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CODA FINANCIAL ACCOUNTING SOFTWARE.
THE ONLY SOLUTION THAT RUNS

AS FAST AS YOUR BUSINESS.
multicurrency handling. And our built -inDECnet"capability lets
yougo the distance with your communications — whether your
accounting operationis around the comer or around the world.
IAS is supported both by certified public accountants and by
VAXsystemexperts,so youcantalktosomeone who understands
accounting as wellas theyunderstand systems and software.
CODA. Ina tough
its the only financial
iolutionthat runs as fast
siness. Evenif you're on
track.
b learnmore about what
AIAS candofor your
less,callMegBretonat
;) 647.9600. Or write
IDAIncorporated,
UnericaBuilding,1155
mStreet, Manchester,
H,03101.9956.
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Keeping pace intoday's business world isnever easy. Keeping
the lead is evenharder. That's whyinthe corporate race for performance, onlytheIntegrated Accounting System(IAS®)from
CODAcanmake youa winner.
IASisrecognizedastheinternationalleaderamongVAVM
financialaccounting software systems. It combines classic accounting methodologywith
nologyto create anac(
solutionthat is accurat
use, and responsive to
ness requirements.
IAS is the onlyso
trulyintegrated to offer
maximumperformance
flexibility ina high-en(
system. Manyadvanct
features are built into t
system, like intercomp
processing, comprehen
reporting, fully on-line
transactionprocessing
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Announcing the newest enhancement to
the IBM Personal Typing System /2.
A Kelly'Temporary.

IBM Information Products Corporation and
Kelly offer you the benefits of KellyTemporaries tested and trained on the IBM Personal
Typing System /2.
Thoroughly trained, Kelly Temporaries can
help you get maximum
productivity from this
•
remarkable IBM system.

r

—

They can handle peak loads. Train your people.
They are accurate, professional and responsible.
The IBM Personal Typing System /2 is three
machines in one. It's an advanced word processor, a self - correcting typewriter, and a powerful personal computer. It is easy to learn and
easy to use. It is the ideal office workstation.
Kelly is an industry leader in the testing
and training of their temporary employees in
new and existing technology, while IBM is an
industry leader in office workstations. Find out how this
partnership of leaders can work
for you. For more information,
•
call your local Kelly office.
Teemorary
S
es
The Kelly Girl'People -The First and The Best'

KELLY P

LOIBM is a registered trademark of International Business Machines Corporation. Kelly is a registered trademark of Kelly Services, Inc.
C1118M Corporation and Kelly Services, Inc, 1991
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FOR CORPORATE FINANCIAL DECISION MAKERS

Cover. While the game -like mergers
of the '8N are gone, M & A activity is
still part of the economic scene. Today
business is taking a more sensible approach. Articles on mergers and acquisitions begin on page 24.
Photo byJoseph Palmieri /AFI.

MANAGEMENTACCOUNTING® (ISSN
0025.1690) is published monthly by
the National Association of Accountants, 10 Paragon Dr., Montvale, NJ
076451760, (201)5739000. Price
$10.00 per copy. Subscription rates,
per year. $40 (included in dues, nondeductible); nonmembers, $115.00.
Second class postage paid at
Montvale, NJ., and additional mailing
offices. To ensure uninterrupted mail
service, send present address label
and new address including ZIP number to Membership Records Dept.,
NAA, Montvale, NJ 07645 -1760. Allow
six weeks for change. NAA's telex
number is 9102509487; facsimile number is 201. 573.0639. P0SrMA31ER

24
MERGERSINTHE
'90S: GETTING BACK
TOBASICS

36
HOWMUCHDOES
THATPRODUCT
REALLYCOST?

BY JANINE S. POULIOT
We've come a long way
from the merger and acquisition frenzy of the '80s. Understanding the current
trends is essential to the
management accountant's
survival.

BY NORM RAFFISH
The world that traditional
cost accounting was designed for is rapidly disappearing. Activity-based costing is one system that
managers can substitute for
the traditional methods.
How does it work, and why
is it preferable to the old
ways? This management
consultant explores the advantages and disadvantages
of activity -based costing and
describes its current position as an analytical tool.

27
TAKEOVERS:ITHELPS
TOKNOWHOWTO
PLAYTHEGAME
BY CECILY RAIBORN,
DINAH PAYNE, AND
CHANDRA SCHORG
In the "game" of business,
mergers can be good or
bad, depending on the overall fairness of the transaction. Companies are protected from hostile
takeovers by federal antitrust legislation, state antitakeover legislation, and internal anti- takeover tactics.
The tactics may include poison pills, golden parachutes, greenmail, and
multi-vote shares. Some of
these tactics may have tax
and accounting consequences, and shareholders'
rights may be ignored in the
midst of an anti- takeover
fight

33
FRUEHAUF
CORPORATION:A
CASUALTYOFTHE
DEBT-CRAZED '$Os
BY ROYALLEN WILEY

One of the decade's longest
hostile takeover attempts
was the Asher Edelman raid
on Fruehauf. A former employee recounts the events
that led to the dissolution of
the company.

Send address changes to MANAGEMENTACCOUNTING®, Montvale, NJ
07645.1760.
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BY HARPER A. ROEHM,
DONALD J. KLEIN, CMA,
AND JOSEPH F.
CASTELLANO
To become a world -class
manufacturer, not only
must a company change its
physical plant and procedures, but it also must
change its corporate culture. Grand Rapids Spring
& Wire Co. improved its efficiency and productivity by
creating trust and fostering
commitment among its employees.
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BY MICHAEL
BROMWICH AND
AL BHIMANI
AMT investment appraisal
requires management to
take an innovative look at
operations and expected results. But the benefit of this
new approach can mean
real dollars to participating
companies.
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DOESYOURSCHOOL
DISTRICT'S
ACCOUNTINGSYSTEM
RATEANA?
BY ALLEN F. DYE
School business officials
who make the effort to meet
the requirements for the
Certificate of Excellence in
Financial Reporting by
School Systems find that
the financial standing of
their school district improves. Residents in the district are reassured that their
tax money is being used
properly, and earning the
Certificate puts the financial
affairs of a school district on
a recognized professional
level.

Unease over SEC accountant vacancies.
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New proposed S corporation regulations.

18
ETHICS

Ethics —a personal matter.

20
FINANCIALMANAGER
Funding retiree health
benefits.

Views expressed herein are authors'
and do not represent Association policy unless so stated. Publication of
paid advertising and new product and
service information does not constitute an endorsement by the Association of the advertiser or the product or
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Since we introduced the "I Count" program, I have received hundreds of responses from members, telling me
how they have "made a difference" in their communities,
in the workplace, and within our organization.
Because these members and thousands more have
"counted" and continue to "count' in our organization,
I am pleased to report some outstanding mid -year re-

official publication of the
NATIONAL ASSOCIATION OF
ACCOUNTANTS
EDITOR
Robert F. Randall
MANAGING EDI'T'OR
Kathy W illiams

sults .
ARTICLES EDITOR

On the corporate development front, we now have
close to 70 major U.S. corporations officially supporting
the CMA program for their employees and allowing us to use their logo in
our promotional material. In addition, we have generated more than 4,500 cor-

Janine S. Pouliot
SENIOR EDITOR
Claire Barth
PRODUCTION
Kimberly Bender
Tamara Bojcik

porate inquiries about the program.
Forty new companies have subscribed to our Financial Management Net-

work, and we estimate that, this year alone, over 10,000 individuals have used

ADVERTISING
Doryne G erstein

this se rvice.

