that it now is given in more than 40
states, the District of Columbia, Puerto
Rico, and several locations overseas.
More than 9,500 individuals proudly
call themselves Certified Management
Accountants. The number is climbing
even more rapidly now as more and
more companies realize the value of
the CMA certification.
Next month, the first four -part
CMA examination will be given. The
Institute of Certified Management Accountants (ICMA) has announced the
addition of five new locations to the list
of CMA examination sites for the December exam. The new sites are:
1030 Columbus, Georgia
1420 Columbus, Indiana
(Columbus, Ohio is already
a site)
1880 Shreveport, Louisiana
1970 Portland, Maine
(Portland, Oregon is
already a site)
2650 Missoula, Montana
These additions bring the total
number of CMA exam sites to 89 locations across the United States as well
as Amsterdam, London, and Hong
Kong. Anyone registered for the December exam who would like to
change exam sites may call the ICMA

at 1- 800. 638.4427, #2.
The demand for new sites is growing because the CMA program itself is
gaining recognition within the business community. Also, the foreign
sites are of great assistance to those
persons working in overseas offices of
U.S. companies. As interest in the
CMA program continues to grow,
more sites will be considered.
Where is the CMA growing in significance and popularity? One such
place is the college campus. The differences between management accounting and public accounting (and, therefore, the difference between the CMA
and other certifications) art being
stressed at many colleges and universities. Northern Illinois University
(NIL), for example, recently announced plans to develop a new concentration in its accounting curriculum called "cost management" The
Caterpillar Foundation of Peoria, HEnois, is assisting with funding for research for the project.
In the past, according to NIU's
James Hendricks, accounting programs at Northern and at most schools
"have been very CPA oriented. Now,
we're trying to provide an alternative
for those going into industry."
Graduates of the new emphasis at
NIU would take the certified management accountant examination. Hendricks stresses the difference between
the CPA and CMA certifications. 'Me
CPA is for auditors, public accountants; the CMA is for those who want
to work in industry. Some earn both."
Several government agencies also
recognize the value of the CMA designation. The Defense Contract Audit
Agency (DCAA) now gives credit for
the certified management accountant
certification in the merit promotion
process for contract auditor positions.
In government, candidates for promotion are ranked by numerical scores,
reflecting the various criteria considered significant for the position.
DCAA's ranking process now will give
an eight -point edge to a candidate who
has earned the CMA credential.
The growth of the CMA program is

Assistant Controller
Draw upon your 12+ years of increasing responsibilities in public and/or
private accounting and management as well as BSA. (MBA, CPA or CMA a
plus) to play a key role in accounting practices, fiscal records and financial
reports. Your scope of responsibilities include managing home office and off site accounting locations and appraising operations in terms of costs, budgets,
policies, trends and increased profit opportunities. You will also be reporting
on the timeliness and efficiency of operations. This position provides you with
a high degree of latitude for independent actions and decisions.

evidenced, too, in the ever - increasing
number of CMA Corporate Sponsors.
Six more companies joined the ICMA
family in recent months:
American Cyanamid— Wayne, NJ.
Crowley Foods, Inc.— Binghamton, N.Y.
Steel of West Virginia— Huntington, W.V.
Admore —Mt Clemens, Mich.
Frazier & Deeter— Atlanta, Ga.
DECO Corporation — Milwaukee, Ore.
Many CMA participants may not be
aware of the fact that their companies
are CMA Corporate Sponsors. CMA
Corporate Sponsorship takes many
forms. Some companies pay for employees' exam fees or CMA review
courses. Many conduct their own inhouse review courses. Others give
paid time off to take the exam. A company may specify "CMA Preferred"
when placing employment classified
ads. All of these things signify support
of the CMA program.
Recent additions to the CMA Corporate Sponsors list include AnheuserBusch Companies, Inc., Whirlpool
Corporation, the Upjohn Company,
and McDonnell Douglas Corporation.
Companies such as IBM, NCR,
Monsanto Corporation, and JC Penney
have been CMA Corporate Sponsors
for some time now. These companies
recognize the value of CMA certification and encourage their employees to
become CMAs.
NAA's marketing department receives inquiries about corporate sponsorship of the CMA program every
day. Hundreds of employers have expressed interest in the CMA And who
can blame them? To hire a CMA is to
hire a competent, experienced individual— someone who is genuinely concerned about his or her career and professional development Such
individuals are extremely valuable to
their companies.
So, it is obvious that the CMA program is expanding and gaining momentum as time goes by. Such advancement is a testimony to the
dedication and hard work of those individuals who have taken the exam
and become CMAs, as well as those
who will follow.
■
James Bulloch, CMA, is ICMA managing director.
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REVOLUTION
IN

MANAGEMENTCONTROL
The JIT world can't be run by layers ofsupervision and control.
BYGERALD H.B.ROSS
anagement control systems are in
a state of revolution. North American companies, responding
to global competition, are
challenging the fundamentals
of the way they do business.
They are rewriting the rules
of the game —and nothing is
sacred!
A total transformation in
the economics of business is
Gerald H. B. Ross, managing director of Change Lab.
at the root of this revolution.
We are hurrying away from
the traditional economies of mass promass production.
duction to the economies of "mass
If management accounting is to be
customization," using flexible processrelevant in the future, it must support
es and work forces to provide variety
very different control requirements as
at low cost.
corporations become transformed.
In this new world all the manageTwo major forces are driving this
ment controls that drive people's betransformation:
havior are being rethought—accounting, manufacturing process controls,
1. Technology —the shift from "hard"
compensation, and related perforautomation, based on standardized,
mance measurement systems. The
repetitive operations, to "smart"
boundaries between these areas are
technologies that can shift instantly
evaporating. The classic example is
from one task to another with little
quality control.
or no penalty in cost.
After - the -fact inspection and layers
2. The marketplace —a shift from the
of supervision are being replaced with
mass market to one that is highly
empowered quality circles that "do it
fragmented into myriad niches.
right the first time." These in turn have
to be backed up by new information
THESHIFTINTECHNOLOGY
and accounting systems. The results,
as some of our foreign competitors
echnology is a major force drivhave demonstrated, are stunning.
ing the transition today as it did
Many management accountants, howin the 19th century. At that time,
ever, are stuck with having to apply the
a new technology, the steam engine,
traditional approaches to control —lay- opened up new productive potential.
ers of checks and balances, after -theAlthough this technology had
fact controls, and highly standardized, emerged 50 years earlier, Adam Smith
"one size fits all" rules and procedures,
identified a new way of looking at proleftovers from the industrial era of
duction that ultimately unleashed the
MANAGEMENT ACCOUNTING /NOVEMBER 1990

potential of the technology. In
his now famous treatise on
his pin factory, he expressed
a very simple idea: the standardization of the production
process,an approach that Henry Ford later raised to new
heights. As the production
process moved from job shop
to batch processing to continuous process, the unit cost
dropped dramatically.
As academic as the idea
might have seemed then, the
result has been an irrepressible economic driver. The
benefits of increasing volume
had dramatic effects on costs. This
idea, which started in the textile and
steel industries, spread across manufacturing to hotels, restaurants, hospitals, retailing, and universities. Although today one still can acquire
handmade craft goods, mass production has become the dominant force
throughout all sectors of the economy
and has generated almost 200 years of
economic prosperity.

THESTANDARDIZATION
OFMANAGEMENT
he revolution in technology created a parallel revolution in management. The way of managing a
cottage industry was hardly adequate
for a factory with large capital facilities
and hundreds of employees. Management systems had to match the demands of technology. Thus, as the
shop floor moved toward standardization, so did management.
A "mom and pop" restaurant, for example, could manage ad hoc. If the
owners wanted to check their inventory, they simply would go into the
23

back room and look. However, if someone came into the shop to order 2,000
hot dogs for a community picnic, the
simple "look and see" management
would be overwhelmed.
Instead, the owners would have to
order the meat, buns, and mustard in
advance, being careful to coordinate
delivery to ensure that they arrived at
the right time. The owners now would
be using planning and scheduling because they would be producing a batch
of hot dogs.
If the restaurant were to evolve into
a McDonald's, the owners would have
to standardize procedures completely,
using the principle of management by
exception, reflecting the nature of the
mass production technology. The result of this kind of evolution in many
organizations is bureaucracy, with
standardized rules and procedures
and layers of managers looking over
the shoulders of other managers,
keeping things "in control."
PRISONERS OFSCALE:
THE DILEMMA

ferentiation and low cost, becoming
unable to break out of the vicious cycle.
Recently, in a marketing survey, a
major dairy identified 24 value -added
opportunities for new products. Unfortunately, all were too small to be "economical" given the scale of its operations. These opportunities were lost to
smaller, specialized producers.
This predicament results from the
fact that customization is the one thing
that mass production cannot do easily.
By definition, creating "exceptions"
adds significant cost Because this cost
usually is unacceptable, organizations
become "prisoners of scale" and can
respond only to markets of very large
size, leaving the high - margin niche
markets to others. They get stuck with
the price- sensitive commodities destined for markets that are increasingly
fragmented.
STANDARDIZATION: THE DILEMMA
OF MASS PRODUCTION
he marketplace is the second major driver of the transformation in
the way companies do business.
Customers are becoming tired of "one

size fits all" products and services and
are demanding variety and
customization.
Not so long ago, for example, ice
cream came in three basic flavors: vanilla, chocolate, and strawberry. Today, every conceivable flavor is available. In retailing, specialized
boutiques have displaced department
stores. Even in services, customers are
demanding exotic wilderness experiences and platinum financial services.
The simple telephone provides another dramatic example. Who would
have thought 15 years ago that the
market for such a mature product,
which came in two styles —desk and
wall phone —would explode into a
thousand niches: designer phones,
portable phones, kids' phones, FAX
phones, car phones, and waterproof
phones! The market is demanding increasing variety.
Traditional mass production processes, however, demand just the opposite— homogeneity over large production runs. Variety is eliminated
because it is the source of cost.
Traditional organizations become
overwhelmed with the complexity that
variety creates. One manufacturer of
computer workstations, for
unipholo.
example, has thousands of
combinations of features —with virtually every
unit being different The
sheer complexity overpowers the manufacturing and
logistics systems based on
traditional mass production
models.
'Me dilemma: to deliver
flexibility and efficiency at
the same time. Thus, in systems operating under the
principle "management by
exception," everything becomes an exception.
Organizations become
paralyzed with meetings
and with the problems of
trying to get people to work
together across different
functions. Senior management becomes increasingly
bogged down with these
"exceptions," trying to referee decisions, illustrating
the adage: `°Ihe bottleneck
is at the top of the bottle."

ass production technology
has been so successful that
virtually everything
is now a commodity—with
price being the major competitive factor. Automobiles,
watches, food, banking services, air travel, hotels, and
computers have become
commodities. Unfortunately, these very economies of
scale make offering variety
or customization extremely
expensive because of the
huge fixed costs required —hence Henry
Ford's famous statement
that the Model T could be
had in any color, as long as
it was black.
The dilemma is the
"commodity trap" that afflicts many companies. The
more they try to differentiate their products and services, the more they add
cost, becoming uncompetitive in price and vulnerable
to "discounter" competitors.
Similarly, as they eliminate
the added features or services that make them
unique, they end up with
"me, too" brands in fiercely
cost - competitive markets.
Companies can oscillate
Tired of "one size fits all," customers are demanding variety and
back and forth between difcustomization. Above, technician adds computer component.
24

THEWAYOUT
combination of programmable automation and workers em-
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powered to make decisions — "smart"
technologies and "smart" people—provides an opportunity to break out of
the dilemma of traditional mass production. A new "simple idea" is emerging and displacing the traditional model of economies of scale. It is the
"batch of one" or "mass
customization" —the ability to produce
a customized batch, as small as a lot
size of one, at mass production prices.
This idea may seem to be an oxymoron. How could small to medium
batch runs be more economical than
continuous process?
The "economies of flexibility" are
achieved through short cycle times,
flexible automation, and the ability to
do quick changeovers with little or no
production stoppage or cost penalty.
People are as important to the production as technology. Pushing down decision making to the line and empowering teams of employees allows the
variety to be handled without cumbersome approvals and delays.
The result is variety at low cost For
example, different car models come
down the line. The first may be a station wagon bound for Australia. The
equipment reads a bar code and then
locks into a certain pattern of steps.
The next vehicle may be a sports car
bound for North America. The bar
code is read once again, and the software-driven equipment executes a different pattern. Changeover is instantaneous and virtually cosdess.
"Batch -of- one" also applies to traditional commodity industries such as
dairies. In a yogurt plant, for example,
one flavor, such as raspberry, would
be run for a week. Then the line would
be closed down and washed out for the
next flavor, say peach. Meanwhile, the
raspberry would be put into storage
until there were enough flavors to ship
to the store.
The shelf life of yogurt is about 40
days, so 21 -25 have been used up in
storage waiting for the remaining flavors in the order to be produced. The
store would be left with little more
than 15 days of shelf life. The return
rate, because of off -code, was 5% of
sales, several times the actual net profit on the shipment
With "batch -of- one" technology, the
flavors now can be squirted into individual jars at random, like different
mixers at a bar, so that each store can
order mixed cases exactly reflecting
its own buying patterns. The result: A
store can get its order in 24 hours, not
three weeks, leaving 39 days of code.
The consumer gets much fresher yoMANAGEMENT ACCOUNTING /NOVEMBER 1990

FIGURE 1/THE EMERGING `HI -FLEX' ORGANIZATION

1970s

1980s

gurt, most of the storage and handling
is eliminated, and the return rate of 5%
drops to practically zero. All of a sudden, "batch -of -one" is more economical than mass production.
The concept is equally applicable to
service industries. An insurance company selling policies to individuals has
put the actuarial algorithms in a laptop
computer. When the agent visits a customer, he can enter the specific financial objectives and requirements into
the computer and write out on the
spot, a policy tailored to that individual—at the same as or lower cost than
traditional underwriting.
Similarly, in the publishing industry, a major textbook publisher recently announced customized textbooks.
In these books, individual educators
can add their own case examples to a
diskette or change the vocabulary to
be appropriate to their own particular
classes —at mass production prices.
EMERGING MANAGEMENT
SYSTEMS
lie layers of supervision and control in rigid hierarchical organizations are not designed for the
world of just-in-time or tailoring to
niche markets. If bureaucracy is the
creation of mass production, what will
management look like in a world of
flexible automation?
Through the 1980s, many companies downsized, taking big "bites" out
of head office and middle management
(Figure 1). Overheads were reduced,
but the traditional management processes, accounting, and other measurement systems remained. Often, as
with fast-weight-loss diets, the "fat"
crept back because the companies cut
out the people but not the work. Management became overburdened and
restaffed (or used expensive consultants). The old management habits
had not changed, so although shortterm improvement often was achieved,
the basic rigidities in the management
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process remained.
In the late 1980s, corporations began evolving to a different model that
looks more like a molecule —more organic —than a pyramid (see Figure 1).
Most organizations are somewhere in
the middle of this transition but have
introduced initiatives that are part of
the transition:
■ Reducing layers of management,
■ Moving many head -office functions
out into the line,
■ Using just -in -time relationships
with suppliers,
■ Introducing employee-empowerment and team- building programs,
■ Adopting flexible automation in
both production and the office,
■ Integrating CAD /CAM,
■ Building partnerships with suppliers, including early involvement in
design and production,
■ Moving from centralized to distributed processing.
The emerging form clusters around
specific market niches rather than
product lines. Different parts of the
business thus define themselves by
the customer they serve, not by the
product they produce.
Most of the employees in this new
"hi -flex" organization are in direct contact with or close to a real customer. In
contrast, in traditional bureaucracies,
people typically are many layers removed from the market, with little idea
as to what the customer really wants.
In the emerging form of organization
(Figure 2), bright young people want
to move out onto the firing line serving
the customer, rather than up. Being in
the field is much more challenging
than getting stuck in a head office that
has let go of many of its traditional control functions.
Relationships with suppliers and
customers, too, look very different In
place of adversarial relationships, partnerships are formed, involving the
sharing of information, managerial ex26

peruse, and systems. The result is
"families" of suppliers and customers,
much like the keiretsu in Japan, that
form a larger overall entity—the "meta
firm." These clusters are held together
by synergy and common self- interest.
Much of the automobile industry is
linked together in this way. If Ford, for
example, places an order with a supplier such as Magna, the order would be
filled and delivered to Ford in 90 minutes, not to the loading dock but to the
very place on the line requiring the
parts. The order does not go through
any accounting department. There are
no invoices or receivables. The order
goes directly to the robotic stacker in
the supplier's loading area and triggers the loading of a truck. At the same
time, the cash is sent over the `wires"
by electronic data interchange (EDO.
In retailing, if a major department
chain runs out of red sweaters in Des
Moines, the store initiates a sequence
whereby the red yarn is spun, sent to
the manufacturer where it is knitted
and packed, and then sent through the
store's distribution system. The sweaters reappear on the shelves in Des
Moines in six days.
Business is revolutionized. First,
the store doesn't have to guess a year
in advance what the fashions will be
and suffer the consequences. Second,
the company can, for example, follow
the Rolling Stones around the country
and introduce their type of garment or
accessories two weeks before a concert in a particular city to capture the
market created by the event. This kind
of responsiveness is virtually impossible with traditional management processes.

IMPLICATIONSFOR
MANAGEMENTACCOUNTING
o be relevant in the 1990s and beyond, management accounting
must be based on a different set
of assumptions from the old "people
are lazy" and similar theories. Instead,
management accounting should be
based on these principles: "Work can
be challenging at all levels and engage
people's interest and commitment";
"People are smarter than we might
think and will surprise us with their
ability to contribute "; "They also consistently will set higher standards for
themselves than would their supervisors."
Trust and mutual self-interest thus
replace distrust and inspection as the
vehicle for control. Management accounting must support decision making in more decentralized organizations and must facilitate high
responsiveness to the customer. In
this context "advanced controls" are
those that reinforce the combination of
high flexibility and low cost to provide
the corporation with competitive
advantage.
In this world, management accountants are those professionals to whom
a corporation turns when it needs to
know what control processes will help
it be the most fiercely competitive.
These processes may involve numerical or human factor controls such as
just-in-time supplier relationships.
Paradoxically, some of the most effective controls are based on human
factors, such as positive shared norms
about performance. The quality circle,
for example, relies on the team to solve

FIGURE 2/THE `META FIRM'
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its own operational problems and provide suggestions for continuously improving production. Workers in quality circles in Japan have been known to
commit suicide rather than disappoint
or lose face with their team, so peer
pressure is probably the most effective
means of control. (Suicide is not recommended here, however!)
The British Empire, in its heyday,
used much the same principle. For
centuries it was run with only six levels
of management, including the Queen!
The glue that kept it together was the
common set of values as inculcated by
the infamous British public (our private) school system. At the end of the
last century, a young man of 23 was
sent out to "run Burma." He could
make war, build bridges, or set up
banks. Whitehall (head office) didn't
have to keep checking up on him or
evaluate his performance because he
was "from the same school" —his behavior was perfectly predictable and
reliable.
Similar principles of control are being applied to management. To meet
this challenge, management accounting must:
• Put control where the operation is.
Layers of supervision and checks
and balances must disappear and
be replaced with self - guided teams.
• Use "real time" rather than after -thefact controls. Issues and problems
must be solved at the source by the
people doing the actual work. Management becomes a resource to
help out the team.
• Rebuild the assumptions underlying
management accounting to build on
trust rather than distrust.The "hiflex" organization is based on empowerment, not obedience. Information must facilitate decision
making, not police it
• Move to control based on peer norms.
The Japanese are fortunate in that
they have a much more homogeneous culture and set of values than
we do. In North America, we must
build those norms systematically
and put much less emphasis on
managing by numbers.
• Rebuild the incentive systems to reinforce responsiveness and teamwork.
Adding value to the customer and
team performance must become
the dominant raison d'etre of the
measurement systems.
These systems of control operate
with very little overhead and are extremely effective, as some of our Asian
MANAGEMENT ACCOUNTING/NOVEMBER 1990

FIGURE 3 /SEGMENTING THE `MARKET' FOR
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competitors have demonstrated. They
would, however, involve reinventing
the basic principles underlying management accounting.