Since June, our education department has successfully conducted seven
national conferences and one regional conference.,
We have increased the number of self -study courses available to members,
and the number of CPE credits members can earn, and almost tripled the
number of audio digest subscribers.
More than 1,500 people entered our CMA program. This is a 23% increase
over the same period last year. Of those, almost 300 were CPAs.
And, most significantly, we have had a very positive growth in membership.
Last year we grew by 2%, and since June of this year, we have grown 3 %. We
now have more than 97,000 members!
In a word, we are doing well. We, the volunteers and members of the NAA,

with the help of a very professional national staff, have made a contribution
to our organization and to our profession. With satisfaction and pride in our
accomplishments, we can say "WE COUNT."
To illustrate this, let me share with you how Elizabeth Falliis of Franklin,
Tenn., "counts" in our organization:
1 promote the accounting profession among students in high school
and college. I serve as an example of a professional career woman
and emphasize the importance of the accountingfunction to business
success. 1 promote NAA in the business community and recruit new
members. I have taken leadership roles in local community projects
and organizations. 1 have transferred my NAA membership to help
build membership in the South Central Tennessee Chapter. I can contribute my years of NAA experience in leadership positions with local
chapters, councils, and voluntary work at national conferences.
It is people like Liz who make our organization unique and outstanding.

STANLEY R PYLIPOW
President, 1990.91
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Commander-FDC:
The PC -based financial consolidation software that lets you

C onsoli d a t e w l"t h C
f you' re looking for a software
solution to the complex task
of collecting, consolidating and
reporting financial data for a
multidivisional, multinational
corporation, you should look at
Comshare' s Commander FDC.
IJnuke 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

Co m m and e r F D C no t o nly s up po rts the
financ ial d ata need s o f c o rpo rate head q uarters ,
it c an m ee t the inf o rm atio n nee d s o f your
rep o r ting u nit s as w ell. Eas y to im p le me nt
and to us e, it c an ad ap t to d ifferent o rganizatio n al s tr u c tu r e s , re p o r t in g r eq u ir e m e n t s ,
and accounting systems, even within the same

Currency translations, intercompany efiminations, re- statements, adjustments and journal
entries are perf orme d s imply and automatically. Not only are. your books closed more
quic kly , they are mo re ac curate as well, with
b u ilt - in a u d it tr a ils a nd d at a int e gr it y
require ments.

co mp any_

De s ig ne d f or m axim um us e r f le xib ility,
C o m m an d e r FDC lets you res p o nd to change
— in yo ur o rganizatio n , in ac co unt struc tures ,
in r e p o r t fo r ma t s an d in b ud g et s . It als o
ha nd le s th e c o mp le x ta s k o f c o mp ar at iv e
re p o r t in g a f te r c h an g es ha v e b ee n m a d e .

C o m ma nd er F D C inc lu d e s c ap ab ilities f o r
b ud get p rep aratio n and financ ial analys is as
well as s tatu to ry and mana gemen t re p o rt ing.
In ad ditio n to printed repo rts , yo u c an d eliver
key financ ial info rmatio n to exec utives elec tr o n ic ally o n -s c re en . P o w erf ul to o ls f o r
mo d e lin g a nd a d - ho c inv es t iga tio n ar e a ls o
inc lud ed.

Commander FDC
K -based Software for FinancialDataConsolidation
F o r an eye o p ening intro d uc tio n to
Com mande r F DC , and info rmation ab out a
Com mande r FDC S eminar in your are a,
c all C hris Kelly at C o ms h are, to ll free:

011

800
- 922 -7979.
In Michigan: 313- 994 -4800,
In Ca nada : 800. 541 -1780

M i l l

RC.

3001South State Street, P.O. Box 1588,
Ann Arbor, MI 48106 -1588
C : : r i R M :41990.�C ORMSHA aE�1—p —d.�IC XDC01I
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LETTERS

TO THE EDITOR

ROBERT F. RAN DALL EDITOR

FIRMSSHOULDSET
STANDARDS
he article "Are Corporate Codes
of Conduct Effective ?" by Rich,
Smith, and Mihaleck in the September issue of MANAGEMENT ACCOUNTING@ misleads the reader into
thinking that instilling a formalized
code of ethics results in pressure to
achieve set levels in net income and
return on investment.
Rich, Smith, and Mihaleck give the
impression that the best method is to
not have a formalized code. The article correctly asserts that the moral direction must come from the top executives who must exemplify the
companies' values and not from a set
of meaningless policies. Ethics is
something that must come from the
individual. This should not however,
exclude the company from having a
set standard to use as a precedent.
Such an article could lay the groundwork for required practice and reward
employees [who] follow procedures
or show high ethical standards. It
must come from within the individual,
but it can also be helped along by management instilling a policy. By having
everyone dedicated to a common ethical standard, it will be recognized by
the business community and will, in
the long run, improve business relations and increase revenue.
Todd Dompier
Moscow, Idaho

CODERSOR
CONTROLLERS?
I was appalled at both the premise and
content of the "Databases: The Death
of a Spreadsheet ?" article in the January issue of MANAGEMENT AC-

Mr. Roberts does not
appear to understand the basic differences between a spreadsheet system
and a database management system.
Spreadsheet systems might be described as an updated version of the
accountant's traditional 13- column
worksheet, where computer power
and built-in functions combine to enhance data analysis and presentation.
Database management systems can be
considered an updated version of a
rolodex or kardex file, where computer power and built -in functions combine to enhance conversion of data
into meaningful information. The systems are not competitive but complementary. To suggest that one can replace the other is as simplistic as
suggesting that development of the
balance sheet format could represent
the "death of an income statement "! All
information systems have two key
components — maintenance of data
and processing of data. Which is most
important depends on the business
problem you are trying to solve.
Mr. Roberts states that "Every time
a spreadsheet is created we have to
start all over again formatting headers,
columns, and rows, and reentering
data." He suggests that databases free
the accountant from "keying in the
same old figures, spreadsheet after
spreadsheet." Most spreadsheet users
know that templates can easily be reused simply by saving them under another name and that data that currently exists in mechanized format can be
imported into numerous applications—even from mainframe systems.
Any user that rekeys data should examine [his] basic understanding of the
system [he is] using, the availability of
the data in mechanized format, as well
as the controls used to maintain integrity of the rekeyed data.
Why would a management accountant even consider trying to become a
database programmer —or even a
spreadsheet programmer? Pushing
the keys is today's version of pushing
the pencil. I would suggest today's
management accountant should be
more concerned about the business issues of information availability, integrity, and relevance.
This article is a cause for concern.
Are we accountants that generate reports, or accountants that generate information? Are we more concerned
about how to program, or what problems can be solved by programming?
Are we more concerned about our
technical computer skills, or our accounting contribution to our organizaCOUNTING&

tion? Are we coders or controllers?
John D. Tongren, CMA, CISA, CSP
Muskegon, Mich.

SPECIAL
13th ISSUE OF
MANAG EMENT
ACCOUNTING!
he Institute of Certified
Management Accountants is celebrating its
20th Anniversary in 1992. To observe the anniversary, NAA will
publish a 13th issue of MANAGEMENT ACCOUNTING® devoted
entirely to the CMA program.
To make this issue something
special, we need your help in submitting articles and color photos
describing what the program
means to you.
Deadline for submitting manuscripts and color photos is July
15, 1991. Manuscripts should be
5-10 typed, double- spaced pages.
Send all material to the attention
of Janine Pouliot,
MANAGEMENT
ACCOUNTING®,
10 Paragon Drive,
Montvale, NJ 07645 -1760.
Mark envelope "CMAAnniversary."
All manuscripts on the topic of
the CMA program may be entered in the chapter manuscript
competition as long as they comply with the requirements in
Chapter Competition for Trophies
and Awards 1990 -91.
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CMA PROFILES IN SUCCESS

oos

Sheila M. Bu ska, CMA, Chief Financial Officer /Tteasurer
Crown Chemical Corporation, Chula Vista, CA.

T h e Sh ei l a Buska succe ss st or y. . .
After a highly successful and rewarding career as a wife and mother of four, she returned
to college to complete her degree and begin a new career in accounting. 'Today she's
CFO of a leading chemical company.

Wh y she h a s m a de t h e CMA (Cer t ifi ed Ma n a gem en t
Accoun t a nt ) desi gna t i on a pa r t of it . . .
About her CMA, Sheila had this to say... "It was the appropriate certification to enable
me to reach my goal ... It gives me pride in my chosen field."