POSITIONING MANAGEMENT
ACCOUNTING FOR THE '90s
anagement accountants do
not have the "right" to fulfill
the new control needs of corporations, but if they do not take the
initiative, professionals in information
systems, management consulting,
quality, and other disciplines will preempt the field, leaving management
accountants in an ever - shrinking market. Figure 3 shows how some of these
other professionals are positioned and
where management accountants

should stake out their territory.
The segmentation involves a mapping of the "customer" or marketplace
for professional services and incorporates two axes or dimensions. The
first, on the horizontal plane, indicates
the extent to which the customer
makes use of advanced management
control processes such as those discussed above. The second addresses
the level or focus of decision making—on operational, tactical, or strategic issues.
Many accountants are in the "bean

counter" segment — routinely collecting and producing information (lower
left corner of Figure 3). MIS specialists
are moving toward the more advanced
MANAGEMENT ACCOUNTING /NOVEMBER 1990

Quality a
Process
Experts

management control processes to set
direction of the organization and actively participate in the successful
achievement of its goals."
This new focus:
■ Positions management accountants
to be senior participants on the
management team rather than staff
accountants,
• Bases their technical expertise on a
thorough knowledge of advanced
management control processes
rather than traditional cost accounting,
• Encompasses control processes
outside the purely financial domain,

and
• Provides a more strategic business
orientation rather than a routine,
operational one.
As a result, the Society has redesigned its education and accreditation
process to reflect the new positioning
in the marketplace. The transition
won't happen overnight but will require a clear vision and commitment

control environments but retain much
of a traditional mainframe culture and
are very much at the day -to-day operating level.
The quality experts and engineers
are moving rapidly into the new world
of advanced control but again, remain
focused on operations. The cost accountants and CPAs are preoccupied
with regulatory and legal pressures
and risk returning to the traditional
"knitting" in the '90s.
Management consultants are heterogeneous, so are all over the map.
Some do, however, operate in the advanced management control environment.
The segmentation shows that most
competitors are focused on providing
advice at a less strategic level and within a context of more traditional control
processes. This situation leaves an opportunity for management accountants to stake out a new position in advanced management controls, a field
that has not as yet been claimed by any
other professional group.

THENEW TERRITORY
n Canada, certified management accountants have moved aggressively
to redefine their territory. The most
current statement of the new territory
was developed by the Ontario Society.
"CMAs, as professionals on the key decision- making team, apply their in-

depth understanding of advanced

by management accountants to move
ahead.
Management accountants face a
choice. They can stay on the traditional turf — generating routine accounting
information and reports —and risk being overtaken by computer experts
and other professionals, as well as by
prepackaged software. (Any "jock" on
Lotus can perform incredible gymnastics without management accounting
training.) Or they can seize an unparalleled opportunity to bring their companies into the "hi -flex" era. They can
become the agents of change!
■

Gerald H.B. Rossis managing director
of Change Lab in Toronto, Ontario,
Canada.
Readers who would like to discussthis
article with him can reach him at (416)
360 -5309.
Editor's note: In view of thesignificance
of this article, the National Association
of Accountants and The Society ofManagement Accountants of Canada are
Publishing parallel versions in their respective magazines.
Is this article of interest
to you? If so, circle
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Do Financia l and
Nonfinancial Performance
Measures Have to Agree?
The key to this question is knowing when agreement matters.
vices, are creating new performance
measurement systems that address
customer satisfaction, flexibility, and
productivity.' For the most part, these
systems are being designed outside
the world of management accounting.
Frustrated with the limitations of traditional accounting measures, operating
managers are designing separate measurement systems as part of strategic
planning or quality improvement efforts. One school of thought says that's
all that is needed: simply disconnect
the financial accounting information
systems from the operational.' We
don't think that this is the answer.
Most senior managers we know won't
take this leap of faith. They continue to
watch both the financial and nonfinancial scorecards. After all, they're held
accountable for both.
The limitations of traditional accounting measures have spawned new performance measurement systems designed to address productivity, flexibility, and customer satisfaction.

BY C.J. MCNAIR, CMA, RICHARD
L. LYNCH, AND KELVIN F. CROSS
Certificate of Merit, 1989 -90

n reviewing an operational manager's proposal for a new nonfinancial measurement system, a
vice president of finance asked,
"What happens when these nonfinancial measures look good but the company's financial measures disagree ?"
'Tile operating manager quipped, "My
resume will look great and yours
won't-"
The issue is no laughing matter.
The conflict causes tension, clouds action, and often polarizes factions within companies. Unfortunately, much
time is wasted trying to reconcile the
different messages, and focus on continuous improvement gets side28

tracked.
New manufacturing methods, such
as just-in-time manufacturing, have ex:
posed the informational and motivational shortcomings of traditional accounting systems. Feedback in the
form of standard cost variances has
been counterproductive. Other financial reports, such as profit and loss
statements, budgets, and margin
analyses, have been too aggregated,
too late, and too one dimensional to be
useful to operating managers. Managers need clear, timely, and relevant signals from their internal information
systems to understand root causes of
problems, to initiate corrective actions, and to support decisions at all
levels of the organization.
Faced with an information gap,
many companies, such as Caterpillar,
Wang Laboratories, and Analog De-

SYMPTOMS OF TENSION
igns of tension are a0nu»on.
Consider the following workplace scenarios:
• An operating manager in a computer company implements a just -intime work cell and witnesses a dramatic improvement in quality, cycle
time, and work -in- process inventory—but gets whacked over the
head with a stack of financial reports telling him that he has large
volume variances, underabsorbed
costs, and poor productivity.
• A general manager at a high -tech facility sees significant, steady improvement in yields but is puzzled
that the results haven't surfaced on
the company's financial scorecard.
• Line supervisors learn to serve two
masters. In the first two months of
the quarter they're driven by their
delivery, quality, and cycle -time
MANAGEMENT ACCOUNTING /NOVEMBER 1990

goals. But in the last few weeks of
the quarter they're asked to pull in
big orders to make revenue targets
and absorb more costs into inventory, ruining their performance
against nonfinancial measures.
• A seasoned line manager asks to be
taken off the distribution list for the
plant's financial reporting package
because he considers it totally useless and would rather rely on his instincts.
• In allocating scarce resources a division controller hears "trust me"
from the operating manager. The
manager tells him that there is a
cause-and-effect relationship between the proposal and the financials, but both are unsure of the
linkage.
A specific case study will clarify the
cause of this tension. Although everyone involved is trying to do what's best
for the company, they're looking at different decisions, with different time
spans, even though they are using the
same basic information. The result is
foreseeable: confusion, tension, and
disagreement on what actions to take.

CHANGING THE
PERFORMANCE
YARDSTICK
ndi 1985, company "A" operated under a batch production
philosophy, utilizing a full absorption, standard cost system., Artificial buffers were set up on the plant
floor (i.e., work -in- process inventory),
but the accounts used to track them
were hiding problems and promoting
local optimization. The result was a
disjointed production process with irregular delivery performance, high
levels of waste, and no organizational
learning /feedback on the realities of
the production process. The accounting system modeled the complexity
and confusion on the plant floor. The
systems were matched; they were
equally inadequate for supporting
competitive manufacturing.
In 1985, the company adopted Justin -time UM practices in its manufacturing operations. Early JIT cells were
treated as an experiment, giving management the flexibility to suspend the
usual set of performance measurements in measuring the cell's
progress. Removed from confusing
and often conflicting responsibility for
variances beyond their control, the
managers set about achieving the objective of JIT: continuous improve-
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ment in terms of reduced defects, decreased throughput time (e.g., increased responsiveness), and inventory reductions.
JIT -based successes on the plant
floor were striking. Work -in- process
inventory decreased 85%, while
throughput time went from 20 days to
under three. When measured in the
traditional manner, however, the successes were recorded as failures in the
accounting reports. Why? Because the

The successesare
recorded asfailures
in the accounting
reports.
traditional labor efficiency and utilization measures did not match the characteristics of the new process. In a JTr
cell, resources are activated only when
needed (i.e., balancing the line), and
direct labor begins performing both direct and indirect tasks, two events that
penalize the JIT cell in terms of low utilization and poor productivity. If the accounting measures were interpreted
correctly, management would see that
they now had idle capacity in the cell
that could be used for further production. If sales were to pick up, then unit
costs would go down.

SHORTCOMINGS OF
STANDARD COST SYSTEMS
tandard costing system measures were deficient in three important ways. First, labor efficiency was measured crudely —total
output per person; second, quality levels were not considered in the analysis; and third, management's use of the
"absorption " -based variances from the
accounting system encouraged the
production of more output than was
needed. Overproduction was encouraged rather than identified as waste of
the highest level.
JIT was calling for production of the
right number of units, when they were
needed, and with no tolerance for
waste or defects. The standard costing
system, however, ignored these
changes, thereby building all types of
waste (e.g., scrap, rework) directly into
the benchmarks used to evaluate the
system.
The primary themes of JIT are "con-

tinuous improvement" and the "elimination of waste." In a standard cost environment, these characteristics mean
that in each and every operating cycle
there should be a positive variance in
the cell, as performance improves (i.e.,
actual cost per unit decreases as volume grows). Over time, the variance
grows. The variance reporting system,
though, is designed to provide a warning signal when such patterns occur. It
signals "problem" when in fact problems (such as poor quality) are being
eliminated.
Operating results should be used to
update the standards. Instead, variances are fed into the accounting system; they are used to balance the led ger—no more, no less. Translation:
The standard costing system used in
most U.S.companies today is a broken
control loop.Feedback concerning improvements is disregarded, allowing
the system to move totally out of sync
with reality.
Standard cost-based reporting systems are static; standards are not updated every period. To overcome this
obstacle, the real issue companies
must first decide is—who owns the
performance measure? If it is not manufacturing, and part of continuous improvement, then the critical linkage
between performance and evaluation
is broken. Some companies are responding to this problem by replacing
engineered standards with rolling averages of historical actual costs, using
the theoretical optimum as the long range performance target. Dynamic
standards for dynamic systems.

TIME TO QUIT FLOGGING
A DEAD HORSE
ecognizing the problems that
would occur if the JIT cells
were evaluated on the existing
measures, company A's vice president
of manufacturing assigned the task of
developing a new measurement system to two senior managers, one from
industrial engineering and one from finance. The basic assumptions underlying the development of the new performance measurement system are
presented in the right -hand column of
Table 1.
The new system was to be focused
on strategic issues, which translated to
a "customer" orientation. First and
foremost was the requirement that the
new measures had to make sense to
the marketplace customer. Second,
cross-functional
activities were
mapped out as a single business sys29

new product introduction) means supthis new meaporting the business strategy through
TABLE 1/TRADITIONAL VS STRATEGIC
surement systangible
operating objectives that aptem.
It's
based
MEASUREMENT SYSTEMS
ply to cross - functional activities. Transon concepts of
• Strategic fo cus
• Financial focus
lating the business unit goals into meatotal
quality
• Customer -driven
• Financially driven
sures useful at the operating level is a
management, in((future focus)
(pastfocus)
• Flexible; dedicated
• Limited flexibility; one
dustrial engi- critical step. In order for the company
system for operational
system serves both
to achieve its strategic and financial
neering, and accontrol
external and internal
tivity account- goals, it must focus on making sure
• Tracks concurrent
needs
strategies
that daily activities support these
• Not linked to operations
ing. The pyra• Catalyst for process
strategy
goals.
mid
provides
the
improvements
• Used to adjust financials
The performance pyramid in Figstructure for a
• Systematically optimized
• Lo cally o ptimized
ure
1 incorporates three factors at the
two-way
commu•Improve performance
• Decrease costs
business operating system level: cusnication system
• Horizontal reporting
• Vertical reporting
tomer satisfaction, flexibility, and prothat is required
• Integrated
• Fragmented
ductivity.
Customer satisfaction is deto
institute
the
• Quality, delivery, time, and
• Cost, output, and quality
cost evaluated
viewed in isolation
fined as meeting customer expectastrategic vision
simultaneously
tions. Flexibility refers to the responin the organiza• Trade -offs addressed
• Trade -offs unknown
tion. Objectives siveness of the business operating sys• Organization Learning
■ Individual Learning
tem as a whole. Productivity refers to
are translated
• Group incentives
• Individual incentives
how activities and resources are mandown, and meaaged in meeting customer satisfaction
sures are transobjectives. These three criteria in turn
lated up. The obare supported by four focused areas of
jectives start from the corporate vision
tem. Performance of the entire busiperformance measurement in the indi(a
statement
about
what
markets
the
ness system replaced the focus on lovidual departments and work centers:
company will compete in and on what
cal optimums. Third, at each stage in
quality, delivery, cycle time, and
the internal process a supplier and cus- basis —price, quality, or delivery).
waste.
tomer were identified. Quality and de- These objectives then are translated
At the local department level, speinto more specific market and financial
livery measures were installed where
cific day - today measures capture the
goals and objectives at the business
the two functions met. Finally, cycle
feedback information that supports
unit level, such as market share, revetime and waste measures also were
continuous improvement. The first set
nue, and profit goals. Strategies are
tracked to make sure customer needs
of measures is tied directly to the marset,
and
financial
forecasts
and
budwere being met efficiently.
ketplace customer. Quality and delivgets
are
put
in
place
to
make
them
hapIn keeping with JIT characteristics,
ery
are externally driven. Quality
a "pull" rather than "push" mentality
pen.
means more than conformance to
Success at the business operating
was used to shape the new measures.
system level (i.e., order fulfillment or
specifications; it means meeting cus
The objective was to change the orientation of the system from tracking incurred costs (i.e., cost control) to supporting the drive for process
FIGURE 1 /THE PERFORMANCE PYRAMID
improvements (Le,, strategic cost information). As part of this effort, accounting was transformed from a
nonvalue- adding, or storekeeping,
OBJECTIVES
Corporate
function to a value- adding one that proVISION
vided strategic information to manageBUSM@S S
ment.
units
MEASURES
The second key element of the approach was the clear recognition of inMarket
Financial
terdependence in the manufacturing
process. A customer order puts a deBusiness
mand on final assembly, which pulls
Operating
Customer
the various subassemblies needed for
Satisfaction
Flexibility
Productivity
Systems
the final product. The subassembly department, in turn, pulls materials required through material services. The
Departments &
Cycle
order fulfillment business system
Wort Centers
Quality
Delivery
Time
waste
could perform only as well as its weakest component.

BUILDING A STRATEGIC
INFORMATION SYSTEM
he performance pyramid depicted in Figure 1 represents
the structural framework for
90

OPERATIONS
EXTERNAL
EFFECTIVENESS

INTERNAL
EFFICIENCY
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tomer expectations. Delivery covers
both quantity and timeliness —the delivery of the right amount of product
on time.
Internal measures (cycle time and
waste) do not have a direct tie to the
customer's expectations but can be
thought of as the "internal levers" that
must be moved in order to provide
quicker response time and better value for the customer. They are also of
strategic importance. Decreasing
waste (e.g., nonvalue-added activities
or resources) and total cycle time from
order release to finished goods shipment translates to improved productivity and flexibility for the plant itself.'
Increasing the velocity of material
through the plant, the result of improvements on these measures, also
translates to improved financial performance when sales increase. Asset
turns accelerate —the company gets

more use out of each dollar of investment in its asset base.
Here's how the system works. A
semiconductor company adopts a vi-

sion: to provide high -quality solutions
for customer needs in real -world signal processing. After the company has
made significant improvements in customer service measures, its focus
shifts to productivity, that is, satisfying
customer requirements more efficiently than the competition. At the business unit level, goals are set to increase yields. Each department
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support the achievement of corporate
goals by translating upper management
objectives into precise performance measurements for individual departments or
work centers. The system described
here implicitly incorporates the accounting system. The next step is to tie the performance pyramid directly to defined accounting structures: to close the control
loop. Otherwise, managers could receive
mixed signals on their performance, and
tension will persist, as suggested in Ta-

ble 2.

MAKING MANAGEMENT
ACCOUNTING MORE USEFUL
anagement accountants should
be participating in the information revolution. One obvious
role is to periodically audit the nonfinancial metrics. Another role is to help opMANAGEMENT ACCOUN ING /NOVEMBER 1990
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no pressure to
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erating managers quantify nonfinancial
information as needed in support of improvement activities. More important,
management accountants should be providing strategic cost information. Here
are some ways to do it
Suggestion No. 1: Provide the Right
Information at the Right Time. Accountants need to understand that the information they provide is part of the management control system. Control
systems direct behavior, evaluate performance against preset goals, and
provide information for adjusting the
goals themselves through the feedback process. In current accounting based performance measurement sys-

supports that objective through specific measures aimed at improving qual-

ity and reducing cycle time, thereby
eliminating waste.
In this example, the measurements
are part of a consistent, focused, and integrated system. It channels efforts that

Operational Impact
Invento ry
Scrap

tems, this loop usually is not completed. Rather than updating goals (i.e.,
standards), variances are merely bled
off to the general ledger. The underlying assumption, of course, is that the
standards are right and that reality is
wrong. As noted above, this assumption is at odds with the goals of JIT
manufacturing.
Figure 2 illustrates a series of performance loops embedded in the measurement system. Essentially, the
base of the pyramid is a plan- do-checkact circle (loop 1). Nonfinancial measures such as on -time delivery, quality,
cycle time, and waste (e.g., number of
accidents, percent rework, and scrap)

FIGURE 2/THE PERFORMANCE LOOPS
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provide a complete control loop,
whether for an individual operation or
the whole department. Targets are set
(e.g., reducing waste or cycle time, improving quality), action takes place,
and results are chartered. Process adjustments are made, based on the results, to keep the system on track.
These measures are timely, stated in
the language of operations, and close
to the point of action. That means feedback can be used to adjust current activities accurately —the definition of a
complete control loop.
The business operating system level (see loop 2) actually consists of a
double set of controls: operating and financial. The former is used to evaluate
how departments work together in
meeting business system objectives.
As far as the end - customer is concerned, the business performed only
as well as the quality, delivery, and performance of the last department in the
business system. Financial reporting
completes the control loop used at this
level, translating the operating data
into summary cost data for top management
For example, as improvements in
cycle time are made at the department
level, this information is passed up to
the business system in the second performance loop; overall cycle time in
the business unit is reported as an aggregate measure. Adjustments are
made to inventory to satisfy external financial reporting needs, and the information is fed back into the goal- setting
process in loop 1 (i.e., the goals are set
more aggressively).', Another example
of how operating data are linked to the
accounting system can be seen in the
way costs are handled. At the department level, nonvalue -added costs or
waste are captured. These indicators
typically are stated in terms of percent
or numbers. At the plant level, the finance department can add value by
translating waste items into dollars for
upper management (e.g., cost of rework, late delivery penalties, rescheduling penalties, and inspection costs).
This conversion need not be perfect A
Pareto analysis of the waste dollars will
help operations to focus on the significant cost improvement activities.
The feedback in loop 2 is not as
timely as in loop 1. The time span of decision making at this level is longer.e
Most plants are evaluated on monthly
or quarterly performance. Managers
at the business operating level need
only enough feedback to know when a
problem exists that is going to affect
total period performance so that they
34

can put appropriate programs in place
to improve performance.
While forewarned is forearmed,
there is no way that the same level of
intense feedback can be available at
this level. Nor should it be. The focus
of decision making —the relationships
that managers at this level can affect—is mid -range. Not by the minute
but by the week or month. New resources, improvement activities, or
major production shifts cannot be implemented at a moment's notice. In
fact, if the integrity of management
tools such as the master production
schedule are to be maintained, these
responses must be constrained by the
existing "frozen" time fence.