If you're after a ma nagement title...
Maize sure you have the CMA after your name. For more information call or write to
the address below...

f� � rJ

CMA: Three Letters That Spell Success

t '1 99

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

i

POWER
THATENDURES

How docompanies
weather theever -changing
business environment?
Arthur AndersenTax
Director'"" gives you a solution, with leading -edgetax
technology that can stand
the test of time. Proven tax
software programs. High
marks from many Fortune
500 clients. Worldwidetax
and technical support. The
long- standing strength of
Arthur Andersen.
TaxDirector gives
you power over corporatetax
planning and compliance, And
that gives you thefreedom
and the time to think and plan
for your company's future.
Becausecompanies
that want to strengthen their
stance in the future need a
deep- rooted sourceof power.

ARTHUR
ANDERSEN
ARTHUR ANDERSEN & CO., S.C.

Tax
Director"
ThePower
BehindThePower.
For more Information,
please call

1-800 -635 -1120
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WASHINGTONREPORT
STEPHENBARLAS,EDITOR
still pressing us," McLucas says. He
notes that the SEC has a new, separate
group just to handle banking cases.
SEC Chairman Richard Breeden appointed one of Coulson's four deputies
to replace him on an interim basis.
Breeden has said he wants to appoint
Coulson's successor as fast as possible. Coulson, who leaves for Ernst &
Young in New York, says he has heard
some disquiet from industry over fact
that so many top SEC accounting jobs
are empty.

S E C C h a ir m a n B r e e d e n

UNEASE OVER SEC
ACCOUNTANT
VACANCIES
ore than a few people in corporate finance and tax departments have voiced concern
over vacancies in the three top accounting jobs at the Securities & Exchange Commission (SEC). Ed
Coulson left the chief accountant's office January 14. His deputy's spot had
been unfilled since last spring. Also,
the chief accountant's job in the enforcement division has been vacant
since Bill McLucas took over as director of enforcement in December 1989.
McLucas says the reason his search
has taken so long is that he is considering restructuring the accounting
group and wants to wait for that to happen before hiring a new chief accountant. He notes, however, that the enforcement division has 15 accountants
already, the highest number ever, and
that another two to four will be hired
in 1991. "While mergers and acquisitions have fallen off, and some of the
insider trading cases associated with
them, financial disclosure cases are
MANAGEMENT ACCOUNTING /MARCH 1991

SEC OFFERS
OPTIONS ON BANK
ACQUISITIONS
The Securities & Exchange Commission (SEC) faced facts in early January
when it issued a staff accounting bulletin (SAB) dealing with reports that
should mention acquisitions of troubled banks. Financial companies who
acquire troubled savings and loans or
commercial banks are supposed to
submit fairly detailed audited financial
statements on their new subsidiary to
the SEC as part of an 8K or public securities offering. The problem has
been that often the Federal Deposit Insurance Co. (FDIC) has been running
the sick S&L before it is acquired and
has not been preparing financial statements. So there are no statements for
a new owner to have audited. That is
the situation that the new SAB addresses. The SAB emphasizes current
policy by noting that audited statements are not required if "there is not
sufficient continuity of the acquired
entity's operations prior to and after
the acquisition...." But when that
threshold is met, and there are no audited statements for the acquired company, the SEC will accept in lieu of
them audited statements of assets acquired and liabilities assumed and,
"where reasonably available," un-

audited statements of operations and
cash flows that are prepared in accordance with generally accepted accounting principles. "'Ibe SAB also discusses the kinds of narrative
explanations that would be required of
a registrant, such as a discussion of acquired intangible assets. Robert
Bayless, an official in the SEC division
of corporation finance, says the SAB
does not break any new ground. "It
simply describes how the staff works
with a registrant to come up with an alternative way to satisfy the law," he explains.

NAM UNHAPPY
WITH IRS PROPOSAL
The National Association of Manufacturers (NAM) is unhappy with an IRS
proposal dealing with Subchapter S
corporations. Trying to finally get in
tune with congressional amendments
passed in 1982, the IRS wants to define
situations when debt can qualify as equity. This is important because
Subchapter S corporations are only allowed to have one class of stock. Their
status would be jeopardized if the IRS
classified certain kinds of corporate
debt as a second class of stock. The
IRS has outlined the ground rules it
will use to make that determination;
public hearings on the issue were
scheduled for February 15,1991. "This
is a pretty important issue," says Monica McGuire, director of fiscal and
monetary policy for the NAM. "We
would oppose classifying debt as equity, and we oppose the IRS proposal.
This would be retroactive to 1983, too.
It would cause a lot of problems for
companies." The IRS proposal explains when different voting rights
schemes constitute a second class of
stock. There is also an explanation of
under what circumstances outstanding stock is not considered when making the "second class of stock" determination. There is also a discussion of
what constitutes straight debt, which
turns on whether the obligation bears
a reasonable rate of interest.
■
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.

Yes
60

No
61

MANAGING
YOUR
CAREER
`HOW CAN I HANG ON TO MY JOB ?'
ROBERT HALF, EDITOR
I'm a cost analyst with a very large industrial corporation. I've been in this job for
eight years and am quite content. But as the economy weakens (1'm glad we've finally
acknowledged we're in a recession), my company, like many others, has begun laying
off workers, blue and white collar alike. I don't want to be one of them. What strategies
can men and women put into effect in tough times like these in order to hang onto
jobs they like?

trategies for keeping a

job in economic downturns are really no different from strategies that
should be used throughout one's career to
achieve maximum success. The only difference is that the
end result in your case is to keep a job,
rather than seeking a new and better
one, or a promotion and raise.
There are "strategies" you can employ to cut down the odds of being in-

gap in your department, make it

known that you are willing to step in
and help take up the slack.
Look for ways to become indispens-

cluded in the layoffs. To begin with, be

able. Identify an area that is crucial to
the success, perhaps even survival, of
the company, and steep yourself in it
Take a crash course if one is available
through local educational institutions

pleasant and nice, not only to your su-

to become versed on something im-

periors, but to everyone in your department and the company. This may
sound simplistic and even naive, but
there is more behind this advice than
simple common sense.
Men and women perceived as being pleasant and nice are often the first
to be hired and the last to be fired. The
reason is obvious. We like to spend our

portant to the company.
Too often, employees who are concerned about losing their jobs go into
a protective shell and become less productive. This is precisely what you

day with pleasant, nice human beings.
Its also true that some managers use
times of widespread company layoffs
to get rid of unpleasant employees
who, because they do a good job,
would otherwise be retained.
I don't know how much of a team
player you are. If you tend to be a loner, change your ways now. Hard times
bring about a natural banding together
of those still employed, and who are
expected to keep the company running despite lean staffs. Employees
who demonstrate a sense of urgency
and who are viewed as pulling together for the sake of the company rather

than for their own advancement, are
naturally considered more valuable.
In line with this, make a commitment to expand the duties you are willing to undertake and to devote the ex10

tra time necessary to accomplish
them. Unlike the old Army adage that
advises people to volunteer for nothing, be ready to volunteer for virtually
everything. If layoffs have created a

don't want to do.
Employees who have been laid off

k)"

a1----�

"Jitters about the economy? I can safely
say that is not a problem at this company!"

are naturally depressed and their morale usually takes a nosedive. Many
companies, unaware of the negative effect these people can have on remaining staff have them leave their jobs immediately and pay them severance
benefits. For those who do remain,
don't allow their depression and, perhaps, anger to affect your outlook.
Avoid becoming part of the rumor
mill that is bound to exist during a period of layoffs. Most rumors generated
during such times will be pessimistic.
Those involved in spreading such information are not appreciated by management charged with keeping morale
high among those employees who remain.
We have gone through a decade in
which ethical behavior in business was
lacking. The pendulum is swinging
back to a more ethical center. As more
com panies em phasize this positive

trait and managers reflect this enhanced corporated stress upon ethics,
those employees who demonstrate it
daily will stand abetter chance of keeping their jobs.
I mentioned before the need to be
a team player in such times. Honesty
goes hand -in -hand with this. This is no
time to "steal" an employer's resources, including its time. It is an opportunity to help the company cut
costs by restricting personal use of
equipment and supplies, personal telephone conversations, and shortening
lunch hours except when business dictates taking more time.
Finally, no matter what you do,
there is still the chance you'll lose your
job. While you're doing all these things
I suggest to keep your paycheck coming, find a little time for yourself to get
your resume up-to -date, keep in touch
with your network, and do what you
can to put your personal finances in order, including building savings to fall
back on. But those are things everyone should routinely be doing, no matter what the economic climate.
■
Mr. Half is founder of Robert Half International Inc., a financial and information systems recruiting firm, and
Accountemps, its temporary service division. They have 160 offices on three continents. His latest book is How to Get a
Better Job in This Crazy World
(Crown Publishers).
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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 8.0 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.