Management
accountants should
be participating in
the information
revolution.
Moving up the pyramid, the level of
detail decreases markedly, as do the
definition and realities of the timeliness and frequency of reporting cycles. For example, the performance of
the major business systems such as
new product introduction or order fulfillment is passed up to the business
unit level to evaluate how well strategies have been executed (loop 3). The
operating measures (and exceptions)
provide a signal that financial and marketing objectives may not be reached.
The financial control loop verifies this
after the fact Here nonfinancial data
are recorded, for example, as market
share or product quality ratings, and financial performance of the business
unit is reflected in the unit's profit and
loss numbers and return on assets.
Again, the financial results are translated back into operational imperatives at
the business system level. For example, if asset turn objectives for the business unit were not met, new programs
are developed, or emphasis is added to
the cycle time measures in the business system to help improve the financial metric.
In this loop, the financial and nonfinancial measures may not agree.
This may seem somewhat paradoxical,
but quality improvements, better delivery, and faster cycle time may not
translate immediately into improved

profits. Why not? There are several
reasons. First, and most obvious, has
to do with volume and mix changes.
Second, if the competition has been
making similar or better improvements, the yardsticks have been
moved. The nonfinancial improvements were needed just to stay in the
game. Management accountants can
add value to this analysis by conducting benchmarking studies.
Third, the operational improvements may be benefiting a future financial period. For example, yield improvements may increase a plant's
effective capacity, postponing the need
for additional space and equipment
Similarly, cycle time improvements
may reduce the size of the required
workforce. However, the company's
policy may be to redeploy workers or
to fund excess capacity until the volume in future periods picks up.
Fourth, quality and delivery improvement could have resulted in market
share gains that were made inefficiently. For example, quality was inspected
in and delivery objectives were met by
carrying everything in inventory.
The final feedback loop (loop 4)
provides feedback on the corporate vision itself. Top management receives
information over time on how effectively strategies have been executed
and resources deployed. Total corporate performance is compared to expectations. Markets and competitive
tactics are evaluated and adjusted as
necessary.
In summary, the information system can support whatever type of reporting upper management wants.
The detail is there, ready to be passed
up through the reporting hierarchy on
demand. Each level has its own tightly
defined control loop as well as the
means to obtain information from lower levels through the integrated system. Management accounting plays a
key role in translating the nonfinancial
data into the language of money for senior management
FROM SCOREKEEPER
TO COACH
vggestion No. 2.• Switch from
Scorekeeper to Coach.In the goal-

setting process, financial goals
need to be translated into operating
terms, a procedure that requires strategic cost information. After the fact,
the general ledger needs to be brought
into line with operating realities. This
is the world of cost control. It requires
a different view and a change in emMANAGEMENT ACCOUNTING /NOVEMBER 1990

The challenge for today's accounprecision and balance are not imporphasis from "relevance" to "balance."
tant is how to maintain the equity of
tant. For practical reasons the calcula"Strategic cost information" has
debits and credits without unduly distions will consist of approximations
one overriding objective: providing reland assumptions, but the output (i.e.,
torting the reporting system. Some say
evant, timely information to support
just to ignore the problem. But if top Pareto analysis) will be relevant to the
decision making. It builds from prior
decisions at hand. The accountant's level reports are built off accounting
results, serving as a database of
data, the treatment of the balancing isprimary task is to re -pool existing actrended results. The translation of fisue is critical to ensuring that top mancount structures to match a new set of
nancial accounting data into good
agement gets consistent signals about
management data is the world of activcost objectives.
performance in the plant. If
ity accounting.This term capbalance is constantly forced
tures the essence of the tie
in, distortions may occur
between costs and the activiwhenever actual results don't
ties that cause those costs.
match estimates (as with volFor each pool of activitybased costs, a number of
ume variances). As any practicing manager knows, this is
causal factors, known as drivmore the rule than the excepers, can be identified. These
tion.
drivers are the cause of downTwo types of problems can
stream costs. They also are
the basis for developing the
occur in matching estimates
to actuals: output variances
operating control system.
and cost shifts. Output variIf you think about activity
ances mean that the actual
accounting, it is a financial
mix or volume of sales may
measure divided by an operanot match expectations, a sittional one. It is the metric that
uation that can be due to
provides the linkage between
the financial budget and operchanges in the market, errors
ating plans. By understandin forecasts, or process problems. By year -end, though,
ing activity costs managers
most of these problems work
can: focus improvement on
their way out of the system.
specific problems; make betOutput variances are, in a
ter business decisions about
make, buy, and pricing; and,
global sense, compensating
(i.e., offsetting). A compenmore important, prevent
waste from occurring in the
sating variance is a "mean refirst place by analyzing bills of
gressing" phenomenon —
over the operating period the
activity for new products beSometimes there are steady, significant Improvement yields at
fore costs are committed in
estimate and the actual perhigh -tech facilities yet the results haven't surfaced on the
formance should be closely
volume production.
financial scoreboard.
aligned.
Suggestion No. 3: Focus on
What Counts the Most. Three
In contrast, cost shifts cantypes of waste costs (nonvalue -added
It also is important to remember
not be controlled, nor is there any reathat this information does not have to
son to believe they will reverse. Cost
activities) can be identified: defect detection, internal failure, and external
be recreated every day. In fact, the inshifts, then, are noncompensating varifailure.' The existing general ledger
formation is necessary only when
ances (i.e., they're not expected to
plans are being made or the operating
wash out). In the noncompensating
structure of most companies can provide information about costs incurred
system signals that existing cost esticase, the mean has shifted. For examfor each of these types. In terms of demates are out of line.
ple, products will always cost more if
tection, account codes for incoming inmaterial or labor prices have risen.
spection personnel and test equipSimilarly, if quality improvement efDOING WHAT'S BEST
forts result in permanent yield enment, in- process inspection, reliability
uggestion No. 4: Know When to
hancements, then the cost standards
testing, and so on, can be grouped toPlay Second Fiddle. Most acneed to be updated.
gether. Dividing this total by the number of units produced in the same pecountants, when facing these
Once these two events have been
riod provides a benchmark of the cost
new concepts, become alarmed. Acseparated, the appropriate accounting
of detection. Based on the analysis of
counting is a simple science built on
treatment emerges. For the noncomhistorical trends, then the operating
the balance of the sources and uses of
pensating variances, the traditional acsystem is given goals to reduce the unfunds. There is no "just about right" in
counting approach of writing the costs
derlying activities that generated the
the system: it either balances or it
off to the appropriate inventory and exdoesn't. Accounts have to be balanced,
pense accounts on a monthly basis
costs.
In this setting, accounting adds val- but general ledger maintenance is a
makes sense. Is there a need to signal
ue by focusing management attention
back -office task that should not perthe variance back to top management?
on what needs to be done. As Dr. J.M.
vade the organization. Overemphasiz- Yes. Should it be done through acJuran says in several of his books, one
ing this task would be like stopping the counting reports or through the opercheck processing in a bank every time
must pay attention to the vital few, not
ating reports? It would seem operating
an incorrect date appeared on a check. managers know before accounting
the trivial many. Accounting -based
MANAGEMENT ACCOUNTING/NOVEMBER 1990
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does. The accountant, though, is the
one charged with maintaining the integrity of the standards used to give
credit to production for good units
completed. The data, then, should be
used to adjust the cost standards more
frequently. The feedback loop on noncompensating variances is short
What about compensating or offsetting variances? If they are passed immediately through to the ledger and
up to management, attention is focused on the past. The company may
break the budget forecast into monthly buckets, but in reality seldom will
orders arrive in the same mix, volume,
and period as the plan suggested. This
simple fact of life is the source of immense friction between production
and marketing.
While JIT can solve a lot of the problems on the plant floor, if the accounting system perpetuates the tension
through monthly volume and mix variances, total performance improvements will be stunted. Ayearly adjustment though, serves the underlying
responsibility structure of an organization. For example, top management is
charged for "idle capacity" through the
reconciliation entry. This is feedback
to upper management and marketing
on the quality of their strategic plan
and forecast, not monthly feedback to
line managers.
Efficiency variances really make no
sense in a JIT setting because the primary concern is with good output per
cell, not per worker. If the cell does not
produce its needed output, the operating system is sending messages up the
reporting hierarchy long before accounting gets involved. Cost is caused
by the activities in the cells. Accounting's job is to make sure that any unrecoverable cost variances are passed
through immediately to inventory and
that recoverable ones do not interfere
with the integrity of the operating system.
The accounting treatment of the
compensating variances is straightforward. Just as "buffers," or contra accounts, are used to store reserves for
bad debts and related events, an inventory contra account can be developed
to hold output variances. The final performance for the year is the important
factor, so monthly reconciliation just
doesn't make sense. According to
GAAP and the 1986 Tax Recovery Act,
these costs eventually must be put into
inventory, but the requirements of the
law can be handled through an end -ofperiod adjustment. It is an accounting
technicality that should not be passed
36

on to management,
It is the actual output measures concerning quality and delivery to the
downstream customer that are important, All the information, compared
with planned output, is readily visible
to top management. The accounting
variance does not add information to
the analysis —it takes it away. Forcing
balances to compensating variance accounts is nonvalue- adding activity of
the worst kind because it trickles
through the organization, promoting
improper decisions and discord between functional units. Should compensating variances be fed back immediately into the standard cost system?
No. Should they be used to provide
strategic cost information in the next
planning period? Definitely. Their value lies in letting management know
what effect volume and mix variances
have on annual performance. The time
span of the reporting process is
matched to the decision - making cycle.

A LOOK TO THE FUTURE
n answer to the question raised in
the title, the simple answer is "it depends." When permanent changes
have occurred in capacity, methods, or
costs, then all systems should be synchronized. If, instead, the differences
reflect volume -based effects or
changes that will smooth out over the
long run, there's little value in forcing
them into balance. At this point accountants need to understand that
their numbers have an impact on behavior—if the numbers are wrong in
the short run, don't report them.
Our suggestions can benefit operating managers by:
• Providing strategic cost information on products and resource allocation decisions,
• Quantifying productivity improvement proposals,
• Suppressing meaningless variances,
• Getting management accountants
to focus on the vital few,
• Modifying the accounting system
to bring it in line with operational
realities,
• Mitigating the potential for mixed
signals,
• Helping accountants and operations agree on what constitutes continuous improvement.
Interpreting the financial and nonfinancial signals of the business and responding to them, even when they dis-

agree, is a management issue, not an
accounting issue, As part of the management team, management accountants can be an invaluable source of information. They can help operating
managers focus on the right activities
for continuous improvement and provide feedback on how well those activities were managed.
■
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BY JONATHAN B. SCHIFF,CMA,
AND CLAIRE B. MAY

What Is
Internal Control.?
Who Owns It?

ne of the findings of the
Treadway Commission was
that there is no one definition of internal control with
which everyone agrees. The Commission's report summarizes the situation
this way:

0

Internal control is a complex, dynamic, constantly evolving concept, and one that many diverse
organizations have studied. nese
groups have improved the overall
understanding of internal control.
Yet theirstudies also have resulted
in varying interpretations and
philosophies.'

Without a clear answer, fraudulentfinancial
reporting remains a possibility.

The problem may be more complex
than the Treadway Commission identified. Not only is there no consensus
about what internal control is, but
there is no agreement about who has
responsibility for this important function. Put another way, there seems to
be no clear answer to a second fundamental question: Who owns internal
control?
Perhaps we need to answer this
question before we can agree on a definition of internal control. It seems
quite straightforward to assign responsibility for most functions, such as
marketing, compliance with tax rules,
and manufacturing. Yet confusion
reigns regarding responsibility for the
internal control function.
Many people own a part of internal
control. Controllers, internal auditors,
operating management, and independent auditors —all are in some way
concerned with it, but no one person
or group has final, overriding responsibility. Moreover, every group defines
it according to its particular perspective, so because no one clearly owns it,
there is no one authoritative definition.

For example, he or she helps plan internal control for financial systems.
This is indeed a far more economical
approach than attempting to "slap on"
controls after the system has been designed or is up and running. However,
it does raise a question: When did the
internal auditor acquire this role? Has
it been abdicated by the controller?
One of operating management's basic responsibilities is control. According to one authority, the manager's responsibilities include budgetary
control, quality control, inventory control, production control, [and] personnel control.' Management's responsibility for control is reflected in the
statement of management responsibilities that has become a fixture in to-

day's annual reports of Fortune 100
companies, as Figure 1 illustrates, and
according to a Deloitte & Touche survey, almost 60% of companies with an
excess of $500 million in sales include
a management report in their annual
reports. Top operating management
considers internal control its responsibility. This is as it should be—the buck
stops there.
Finally, independent auditors review their clients' internal control as a
step in setting the scope for detailed
testing. Their review of internal control is used as a platform to assess the
environment in which the audit of the
year -end financial statements will take
place. Two of the 10 new Statements
on Auditing Standards have the term

THE MANY OWNERS OF
INTERNAL CONTROL
he controller has control as a
part of his or her job title. Many
authorities on the controllership function, including Charles T.
Horngren' and Robert N. Anthony, associate controlas a responsibility of the
controller. Anthony, for example,
holds that the person responsible for the
operation of the management control
junction is ...the controller.'
The internal auditor is viewed as
the corporate internal control expert.
I
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The internal auditor is viewed as the corporate internal control expert.

I
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FIGURE 1 /STATEMENT OF MANAGEMENT RESPONSIBILITIES

The management of Citicorp is also
responsible for establishing and main-

taining a system of internal controls
which we believe is adequate to provide
internal control in their titles, and the
others are at least indirectly concerned with internal control.
Clearly, there are a number of
groups who have an interest in internal
control. A primary concern of the
Treadway Commission was that these
groups don't agree on what internal
control is. Important definitions have
been issued by the Auditing Standards
Board, the Institute of Internal Auditors, the AICPA's Special Advisory
Committee on Internal Accounting
Control, and the Research Foundation
of the Financial Executives Institute.
The presence of so many definitions
has resulted in some confusion within
the profession. One repercussion of
this confusion, according to the
Treadway Commission, is that a firm's
independent public accountants, management, and internal auditors may
disagree about the adequacy of a given
firm's internal control system.
In addressing this problem, the
Commission's report recommends
that the Commission's sponsoring organizations cooperate in developing additional, integrated guidance on internal
control.
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internal accounting controls are under

the general oversight of the Citicorp and
Citibank Boards of Directors, acting
through the Audit Committee described
on page 76. The committee is comprised
entirely of directors who are not officers
or employees of Citicorp. The Chief Auditor of Citicorp, who reports directly to
the Board of Directors, conducts an extensive program of audits and risk asset
reviews worldwide, carried out by a staff

Peat Marwick Main & Co. obtain
and maintain an understanding of our
accounting and financial controls and
conduct such tests and other auditing
procedures as they consider necessary in the circumstances to express
the opinion in their report that follows.
Peat Marwick Main & Co. have free access to the Audit Committee, with no
members of management present, to
discuss their audit and their findings
as to the integrity of Citicorp's financial
reporting and the adequacy of the system of internal accounting controls.
/

/

John S. Reed, •

/

/

/

Chairman

of resident auditors and reviewers and

traveling teams. In addition, Peat
Marwick Main & Co., independent auditors, are engaged to audit our finan-

ISSUES PAPER PRESENTS
GUIDANCE
he National Association of Accountants, in response to this
recommendation, recently pub-

FIGURE 2/
COMPONENTS OF
INTERNAL CONTROL
Internal Control

e

The management of Citicorp acknowledges its responsibility for the preparation of the financial statements and
other financial information contained
in this annual report. The accompanying financial statements have been prepared by the management of Citicorp
in conformity with generally accepted
accounting principles appropriate in
the circumstances. Where amounts
must be based on estimates and judgments, they represent the best estimates and judgments of management.
The financial information appearing
throughout this annual report is consistent with that in the financial statements.

eial statements.

lection and training of staff, the establishment of organizational structures
providing an appropriate and well -de fined division of responsibilities, and the
communication of policies and standards of business conduct throughout the
institution.
The accounting policies and system of

y

FINANCIAL REPORTING
RESPONSIBILITY

reasonable assurance that the financial
records are reliable for preparing financial statements and maintaining aceountabilityforassets and that assets are
safeguarded against loss from unauthorized use or disposition. The system in
use at Citicorp provides such reasonable
assurance, supported by the careful se-

o

The following example is taken from
the 1988 Annual Report of Citicorp and
shows a statement of management responsibility. These statements have
become standard parts of Fortune 100
companies' annual reports.

U

0
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Source: Jonathan B. Schiff, JoAnn Miller,
and Claire B. May, Issues Paper: Guidance
on Internal Control, The National
Association of Accountants, Inc., 1989, p. 6.

Thomas . Jcrnes
A Princi al Financial Officer

f.

fished an "Issues Paper: Guidance on
Internal Control," by Jonathan Schiff,
JoAnn Miller, and Claire May., This
paper had three objectives:
• To review the relevant literature in
the area of internal control,
• To propose a broad definition of this
concept, and
• To identify approaches that should
be considered in achieving the
Commission's objectives.
Research methods for this study included the review of many texts, handbooks, and guidance documents written on the subject of internal control.
The conclusion suggested by the issues paper is that internal control is a
broad function that is supported by
three independent elements: accounting controls, managerial or administrative controls, and operational controls.
The three - legged stool in Figure 2 illustrates the necessity for all three
elements to work together. If this stool
were missing a leg, or if one of the legs
were to break, the body would not be
properly supported and would topple
over. Similarly, if a company has weak
MANAGEMENT ACCOUNTING /NOVEMBER 1990

or nonexistent accounting, managerial, or operational controls, internal
control may not be supported properly, and the company may be vulnerable
to the problems that the Treadway report identified, including fraudulent financial reporting.
The NANs issues paper considers
management policies and responsibilities, the use of an audit committee, the
accounting function, the internal audit
function, and letters to shareholders as
possible ways to evaluate and achieve
sound internal control.
Figure 3 summarizes a framework
for the definition of internal control
proposed in the issues paper. It identifies the three interdependent
elements of internal control— operational, management, and accounting
control —and then outlines the objectives and personnel responsible for
achieving those elements. The flowchart in Figure 4 illustrates how these
approaches could work together for an
effective internal control system.

AUDIT
COMMIT TEE'

Management
Controls

F

Accounting Controls
Tests of

_7

Independent CPA's
Report

I
I
I
I

Accounting
Controls

Audit
Committee
Report"

Internal control
must be supported
by accounting,
managerial, and
operational control.

Objectives

Primary
Involvement

Secondary
Involvement

Operational Control

Efficiency and
Effectiveness

Operations
Managers

Financial
Managers
Internal
Auditors

Management
(Administrative)
Control

Proper
Authorization
Policies, and
Asset Control

Financial
Managers,
Administrative
Managers

Internal
Auditors,
Extemal
Auditors

Accounting Control

Timely and Fair
External and
Internal Reporting

Financial
Managers

Internal
Auditors,
External
Auditors

'This framework very closely follows the AICPA's 1949 definition of internal control.
Source: Jonathan B. Schiff, JoAnn Miller, and Claire B. May, Issues Paper: Guidance on Internal
Control, The National Association of Accountants, Inc., 1989, p. 7.
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Management's
Report

'Membership composed exclusively of outside directors, as recommended in the Treadway
Commission Report.
"Proposed In the Treadway Commission Report.
Source: Jonathan B. Schiff, JoAnn Miller, and Claire B. May, Issues Paper: Guidance on Internal
Control, The National Association of Accountants, Inc., 1989, p. 16.

FIGURE 3/PROPOSED FRAMEWORK*
Interdependent
Internal Control
E lements

Operational
Controls

Annual
Report

THE QUESTION OF
OWNERSHIP REMAINS
erhaps the comprehensive description of internal control suggested by the NAA's issues paper will help the profession resolve
one fundamental question —a definition of internal control with which everyone can agree. But the other important question —who has final
responsibility for this function —remains unanswered. Until it is answered, internal control may remain
inadequate in many firms, posing
wide - ranging implications. The most

--

FIGURE 4 /PROPOSED FRAMEWORK:
OVERSIGHT RESPONSIBILITY

obvious implication relates to the
Treadway Commission's primary concern, which was to prevent fraudulent
financial reporting. Without clear responsibility for internal control, fraudulent financial reporting remains a possibility.
The lack of consensus about responsibility for internal control and
possible inadequacy of the control system that may result can have other implications as well, in ways we may not
have even considered.
THE INTERNATIONAL
DIMENSION
he confusion about internal
control throws some doubt on
our ability to achieve international harmonization of accounting
standards. Progress toward this objective is moving ahead under the aegis
of the International Accounting Standards Committee (IASC). Increased
attention has been focused on the
IASC's efforts as a result of the SEC's
recent positive response to the Committee's direction and objectives.6
When we think about the lack of a
common understanding of what internal control is, however, not only in the
United States, but across the globe,
39

then we may become skeptical about
the outcome of the IASC's efforts. The
United States is a leader in internal
control as well as external reporting.
Without a strong, validated (not just
adequate) system of internal control,
how can the world's financial markets
rely upon and make investment decisions based upon harmonized financial
?7
statements
Perhaps the IASC should make the
concept of internal control and its validation through audit procedures an
agenda priority as we have in the
United States.

QUALITY INFORMATION AND
INTERNATIONAL
COMPETITION
ack of a common definition of
internal control and lack of clear
responsibility for it have yet another important implication we should
consider. Recall Professor Edward
Deming's concept of "do it right the
first time."' Rigorous application of
this concept has led many Pacific -rim
companies and others to enhanced
quality, market share, and long -term
profitability. Isn't this concept applicable to internal control? Should we not
strive to provide appropriate information to internal and external users accurately, reliably, and on a timely basis —with the same quality demanded
of those that manufacture products or
deliver services?
Does society benefit from financial
information generated in an environment where there is a lack of clarity
with respect to internal control? This
lack of clarity about the definition of
and responsibility for internal control
is a challenge to our profession. The
NANs issues paper and similar efforts
by other interested groups9 may enable us to resolve one issue--creating
a definition of internal control with
which all concerned parties can agree.
But while we debate the terms of the
definition, let's not forget the other important question that remains unanswered: Who has final responsibility of
internal control —who owns it?

■
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INTERNAL CONTROL PROFILE OF ADIVERSIFIED
HIGH-TECHMANUFACTURING COMPANY
■ Title of responsible executive: vice
president, finance and control, reporting directly to the chief executive officer and chairman of the
board.
■ Financial community stewardship:
to ensure that effective internal accounting and operating control are
maintained, see figure below.
■ Business unit must represent in
writing to corporate management
that internal controls for finance
and operations have been
documented, evaluated, and verified.
■ The objective of effective internal

cation specialist for the J.M. Tull School

of Accounting at the University of Georgia. She is consulting editor for the
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of Effective Writing: A Handbook for
Accountants, published by Prentice Hall, Inc.
Note: ne views expressed herein are
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accounting matters are determined
through the Committee on Management
Accounting Practices.
'Report of the National Commission on Fraudulent
Financial Reporting, 1987, p. 48.
'See Charles T. Horngren and Gary L Sundem, In-

control is subsumed under the corporate quality objective. Internal
control is identified as a cost of quality enabler.
Impacts:
• High - profile and visibility for "control."
• "Effective" controls in contrast to
"adequate" controls.
• Centralized focus for control in a decentralized business environment.
• Relationship between the corporate
objective of improved quality and
internal control.

troduction to Management Accounting,7th ed., Pren.
lice -Hall, Inc., Englewood Cliffs, NJ., 1987, p. 13.
'Robert N. Anthony, The Management Control Function, Harvard Univeristy Press, Cambridge, Mass.,
1988, p. 77.
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Wallace, Jr., Management,3rd ed., Prentice -Hall,
Inc., Englewood Cliffs, NJ.. 1975, p. 255.
'Jonathan B. Schiff, JoAnn Miller, and Claire B. May,
Issues Paper.Guidance on Internal Control,The National Association of Accountants, Inc., Montvale,
NJ., 1989.
'Edward Coulson presentation to NAA Committee
on Management Accounting Practices, June 27,
1989, Washington, D.C.
'See LASC News,July 1989, Volume 18, Number 3,
P. 1.
'Mary Walton, The Deming Management Method,
Dodd, Mead & Company, New York, N.Y., 1986, p.
76.
'Internal Controls —In Perspective,Coopers &
Lybrand, New York, N.Y., 1989.
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BRAND NAMES:
THEINVISIBLE
ASSETS
0

Brand names remain alive and well...and should be recognized.

BY ALFRED M. KING,
CMA, AND
JAMES COOK

tween brands of cola or
even tell butter from
margarine.
Assuming that proCertificate of Merit,
duction costs are simi1989 -90
lar for a leading brand
and an unfamiliar item,
Seiko. Mercedes. IBM.
then the difference in
Coca Cola.
selling price represents
one measure of the valccording to a
ue of the brand name.
That unit price differenrecent survey
published in
tial times the number of
I ne Economist
items sold represents
these are four of the 10
the premium that the
leading brand names in
owner of the brand can
the world today. Are
capture. Ultimately, the
these brand names an
present value of the fuasset in the usual sense
ture cash flows attributof the word? Are they
able to the brand can be
worth something to
calculated.
those who control How much of an asset is the brand name IBM in the computer industry?
There is, of course,
them? The answer to
usually a cost associatboth questions, obvied with establishing
ously, is yes. Not only are they an asset, but they are the
and maintaining market leadership. Advertising and other
most valuable asset each company possesses. If you were
marketing expenditures, as well as continuing investment in
selling wrist watches, would you like to sell them under the
technology —up to tens of millions of dollars a year—may
Seiko brand name or, say, the Socko brand name? If you
well be needed to maintain brand leadership.
were distributing a soft drink, would you prefer the Coca
Cola or Rola Cola brand name? In automobiles, would you
THEQUESTIONS
rather be marketing Mercedes or Yugos?
Why do brand names have value, and why should finanlmost everyone agrees that brand names have a value.
cial managers care? You can't stick an asset tag on them, but,
The questions at this point are: If an estimate of that
intangible as they may be, brand names influence behavior.
value can be developed, should the values be quantiWhen consumers go to the grocery store, for example, they
fied? If quantified, should they be disclosed to shareholders,
are influenced to buy products whose names are familiar be- creditors, and others? If disclosed, should they appear on
cause there is an assumption (perhaps erroneous) that the
the face of the financial statements?
brand name product will provide better service and higher
At present in the United Kingdom (and beginning to be
quality. The brand name stands for something in the eye of
seen in Australia) a trend is developing for companies to
the purchaser.
quantify the value of brand names and include them in the
The leading brand almost always will sell at a higher
firm's financial statements. This trend arises from some
price. Consumers are prepared to pay this premium for a
unique aspects of British accounting — aspects not present
brand name product, despite the fact that taste tests show
in the United States. Generally speaking, in a purchase comthat, blindfolded, most people cannot tell the difference bebination a U.K company can choose to write off goodwill
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(the excess of the purchase price over identifiable tangible
and intangible assets) immediately, as a charge to net worth.
In the case of a large acquisition such action can literally
wipe out the equity section of the balance sheet. More than
one U.K firm has had this experience recently. The beneficial side of this accounting concept is that future earnings
are not penalized by ongoing charges for goodwill amortization. The implicit assumption made by U.K financial management is that shareholders are more interested in future
income than they are in looking today at the net worth section of the balance sheet
Some U.K companies are, nonetheless, concerned about
the equity level of the balance sheet They recently have chosen to put a specific value on the brand names that they acquired and now own. By adding them to the balance sheet
as an asset, the contra account (credits must equal debits!)
is to equity. Voila! Assets equal liabilities plus equity, and
now there is a positive equity! In fact, one U.K firm —Rank
Hovis McDougall—did exactly this in its 1988 financial statements.
Another argument in favor of capitalizing brand names is
related to that old adage, "out of sight, out of mind." If brand
values are capitalized, management must look at the specifics—and is more likely to continue a process of maintaining
the values. Assets, no matter how real, that are not shown
explicitly on the financial statements can be, and often are,
neglected.

cisions? We think not

TAXCONSEQUENCES

full treatment of the U.S. tax consequences for brand
names is beyond the scope of this article. For a company to value brand names in an acquisition and amortize them, the tax code essentially requires that a determinable value be found and that a specific life be assigned.
Whether this can be done in practice will be shown later.
Up to now, some tax practitioners have attempted to value
brand names but usually only to establish a current value in
the event of future abandonment or disposition.
An interesting corollary of this approach is the momentum in Congress to disallow advertising expenses as a current year's deduction. The concept, as proposed, is that advertising should be capitalized and amortized over some
period, say three to five years. Proponents argue that advertising has long -term utility. After all, no national advertiser
would spend $800,000 to air a 30- second commercial on the
Super Bowl TV broadcast if the management felt that it
would be gone and forgotten the next day.
Comparable tax treatment has been proposed for developing package designs. It would be ironic, indeed, if changes
in the tax code to disallow advertising or package design as
a current expense were the trigger that set off the valuation
of brand names for book and tax purposes.
The Revenue Reconciliation Act of 1989 provided that
amounts paid with respect to the transfer of franchises,
THEPRESENTACCOUNTINGTREATMENT
trademarks, and trade names may be deducted currently
only if paid in a fixed -sum
e know of several
amount of $100,000 or less,
U.S. firms that
or if paid in at least annual
have attempted expayments that are substanplicitly to value brand
dally equal in amount Non names for tax purposes, but
we are not familiar with any
deductible amounts may be
amortized over a 25-year pethat have put them on the
riod.'
balance sheet as separate,
One of the more esoteric
identifiable assets. Certainb
portions of the Internal Revly we would have to look
enue Code is Section 482,
long and hard at the pubdealing with intercompany
lished financial statements
pricing. This section often is used by the IRS in an attempt
of Ford or IBM to find their brand names treated as an asset
to prevent the transfer by controlled corporations of income
But assuredly--on or off the balance sheet —the asset value
from high -tax to low-tax jurisdictions. Recently the IRS isof brand names does exist
Under U.S. generally accepted accounting principles
sued a "white paper" proposing to amend Section 482 with
regard to transfers of intangible property such as trade(GAAP) brand names may well be valued as part of the asmarks, brand names, or logos. The IRS has in the past atsets acquired in a purchase combination. Typically the valtempted to use various pricing methodologies in valuing inues of all brand names are lumped in with other intangible
assets on the balance sheet and are called simply "goodwill." tangibles. The white paper recognizes that this subject is
difficult The fact that companies apparently have used transA GAAP then requires that the values associated with purchased brand names and all the other components of goodfers of trademarks and brand names as a means of shifting
will be amortized and ultimately written down to zero. Under
income, in sufficient amount to cause the Internal Revenue
Service concern, suggests that the issue of brand -name valAPB 17, "Intangible Assets," up to a 40-year life is permitted
for amortization. We will discuss the useful life of brand
uation has significant long -term tax consequences.
It would be highly desirable for methodologies to be denames later.
The present accounting treatment has at least one great
veloped for valuing brand names that were equally applicable for shareholder financial statements and, ultimately, for
advantage. From the audit perspective, a specific useful life
determination of taxable income. This may be a tall order,
for the brand values does not have to be determined or verbut the fact that it is difficult does not mean it should be overified at the outset, and, subsequently, the remaining life and
continuing value do not have to be reevaluated periodically. looked.
Finally, a real understanding of the true value of brands
By labeling brand names as goodwill, presently established
may be a good measure of management performance. One
accounting treatment (GAAP) provides an audit answer. In
way to evaluate the effectiveness of corporate management
short, the status quo may not reflect "financial reality" on the
financial statements, but it is easier for auditors. Should Au- would be to look at the trend in the values of brands. Rising
dit methodology or convenience govern crucial business devalues would equate to competent management Declining

Brand names are more suited
to balance sheet recognition

as separate assets rather
than as goodwill.
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values would tell their own story.

pies show the real value a brand name has in the eyes of corporate management and the resources that may be neces-

THEFACTORSAFFECTINGVALUE

sary to support that value.

by does Minute Maid frozen orange juice sell at a
higher price than the A&P house brand? Why does
the A &P brand, in turn, command a premium over
generic orange juice? Why does Michelob sell at a premium
to Budweiser and the latter, in turn, sell for far more than
Meister Brau? In blindfold tests, consumers have difficulty
distinguishing one brand from another. Much of the perceived differences in orange juice or beer may, in fact, be
in the mind of the consumer. This fact makes no difference,
however. As long as one branded product is thought to be
better, and consumers act accordingly, the owner of the
brand name can and probably will charge a higher price,
have a greater market share, and generate substantially
higher profits than the no-name competitor. "Established
brands are difficult to dislodge if they are protected by consistent advertising. The consumer is pragmatic. A satisfied
consumer is likely to reorder unless another brand in the
category is equally familiar and offers a unique advantage.
Low price alone is not enough to dislodge a brand leader fortified by perceived added value.''
The factors that go into building up a brand name include
advertising dollars, sales support, and, in the final analysis,
product differentiation — through packaging, distribution, or
any other techniques used by marketers. Financial managers do not have to be experts in marketing to realize that
the development of brand
names —and the marketing
strategies used to support
those brand names —is expensive but can have a high
payoff.
Look at Tylenol as an example. It was a very wellknown brand that came under sudden attack, for
reasons totally outside the
control of Johnson & Johnson. Yet the firm was forced
to withdraw the product, repackage it and spend literally hundreds of millions of
dollars to retain customer
goodwill. When it was all
over, the Tylenol brand
name was stronger than
ever. Obviously, Johnson &
Johnson did not plan this
occurrence as part of its
marketing strategy. It does
show the lengths to which a
sophisticated company will
go to defend a brand name.

DETERMININGTHETRUEVALUEOFBRANDNAMES

Another example is the

attempt by Coca Cola to reposition its flagship brand.
When the dust settled,
"Classic" Coca Cola was enmore strongly
than ever, but not before executives in Atlanta must
have chewed a lot of
Rolaids. These two exam-

t may come as a surprise that well -known appraisal methodologies are in place today to value brand names. The
most commonly used concept in the United States is
called "relief from royalty." The appraiser asks the question,
"How much would a third party have to pay—as a royalty
on sales —to obtain the right to use the brand name ?" After
determining the appropriate royalty rate, the appraiser typi-

cally applies this royalty rate to anticipated sales levels and
then discounts the yearly amounts to a present value.
With this technique, only three variables must be quantified —the discount rate, future revenue level, and the royalty rate. There is a great deal of literature on appropriate
discount rates, and perhaps even more has been written on
forecasting future sales. We will accept as given that appropriate sales estimates can be determined and a reasonable
discount rate applied. This leaves determination of the royalty rate.
At times, it is difficult for an appraiser to obtain specific
comparable licensing agreements. In fact, many thousands
of licensing agreements have been negotiated at arm's
length. They usually call for a royalty to be paid based on
sales levels. Royalty percentages typically range from 1% to
5% of sales, depending upon the negotiating strength of the
parties and the perceived
value of the intangible assets being transferred. Because the IRS has expressed concern about
royalty arrangements between controlled parties,
appraisers like to get comparable figures from true
arm's - length transactions.
These transactions exist,
they can be analyzed, and
they have been used numerous times in the appraisal process.
For purposes of showing
how a calculation is made,

-
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Coca Cola, one of the 10 leading brand names today, keeps getting
stronger. Above, a 1926 ad.
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let us assume that a 3% royalty rate (based on gross
sales) is appropriate for the
use of a specific brand
name. To determine the value of the brand we then
would estimate future sales
for, say, the next 15 years,
using recent sales figures
as the basis for the forecast.
We would apply the 3% royalty
sales for ach year and then
ae
discount back each year's
amount at an appropriate
discount rate, say, 12%. It
should be recognized that
the discount rate will
change depending on the
risk characteristics of the
43

product, the industry, and the firms involved.
This approach would provide at least an approximate value for that particular brand. Interestingly, a different approach apparently has been adopted in the United Kingdom:
Total gross profit or net profit of the brand being valued is
discounted back to a present value. Gross profits of a particular product line, however, are affected by more than the
brand name. These factors include manufacturing technology, distribution channels, and engineering or patent protection. We feel it is not realistic
to attribute allof a brand's
profits only to the brand
name. We feel strongly that
the "relief from royalty" approach, using realistic royalty rates for comparable
brand names, is a more supportable approach to valuation. Valuation Research Corporation has performed many such valuations for clients, using
this approach to provide supportable values.

that the Ovaltine brand name is worth much less today than
it was 25 years ago.
Critics will argue that the difficulties in the valuation process are too great, the values too subjective, and the answers
not worth using anyhow. Further, they see problems and
costs involved in periodically revaluing brands. If we were
talking about immaterial amounts, those arguments would
carry some weight To the extent that we are talking truly
material amounts —and for many U.S. companies this is a
fact —the issue cannot be
brushed under the rug on
the grounds of either expense or subjectivity. Foreign exchange (SFAS 52),
pensions (SFAS 87), and income taxes (SFAS 96) are far
more complex issues in accounting than the valuation of brand names. The business
community has wrestled with these and other major issues
and arrived at a modus vivendi. The net impact on the financial statements from these other accounting controversies
has often been smaller in amount than the effect that capitalizing brand values would have on the corporate balance
sheet. It is perfectly reasonable to assume that accommodation can be reached in valuing and accounting for brand
names.