Just $195.00 with 30 day money -back guE

EVOLVE NO
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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COMPUTERS
&ACCOUNTING
HARDWARE /SOFTWARE REVIEWS

CLAIREBARTH,EDITOR

SEEMORE
eeMORE.The personal computer has in the last 10 years become
a standard item of equipment in
accounting departments. One of the
biggest reasons for this increased
computer usage has to be the Lotus 12-3 spreadsheet program. The fact that
the program has become so commonplace has led software companies to
look for ways in which to improve on
the Lotus product and take advantage
of the installed market base. This review describes one such add -in product.
The Lotus 1 -2 -3 screen display provides 20 rows of 72 characters each, so
that much (most ?) of a spreadsheet
may be off the screen. "What -if" input
often requires a great deal of scrolling
with the cursor to find the effects of the
input. The Lotus windowing capability
is an aid but requires cursor movement and several keystrokes.
This limitation would be lessened if
it were possible to display more characters and lines on the screen. A program that provides this capability is
SeeMORE from the Personics Corporation. The amount of information that
can be displayed is increased by almost 500% over the standard Lotus display.
SeeMORE is a screen utility that allows the user to change the size of the
characters displayed on the screen,
thus changing the number of characters that can be displayed at one time.
A second program included with
SeeMORE is Windows (not to be confused with Microsoft Windows). It allows the creation of multiple windows
on the screen. With both of these programs, 1-2-3 remains active. This
means that spreadsheet changes can
be made while using SeeMORE or
12

Windows.
SeeMORE was developed with the
cooperation of Lotus specifically for
this application, so it is completely
compatible with all of the Lotus 1 -2 -3
features, as well as those of other add ins such as Allways. The program can
be loaded into memory from within 12-3 using the Lotus Add -in Manager.
After attaching (i.e., loading) the program, it can be brought onto the
screen ('invoked) using a hot key previously selected by the user. Windows
is accessed using the Lotus/
Worksheet Window command.
Assume that a cash budget is to be
contained in a 1 -2 -3 spreadsheet. The
budget is for 12 months and contains
35 line items in cash flow for each
month. The worksheet would contain
13 columns (a description plus 12
months) of 35 rows. Column A would
have to be widened to perhaps 20 characters. The screen display then would
allow only 20 rows of data for five
months. Using SeeMORE, the characters can be compressed to various
smaller sizes, to the point where the
entire spreadsheet is on the screen at
once.
In addition, the user might wish to
graph one or more of the cash flows.
Under 1 -2 -3, the graph then could be
viewed on the screen using the /
Graph View command sequence. Unfortunately, to view the graph, the
spreadsheet must be removed momentarily from the screen. Using W-mdows, however, a window can be created to contain the graph. As data are
manipulated in the spreadsheet, the
windowed graph would reflect the
changes. The addition of SeeMORE
and Windows saves the user from having to scroll to see additional data and
from having to leave the spreadsheet
to view graphs.
One of SeeMORE's character sizes

is called the presentation size. It provides an oversized font that might be
used by a group in a meeting or, perhaps, by a visually impaired person.
SeeMORE also allows the display of
the various fonts to be configured.
Screen colors may be changed, two
character sets are available, and horizontal lines may be ruled on the
screen. While none of SeeMORE's features has an effect on the printed output the options certainly make the
screen display more interesting and
useful.
Windows is actually a separate add in included with SeeMORE. It allows
the user to create an unlimited number
of windows, which can be displayed
side -by -side or overlapping. Each window may contain a portion of the
spreadsheet or a 1- 2- 3- generated
graph. The information within the window remains active.
The menu -driven installation process allows SeeMORE and Windows
to be configured for the hardware being used. The user has the option of
having SeeMORE and /or Windows
load automatically each time 1 -2 -3 is
loaded, although this option reduces
the available internal memory. Autoloading is recommended for
SeeMORE but not for Windows. An activation key (hot key) is selected during the installation. Once the program
is installed, any configuration changes
require that the program be
uninstalled and then installed once
again.
The operation of SeeMORE and
Windows should be intuitive to the experienced Lotus user. Both operate
from within 1 -2 -3, using the familiar
slash (/) commands. When SeeMORE
is activated, a command line (menu)
appears at the top of the screen. Windows, on the other hand, is accessed
using the 1 -2 -3 / Worksheet Window
command sequence.
SeeMORE requires 40K to 80K of
internal memory, while Windows uses
35K An IBM PC, XT, AT, PS /2, or other compatible computer with graphics
capability is necessary. SeeMORE is
written for Lotus 1 -2 -3 releases 2.0,
2.01, and 2.2.
A hard disk is recommended, although a system with two floppy drives
is sufficient. Personics states that the
program is intended for installation on
a single computer, and multiple installations are not allowed.
Personics gives a list price of $99.95
for the package (SeeMORE, including
Windows), but deep discounts are
available from dealers.
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Our8ppmprinterearned
t.
theOkida`taQKbyotterinToesn'
you
somethingtheLaseiiet III

Freedomofchoice.

Youraccounting firm'sbestchoiceinan8ppm
page printer is the one that gives you the most to
choosefrom;theOkidata800series
WidtOkkhta,you'refreetochoosethefeatures

younccd,freetosavemoneybyeliminatingfeatures
youdon'tneedand evert freeinchange Yourmindlater.

The OL800:No Frills,
But AllTheOptions
For only $1499 "list, the Okidata
OL800 gives you a full - featured 8 ppmprinter. 26 fonts, 4 typefaces, HP Series' II compatibility, both serial and parallel interfaces,
and the industry's only 5 year warranty - -on
Okidata's unique LED printhead.
You can easily add a 2nd paper tray for
high- volume or letterhead/2nd sheet printing, or a network port that automatically handles 3 additional users. And Okidsta's Tax

Cartridge offers line draw and tax - specific
graphics characters that are fully compatible
with IRS optical scanners.

The OL820: Faster
Than A LaserJet I11.

options are also availahk cirrivtxineed m upgra k- W
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is still thinking about printing its first page. In (rage printer, yourbest choice is the
fact, InfoW'orld magazine found the Okidata 820 onethatgivesyoufreedomofchoice
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—theOkidata800Series.Formore
2nd paper tray and 4- station wnikpotip informationcall1(800)801333.
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For more information, contact
Personics Corporation, 63 Great Road,
Maynard, MA 01754; (508)897 -1575.
J.B. Stroud
Department of Accounting
Nicholls State University
Thibodaux, Louisiana
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CODA

i

ODA. The decision to implement
a particular system or software often has as much to do with the
vendor's stability and reputation as
with the merits of the product itself.
What do you do when you find a superior product that exceeds your requirements but have some questions about
the stability of the vendor? That was
the problem we at Elscint, Inc. faced
when looking for an accounting system for our new Digital VAX 3800.
Elscint, Inc. manufactures medical
scanning equipment and is a wholly
owned subsidiary of Elscint, Ltd.,
which is headquartered in Haifa, Israel. Elscint, Inc. maintains three offices:

by
Irvin N. Gleim & Dale L. Flesher

• New 1990, Fourth Edition
• Covers the ICMA's
New 4-Part Format
I
II

— Outlines & Study Guides
— Problems & Solutions

$23.95
$23.95

Gleim Publications, Inc.
P.O. Box 12848 -M - University Station
Gainesville, FL 32604