Would you rather be marketing
Mereedes or

DOBRANDNAMEVALUESCHANGE?
here is no assurance that a brand name, once established, lasts forever. Many people remember a major
U.S. brand of beer, Schutz, that lost its market position
over a 10 -year period because its quality was perceived to
drop. How many people remember Ipana toothpaste?
Desoto automobiles? How many use Pears soap? As well as
rising, brand names can, and do, decline. On the other hand,
David Martin quotes from a 1923 list of leading brands. Ev
ery reader will recognize Steinway pianos, Winchester guns,
Gold Medal flour, and Colgate toothpaste. They are still leading brands 67 years later.
This uncertainty as to staying power is, of course, one of
the problems in the valuation of brands. Periodic reviews of
asset values, in theory, are made of all balance sheet assets.
At least this is what GAAP and generally accepted auditing
standards (GAAS) presume. In practice, most intangible assets seldom are revalued. But brand names, if capitalized,
would haveto be looked at more frequently.
Does this mean that we would have to have an appraisal
each year? In theory, the answer would be yes. In practice,
one could establish a life based on comparable products and
reassess the values only once every three years or maybe
even five years. Still longer periods of time could be supported for some product categories.
One of the arguments against placing a value on brand
names is that it would be difficult to determine the life of a
brand name so that it could be amortized. In fact a brand
name does not depreciate in value on a straight -line basis.
It may even appreciate for a number of years, hold constant,
and then go down in value, either gradually or dramatically.
One measure to evaluate the present status of brand
name values would be to look at current marketing expenditures related to that brand name to see if they are increasing or decreasing. Companies often want to "milk" a particular brand, so they decrease marketing expenditures
dramatically. Previous customer recognition then is used to
generate substantial current profits. If little or even no additional funds are put into marketing, obviously the life expectancy will be limited. How many people remember Captain Midnight and Ovaltine? Some readers may well
remember Ovaltine as being around for their entire lifetime,
even though very little is being done to support that particular brand today. On any basis one would have to conclude
44

IMPRECISIONINTHEVALUATIONOFBRANDNAMES
e recently have seen acceptance, for financial reporting, of another "soft' number. Let us compare
the potential dollar amounts suggested by valuing
brand names with the value of "other postemployment benefits." Many commentators have argued against the Financial
Accounting Standards Board's (FASB) recent proposal to
put postemployment health care costs in the income statement as well as any future liability on the balance sheet. The
major argument is that the difficulty of estimating future
health care costs is so great that it is going to be virtually
impossible to arrive at a precise number, one with which
shareholders and management will be comfortable.
Let us quote from the December1988 Highlights ofFinancial Reporting Issues,published by the FASB. Discussing
postretirement benefits other than pensions, Diana Scott
and Wayne Upton, the FASB project managers, argued
forcefully: "The Board realizes that those estimates may
have a larger margin of error than some other estimates
used in financial reporting. Few would argue, though, that
no obligation exists or that zero — nonrecognition —is a better measure of the obligation. The Board believes that a `best
efforts' measure of the obligation, and accrual of the cost
based on the application of the principles outlined in the exposure draft, is better than implying (by no accrual) that no
obligation exists."
Now take those exact words and rephrase them in the
context of the valuation of brand names.
"Those estimates may have a larger margin of error than
some other estimates used in financial reporting. Few would
argue, though, that no asset [the value of a brand name] exists or that zero— nonrecognition —is a better measure of
the asset. A `best efforts' measure of the asset based on the
application of the principles outlined in this article is better
than implying (by no accrual) that no asset exists."
The Board staff then continued the analysis. "Almost all
accounting measurements involve estimates of the future.
Estimates of the useful life of a machine...have become well
MANAGEMENT ACCOUNTING /NOVEMBER 1990

accepted even though those estimates are sometimes wide
of the mark and need to be adjusted." The same holds true
for the value of a brand name.
Estimates would be necessary, and they would be adjusted. We grant that We feel the Board's arguments for putting
postretirement benefits in the formal financial statements, as
contrasted even to footnote disclosure, is equally valid for
the brand name assets we have described.
SHOULD COMPANIES RECOGNIZE AND REPORT
BRAND NAME VALUES?
f the Board's arguments about postretirement benefits
are valid, and we feel they are, the same logic supports
valuing brand names and disclosing them to shareholders. Yes, this would require effort. Yes, it would involve estimates. Yes, there would be imprecision and sometimes error. Shareholders, however, will be better off having brand
value information, just as they will be better off with information about the cost of postretirement health care benefits.
The fact that U.K. companies have started valuing brand
names is not evidence to support action in the United
States. There are many differences in accounting
among nations. We cannot
let the actions of one or more
U.K. or Australian companies influence U.S. actions.
On the other hand, the fact
that U.K. companies are taking these actions suggests that it is time for the U.S. business community to look at this very important area.
U.S. companies often are criticized for having a shortterm financial orientation. Putting the asset values of brand
names on balance sheets may lead to a longer -term perspective for corporate management. One cannot make shortterm decisions about brand strategies without impairing the
corresponding asset. It may be overdramatic to say that having company management focus on the dollar values of
brand names will change business strategies. But it certainly
will give a longer -term perspective to marketing, distribution, and perhaps even manufacturing decisions. Interestingly, one of the new concepts in cost accounting is the use
of life -cycle costing. If we really plan to look at all costs incurred in bringing a product to market —and maintaining it
through its total life —how can we overlook the product's
name itself?
Reporting values of brand names therefore will influence
management decisions, perhaps even more than shareholder or creditor decisions. In one sense a creditor is no better
off knowing that management has put a value on a certain
brand unless that brand -name valuation can be turned into
cash in times of economic downturn. Of course, if the methodology we have suggested is valid and the brand name truly
does have value, i.e., positive cash flows, then presumably
some competitor or new entrant would be willing to pay a
1%, 2%, or 3% royalty for the privilege of using that brand
name. If a brand name cannot command a royalty equal to
1 %, 2%, or 3% of sales, then perhaps a value for that brand
should not appear on the balance sheet.
Many creditors have found in a bankruptcy situation that
some "current" assets such as inventories are relatively
worthless even though classified as a current asset. And
"fixed" assets, such as land and buildings, which are sometimes considered hard to realize and turn into cash, often

can be sold relatively quickly and above book value! Balance
sheet classifications do not indicate how easily an asset can
be turned into cash, and easy convertibility into cash should
not be a criterion for balance sheet placement. Did you ever
try to recover "goodwill"? Brand names, on the contrary, can
be transferred and can be converted into cash. In short,
brand names are more suited to balance sheet recognition
than goodwill.
It is premature to try and estimate what the tax consequences would be if this approach were adopted for financial
statements. We would like to make the assumption that the
tax code is totally independent of financial statements. Congress usually does its own thing, irrespective of what the
FASB or corporate managements do. On the other hand, if
accurate valuation methodologies are developed, perhaps
brand names will be considered a tax asset. This could be
either good or bad. It would be considered bad if advertising,
currently expensed, had to be capitalized and written off
over future periods. But for business combinations, making
brand names deductible for taxes by putting a value and a
life on them would be helpful as opposed to treating the
amounts as goodwill with no
tax benefits. If existing appralsal techniques become
well established for brand
names, some of the controversy that the IRS has with
respect to the Section 482
transfer question also could
be reduced, if not eliminated.
We have seen that there
are compelling arguments for valuing and then recognizing
brand names as an asset on financial statements.
Valuation techniques are in place. The FASB's arguments
for recognition of postretirement health care benefits apply
equally well to brand -name valuations. In spite of the uncertainties and imprecision, creditors as well as shareholders—and management—will be well served by having an estimate of the value of brand names. After all, in many cases,
tens —or even hundreds.---of millions of dollars have been
expended to develop a brand name. All those expenditures
have not been wasted insofar as the financial health of the
company is concerned. Brand names remain alive and well.
They are an asset and they should be disclosed.
■

eveloping trend
to quantify the value of
brand names.
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How Challenging Should
Profit Budget Targets Be?
Choosing the right level can improve the bottom line.
Certificate of Merit, 1989 -90

is

t is a basic axiom of management
that budget targets should be set
to be challenging but achievable.
But to establish that target, managers must first determine what "challenging but achievable" really means.
Should profits be targeted at some easily obtainable goal, a realistic middle
ground, or at a point so high that hope
of attainment is slim?
There is no one right answer, given
the number of purposes for which budgets are used: planning, coordination,
control, motivation, and performance
evaluation. Some may argue that planning purposes are served best with a
best-guess budget, one that as likely
to be exceeded as missed.' Others
may propose that for optimum motivation, budget targets should be highly
challenging, with only a 25% to 40%
chance of achievement.2
There is one target-level choice,
however, that serves the combination
of purposes for which budgets are
used quite well in the vast majority of
organizational situations. Therefore, it
provides an effective compromise.
That choice is to set budget targets
with a high probability of achievement—achievable by most managers
80% to 90% of the time —and then to
supplement these targets with promises of extra incentives for performance exceeding the target level.'
This prescription for the optimal budget target level, which is nearest point
A in Figure 1, is made assuming that
Figure 1 represents the probability distribution of forthcoming profits for an
effective management team working at
a consistently high level of effort.
These targets with an 80% to 90%
probability of achievement are labeled
properly "highly achievable" for most
managers, but because of the assumption described in the preceding paragraph, the targets are at least some46

what challenging. They are not "easy."
Even talented, experienced profit center managers must work hard and effectively to give themselves a good
chance of achieving these targets.

THE ADVANTAGES OF USING
HIGHLY ACHIEVABLE BUDGET
TARGETS
Noosing budget targets with
such a high probability of
achievement provides many advantages to a corporation, including
the following:
1. Manages' commitment to
achieve the budget targets is increased.
When targets are set to be highly
achievable, the corporation can assess
profit center managers high penalties
for failing to achieve the targets at least
many more years than not. These penalties can include loss of reputation,
loss of autonomy, inability to get funding proposals approved, and sometimes even loss of job. Corporations
can allow managers few or no excuses
for not achieving the targets because
the high achievability is designed to
protect the managers to a considerable
extent from the effects of unfavorable
circumstances that were unforeseen at
the time performance targets were set.
Because profit center managers
face the risk of high penalties for performance shortfalls and do not have
the safety net of excuses, they become
highly committed to achieve their targets. This commitment causes them to
prepare their budget forecasts more
carefully and to spend more of their
time managing rather than inventing
excuses to explain their failures.
Firms that switch their budgeting
philosophy to using highly achievable
targets instead of "stretch" or "best
guess" targets note the increase in
commitment quite quickly. Comments
a profit center manager in a large U.S.
chemical corporation which made the
switch:

"Two years ago, our budgets
were just best -effort forecasts.
Today they are commitments.
There is a vast difference. It's
better to run this way. We have
discipline. People used to make
projections, but they forgot
about them until they had to
make another projection. Nobody ever came back and
slapped their hand. Now people
are challenged to put the things
in place that are required to
make the projections happen.
The plans have begun to have
credibility. Our spending plans
are based on realistic projections."
Conversely, when budget targets
are set at highly challenging levels, the
danger exists that managers
not
be committed to try to achieve their
targets. For example, in a small publicly held electronics firm, which until recently had used a stretch target budgeting philosophy, profit center
managers had started earning bonuses when their division's reported profit
exceeded 60% of the budgeted level.
But all too often, the profit center and
corporate budgets were not achieved.
In the words of the chief financial officer: `"The system had some fudge in it.
The managers were still in bonus territory, so they didn't have to worry
about meeting the budget. It was like
a wish, too easily blown off."
The corporation now has changed
to what is known as "minimum performance standard" budget targets, and
its managers' commitment to these
new targets has increased sharply.
Since the change, the profit centers
have achieved virtually all their budget
targets every quarter.
The danger of lack of commitment
to achieve targets is particularly acute
if something goes wrong early in the
year and loss of commitment leads to
lower motivation. In the words of a
manager whose entity had not
will
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achieved its budget targets for several
years, "After the first few months of
the year,we began to look at our goals
as'pie in the sky.' [The goals] didn't inspire us to do different things. They
were just demoralizing."
2. Managers' confidence remains
high. Regardless of the level of budget
achievability, in the minds of most
managers budget achievement defines
the line between success and failure.
Budget targets are the most specific
and tangible goals managers are given, and most people define personal
success in terms of their high degree
of achievement of predetermined targets. As one manager put it "If I were
to miss my budget, I would feel like a
failure. When I exceed my budget, I
feel proud."
It is to the corporation's advantage
to have its managers feel like winners.
Managers who feel good about themselves and their abilities are more likely to work harder and to take prudent
risks.
3. Organizational control costs decrease. Most corporations use a management-by- exception control philosophy where negative variances from
budget signal the need for investigation and perhaps intervention in the affairs of the operating units. If budget
targets are set to be highly achievable,
negative variances are relatively rare,
and top management or staff attention
is directed to the few situations where
the operating problems are most likely
and most serious.
This point is illustrated in Figure 1.
The probability distribution of profit
outcomes shifts to the left power profit) for a lazy or ineffective manager.
What was a highly achievable target
for an effective, hardworking manager
(point A) is not as highly achievable
for an ineffective or lazy manager.
Budget misses of two or three years
send a strong signal that something is
wrong and that top management intervention is necessary. Budget misses
also provide objective rationales for relieving poor managers of their jobs.
4. The risk of managers engaging in
harmful earnings management practices isreduced. Managers who are
likely to achieve their budget targets
are less likely to engage in costly actions designed to boost earnings in the
short term. These actions include
making potentially risky operating decisions (such as delaying preventative
maintenance) and engaging in deceptive accounting practices (such as altering judgments about reserves).
Highly achievable budget targets
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also lessen the incentives some managers have to reduce current period income. Those individuals who are facing stretch targets they consider
nearly impossible to achieve may "take
a bath"; they may take costly actions to
position their entities for the subsequent accounting period. For example,
they may defer sales and incur as
many discretionary expenses as possible in the current period.
5. Effective managers are allowed
greater operatingflexibility. Highly
achievable budget targets allow managers whose entities are performing
well to accumulate some slack resources. Most managers will use this
slack so that they do not have to respond to unforeseen, unfavorable
short-term contingencies in costly
ways, such as a suspension of productive long-term investments or a layoff.
Some managers also will use the slack
in productive, creative ways to fund
"skunkworks" that may have high payoffs.
6. ne corporation is somewhat protected against the costsofoptimistic projections. Budgets with optimistic revenue projections often induce managers
to acquire resources in anticipation of
activity levels that may not be forthcoming. Some of these resources, particularly people, can be difficult to
eliminate when reality sets in. As one
corporate president expressed it "I
think we ought to have a
semiaggressive plan, but one that is

achievable. We want to make it every
year. It's too hard to adjust on the
downside, to slough off commitments
of expenses or not launch something
you're psychologically committed to."
7. n e predictability of corporate
earnings is increased.When budget targets are likely to be achieved, the consolidated budget provides a highly
probable lower bound of forthcoming
corporate profits. This earnings predictability is valuable, particularly to
managers of publicly held corporations. Earnings are usually less predictable in corporations whose business units face similar business risks,
so this earnings - predictability advantage of highly achievable budget targets is higher in undiversified, rather
than diversified, firms.

A RISK IN USING HIGHLY
ACHIEVABLE BUDGETTARGETS
he primary risk in using highly
achievable budget targets is
that managers may not be challenged to perform at their maximum.
They may be satisfied with mediocrity—their levels of aspiration may be
too low —and their motivation may
slack off after the budgeted profit targets are achieved.
This problem of lack of challenge is
potentially more serious when planning uncertainty is relatively high (and
the inability to make adjustments for
the effects of factors over which the
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managers had little or no control is relatively low). This is because the distance between the highly achievable
target levels and the best -guess (or
even higher) target levels is much
greater than when planning uncertainty is low. This is shown in Figure 2.
The tall curve shows a profit probability distribution in a relatively low uncertainty environment The highly
achievable budget level (BI) is not far
from the most likely performance level
(P). The shorter, flatter curve shows a
distribution in a relatively uncertain
environment In this case, the highly
achievable budget level (B2) is far below the most likely performance level.
Even in environments of high uncertainty, however, this lack -of -challenge problem is not inevitable. Most
profit center managers have risen
through the ranks because they are
good performers with strong internal
drives for competition and self- satisfaction. Furthermore, the "winning" feeling generated from budget achievement in prior periods is likely to
increase, not decrease, the managers'
levels of aspiration.
Furthermore, even when the risk of
less than optimal challenge does exist,
it can be minimized by giving managers incentives to strive for and to produce profits in excess of their budget
targets. These incentives can be provided in combinations of many forms
of rewards, including extra bonuses,
recognition, autonomy, command over

resources, and increased prospects for
career advancement
Profit center managers also can be
asked to turn in more profit than originally was budgeted. This is a common
occurrence in U.S. corporations.'
These orders, combined with the highly achievable original targets, make
the budget somewhat flexible. The
highly achievable targets protect the
profit center managers from the effects of unfavorable influences not explicitly expounded in the budget forecasts. The requests for profits above
budgeted levels can be used to adjust
for the effects of unforeseen good fortune on the measures of operating results. They can protect the corporation
from the negative effects of excessively easy performance targets, such as
managers' lagging ambition and the
creation of excessive slack.
Only in a few organizational situations is it not desirable to set highly
achievable profit budget targets. One
exception is caused by organizational
need. A company in grave difficulty
may want to set less achievable budget
targets as a signal to its managers that
a certain higher level of performance
is necessary for the corporation to survive or for the profit center to stave off
divestment
A second exception occurs when it
is desirable to correct for a profit center's windfall gain. Sometimes when
managers have been lucky in a prior
period, perhaps earning large and

mostly undeserved bonuses, a more
challenging budget target can be set
as an effective way of making compensation more fair across the multiyear
period. Here, though, care must be
taken to guard against unwarranted
management turnover because current period expected compensation
probably will fall below competitive
market levels.
In virtually all other situations, it is
desirable to set highly achievable profit budget targets while allowing the
managers few excuses for not achieving the targets but providing them significant additional rewards for exceeding the targets. Setting targets that are
highly achievable but not too easy
takes considerable managerial skill.
Upper -level managers must know
enough about the profit centers' capabilities and business prospects to be
able to judge the probability of budget
success reasonably well in order to
make this budget philosophy work
properly. But when they implement
this combination of mechanisms effectively, they will ensure that all the purposes for which budgets are
used — planning, coordination, control,
motivation, and performance evaluation —are served well.
■
Kenneth Merchant is professorofaccounting at the University of Southern
California.
'For example, see M.E. Barrett and L.B. Fraser III,
"Conflicting Roles in Budgeting for Operations,"
Harvard Business Review, July-August 1977, pp. 137146.
'For example, see RLM. Dunbar, "Budgeting for
Control," Adrniaistrative Science Quarterly, March
1971, pp. 88-96.
'This finding emerged in a recent intensive study of
12 divisionalized corporations and some related field
work. Ten of the 12 corporations participating in the
research study had used highly achievable budget
targets for some time. One had recently changed its
budgeting philosophy. It formerly used "stretch"
budget targets but changed to have its targets reflect
"minimum performance standards." One firm was
still using stretch budget targets, but most of the
managers in the firm were recommending that this
philosophy of budgeting be changed. (For a detailed
report of the findings of this study, see K. Merchant,
Rewarding Results: Motivating Profit Center Managers. Harvard Business School Press, 1989.)
'For example, Merchant (1989) found that profit
center managers in seven of the 12 firms studied
were sometimes given direct orders from upper
management to turn in greater profits than were
budgeted. In some of these firms, the orders were
given virtually every quarter.
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FINANCIALREPORTING
IN
THE
1990s
Beresford: Financial statements are not meant to be propaganda.
nancial reporting in the'90s. After that
I will share some thoughts with you
about the impact these forces may
have on reporting and analyzing financial data —and the impact they may
have on the FASB agenda and process.
The three groups of forces are:
• Technological developments,
• Changes in the nature of business,
• Changes in the U.S. business environment.

TECHNOLOGICALDEVELOPMENTS

Dennis Beresford, FASB members, and staff at 1989 public hearing on other
postretirement benefits issues.
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eing asked to talk today about
"financial reporting in the
1990s and beyond" reminds
me of a somewhat similar presentation I made at the Financial Executives Institute (FED conference on
current financial reporting issues last
fall. Colby Chandler, the CEO of Eastman Kodak, was also a featured speaker at that meeting —and Colby expressed dismay at seeing that my
assigned topic was "standard setting in
the '90s." Colby said he thought the
FASB had issued all the standards anyone needs in the '80s!
Speaking here today is, as the great
philosopher Yogi Berra once said,
"likedejavu all over again" —but there
is an important difference between my
FEI talk last fall and my speech today.
The assignment on that previous occasion was to talk about standard setting
in the decade ahead. Today it is to discuss financial reporting. The two are
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tightly intertwined, of course, but today's topic provides me with more
room to move around —and more
places to hide if I turn out to be wrong.
While addressing your NAA annual
conference two years ago in Boston I
ventured some very specific predictions. One was that by late 1989 the Financial Accounting Standards Board
(FASB) would issue a final statement
on other postretirement benefits, the
project we refer to as "OPEB." Today
we are planning to issue the statement
in late 1990. I guess that illustrates
why FASB policy requires that a disclaimer accompany the published writings of Board members and staff. It
goes something like this: "The views
expressed here are those of Mr.
Beresford. Official positions of the
FASB are arrived at only after extensive due process and deliberation."
With that disclaimer in mind, I will
plunge into the murky waters and try
to identify three groups of forces —or
trends —that I think will influence fi-

echnology, of course, must be at
the leading edge of anyone's
thoughts about financial reporting in the 1990s. In recent years the
speculation has been that computer
technology will render the present
forms of financial reporting obsolete—that companies will just load
their financial data onto floppy disks
and let financial analysts pick out what
they want, when they want it.
However, I start with the assumption that, for the foreseeable future,
general purpose financial statements
as we now know them will continue to
be a key part of the basic investor or
lender information package, regardless of the medium by which they are
delivered. This assumption may be
challenged by some technology enthusiasts, but I believe it is sound.
General purpose financial statements were an important part of investor protection and information when
the Securities & Exchange Commission (SEC) was created nearly 60
years ago, and I see no reason to believe this situation won't continue.
Sure, the computer screen and
printout already are supplanting many
traditional paper communications, and
this trend will continue. In the near future, the SEC's long - awaited EDGAR
system will be on stream, making possible electronic filing and retrieval of financial data. For the sizable universe
of SEC registrants, this will mean that
immediately computable ratios will be
available in "real time."
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But before we get carried away by
the possibilities of all this, let's stop
and reflect on the objectives of financial reporting and on the qualitative
characteristics of financial information
as set forth in the FASB's first two Concepts Statements more than a decade
ago.
I think it is fair to say that by now
the conclusions in those two Statements are well accepted. The first objective is to:
"...provide information that is useful to present and potential investors
and creditors and other users in making rational investment, credit, and
similar decisions."
The two primary qualities that
make accounting information useful
were found to be relevance and reliability. Two secondary qualities that
interact with relevance and reliability
are comparability and consistency.
The Board acknowledged the inevitability of change in financial reporting by saying that its objectives are not
immutable —they are affected by the
economic, legal, political, and social
environment in which financial reporting takes place. However, change is
less likely to occur in fundamental concepts than in the business environment. For the foreseeable future, people will continue to base economic
decisions on information they have
reason to believe is relevant, reliable,
consistent, and comparable from industry to industry and from company
to company.
Discrete pieces of information may
become more important than the aggregate for some purposes, and pieces
are less difficult to prepare and present
than the aggregate. But whether information is aggregated or not, there will
always be a need for consistent mea-
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surement and display — whether the
presentation is on paper or on a computer screen.
In the area of technology, there has
been speculation that increasing reliance on electronic databases will lead
to greater emphasis on quantitative
analysis and less on qualitative. I think
there are a couple of fallacies in this
line of reasoning.
First, while analysts like to adjust financial information, adding and
subtracting data for their own purposes, they are neither inclined nor
equipped to do the basic accounting.
They rely on the accountants to tell
them what is income, debt, equity, assets, and so forth.
Second, with changes such as new
types of financial instruments, the
many variations that are springing up
on the joint venture concept, and the
lack of clear distinction in many instances between debt and equity, I believe there will be an increasing need
for qualitative analysis.

CHANGESINTHENATURE
OfBUSINESS
echnological change is obvious,
but more subtle kinds of change
also are going on at a dramatic
rate. For example, there are fundamental changes in the nature of business as we know it in this country. We
have heard a great deal in the last decade about the shift in relative importance of manufacturing and service industries, but we are only beginning to
appreciate what this means in terms of
the kinds of items that have to be accounted for. For example, the shift
away from manufacturing toward service means less attention to the good
old "kick'em and count'em" hard assets and more emphasis on so- called
"soft" assets, a trend that will greatly

complicate the lives of preparers and
auditors of financial information —and
the standard setters.
Also, in recent years we have
changed the ways we think about corporate size, structure, and ownership.
"Downsizing" has become almost a
buzzword. And if your company hasn't
had at least one "restructuring," the
CEO can hardly show his face at the
country club.
Leveraged buy -outs attract attention not only as a way to rid management of the nuisance of corporate raiders but also as a way for insiders to get
rich in a short time by selectively selling assets to reduce debt, then going
public again. Employee stock ownership plans are put in place sometimes
for altruistic reasons and sometimes
for tactical reasons associated with efforts to change the structure, ownership, or control of a corporation. In any
case, all of these strategies and devices
are relatively new—or their popularity
is relatively new —and some of them
may require reconsideration of our
current accounting and financial reporting.
We also have heard a great deal
about globalization of business; already preparers and auditors are frustrated by having to deal with a wide variety of national standards. The
International Accounting Standards
Committee (IASC) now is making a serious effort to diminish this Tower of
Babel, and standard setters throughout the world, including the FASB, are
giving serious thought to finding ways
of harmonizing the various national
standards. The problem is both delicate and complex, but the logic that
drives the trend toward globalization
of business also compels standard setters to find viable ways to bring about
harmonization.
Then there is the expanding world

just because we want to.
of joint ventures. They are
The work is urgently thrust
not exactly a new idea, but
upon us by events beyond
we are seeing more of them
our control. The kinds of
and will continue to see
change I have mentioned
more of them as a result of
create problems that Paton
the economic unification of
Europe and the trend toand littleton could not have
ward globalization. I should
imagined.
add that there are not only
Much as we might like to
slow the pace of change,
more of them but more variations on the basic theme.
there is no way we can. Also,
Another result of the rewhile everyone prefers very
cent happenings in Europe
general and simple accountAt FASB, I: r., Liz Salzman, technical associate; Victor Brown,
is the reemergence of barter
ing standards, most of these
Board member; Halsey Bullen, project manager; David Mosso,
as an important form of
developments don't lend
assistant director of research and technical activities; Arthur
transaction. Barter is certhemselves to general, simNorthrup, Board member; Janice Schneider, project manager.
tainly not new —in fact, it is
ple solutions.
probably the oldest form of
economic interchange. However, it is
Courts routinely are bringing in very
IMPACTONTHEFASBAGENDA
increasing as enterprises in the Eastlarge monetary judgments against corern Bloc countries try to overcome
porations for product failures or
hat then will be the impact of
their shortage of hard currencies and
against corporate managers and
these continuing rapid
begin to trade with the West.
boards of directors for alleged failures
changes on reporting and anBack in the United States, we don't
to carry out their responsibilities to
alyzing financial information? In partichear quite as much about the "rocket
shareholders.
ular, what will be the impact of change
scientists" of Wall Street anymore. I
A final element affecting U.S. busion the FASB agenda and process?
think, though, that is only because the
nesses is the broad, ill- defined area of
In the short term, the FASB agenda
products they invent are no longer
damage to the environment. Over the
will not look very different because we
considered esoteric. We have grown
last couple of years,several people
will be working for some time on such
accustomed to the almost daily introhave asked me whether another uncurrent concerns as OPEB implemenduction of a new financial instrument
recorded liability of the magnitude of
tation, reconsideration of accounting
with a catchy acronym to distinguish it
OPEB may be lurking out there somefor income taxes, financial instrufrom all its predecessors.
where. Environmental expense may
ments, impairment of assets, and interAll too often, the object of that game
well fall into this category, although we
est methods.
is to keep as many liabilities as possihave no way of knowing yet whether
Some topics I've mentioned earlier
it's in the $200 -400 billion OPEB range.
ble off the balance sheet or to achieve
that could show up on the FASB agenother accounting —rather than ecoAt the annual meeting of the World
da in the future are business combinanomic—advantages. In fact, one reEconomic Forum a few months ago,
tions, environmental issues, barter
cent phenomenon has been described
650 industry and government leaders
transactions, and "soft" assets. I think
as "off - footnote financing." I ask you to
ranked the environment as the No. 1
that last item is particularly interesting
figure that one out if you can.
challenge facing business. Last year,
because soft assets include such imfive large oil companies took a total of
portant things as brand names, adver$3 billion in special charges to provide
tising, computer programs, and other
CHANGESINTHEU.S.BUSINESS
for environmental problems. A large
items that it is now fashionable to call
ENVIRONMENT
chemical company disclosed in its
"intellectual property." The difficulties
1989 Form 10-K that its expenditures
f course, businesses change
in measuring them are enormous.
their shape and form and methon so- called "environmental protecI have to be careful about what I say
tion" will approximate $1.5 billion beods in response to changes in
next because it may be subject to mistheir environment. The environment
tween 1990 and 1994.All of this means interpretation. We at the FASB already
in which American business operates
that new kinds of liabilities are being
are accused often enough of abandonhas been changing rapidly for a long
created or that the frequency and mag- ing the historical cost model and leadtime.
nitude of some liabilities that were mi- ing an imagined charge toward curToday, success—or spectacular
nor in the past may be increasing raprent value accounting. The fact is that
failure—can be achieved in a much
idly.
a trend toward the use of market value
shorter time than ever before. TechnoSome persons still contend that all
information in financial reports where
logical change is much more rapid,
possible accounting wisdom was enappropriate began before the FASB
and I am sure it will continue to accelcapsulated for all time in the famous
was organized. The Board has been at
erate. As a result, product cycles are
book by W.A. Paton and A.C. Littleton,
pains over the years to defend the baAn Introduction to Corporate Accountshorter. Factories become obsolete
sic structure of historical cost. Be that
faster. Competition is more intense,
ing Standards,published a half - century
as it may, the situations in which marboth at home and abroad. Venerable
ago. There also are many who are voket values are appropriate will contintrade names can lose their value overcal in wondering why the Board keeps
ue to increase as technology enhances
night.
adding new projects to its agenda
the capability to identify market valAnd the legal risks of conducting a
whenever resources are available to
ues. In fact, the Board recently decidbusiness, quite apart from the economtake on additional work — which, I
ed to focus on market value in the secic risks, have increased geometrically.
must point out, is not often. It is not
ond part of the financial instruments
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ity is the main concern in standard setting: financial accounting standards
must not be designed intentionally to
provide an advantage for one company
over another, one industry over another, or even one nation's industries over
another nation's. Financial statements
are not meant to be propaganda.
They are intended to present the
aggregated results of a company's
transactions as they actually are —not
as someone wishes them to be.
This is what we believe the public
expects of financial reporting. And our
emphasis on neutrality is what
distinguishes our activity from the political process. The notion that financial reporting should serve, or even be
deliberately harmonious with, some
particular interest—including our national interest —could lead to the undoing of more than half a century's efforts by Congress, the SEC, and the
private sector that have produced what
is generally recognized as the finest,
most useful financial reporting system
in the world.
I sincerely hope that we will not
have to go through such a traumatic
reversal. If leaders in corporate America, public accounting —and government recognize the consequences of
retreat from neutrality, I am confident
that the line can be held worldwide. If
they do not it will be a long, hard road
back.
As we look to the future, I return to
my favorite philosopher, Yogi Berra.
As he said, in what I offer as the summation of my talk today, "the future
isn't what it used to be."
■
Dennis R. Beresford, CMA, has been
chairman of the Financial Accounting
Standards Board since January 1987
Previously, he was associated with Ernst
25 years. He served on
the Financial Accounting Standards
Advisory Council, 1980.83, and was
one of two U.S. representatives on theIntemationalAccountingStandards Committee, 1982 -84.
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acceptance of standards and therefore
would enhance the credibility of the
Board and our pronouncements. Accordingly, the trustees voted to amend
the by -laws to require a supermajority
of five votes to two for adoption of standards in place of the present four-tothree voting requirement.
I should point out that the voting requirement change is not effective until
January 1, 1991, so it should have no
effect on our efforts to complete the
OPEB project this year. However, the
change will make it more difficult for
us to amend unpopular Statement 96
on accounting for income taxes —although we are continuing to make our
best efforts to improve the acceptability of that Statement.
I think the greatest challenge in the
years ahead will be to preserve the
Board's independence and neutrality.
We are seeing increased political pressure on business to work toward popular social goals without regard for
economics.
As just one example, remember the
S&L high jinks accounting of the early
1980s that regulators used to postpone
the day of reckoning and run up the
cost of the bailout to all of us.
At the present time, we also are seeing some pressures to tilt our standards away from accounting rigor toward a position perceived as being
more favorable to corporate America's
international competitive position. As
the world grows smaller, and international competition becomes more intense, it seems likely that such pressures will increase.
Will these pressures bring about a
consensus that supports harnessing
accounting standards to the national
interest? If so, we—and I mean all of
us who are committed to free markets,
not just the FASB —are in for some
heavy weather.
Standards, of course, must be cost
effective, but the path to cost effectiveness is not very well charted because
of the huge difficulties of measurement. Our open due process is designed to provide us with information
about costs and benefits as well as the
technical aspects of proposed standards. In fact, cost /benefit information
tends to dominate the input we receive. At the same time, however, we
must recognize the importance of concepts and principles in achieving neutrality and objectivity in the standard setting process.
Throughout its history, regardless
of who was on the Board at any time,
the FASB has maintained that neutral-
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disclosure project. We expect to issue
a proposal on that topic late this year
or early in 1991.
In talking about the Board's agenda
we must recognize our responsibility
to consider whether standards adopted in the past are appropriate for the
conditions of the future. For example,
recent decisions by the International
Accounting Standards Committee
have given rise to concern in this country that existing standards on business
combinations and inventory accounting may need to be reviewed in the
near future.
The pooling of interests, amortization of goodwill, and FIFO /LIFO questions serve to illustrate the conflicting
interests and philosophies among nations. These differences stem in large
part from the different objectives of financial reporting from one nation to
the next. I believe that the best way to
give meaningful impetus to the process of international harmonization
would be to strive first for agreement
on some fundamental concepts, starting with objectives.
There is no reason to expect that
the FASB's conceptual framework
would be accepted fully by other countries, though it has influenced conceptual efforts in some of them. Now that
the IASC has a framework in place, it
is more reasonable to suggest that the
IASC framework could serve as the focal point for a dialogue about concepts
as a way to further the harmonization
process. We have been urging that a
seminar be held on this topic and are
making tentative plans for such a program in 1991.
In any event, there is almost universal agreement that the time has come
for the process to move forward —and
move forward it inevitably will, at an
accelerating pace. I hope many of you
were present at a session where my fellow Board member, Vic Brown, presented some more detailed FASB
views on international issues.
Turning back to standard setting in
the United States, the FASB's structure and procedures have been judged
sound in every review over the years,
and there have been many such reviews. Changes have been made —and
will continue to be made —in response
to changing circumstances and perceptions.
Most recently, the trustees of the
Financial Accounting Foundation perceived a need for greater numerical
support within the FASB for adopting
standards. They believed that this
would lead to a perception of greater

This article was adapted from a speech
given in June at the NAA Annual Conference in Orlando, Florida.
Readers can contact Mr. Beresford at
the FASB, 401 Merritt 7, P.O. Box
5116, Norwalk, CT 06856 -5116.
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A Second Opinion:

The AICPA's Proposal for
Federal Accounting Reform —
`IYs on the Mark'
<< Copynght Accounting TodayPhoto by RonThomas

Senate Government Affairs Committee Chairman John Glenn (D- Ohio), r., and William Roth
(R-Del.) emerge from committee meeting on federal financial management.

BYCORNELIUSE.TIERNEY
or more than four decades, Dr.
Robert Anthony has spoken
and written about public sector
financial management. In better than 40 years, no one has studied, researched, analyzed, critiqued, or worried
more than Professor Anthony about how
those responsible for the public trust are
accounting and reporting upon their
stewardship. His eminence in academe
is supported by years of practical experience as a governmental executive at
the highest levels and with financial responsibilities for some of the biggest organizations in the world. His ideas have
influenced the introduction and application of the most innovative public sector
financial management initiatives of our
times.
When Dr. Anthony speaks, the accounting profession in America, and in
ACCOUNTING /NOVEMBER 1990

other countries, listens, thinks, worries, and maybe even changes the way
things were.
No one has bigger name recognition in public sector accounting and reporting. No one has left the tracks and
paved the way in the manner of Dr. Anthony. The biography of Dr. Anthony
in the July 1990 issue of MANAGEMENT ACCOUNTING® grossly understates his accomplishments and provides no perspective of the breadth of
study and experience on which his
comments are based.
So it is with great trepidation that I
offer this second opinion to his
thoughts about the AICPA's proposal
for federal accounting reform, titled
Federal Financial Management. Issues

& Solutions.' This two-year study by
the AICPA concluded with four recommendations: The federal government
needs an independent chief financial

officer, must implement and adhere to
uniform and consistent accounting
and reporting practices and procedures, should issue annual financial
statements at the department and
agency level and governmentwide,
and would benefit from annual independent audits of all departments and
agencies governmentwide.
In an "Opinion" article in the July
1990 MANAGEMENT ACCOUNTING®,
Dr. Anthony stated that the AICPA's
efforts to reform the federal financial
management system were wrong and
that the focus should be on the federal
budget system. In his view, the Discussion Memorandum states the wrong
issues; its solutions address the wrong
problem; the recommendations, if
adopted, will accomplish little; and the
recommendations will be counterproductive, will divert attention from the
real problem, the budget system, and
will inhibit efforts to make urgently
needed changes in the structure of the
budget.
Aside from these comments, Dr.
Anthony did not seem to have an issue
with the AICPA's efforts.
Seriously, Dr. Anthony's comments
are directed toward a long - standing
problem. The problem is Congress
and a Congress that has never been inclined to discipline itself and has
shown little signs of changing in the
short term. Further, reform of the budgetary process, particularly to make it
more efficient, may not be cost -effective and could be counterproductive in
the long run. By definition, a democracy was not designed to be efficient,
streamlined, or even cost - effective.
Other forms of government can make
faster decisions and possibly at less
cost, but few of us would opt to live in
those countries.
This is intended to be a second opinion and not a contrary opinion to Robert Anthony's thoughts. None of Dr.
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Anthony's proposals concerning the
fix needed for the budget process are
wrong, but then neither are those of
the AICPA's that deal with accounting.
The AICPA's position and Dr. Anthony's views concerning what should be
done to the budget process, management controls, and the nature of financial data necessary to monitor ongoing
operations are not mutually exclusive.
This fact was recognized early by
the AICPA task force. Thus, the preface to the AICPA's discussion memorandum states:
"Sound fiscal policy and accountability consists of a balanced budget, an effective and informative budget process
and format, and good financial management. How to balance the federal
budget and the reordering of national
priorities to control and even reduce the
unprecedented deficits that have
plagued America throughout the 1980s
and how to restructure the budget and
streamline the budget process are not addressed in this Discussion Memorandum. The AICPA believes that those are
issues that can only be resolved by the
President in cooperation with the Congress. "
To take on the budget, and all that
implies, is too much and too far afield
of the AICPA's accepted field of expertise. But even many months later, I
can still accept without qualification
the AICPA's statement that:
"...7he President and Congress do
need timely and reliable accounting
data and accurate reporting and financial statements that can be used in the
decision - making process. No less a
source than the U.S. Constitution proclaims that citizens are entitled to such
an accounting of the federal stewardship, particularly with respect to the
overview of information about the government, the budget, deficits, revenues,
and expenditure accounting."
Dr. Anthony's thesis is far- reaching, comprehensive, all- encompassing
in scope, and not totally relevant to the
thesis of the AICPA's study. He states,
at various points, that:
• "[Federal] Financial reporting is inconsistent with budgetary reporting,
which is why agencies pay little, if
any, attention to financial reports.
• Because the budget currently is not
structured in a way that helps managers to control spending, the budget
system should be restructured so that
it authorizes spending according to
the principles of accrual accounting,
the same principles that now govern
the accounting system.
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■ "Managers focus on staying within
these obligations limits [i.e., the appropriations passed by Congressl.
What the operating budgets should do
is authorize the amounts of expense
[e.g., resources consumed, cost incurred] for operating purposes during the year.
■ "Managers, therefore, enter into contracts near the year -end to sop up unused allotments. Recent attempts to
curtail such practices have met with
only limited success.
■ "...71e present system understates
actual expenses, permits managers to
obligate unused funds near the end of
the year, and provides them with significant amounts of free' resources.
■ "In addition to appropriating the
amount of operating expenses, there
must be an appropriation for changes
in working capital.
■ "What is needed is a revision of the
budget structure so that funds are appropriated in a manner that facilitates the management control process. Appropriations for operating
activities should be expense based
and identified with programs and responsible managers."
Dr. Anthony's thesis that all problems— budgetary and
accounting— should be corrected at the same
time and immediately is close to ideal.
History has shown, particularly in public sector management, that the ideal
is often the biggest impediment to any
progress.
The AICPA task force felt that our
founding fathers' intentions about the
business of America could not be
clearer. The Constitution states that
"...A regular statement and account
of all public money shall be published
from time to time."
The AICPA believes that it is reasonable to presume that this "regular
statement" and "account of all public
money" would be issued in a timely
manner, contain accurate data, be uniform across the federal government,
and be prepared on a basis consistent
from one year to the next. Over 200
years after these words were to have
been the law of the land, America is
still without a comprehensive financial
statement and accounting of its operations. Further, the data that are published are incomplete. The data are not
compiled uniformly, and the reporting
is not consistent from one year to the
next. This is an extremely serious indictment of the generations of federal
executives who were responsible over
the years.