(800) 87 -GLEIM
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a corporate headquarters in Hackensack, NJ.; a sales and service office in
Chicago; and a Boston office in which
most financial, marketing, and MIS,
functions are centralized.
Several years ago, Elscint, Inc. installed a VAX 3800 to run a number of
field service applications. At that time,
our accounting was handled by a
Lawson system that ran on a Burroughs B1985 mainframe. The Burroughs system had outlived its usefulness and become unreliable, so we
knew we needed a new system. We
also knew that it would have to run on
a VAX, because we already were using
the VAX for field service. Another consideration was our desire to avoid multiple platforms.
Our search for a new accounting
system began in earnest in March
1989. From both the accounting and
MIS standpoints, we had a number of
specific requirements for the new system.
On the accounting side, we wanted
a system that would perform closing
routines quickly and easily. With the
Burroughs system, closings took too
long —a day for accounts payable, a
couple of days for accounts receivable.
Intercompany capabilities were extremely important because we buy
from, and sell to, our Israeli parent and
need to record these transactions. We
also need to track the performance of
a small Elscint, Inc. subsidiary. We
wanted a package that would allow
budgets to be prepared on PCs with
the ability to access the accounting
system as necessary. Finally, we wanted a system that would give us the ability to produce balance sheets, income
statements, and other reports when we
wanted them — mid -month, for example— instead of only at month-end.
On the MIS side, we wanted a modern, mainstream system that was easy
to use and that would provide the necessary interface to the field - service and
other applications, present and future,
including some involving our corporate parent in Haifa. The new system
had to offer an accurate, on -line picture
of our finances, as well as on -line consolidation capabilities.
Other features of particular MIS importance were integrated accounts
payable, accounts receivable, and general ledgers; flexible, user - friendly
query report writers; a built-in PC interface; and a hierarchical security
structure.
We started our search with 12 packages and quickly narrowed the field to
one —CODA Incorporated, which of-

fers the Integrated Accounting System
(IAS®) for VAX computers. We knew
that CODA was a relatively new entrant to the U.S. market; our research,
however, indicated that the company
was a major player in the European accounting software marketplace.
A number of site visits and discussions with CODA U.S. customers convinced us that CODA was for real. In
particular, CODA's integrated product
architecture, as well as its sophisticated "IASLink" interface to and from applications, impressed us favorably.
However, there was still the issue of
company stability. At the time, CODA
was a relatively new and small player
in the U.S. VAX accounting software
market. On the other hand, the merits
of IAS far outweighed those of other
vendors we investigated. Ultimately,
our choice was clear: We opted for the
superior product and implemented
LAS with a guarantee of support from
CODA's U.S. and British operations.
We began running IAS on the VAX
in parallel with our other system in November 1989 and initiated a live implementation in January 1990. The implementation did not require many
changes to our chart of accounts, and
vendor stability has not been an issue.
In fact, implementation of the CODA
system actually went far better than we
had anticipated. We feel that this
smooth implementation has validated
our choice.
The price of the Integrated Accounting System starts at $30,000 and depends
on the size of the computer. For more information, contact Meg Breton at CODA
Inc., 1155 Elm Street, Numerica Building, Manchester, NH 03101; (603)6479600, fax (603)647 -4682.
■
Sandra Serrett- Curran,
director offinance
Avner Schneur, MIS director
Elscint, Inc.

Circle No. 52
CORRECTION:The "Money Matters
One -Write Plus" review in the January issue should have been titled The One Write Plus Accounting System Version
2.06," which was the actual product reviewed. The current address for Great
American Software, Inc. is 615 Amherst
St, Nashua, NH 03063; (603)8895400 or
(800)3885000.
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Kur association endorses it.
Your business needs it.
Your future demands it.

WHAT IS IT?
It's the Association Members
Retirement Program — one of the most
important benefits of your National
Association of Accountants membership. if your firm does not currently
participate in the Program, here's why
you should consider it .. .

We work with you to create the
best retirement plan for your
firm.
Unlike many retirement programs,
which lock you into a specific type of
plan, the Association Members Retirement Program offers you a choice: Profit
Sharing, 401(k), Pension or Defined
Benefit Plans. You'll work closely with
a professional pension specialist, who'll
help you decide which is best for your
firm.
No matter which plan you choose,
you can divide your investment among
six options — ranging from conservative to aggressive. You can choose as
many as you wish. And how much you
allocate to each option is completely
up to you.
Once your plan is in place, you don't
have to worry about being in compliance
with changing tax laws. We make all the
necessary changes to keep your plan in
compliance automatically.

Get daily plan balance information
with one toll -free call.
Here's a real convenience: as your
recordkeeper, we send confirmation of
every financial transaction and quarterly
reports for each plan participant. But if

you want more frequent accounting, you
can find out your plan balance to the dac
— with one toll -free call.
And all the while, you'll enjoy a
double tax advantage:
l)

Your contributions are tax - deductible

— reducing your current taxable
income. And .. .
2) Your dividends, earnings and capital
gains are all tax- deferred until you
receive them.

You can count on outstanding
personal service, day in, day out.
The Association Members Retirement Program is among the most
successful programs of its type anywhere
— which is one of the many reasons the
National Association of Accountants

chose the program. In fact, The Equitable, the company who administers the
program, is an acknowledged leader in
the pension field. So you know you can
count on excellent service.
Find out more. For more information on the Association Members
Retirement Program, call toll -free and
talk to one of our specialists. Or, if you
prefer, mail the coupon below. Either
way, there's no obligation.

The Association Members
Retirement Program.
Endorsed by the National
Association of Accountants.

1- 800 - 523 -1125, ext. 5708

TELL ME MORE!

'

5 0 YES! I'd like to find out what the NAA endorsed Association Members

'

Retirement Program can do for me.

'
'

Name
Firm Name (if different)
Address
City
State
Zip
Business Telephone:
Number of Employees:
YES. My company currently has a tax- qualified retirement plan.
NO. My company does not currently have a tax- qualified retirement plan.
What is your firm's business structure?
Sole Proprietor
Professional Corporation (one shareholder)
t n n
Professional Corporation (more than one shareholder)
El Partnership (with or without incorporated partners)
Salaried /Other
Mail to: National Association of Accountants
Association Members Retirement Program
P:O. Box 20H, Secaucus, NJ 07096r2011
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J.V. Ananla.

ANANIANAMED
FASBMEMBER
oseph V. Anania, a partner in the Pittsburgh
office of Price
Waterhouse, has been
named a member of the Financial Accounting Standards Board. He was appointed by the board of
trustees of the Financial Accounting Foundation to
serve the unexpired term of
Board member Raymond C.
Lauver, who resigned in December 1990. The term
ends June 30, 1994.
Mr. Anania, who has
been with Price
Waterhouse for more than
30 years, has 20 years' experience as audit and business
advisory services partner,
with emphasis during the
past 12 years on large, multinational clients in various
industries including manu16

facturing, financial services,
and public utilities. Earlier
in his career he developed
and managed the Pittsburgh office's specialized
department dealing with
medium -sized and smaller
private companies.
"It is with great enthusiasm and a deep sense of responsibility that I have accepted the position ... I look
forward to joining the FASB
and to the challenge the
Board now faces to meet the
expectations of all the users
of accounting and reporting
standards," Mr. Anania
says.
He is a member of the
American Institute of CPAs,
the Pennsylvania Institute
of CPAs, and the AICPA
LIFO Inventory Issues Task
Force. He coauthored with
two other PW partners a
Certificate of Merit
award — winning article on
"An Advanced Cost Management System for the
Factory of the Future,"
which appeared in the December 1988 issue of MANAGEMENT ACCOUNTING®.

He was graduated summa
cum laude from the University of Pittsburgh with a
BBA degree.

SIX UNIVERSITIES
RECEIVEGRANTS
FORACCOUNTING
PROGRAMS
ix universities have
been awarded grants
totaling nearly $1.2

million to help implement
innovative changes in their
accounting curricula, Doyle
Z. Williams, chairman of the
Accounting Education
Change Commission, announced. The universities
receiving grants are Arizona State University, the University of Chicago, the University of Illinois at
Urbana - Champaign, North
Carolina A &T State University, the University of Notre
Dame, and the University of
Virginia.
The recipients were selected from 50 applicants.
"We funded some outstanding projects. Unfortunately,
we could not fund all the
good proposals," Dr. Williams said. "Mese projects
wil develop fundamental
changes in the way accounting is taught. The prospects
for change are exciting."
The Accounting Education Change Commission
was organized in 1989 by
the American Accounting
Association to promote improvements in accounting
education. Funded by the
"Big 6" public accounting
firms, the 18- member commission is composed of
educators, business executives, and representatives of
accounting firms. NANs
representative is John
Chironna, president of
BroadCom, Inc.

MIDDLEMARKET
MERGERS
STILLATTRACTIVE
FOR 1991
merican public companies and non -U.S.
investors will continue to be the most active
middle market business
buyers this year, seeking
strategic acquisitions of
mid -sized private businesses, says Ronald J. Speyer, division president of The Geneva Companies, a
California -based merger

and acquisition firm. "Corporate America still believes it is more feasible
economically to purchase
market share, product lines,
and production facilities
than creating them." He
predicts the economic
downturn will affect deal
structurings but not number of mergers.
Another active buyer will
be the offshore public or private company that wants to
invest in the future growth
and profitability potential of
America, he notes. "With
the softness of the U.S. dollar, they view these acquisitions as economical, providing better value than
acquisitions in their homelands, despite the promise
of Europe 1992 and the positive events in Eastern Europe," Mr. Speyer adds. The
other important buyer
group in 1991 is the individual investor, former corporate executives with resources of their own who
want to be their own bosses
and who have years of corporate experience behind
them.
■

500+
ACCOUNTING/FINANCE
POSITIONS
NATIONWIDE in the weekly
POSITION REPORT Graduate
accountants, CPA's, jobs both
public and private —from entry
level to CFO —by geographic
region. $4251/4 weekly issues.
$115/12 weekly issues, by mail
0$computer.

TOORDER,CALL:
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TAXES
ISRAELBLUMENFRUCHT,EDITOR

NEWPROPOSED

SCORPORATION
REGULATIONS
n October 4, 1990, the
Treasury Department
issued a new set of
proposed regulations
relating to S corporations which, if adopt
ed in its current form,
could have a serious impact on S corporations.
One of the requirements that must
be satisfied by a corporation electing
to be treated for tax purposes as an S
corporation is that the corporation
"can only have one class of stock." If
a corporation is deemed to have more
than one class of stock, its S corporation status is automatically terminated.
Although the basic rules relating to S
corporations were enacted in the
Subchapter S Revision Act of 1982,
most of the relevant regulations were
not issued until 1986. Moreover, as
noted, the regulations relating to the
"one class of stock" requirement were
issued in proposed form only this October 4, 1990. Despite the nearly eight year lag from the date of the initial enactment of the S corporation rules,
these newly proposed regulations are
generally effective retroactively, with
some exceptions, to tax years beginning in 19831
The most significant provision in
the new regulations is that a corporation that makes "nonconforming distributions" is treated as having more
than one class of stock. The regulations define a nonconforming distribution "to include distributions that differ
either with respect to the timingof the
distribution or the amount of the distribution." Thus, if one shareholder receives a distribution prior to the other
shareholders or if one shareholder re-
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ceives a distribution that is greater
than the amount received by the other
shareholders, this would result in a
nonconforming distribution and would
be treated as if the corporation has two
classes of stock, resulting in termination of its S corporation status.
The new regulations provide an exception for timing differences if the
nonconforming distribution was unintentional or if the distributions differing as to timing are made within a
three -month period.
The regulations cite the following illustrations of this exception. Assume a
calendar year S corporation has two
shareholders, A and B, each owning
50% of the corporation's stock. The
corporation made a distribution to A
on March 1. Due to an oversight by the
bookkeeper, B's check is not mailed
until June 1 of the same year. Because
the distributions were not intentionally
nonconforming and they would be pro
rata if the entire tax year were considered, the distributions would not create a second class of stock.
The severity and harshness of the
nonconforming distribution rule is illustrated and highlighted when considering the types of transactions that
can be treated as nonconforming distributions. For example, if one shareholder uses the corporation's car for
nonbusiness reasons, it could be considered a nonconforming distribution.
Similarly, the corporation's forgiveness of debt owed to it by one shareholder could be treated as nonconforming. A bargain sale of property to
a shareholder or a simple loan that is
considered a below-market-interest
loan could be treated as nonconforming.
Finally, as a practical matter, S corporations rarely make equal distributions, on the same day, during any given tax year. If one shareholder is in
need of cash, for whatever reason, a
distribution is generally made to that
shareholder. This extra withdrawal of
cash by the shareholder may, in some
instances, not be settled and equalized
with respect to the other shareholders
until some future year. Moreover, the
regulations do not provide a de
minimis exception. Thus, technically,
if one shareholder of an S corporation
receives even one dollar more than the
other shareholders, the distribution
could be treated as a nonconforming
distribution and result in the termination of the S corporation status!
Many assert that these new regulations are so severe that they could
jeopardize the tax status of almost all

S corporations. This is particularly
true since the nonconforming distribution rule is retroactive to 1983.
There are a few bright spots in the
new regulations. Among them is the
fact that differences in voting rights
among the shareholders is not considered as more than one class of stock.
For example, many S corporations
have minor children as shareholders.
This situation generally arises when a
parent owns a corporation and wants
to shift the income to the children. In
order to assure that the children do
not "outvote" the parent, the children
are generally given nonvoting common stock in the corporation. This
nonvoting stock is not considered a
second class of stock. In addition, buy sell agreements and restrictions on the
transferability of the stock do not create a second class of stock.
The regulations also provide that
the IRS may waive the automatic termination of an S corporation status
where the IRS determines that the violation of the regulations is inadvertent. This is a broad and nonspecific relief provision whose applicability to
any specific set of circumstances is, at
best, merely guesswork.
These proposed regulations are not
yet finalized and, therefore, are not
law. While there is nothing that can be
done with respect to events that occurred in prior years (as the regulations can be applied retroactively), taxpayers should be careful to conform to
the regulations from now on. In every
event, there is a strong belief that the
harsh provision relating to nonconforming distributions will be, at a minimum, revised, if not eliminated entirely from the final regulations.
■
Israel Blumenfrucht is associate professor of accounting at Queens Collette.
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vironment in most business entities, it
becomes very easy for most individuals to make the right ethical decision
in conducting their personal and professional lives.

ETHICS

AFORMALPROGRAM

HOWARDL.SIERS,EDITOR

ETHICS -A PERSONAL
MATTER
fter a year of operating our ethics counseling service, which is
available to NAA members only,
it seems appropriate to pause and reflect about what we have learned in
working with our members.
Without doubt, the most important
lessons that we have learned are regarding some of the difficult personal
dimensions of the problems faced by
our members when they encounter an
ethical dilemma. Also, we have confirmed that although most of our members are fortunate enough to work in
entities that operate in supportive ethical environments, some work in confrontational or hostile ethical environments, which makes it very difficult to
ensure that their entities are in compliance with ethical standards. This
doesn't change our concept of ethics,
but it certainly increases our concern
in this area.