This bothered the AICPA considerably, and we believe that it bothers
most Americans.
Throughout the study, the task
force constantly revisited two questions:
1. Does the lack of complete and accurate financial statements and accounting really mean very much?
2. Are the consequences of having little or no financial accountability important enough to justify the recommendations?
Unfortunately, there was a plethora
of events since 1987 to justify our conclusion that a lack of financial responsibility is a real danger to the way the
federal government is run and, thereby, to the well -being of all citizens. The
institution of the task force in 1987 has
some significance.
In 1987, citizens were trying to understand the ramifications of tax reform legislation of 1986 that was billed
as simpler and revenue - neutral but
that we later learned was neither. On
September 30, 1987, the federal government closed its fiscal year and published the government's statement and
account, which was challenged —ridiculed —by many of the leading news
and financial analysts in the country.
Then, in October 1987, the stock market crashed, and many financial experts blamed at least part of the decline on the deteriorated financial
condition of the federal government.
In November 1987, the AICPA organized its task force. Since 1987, the underlying data and basis for decisions
for all succeeding fiscal years have
been treated with similar disdain by
the financial reporters and citizens. In
1989 and 1990, the federal government
reluctantly admitted that there are operational, management, and data problems—in federal departments, in the
regulated sectors, in massive loan and
other guaranty programs, and more
recently in the pension guaranty programs.
little is served by reviewing the financial debacles of the federal government here; any citizen can learn by
merely scanning the news reports of
the past few years. But if the AICPA's
recommended actions had been operable, America might well have had to
address all of these issues some years
ago, in their infancy —even if none of
the above budgetary problems were
not fixed.
To solve a problem, one has to be
able to define the problem. The task
MANAGEMENT ACCOUNTING /NOVEMBER

force's initial chore was to get a handle
on the financial realities of the federal
government:
■ What are the federal government's
revenues?
■ What are its expenditures?
■ Which expenditures are capital,
and which operating?
■ What are the total liabilities of the
government, and when are they
due?
■ What are the true receivables of the
government, and when will they be
collected?
■ What is the deficit of the country?
These and a host of other money issues cannot now be answered by the
federal government. Sound federal financial data just do not exist Contrary
to the popular "inside the Beltway" belief and, to a degree, Dr. Anthony's
views, budget development is not the
"alpha and the omega" of federal financial management. The budget is merely the first step in a long accounting
and reporting process. Much else is required and is not being done:
• No one is responsible for keeping a
comprehensive and accurate set of
federal books;
• The federal accounting, reporting,
and control standards and systems
are not consistent between departments and sometimes even within a
single department;
• No statements of financial position
and results of operations are issued
by the individual federal departments for the government as a
whole;
• No independent audits are made of
departments' overall systems, controls, or financial activities.
All of these are accounting and accounting- related issues that can be
solved in the short term and with minimal immediate impact on the budget
process. Setting budget priorities, fixing the deficit, and streamlining the
budget process are the issues for Congress and the President to resolve.
Even if there were the will, there is not
the way. Today there is no accounting
and financial management infrastructure within which budget reform and
other changes can be made.
Some reviewers of the AICPA's Discussion Memorandum have concluded that the recommendations: an independent chief financial officer, uniform
and implemented accounting and reporting standards (including budget
ACCOUNTING /NOVEMBER 1990

Accountants,
auditors, directors
offinance, and
budget executives
ofgovernment must
getinvolved in the
struggle for federal
financial reform.
execution reporting), consistent financial statements (including budget-toactual comparisons), and annual independent audits (and of course, the
publication of the audit results) of departments and agencies and the government as a whole don't help the decision makers or legislators, and,
because these changes would not help
decision makers and legislators, they
are a waste of effort
To reach this conclusion is to miss
an essential point: Decision makers
and legislators don't need changes.
Further, the years have shown they
don't want these changes. Many in
power like the system just the way it
is--cash basis one day, obligational
authority the next, cash disbursement
when convenient, and almost never expense- based, as the latter eliminates
many opportunities for "creative accounting" and "flexible reporting." For
sure, implementing the AICPA's recommendations will remove much of
the flexibility from the existing structure with respect to accounting for
what Congress appropriates and departments and agencies spend.
Clearly, for accounting to exist,
there must be the will to do it on the
part of Congress, and many in Congress are trying. Regularly, since 1986,
members of the House of Representatives and the Senate have introduced
ever increasingly specific legislation to
improve the accounting and reporting
of government Most recently, on July
11, 1990, Senators Glenn, Roth, Harkin, Kohl, and Akaka cosponsored the
Federal Financial Management Improvement Act (Bill S. 2840) that addressed all four of the AICPA's recommendations (but not verbatim; that
would be the ideal). Yet much improvement still can occur even with
their limited proposed legislation.

Something else is needed, and that
is the involvement of the senior federal
financial managers. There also must
be a willingness of those most knowledgeable about the financial details —the accountants, auditors, directors of finance, and budget executives
of government —to get involved. It is
somewhat disingenuous to lay all the
problems at Congress's steps.
The senior federal financial managers must be active participants in this
needed change. They, more than others, have the detailed knowledge of
the data flows and supporting transactions of federal government and are
best positioned to establish a system of
accounting and reporting that is
unique to the federal government and
responsive to its needs. And, many of
the AICPA's improvements can be implemented well in advance of changes
to the budgetary accounting and reporting practices. In fact, timely implementation of the AICPA's recommendations may just hasten the entire
improvement process. A few departments have tried efforts similar to the
AICPA's recommendations, but too
few. There are hundreds of agencies
sitting and waiting.
As mentioned in the AICPA Discussion Memorandum, a serious federal
credibility crisis has existed for years.
The current economic conditions have
brought these deficiencies clearly into
focus.
All of the AICPA's recommendations must be implemented as soon as
possible. If someone wants to fix the
budget problems, America would be
well served. But any change should
not be delayed until a perfect "big
bang" solution can be negotiated. We
don't need perfection; we can't wait for
perfection.
■
Cornelius E. Tierney is partner and na-

tional director of the Public Sector Services at Ernst & Young. Mr. Tierney is
also chairman of the AICPA Task Force
on Improving Federal Financial Management and the author or co-author of
several books and articles on government financial management.
'Prepared by the Task Force on Improving Federal
Financial Management, issued by the American Institute of Certified Public Accountants, New York,
N.Y., September 1989.
Is this article of interest
to you? if so, circle
appropriate number on
Reader Service Card.

Yes
56

No
57

55

OFFICE
TECHNOLOGY
CLAIREBARTH,EDITOR

SOFTWARE
Comshare has released Commander
FDC (Financial Data Consolidation), a
PC- or PC /LAN -based financial reporting system. It provides controls and
audit trails required by corporate
headquarters and at the same time allows reporting divisions to continue
using the software products and systems they already have. Commander
FDC accepts input from general ledger systems for actuals. It can generate budget numbers through its modeling, analysis, and target- setting
capabilities and can manage multiple
organizational structures, reorganizations, and restatements. The software
can create schedules for use by selected remote sites, translate foreign currencies, and handle intercompany
eliminations, account reclassifications,
and allocations. Commander FDC produces high - quality, month-end reports
and also supports ad hoc and analytical
requirements.
Circle No. 30
Absolute Solutions, Inc. has released EVOLVE, which allows a company to take financial data from any accounting system, run it through the
EVOLVE interface, and produce flexible financial statements, business ratios, cash flow reports, budgets, and almost unlimited graphics. The software
accepts data running in either the
Macintosh or DOS environment
EVOLVE allows users to retain their
current DOS accounting product and
display and manipulate accounting
data in the Windows 3.0 graphic format Using EVOLVE's interface, a user
can define financial statements in an
unlimited array of formats or create
specialized forms for specialized
needs. Actual data can be compared to
budgets in any format — graphs,
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charts, spreadsheets, or other modifications. At year end, the software
transports tax information to the
Softview Taxview or MacinTax programs. The program requires 2MB of
memory and Windows 3.0 to run on an
IBM or compatible computer; it requires 1MB of memory on the Mac.
For more information, call (800) 6337666; in California, (800) 458 -3399.
Circle No. 31
Workpapr, Inc. is marketing
Workpaper Magic, an accounting program for preparing customized financial statements. 'Ile menu -driven program includes comparative
worksheets with various options, automatic footing, and analytical reviews,
with ratio analysis of up to eight time
periods. Workpaper Magic does consolidations of up to 17,000 companies
or divisions; manages staff assignments, scheduling, and tax rosters;
and provides an extensive audit trail
from the financial statements into the
workpapers. The software requires an
IBM PC or compatible with 2MB of
free space on the hard disk, DOS 3.0
or higher, 256K RAM, and a wide -carriage printer or laser printer. It supports the Novell network.
Circle No. 32
Scheduling Technology Corporation has introduced ST-POINT, a computerized system for planning and controlling production and material
supply. It can be used in local work
centers, departments, divisions, or an
entire plant, either standalone or with
existing manufacturing resource planning (MRP II) systems. The scheduling software models the plant visually,
using color graphics and help windows. It supplies alternatives and
"what if' scenarios. It requires an IBM
or compatible computer and also is

available in UNIX, OS /2, and
VAX/VMS versions.
Circle No. 33
Strider Technology has introduced
ASSETS 2.0, a standalone tool for
tracking costs and depreciation associated with fixed and movable assets.
The program allows file subsets, cost
totals, and reports based on any combination of fields and includes a small
package to be distributed to individual
divisions or departments for tracking
their own assets. Accounting code
lookup tables built into the entry
screens make data entry quick and accurate. The ASSETS 2.0 system allows
for unlimited upgrades to each individual asset. It supports both accelerated
and standard depreciation and can import and export files from a mainframe
or minicomputer in a number of formats. The system is configured for basic bar code scans and can be loaded
onto a portable PC for use in detailed
equipment audits. The software runs
on an IBM or compatible computer
with a hard disk.
Circle No. 34
Systems Union, Inc. has released a
bilingual version of SunAccount, a
multicurrency combined ledger software package designed for corporations and banks operating on a global
scale. Financial data held in
SunAccount can be manipulated in two
languages simultaneously via integrated word processing and spreadsheet
applications. SunAccount translates
and consolidates financial information
in all world currencies into a single
base currency and adapts to all international accounting standards. In addition, it integrates fully with the
SunBusiness module, which manages
all elements of invoicing, sales order
processing, and inventory control.
SunAccount lets you import and export data from popular word processing, database, and spreadsheet packages. It is available in Japanese,
French, Spanish, and Chinese, as well
as English. The system operates on a
full range of single -user, multiuser,
and networked configurations, including PCs, PC -LANs, DEC VAX, IBM
mini and mid -range computers, and
UNIX -based systems.
Circle No. 35
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TRENDS

IN MANAGEMF_NT
ACCOUNTING

RESEARCH
PATRICKL.ROMAf
EDITOR

FINANCIALSUPPORT
FORRESEARCH
he Committee on Research, at its
August 16, 1990, meeting, discussed and subsequently approved the Research Topic Guide published below. A product of the Bold
Step 1990.91 Initiatives Committee,
chaired by Bob Miller of the Boeing
Company, this list is a response to
Chairman Fred J. Newton's charge to
"help achieve a clear sense of direction
for the Bold Step initiative." The guide
identifies subjects for which the Committee is seeking research proposals.
It is a list of high - priority topics as well
as other subjects of value to the general membership of NAA.
Please read Chairman Newton's letter, "Support for Accounting Research," which introduces the guide.
The National Association ofAceountants is interested in supporting research in furtherance of the state of
the art of management accounting.
The nature of the support is multifaceted.
Financial support is provided in the
form ofgrants to cover compensation
for the researcher's time and reimbursement of expenses. To demonstrate this support, NAA established a
Bold Step initiative for which a long range commitment was made to obligate a significant amount from its
operating fundseach year to fund research. Since 1986, the annual apACCOUNRNG /NOVEMBER 1990

PRIMARY AREAS OF INfEREM
How can management accounting be best used to motivate productivity improv,
1. Sales and Marketing: e.g„ distribution costs, channel cost, product llnerosts,
costs, regional casts, customer service costs— profitability by customer. olh
2. The Service Industry; e.g., competitive pricing strategies, revenue stream [
3. Research and Development; e.g., life cycle cost. cost of product features,
plexity, cost of new technologies, cost of deploying knowledge and new t(:
through education and training, cost of maintaining core competencies, oth
4. Manufacturing; e.g.. process costs, equipment investments, other.
How (toes management. accounting affect management behavior?
1. What decisions or behavioral biases (to particular accounting /costing techniques
courage?
2. What are the limits of those various accounting /costing techniques for decision m
ing?
3, What types of "cost' information is really useful to the line managers?
4. How important are actuals to effective cost management? What are actuals?
5. Must cost management and cost accounting information be synchronized?
6. Do line management cost data need to roll up to the enterprise cost data? To what
degree can they be different?
7. How do performance management and management accounting correlate?
8. How can process accounting promote continuous process improvement?
9. What behavior is really motivated by annual budgets for elements such as overhead
and capital equipment? Does this vary depending upon the cost management systems
in use?
What are the key considerations in choosing new techniques for management accounting
(including activity -based costing)?
1, What are the relative merits of activity - based costing vs. direct costing?
2. How are the true drivers of cost determined?
a. "hat is the most accurate definition of a cost driver?
b. What are the uses and purposes of identifying cost drivers?
c. How do you determine the "right" cost drivers for the situation?
What are the current cost recognition issues (for management decision making)?
1. Environmental costs; e.g., recognition of liabilities and disclosure, period cast -vsAnventory cost, expense -vs.- capital.
2. Employee safety and health.
3. Others.
What are the special risks and obstacles to investment in nontraditioiud (international)
areas: i.e., Eastern Europe, South America, etc.?
1. What type of challenges exist between U.S. GAAP and foreign nation accounting principles? What are the significant implications when comparing financial statements?
2. What management accounting practices are employed within nun -U.S, subsidiaries
and equity affiliates for multinational corporations?
O'niER AREAS OF INTEREST
What are the key issues pertaining to the profession of management accounting?
f' What factors contribute to the success of the profession?
2. How will the profession change over the next 20 years?
Which analysis techniques have proved to be effective for improving accounting and financial operations?
What is the real cost of an employee?
1. What are the full costs and implications of hiring, training, and retraining employees
throughout their career with a company?
? What is the "asset value" of a trained employee?
How should variable and period costs be used in different kinds of decisions?
How accurate do management information systems (MIS) need to be?
1. What is the potential for error in management information that may result from the
lack of synchronization between organizational changes and MIS systems or from
mistakes in changes to these MIS systems?
2. Does added detail in cost data improve or degrade accuracy? What is the unpact on
timeliness and usefulness of the data? (How much detail is too much, i.e., accuracy
vs.-precision?) Are basic cost collection data ever accurate? To what degree is the
inaccuracy a function of too touch detail?
What innovative educational strategies might be employed to raise technical expertise
in management accounting technology?
1. How might these best methods be used either on the job or otherwise?
2. What is the best mix for deploying knowledge, i.e., on-the-job training. classrcxim,
etc.? A%at constitutes optimal on- the -job training?
rootinurdrimnrxt pagr

3. How can the courses and content of undergraduate degree requirements be iil
proved?
4. What are the most innovative ways to teach management accounting topics?
G. What are the hidden liabilities of inventory? Does inventory hide "real" profitability?

El. How do you determine the best product cost strategy, e.g., market, Target, or engineer
driven costing?

1. How should the or •
` termined?

•'T

ectiveness of accounting and finance functi

propriation has exceeded $200,000.
NAA also occasionally receives and
welcomes joint sponsorship from oth-

er professional associations and private firms.
2. Guidance is provided by a project
committee. It serves as the focal point
for assisting researchers to obtain information available from the NAA
organization and its members. Each
project committee includes at least
one senior -level management accountant and an academic. It functions as an integral part of the Committee on Research.
3. A comprehensive review of the research report is performed by the
project committee and the Committee
on Research with feedback to the researchers.
Publication and publicity are arranged by NAA to the extent determined appropriate by the Committee
on Research. NAA research publications frequently gain widespread attention in the accounting and management environment.
To facilitate planning by potential
researchers and to prioritize the subjects likely to be of most current interest to NAA members, the Committee
on Research has prepared the enclosed research topic guide.
The assignment of priorities re-

BUSINESSVALUATIONSOFTWARE
Menu - driven Lotus 1 -2 -3 template,
and 'stand-alone" provides low, medium
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

Circle No. 15
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Oects consideration of what will produce information of most value to management accountants with due regard
to projects recently completed or in
process. For example, topics related to
internal controls are not given high
current priority because of extensive
projects recently completed and others in process addressing that subject.
The Committee intends to use the
guide in assessing the merits of specific research project proposals. However, other topics will be given objective
consideration.
You and your colleagues are invited
to submit research proposals. Please
call Patrick Romano at 201 - 573.6212
for additional information about the research topic guide and for procedural
instructions.
■
Patrick L. Romano, CMA, is director of
NAA research.

MANAGEMENT
ACCOUNTINGPRACTICES
LOUIS BISGAY, CPA, EDITOR

NEWSMASFORTNCOMING
AA's Management Accounting
Practices Committee has given
its approval in principle to three
Statements on Management Accounting. They are:
• SMA 4M, "Understanding Financial
Instruments";
• SMA 4N, "Management of Financial Working Capital "; and
• SMA2A, "Management Accounting
Glossary."
SMA 4M will provide background
information about financial instruments and discuss methods used to
evaluate them. The SMA will not deal
with how to account for financial instruments but rather will look at them
from a managerial perspective. SMA
4N will address the management of
cash flows into and out of the firm and
the management of short -term invest-

ment and loan portfolios. SMA 2A will
constitute a substantially revised ver-

sion of SMA 2, "Management Accounting Terminology."
Approval of a document in principle
signifies that the MAP Committee is
satisfied that it deserves to represent
authoritative guidance from the
NAA— notwithstanding that relatively
nonsubstantive modifications may yet
be appropriate, editing or otherwise.
In the case of each of the three SMAs,
NAA staff is monitoring the implementation of such revisions. While revised

drafts may be passed by the Committee again, there no longer is a question
of whether approval is forthcoming;
the only question is the timing of transmitting final Statements to Prentice
Hall. We'll keep you informed.

COMMENTLETTERS
n addition to deliberating Statements on Management Accounting at its meeting on September 7,
the MAP Committee considered a
number of matters relative to recognized standard - setting agencies and
agreed on the contents of comment letters to:
• Financial Accounting Foundation,
regarding the Mission Statement of
the Governmental Accounting Standards Board;
• Securities & Exchange Commission, regarding a proposal to require a sum mary Managem ent's

Discussion and Analysis (MDBrA)
in summary prospectuses;
• International Accounting Standards
Committee, regarding its proposed
Statement of Principles dealing
with Cash Flow Statements;
• International Federation of Accountants, regarding the proposed
guideline by its Financial and Management Accounting Committee,
"Management Control of Projects ";
and
• Financial Accounting Standards
Board, regarding its proposed
Technical Bulletin, "Accounting for
Separately Priced Extended Warranty and Product Maintenance
Contracts."
Copies of any NAA comment letters
may be obtained without charge by
writing to Ms. Lorraine Lupinski at
NAA in Montvale.
■
Louis Bisgay, CPA, is director, management accounting practices.
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PROMOTIONS&
NEWPOSITIONS

Corp ...James F. Verlautz
is now director at the Minneapolis office of Deloitte &
Touche.... ScottT. Young
has been promoted to senior manager at the Minneapolis office of Deloitte &
Touche.
Alvin Galland, New York,
has been appointed vice
president of the professional accounting services division at The Olsten Corporation.

DEBORAHBYRNE,EDITOR
Stuart D. Green, Providence, was promoted to vice
president—administration
and finance at George
Beram & Co., Inc.

D. Roger Nanney, CMA,
Atlanta, has been named
partner in the middle market practice of the Atlanta
office of Deloitte & Touche.

James D. Cole, Roanoke,
has been appointed director
of business affairs and controller for Virginia Tech
Foundation, Inc.

Sheryll Dahlke, Atlanta
Central, is now associate director and chief financial officer of the Student Center /Auxiliary Services at
the Georgia Institute of
Technology.

Elaine M. Runner, Richmond,has been promoted
to accounting officer at Signet Bank ... Richard H.
Wildes, Jr., is now commercial financial officer at
Signet Bank.

Dennis F. Moran, Boston,
has been appointed principal of Atlantic Search
Group, Inc.
Ronald Whiffen, BrooklynQueens, has been promoted
to vice president of Citicorp
Credit Services, Inc., in the
treasury department of U.S.
Card Products Group.