GROWINGUPETHICAL
ost of us start learning about
ethics at a very early age. Ethical behavior is not something
that our parents give us as an option to
follow; they expect it of us. We learn
about ethics in our home, at church,
and in our schools. We live in an environment that assumes that each of
us is ethical in our approach to dealing
with and solving our routine problems
as well as our unusual problems. Given
this background, it is natural for us to
assume that the people and the organizations we encounter endorse and
live these same ethical concepts that
have been so familiar to us throughout
our lives.
In my own situation, this has certainly been true —in my home, at
18
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church, in schools, during my military
service, and throughout my professional career. In fact, during the latter
stages of my professional career with
DuPont, ethics was an important part
of my professional responsibility. The
DuPont company emphasized all employees performing in compliance
with its corporate code of ethics. Considerable effort was expended annually to emphasize the importance of ethical conduct and to monitor employee
compliance with standards of ethical
conduct. Most important, ethical conduct was given highly visible support
by all levels of management, and all
employees were aware that unethical
conduct would not be tolerated.
Discussion of ethical concepts, programs, and enforcement activities with
associates involved in numerous business entities over an extended period
of years convinces me that similar ethical environments exist generally
throughout corporate America. Equally important, acceptable and appropriate ethical conduct is supported actively by top executives through all levels
of management and involving all people in the entity. If one assumes the existence of such a supportive ethical en-

Any course of action
taken or decision
made must be the
personal decision of
that member.

hat was the purpose of the explanation I just gave you? All
of the foregoing is background to the message that I want to
deliver to the members of our Association. I have been involved with NAA's
ethics program during the past 10
years. Although ethics has been a part
of the Association since its founding, a
formal program wasn't established until the late 1970s. With this continuing
program we have attempted to
strengthen substantially our focus on
ethics. During the last 10 years, NAA
has promulgated the Standards of Ethical Conduct for Management Accountants, amended the Bylaws to incorporate the Standards and require
compliance as a condition of membership in good standing, and established
a program of ethics administration including a range of disciplinary actions
for member noncompliance. We also
have implemented educational initiatives, including development of ethics
videotapes and this ethics column, as
part of our program to help members
avoid ethical dilemmas. In addition, we
have initiated the ethics counseling
service available to our members. The
ethics counseling service is the focus
of this article.

ETHICSCOUNSELINGSERVICE
t is important that every NAA member understand the limitations of
our counseling service. Any member who wishes to discuss an actual,
perceived, or potential ethical dilemma
can contact the counseling service by
dialing
1- 800 -6E MCS.
After the NAA headquarters verifies
that the caller is a valid member, the
member is given the telephone number of an ethics counselor. The member can discuss his or her ethical dilemma with the counselor on an
anonymous basis. All counselors are
experienced business managers who
can relate to the caller's problem. Important note: Counselors do not provide answers or make recommendations. They help the member relate his
or her problem to the Standards of
MANAGEMENT ACCOUNTING /MARCH 1991

Ethical Conduct for Management Accountants, but any course of action taken or decision made by the member
must be the personal decision of that
member.
During this first year of ethics counseling, we dealt with 45 member
calls-- almost one per week. Additionally, we received about two to three
calls per week from people asking
about the counseling service. Calls
have been received from all parts of
the United States, and most of the calls
have involved difficult ethical dilemmas being encountered by our members. In many instances, members already have decided to resign from
their job because of the ethical dilemmas that they are encountering. In
such instances, they are concerned
whether such resignation is adequate
or whether additional actions are required to resolve their ethical dilemma. For example, does walking away
from an ethical dilemma constitute satisfactory resolution of the problem, or
does the member have an obligation to
do something more to correct the ethical dilemma? Other calls have involved potential or developing ethical
dilemmas, and our members are interested in ascertaining whether they
have identified the ethical dilemma
correctly and whether or not they are
pursuing an appropriate course of action in dealing with the situation.
Again, we do not provide answers, but
we do help the member focus on all aspects of the dilemma.
Without doubt, the single most important message that comes through
loud and clear is the personal difficulty
the member faces. Our members who
must deal with such a dilemma find
firsthand that compliance with ethical
standards is a very personal matter involving their livelihood. In fact, the
member's future professional career
may be at stake. Ethical decisions,
rather than being made in the supportive environment described earlier, are
having to be made in a difficult or even
hostile environment These decisions
are made right down in the trench es—on the real ethics battlefield for
some people. Although the number of
instances is not large, considering the
total membership of NAA, each of
these ethical dilemmas is a very difficult personal situation for the member
involved.
Unfortunately, because of the nature of ethics, these actions to avoid or
prevent unethical actions cannot be revealed publicly. There should be an
NAA honor roll listing the names of
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our members who have seen fit to
abide by our Standards of Ethical Conduct— regardless of personal consequences. Every member should strive
to be on that honor roll!
It should be noted, however, that
we also have had some limited feedback in situations where members
have elected to pursue positive ethical
actions after the counseling discussions. In several instances, members
have reported successful resolution of
ethical dilemmas with positive personal results.
Suddenly, ethics is no longer con-

cept and theory. It is very personal,

and we have a right to be proud of our
members and our profession.
■

1- 800- 6ETHICS
Howard L. Siers is chairman of the NAA
Committee on Ethics.
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FINANCIAL MANAGER

ing a VEBA reserve against future
benefits. Contributions must be actuarially determined and made on a level
annual basis.
Tax Treatment on Investment Income— Investment income on accumu-

ARNOLD J.CHASSEN,EDITOR

FUNDINGRETIREE
HEALTHBENEFITS
ompanies
offering
nonpension
retirement benefits will be
faced with the choice
of finding suitable
funding vehicles for
these benefits or reporting a significant unfunded liability
on their financial statements. Estimates for American business' unfunded aggregated liabilities run as high as
$2 trillion. At this time, there is no tax favored funding vessel that is specifically geared for retiree health benefits.
In essence, companies choosing to
prefund these benefits are searching
for reasonably creative before -tax
methods. Funding these benefits
through a tax- advantaged Voluntary
Employee Beneficiary Association
(VEBA) might be just the creative solution.

VOLUNTARYEMPLOYEEBENEFIT
ASSOCIATIONS
VEBAs have been around for quite
some time. The Revenue Act of 1928
stated that an organization qualifies for
tax- exempt treatment if it is a "...voluntary employee beneficiary association
providing for the payment of life, sick
and accident benefits for its members."
VEBA Membership— Membership
in a VEBA must be the result of an affirmative act by the employee. There is
a presumption of voluntariness if membership is automatically granted to all
employees and there are no mandatory employee economic costs.
VEBA membership is available to:
• Active employees;
• Employees on a leave of absence;
• Employees terminating service because of layoff, disability, or retirement;
• Surviving spouses and dependents
following the death of an employee;
• Independent contractors of the
20

sponsor employer.
Nonemployees may be eligible if
they share a "common employment related bond" and their number does not
violate a 90% employee rule. Retiree
health benefits generally are offered to
employees and their dependents only,
so I will not discuss these rules further.
VEBA Control —A VEBA must be
controlled by:
• Its members;
• An independent trustee,
• Trustees or other fiduciaries, some
of whom are membership designees.
Control by an independent trustee
is presumed if the VEBA is established
by an employer and /or employees for
the sole purpose of providing members allowable benefits. VEBA funds
cannot revert to the employer.
Allowable Benefits --A VEBA may
provide its members any plan, fund, or
program for the following:
• Medical, surgical, or hospital care
benefits;
• Accident or disability benefits;
• Death benefits;
• Vacation benefits;
• Training programs;
• Day care centers;
• Unemployment benefits;
• Scholarship funds;
• Prepaid legal services;
• Any nonpension benefit of the 1947
Labor Management Act, section
302(c).
These benefits may be fully insured, partially insured, or self - funded.
Tax Treatment of Employer Contributions- 501(C) (9) trusts, as VEBAs

are often known, are not generally
taxed on employer contributions to
them. In addition, these contributions
currently are tax deductible to the employer. Employers also may prefund
VEBA benefits with deductible dollars.
Thus, it is possible to receive a current
deduction for contributions establish-

lated funds within a VEBA trust are exempt from current income taxes if it
does not fall outside the unrelated
business taxable income rules (IRC
Sections 511 -514) .
VEBAs appear to be an ideal way to
fund retiree health benefits. Employer
contributions currently are deductible,
trust income can be tax exempt, the
plan's intended beneficiaries are eligible for VEBA membership, and the
benefit is allowable. Implementation
requires the establishment of the
VEBA trust, actuarial determination of
future costs (not a simple task), a contribution consistent with FASB standard funding assumptions, and appropriate
investment
of
these
contributions by the VEBA to grow its
assets. Investments returning the
highest net after -tax rate of return
would lower the present value liability
and, consequently, an employer's contribution. Prudent expert rules apply to
VEBAs just as in pension management. As with pension trusts, a portfolio might include bonds, CDs, GICs,
and stocks.
Implementation is as follows:
1. Establish a VEBA
2. Actuarially determine present and
future liability.
3. Determine benefit cash flow requirements.
4. Choose life insurance policies compatible with cash flow needs.
5. Make deductible contributions to
the VEBA to fund life insurance premiums. Funds must be exchanged
from the employer to the VEBA.
6. VEBA trust purchases life insurance policies on members. The
VEBA is the owner and beneficiary.
7. Review all assumptions each year
and make adjustments as necessary.
Obviously, the accuracy of actuarial
determinations and the "fit" of the insurance policies are crucial. Careful
establishment and administration of
the VEBA also is essential.
■
Arnold J. Chassen, CLU, ChFC, is an
advanced market consultant with the
Mutual of Omaha Companies. His office
is in Voorhees, N.J., and his telephone
number is (609) 782 -0801.
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CMA
NEWS
LET'S GO TO THE
VIDEOTAPE!