Paul J. Weaver

Montvale, New Jersey
07645.
If the promotion involves
an address change, send
that information to
Member Services at the
above address. Please
submit news about salaried positions only.

Paul J. Weaver, South Jersey, has been promoted to

Alvin Galland

Philip R. Thompson,
Cleveland, former national

director, is now regional
manager of Valuation Research Corporation in
Cleveland, Ohio.
Carl Palazzolo, Dallas, has
been named accounting
manager at FireMaster in
Irving, Texas.. Joe
Zimmerman is now controller of J &S Audio Visual
Communications, Inc.
Paul J. Harry, Lima, was
promoted to controller of
Cooper Tire & Rubber
Company in Findlay, Ohio.
Ralph J. Gotto, Minneapolis Viking, is now vice president— finance and chief financial officer at HYDRO
sMBER 1990

senior vice president—financial operations of Tyco
Toys, Inc.

WEREYOU
PROMOTED?
Have you or has 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:

Let Padsett Business
Services build
another successful
accounting practice
with you.
• 4 wk. initial training
• Client marketing systems
• Income tax school
• Stream lined accounting
systems
• On -going field support
• Owner manuals & much more
PADGMBUSINESSSERVICESs

Deborah Byrne,
NAA,
10 Paragon Drive,
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BY RONALD L. NELSON AND
RALPH L. BENKE, JR., CMA
Note: In last month's column we began
the analysis ofthree computerized grammar programs. This month we finish the
analysis and conclude by recommending
one of the three.
orrect Grammar. Correct Gram-

mar's marked -up copy (printed
output) contains bracketed suggestions preceding the point at hand.
When applied to the test article, it offered 12 different editorial comments,
several of which recurred a number of
times. For example:
• "Your target audience may find this
sentence hard to read."
• "Consider revising. Long sequences of prepositional phrases
can be confusing."
• 'This main clause may be in the
passive voice."
• "Misspelled ?"
• `This sentence is longer than 32
words."
IN "Consider'purchases' instead of
'purchase.'"
The "Consider 'X' instead of Y"
suggestion is used in this program to
handle such difficulties as singular -plural, capitalization, hyphens, word
choice, and agreement of noun and
verb. The recommendations generally
were valid in connection with the article.
Grammatik IV.The marked -up
copy produced by Grammatik IV is not
as readable as that from Correct Grammar. The Grammatik IV copy contains
editorial comments immediately preceding the problem, printed within
60

■ "Usually a paragraph should have
more than one sentence."
■ "Long sentences can be difficult to
read and understand. Consider revising so that no more than one
complete thought is expressed in
each sentence."
■ "Simplify."
■ "No verb found —this may be an incomplete sentence."
■ "Numbers should always be spelled
out when used as the first word of
a sentence. Consider rearranging
the sentence order if you need to
use numbers."
■ "Avoid this vague adverb."
■ "The context of 'quote' (a verb) indicates you may mean the noun
`quotation.'"

Users are subtly
encouraged to
improve.
There are two drawbacks to some
of the suggestions. One, occasionally a
note was made for the user to beware
of, say, a subject-verb agreement problem when the text was correct in the
first place. Two, the editorial suggestion "Simplify" may not be very helpful
without a suggestion as to how to simplify.
RightWriter. RightWriter produced
a marked -up copy that is easier to read
and more helpful than those yielded by
the other programs. Its superiority
over the other two packages becomes
evident when one examines the format
in which suggestions are given. The
comment or suggestion is more readily visible because it is in bold type.
Moreover, the user gets the general
category of potential problem, the spe-

■

USING COMPUTERS TO
CORRECT GRAMMAR

■ S13. REPLACE acquire BY
SIMPLER get or gain?
IN G3. SPLIT INTO 2 SENTENCES?
S17. WEAK generally
S3. LONG SENTENCE: 46
WORDS
U12. WORDY. REPLACE so as to
BY to
S16. CLICHE: acid test
■

RALPHL. BENKE, JR., CMA, AND
ROGERJ.HERMANSON,EDITORS

■

IN EDUCATION

cific words that appear to be the problem, and a code to refer to in the manual for fuller explanation. For the person who truly wants to become adept
at writing and is willing to put in the effort, RightWriter's approach is the
most solid and reliable of the three.
As opposed to the number of editorial comments made by Correct Grammar (12) and Grammatik IV (18),
RightWriter made 21 about the test article. Moreover, the suggestions were
made succinctly and efficiently.
Among the comments were:

■

TRENDS

brackets and with a single horizontal
line bisecting the comment. Not only
are these comments sometimes difficult to decipher, but sometimes they
also are pointless grammatical reminders of the difference between "accept"
and "except" or "principle" and "principal" —when the words were already
used correctly in the text. Such intrusions achieve only negative results.
On the positive side, Grammatik IV
contributed 18 types of suggestions relating to the article, as opposed to 12
from Correct Grammar. Some of the
useful remarks from Grammatik IV include the following:

When the user refers to the manual,
he or she finds genuinely helpful,
clearly worded explanations, complete
with illustrative examples. In terms of
potential for helping the user become
skilled at writing, RightWriter wins
hands down.
All three programs are good at
catching common writing problems
such as excessive use of passive voice,
long sentences, wordiness, homonyms, incomplete sentences, agreement, and the like. Yet they do not
catch such matters as dangling modifiers, the need to combine sentences
on occasion, and absence of parallel
structure —all of which contribute positively or negatively to the effectiveness of a document. The latter three
problems appeared in the test article,
yet none of the programs caught them.
Moreover, the programs —as far as
can be ascertained from their handling
of the Benke -Baril article —are equally
incapable of detecting many of the subtleties of technical or any other writing, such as hedging, inappropriate
tone, organizational inconsistencies,
the need to emphasize or de- emphasize ideas, and the necessity to govern
the pace at which information is presented to the reader.
The Benke -Baril article generally is
well done —filled as it is with important
information relating to the subject matter—but it contains some problems.
To illustrate the shortcomings of the
programs in detecting these problems,
one need only look at the first page of
the article to locate some matters that
were not addressed by the programs
MANAGEMENT ACCOUNTING /NOVEMBER

and perhaps cannot be. The first difficulty is that the sentence after `THE
FINANCING DECISION" belongs
more appropriately as the first sentence in the document —a matter of organization. Moreover, the first sentence in the text contains a
phrase — "components of the decision" —that simply should read "factors." (The word "decision" appears
twice in the sentence —a kind of redundancy that does not seem to be noticed
by the programs.) In addition, the
bulleted items are not in parallel form
as a group, and the fifth item lacks parallelism: "Corporate position on conserving cash, preserving credit lines,
[insert maintaining] financial flexib&
ty, [insert minimizing] financial risk,
and other factors."
Also, the logic of headings and subheadings seems to be neglected, e.g.,
the heading "THE FINANCING DECISION" should be the first category under the title or perhaps simply deleted
because the title of the piece states the
subject matter adequately. Also, the
programs do not catch the necessity
for the bulleted items to match (or at
least approximate) the subsequent
headings in phrasing and order. Finally, they fail to catch the colon after
"The major components are" —the
rule being no colon between verb and
predicate. (This matter of course could
be handled by working with the default settings.)
Still, these programs do offer hope
to the person who needs to improve as
a technical (or any other kind of) writer. As users get into the habit of employing the grammar checkers, they
will become accustomed to the ways in
which the programs react to their writing. The more one is reminded of, say,
the need to be wary of vague expressions or passive constructions, the
more likely one is to avoid such matters in the future.
Fortunately, the suggestions made
by each program are worded tactfully.
The creators of the programs must
have been mindful of the need to let
people down gently when they make
mistakes--a wise approach in any similar communication situation. Users
are subtly encouraged to continue, to
improve, to move toward employing
the language effectively. We find this
feature very important. The programs
were not intended as panaceas to writing ills, but if the user recognizes the
considerable capabilities of the programs as well as their limitations, and
acknowledges the necessity to engage
in the process of learning about the
ACCOUNTING /NOVEMBER 1990

multiplicity of factors involved in writing, then that is all one can ask.
After using Correct Grammar,
Grammatik IV, and RightWriter, we
believe that computerized grammar
programs can be an easy and effective
means of improving a person's writing
style. Educators who use them probably will gain an edge in the "publication game" of academe.
Although Grammatik IV was slightly easier to use, in our opinion
RightWriter is the best grammar program. Its summary sheet and effectiveness in evaluating technical writing is
superior to that of Correct Grammar

■

and Grammatik IV.

Ralph L Benke, Jr., CMA, Ph.D., is the
ArthurAndersen Alumni Journal ofAccounting Education professor at James
Madison University.
Roger H. Hermanson, Ph.D., is the
Ernst & Young Alumni professor and
Regent's professor at Georgia State University in Atlanta.
Ronald J. Nelson is assistant professor of
English at James Madison University.
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Choosethelineofcreditthat
letsyoufacethemusic.
No doubt about it, long hours and hard work can turn anyone into a savage beast.
When you're ready for a soothing change, a line of credit fromSecurity Pacific Executive/
Professional Services can get you back in tune.

Designed just for the National Association of Accountants.
That's right. This isthe only line of credit developed exclusively for the National
Association of Accountants. In other words, perky for you.
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Finally– a credit linethat'seasy touse.You'llhavethe flexibilitytousethemoney
for anythingyouwant.
Treatyourselftoboxseatsatthesymphony,surroundyourselfwithsoundinyour new
media room,or getthat specialsomethingthat will make your heart sing. It's your choice
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ASSOCIATION
NEWS
DEBORAHBYRNE,EDITOR

PRESIDENT
PYLIPOw
RETURNS
TO RARITAN
VALLEY
CHAPTER
"Now you all know the
question: Who counts ?"
"We do!" was the answer
as approximately 140 members of the Raritan Valley
Chapter turned out to greet
former chapter president
and now NAA President

Stan Pylipow at a September Past Presidents' Night.
President Pylipow told
the meeting that now was
the time to reinvest in the
profession and in their Association. He said, "It's our
job to help U.S. companies
to remain competitive in the
world marketplace." In an
era of corporate downsizing
and middle management
shrinkage, the question today is not who is going to be
promoted but who is going
to succeed. Management

accountants need three
things to succeed, he said:
Presence, leadership, and
up-to -date competence. All
these elements can be acquired by taking advantage
of the opportunities offered
through NAA membership
and, specifically, by serving
on chapter boards. He noted that as he spoke more
than 100 NAA chapter meetings were being held all
over the country.
If the 1980s could be
called the decade of quality,
then the '90s, he predicted,
will be known as the decade
of customer value. All corporate employees will need
to think in terms of adding
value to products and services to customers. He reviewed the educational, certification, and management
training programs offered
by the Association, noting
that the objective of NAA is
to offer a life -long, career
development path for all
management accountants.
During the meeting, former National President
Herbert H. Seiffert, who is
also a former chapter presi-

dent, presented President
Pylipow with a proclamation
signed by Governor James
Florio. The document proclaimed September 27,
1990, as National Association of Accountants' Day in
New Jersey.

VARRICCHIO
NAMED
Anthony Varricchio, Jr.,
CMA, Hartford, will complete the unexpired term of
National Director Gail DiMaggio who resigned. Mr.
Varricchio's term will end in
June 1991.

EMERITUSLIFE
ASSOCIATES
Charles L. Abel,
Washington TrY- Cities.

Norbert D. Badciong,
Milwaukee.

Albert L. Benson,
Long Island.

Harold R. Blakeman,
Wilmington.

V. Dale Blickenstaff,
Boise.

Joseph D. Brendle,
Buffalo.

Donald E. Crook,
St. Louis.
Luis C. Diaz,
Member -at- Large, Philippines.

David M. Evans, Jr.,
Baton Rouge.

James G. Fox, CMA,
Virginia Skyline.

James D. Freeman,
Nashville.

Samual P. Greer,
Chattahoochee Valley.

Kenneth F. Hepner,
Pennsylvania Northwest.

Martin J. Keaveney,
Boston.

Alfred N. Kennedy,
South Bay.

Robert E. Lindquist,
Erie.

Alvin K. Link,
Greater San Gabriel Valley.

Leo E. Lorg,
Wichita.

James R. McWilliams,
At Raritan Valley Chapter meeting, I: r., Clark H. Johnson, CMA, former NAA vice president and current
trustee, Financial Accounting Foundation; President Stanley R. Pylipow; chapter President Robert J.
Hradil; and former national President Herbert H. Seiffert.
„,

Richmond.

George F. McKnight,
Atlanta.
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Catherine A. Morton,
Muskegon.
Raymond J. Palascak,
Cleveland.
John C. Palmer,

Eastern Connecticut.
Howard C. Taylor, Jr.
Baltimore.
Kenneth L, Younger,
Richmond.

IN MEMORIAM
M. G. Allen, Jr., 66,
St. Louis,1956.
N. R. Allsmiller, 88,
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Bernard M. Berry, CMA,
61, SanJose, 1976.
ThomasA. Carroll, 77,
Tulsa,1970.
Willard E. Conn, 76,
Phoenix, 1975. EI A.
Henry M. Dechent, 61,
Tampa Bay,1961.
Louis W. Freese, 64,
Cleveland East,1959.
Alton D. Heckman, 62,
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James A. Link, ChK 63,
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A.H. Rudnicki, 68,
Pittsburgh,1967.
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S . Curds Smith, 49,
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CORRECTIONS
The first place banner and
Warner Trophy were won
by the Permian BasinChap ter under the leadership of
Chapter President Murray
Hambrick. The Annual Report in the October issue erroneously awarded that
honor to the West Tennessee
Chapter. That chapter is in
fourth place and won the
Keller Trophy.
On page AR-15 of the Annual Report, the second pie
chart heading should read
"Combined Statement ofExpenseS1990,"
DonaldA J. Byrum, author of `The Right Way to
Control Period Expense,"
published in the September
1990 issue, is from Fort
WorthChapter, not Lynchburg.
Is this article of
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"DOWNUNDER"
LOOKING 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.

STARTYOUROWN
ACCOUNTINGPRACTICEI
NEW CLIENT DEVELOPMENT, streamlined accounting
systems, complete training, continuous home office support, etc.
Inquire today. Join the fastest
growing national accounting
franchising network; over 100 of
fices throughout the U.S. and
Canada. PADGETT BUSINESS
SERVICES, established 1966, 1800-323.7292.

TAXFORMSFORSALE
1913 FORM 1040. Complete
first tax return including instructions authentically reproduced
on single 8 1/2 x 11 parchment
paper. $8. We brought it to you
first in 1985; guaranteed best
quality, best price. Deluxe Version Available $49.95. (501) 7825942 Executive Marketplace,
P.O. Box 3988 -MA, Fort Smith,
AR 72913.

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 -8877 and mail your

resume to: F- O- R- T -U-N -E Personnel Consultants of Columbia, 108 Columbia Northeast
Drive, Fortune Square, Columbia, SC 29223. You may fax your
resume to us at 803- 788 -1509.
Our client companies pay our
fees.
CALIFORNIA AND 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.
ACCOUNTANT TO VICE
PRESIDENT. Acquire plan to
insure success. Send $5.00. Cost
and Accounting Institute, 1718 M
Street N.W., Suite 144, Washington, D.C. 20036.

CONTINUINGEDUCATION
CPE FOR READING
COMPUTER PUBLICATIONS.
Also, CPA Computing newsletter. FREE information. (817)4304866.

dia Filing. Files all Forms 1099
(plus 1098, 5498 and W2G), or
Form W2. Easy to Use, Menu
Driven, On -line Help, Data Verified to IRS Standards, and handles unlimited Payers. FREE
demo prints forms to continual
feed or laser forms. Fifth successful year —The Secure Choice in
Magnetic Media Filing for only
$199. Spokane Computer, 915
West Second, Spokane, WA
99204. Call (800)824 -9631 or
(509)624.1248 for Free Demo
and Information. IRS Specifies
the Magnetic Format and they
use MAG -FILER
With TOMORROW, a menu
driven five -year plan software,
you can produce Profit & Loss
statements, Sales and Gross Profit analysis, Balance Sheets, and
Ratio analysis which are created
by your "what if' assumptions.
Send $175 to Above The Rest,
Inc., 1358 Hooper Ave., Suite 275,
Toms River NJ. 08754 or for
more information call (800) 7293690. Continuous product support. Lotus 2.0 or greater required.
Sampling, Disk Management,
RAM Analysis Utilities for
PCs. For Demo— AUDITWARE,
123 West Water Street, Slippery
Rock, Pennsylvania 16057.

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

REDUCECOSTS25%1
PROVEN EARNED HOUR
COST method reduces hourly labor costs in manufacturing plants
up to 25% annually. Save thousands. FREE Booklet; Martin
D'Amico Assoc., 114 Overlook
Ave., Wayne, NJ 07470. (201)
696.8877.

INVENTORY
MANAGEMENT
INVENTORY FORECASTING
—MSDOS utility program (demand history file, demand forecasting, inventory levels). $49.
Lotus
template
$29.
MICROFLOW, Box 1128, Alexandria, VA, 22313.

POSITIONREPORT
500+ ACCOUNTANT
JOB OPENINGS nationwide in
our weekly POSITION REPORT. Graduate accountants,
CPAs, jobs both public and prr
vate from entry level to CFO by
region. $39/4 wks, $99/12 wks,
by mail or computer. DAVID J.
WHITE & ASSOC., INC. 809
Ridge Road Dept. MA, Wilmette,
IL 60091. (800) 9624947. Computer #(708) 256.8938. Visa/MC
accepted.
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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
multidi visional, 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
financial data needs of corporate headquarters,
it can meet the information needs of your
reporting units as well. Easy to implement
and to use, it can adapt to different organizational structures, reporting requirements,
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 audit trails and data integrity
requirements.

company.

Designed for maximum user flexibility,
Commander FDC lets you respond to change
— in your organization, in account structures,
in report formats and in budgets. It also
handles the complex task of compara tive
reporting after changes have been ma de.

Commander FDC includes capabilities for
budget preparation and financial analysis as
well as statutory and management reporting.
In addition to printed reports, you can deliver
key financial information to executives electronically on -screen. Powerful tools for
modeling and ad -hoc investigation are also
included.

Commander FDC
PC -based Software for Financial Data Consolidation
—

_..

F o r an eye o p ening intr o d uc tio n to
Com mande r F DC , and info rmation ab out a
C o m ma nd er F DC S em in ar in yo ur a re a.
call C hris K elly at C oms hare, toll free:

800922 -7979.
In Michigan: 313 - 994 -4800,
In Canada: 800 - 541 -1780

OOMSI� RC.
3001Sonth State Street, P.O. Box 1588,
Ann Arbor, MI 48106 -1588
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HowACCOUNTABLE
ISYOUR
TEmpoRARY SERVICE?

MW

A

A tempo rary

1

`

s e r v ic e h a t ' s a l l t hi ng s t o a l l p e o p l e is a c a s e

t ha t o ld a d a ge : J a c k o f a ll t r a d e s , ma s t e r o f no ne .

At

of

Ac c ounte mps , we

s p e c i a l iz e — in a c c o u nt in g, b o o k ke e p in g, f i na nc e a n d i nf o r ma t i o n
sys t ems .
your

Because w e ' r e f i n a n c i a l p r o f e s s i o n a l s o u r s e l v e s , w e u n d e r s t a n d
need s.
We o n l y d o w h a t w e d o b e s t . O u r e x p e r t t e m p o r a r i e s a r e

a va ila b le f o r a d a y, a we e k, a mo n t h o r lo nge r . O n e s p e c ia l is t o r a n e nt i r e
team.

Butd o n ' t

jus t t a k e o ur wo r d f o r it .

Ina

na t io n a l s u r ve y o f

p e r s o nn e l e xe c ut i ve s , A c c o un t e m p s wa s r a nk e d a s t he f i r s t c h o ic e
to o ne margin.

Findo u t

zZ

A

a f ive

by

ho w muc h mo re ac c o un tab le a temp o rary

s e r vic e c an b e. C a ll A c c o u nt e mp s .
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