CATHERINE REILLY, EDITOR
o you want to learn about the
CMA program? Well, just turn
on your VCR!
The age of video production for home and office use began in
the early'70s (the first recorded use of
the word videotape was, in fact, 1970).
Since then, videocassette recorders,
video games, and video conferences
have all become a fact of life.
In keeping with such trends, NANs
marketing services department is
proud to announce the completion of
four new informative videos about the
Certified Management Accountant
program. Each video has a specific
purpose and is designed to explain the
CMA program to a particular audience.
The first video, CMA—The Time is
Now,was mailed in January to all NAA
chapter presidents, Campus Coordinators, and members of various NAA
Committees. It is of particular interest
to college students because it explains
the reasons why taking the CMA exam
and becoming certified can be important for today's accounting graduates
and their future career development.
Three additional videos were sent

Live CMA Review
Call Now and Pass
the Next Exam!
1-800-CMA -9CPA
(in D.C., Call 244 -5599)
CPA School of Washington
3408 Wisconsin Ave. NW
Washington, DC 20016
Circle No. 20
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to chapter presidents and various committee members in February:
• CMA: Prepared for Change looks at
the advantages of the CMA for the
individual in mid - career, perhaps in
public accounting, contemplating a
move to corporate accounting.
• CMA.-An Investment in Your Company's Futureexplores the Certified
Management Accountant program
with regard to its effect on members of one's accounting and financial staff. It is intended for viewing
by corporate CFOs, treasurers, and
others interested in knowing how
CMA certification can benefit their
employees.
• C M A-71ree Letters That Spell Success, is a general informational video about the CMA program.

Producer Joseph Loren directing a segment of the CMA video, "The Time Is Now."

NAA is not new to video production,
having produced several award -winning videos over the years dealing with
various membership issues. However,
these videos are the first produced exclusively about the Certified Management Accountant program.
Since the program's inception in
1972, close to 10,000 individuals have
earned the Certified Management Accountant designation. The CMA program has enjoyed increased recognition during the past several years.
More than 75 companies have declared themselves to be CMA Corporate Sponsors. Recent additions to this
list include Metropolitan Life Insurance Co., Reader's Digest Association,
Kelly Services, Inc., and U.S. Communications Corp. These organizations
encourage employees to seek the
CMA and look for Certified Management Accountants when filling key positions in their accounting and financial staffs.

The steps necessary to produce a
good video are numerous and complicated. It takes hours of filming to get
15 good minutes of video. The CMA
videos, each approximately 12 to 15
minutes in length, were under production for several months.
Script development required a
great deal of time. During the summer
of 1990, the scripts underwent extensive rewrites and editing. After auditions were conducted, the cast was set
and shooting took place throughout
the fall.
Several CMA Corporate Sponsors
volunteered their offices for location
shooting. On- screen interviews were
conducted with CMAs employed by
IBM, GTE, and Air Products and
Chemicals. The donation of time and
energy on the part of these individuals
is greatly appreciated by the NAA staff.
Joseph Loren, NAA's managing director of marketing communications,
is executive producer and director of
the videos. Video is the communication tool of the nineties. Not only are
videos used as a form of entertainment, but they are appearing more and
more as sales aids in banks, electronic
bulletin boards, supermarkets and the
like. I'm pleased with the results we
have achieved. These CMA videos are
interesting and informative, and I'm
certain that they will help to spread the
word about the Certified Management
Accountant program."
The videos are being viewed at
NAA chapter meetings and in accounting classes across the country, with
the help of NAA's Academic Relations
Campus Coordinators network. They
are an ideal aid in making presentations about the CMA program at NAA
chapter meetings and to accounting
and financial personnel within your
company.
If you would like to view the videos,
or use any of them for a presentation,
they are available for loan through
NAA's technical library. Simply call 1800- 638.4427.
To obtain application and registration materials for the Certified Management Accountant program write to
ICMA, 10 Paragon Drive, Montvale,
NJ 07645 -1759.
■
Catherine A. Reilly is marketing manager, NAA/CMA programs.
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Mergers in the '90s:

Getting Back to Basics
Management accountants will play a key role in M&A activity.
BY -AN IN E S. PODUOT

the sorts of things that demand accuracy in the financial statements, there
will be no surprises afterwards regarding the inherent worth of a business.
If they're just window dressing and the
numbers are being finagled to present
the company as a good buy, more
stringent rulings are needed to force
an accurate reflection of the company's true position.
After the fact, the accounting department has a very different role.
Their mission is to implement the strategic vision the leadership had in the
first place. The integration of the infrastructure of the two organizations is
dependent upon an effective operating
team. The MIS and accounting functions are the glue that holds this infrastructure together. If they're not effective, top management can't be effective
either.

orporate mergers and acquisitions have made headlines for
some time now. Although the
great takeover frenzy of the
80s is over, M&A activity is far from
dead. According to a recent KPMG Peat
Marwick survey, 45% of the companies
polled with sales over $50 million or
more than 500 employees made at least
one purchase during 1990. Among publicly held farms, 64% had a similiar buying pattern. Following is an interview
with two key executives of Kepner Tregoe, Inc., a Princeton, N.J.. -based international management consulting
firm. Both Bruce Keener, executive vice president and member of the American
Institute of CPAs, and Dr. Peter Tobia,
vice-president, possess expertise in the
area of mergers and acquisitions.
Are individuals within the financial area critical in contributing to the success or
failure of an acquisition?

the reasons why strategic communication is so important pertains to the information explosion within an organization. If top managers are getting
their data third and fourthhand, they
may be working at cross - purposes.
Tobin The accounting function tends
to be driven by operational issues. Today, the kind of information needed
must be strategic in nature. It should
provide mileposts for checking whether the company direction is on course.
Accountants should ask themselves if
they are taking an overall look at the
product and marketing mix or are retrieving numbers around day - today
operations only.
Doesn ' t that imply that the
key players must communicate their strategy all the way
down the organization?

Accountants , to a large extent , control the information
upon which critical decisions are based . Does that put
them in a position of strength as
"keepers" of vital data?

Keener: Management accountants do
play an important role when a company is being considered for purchase. If,
up front, the financial function is doing

Tobia: Strategy is not just what's in the
heads�of�a�few�individuals�—it's�what's
in the hearts of each employee
throughout the entire organization.
For a merger or acquisition to be a
good strategic fit, everyone must understand the goals. This includes letting middle managers know how the

Keener: Yes, particularly since we are
living in the information age. one of
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strategy affects their specific function
and staff.
Keener. The other aspect of implementing strategy once an acquisition
is complete is to invoke the necessary
changes in the performance systems
of the company. It's everyone's job to
ensure those new systems are built to
achieve current objectives —not to fulfill some need the organization may
have had 10 years ago. Managers can't
let their departments just ramble on as
if nothing has changed.
If an accounting manager
chooses not to work for the
X X benefit of the new organization, can't he or she, in effect, sab-

only thing you can control is your own
performance. Are you really trying to
understand your strategic role in this
merger? You can, perhaps, through
your performance, find a position within the new organization because you
are helping to make it happen.
Management usually recognizes
the complainers versus the team players. There's no question who is going
to be chosen to stay. Beyond that
there isn't anything you can do. You
can't stop a position from becoming redundant.
Doesn't a merger challenge
the fundamental reasons
why someone signs on with i
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Tobia: In what we might call the strategically excellent company, we structure the deal so that middle management not only understands the
objectives but has some input. Not that
strategy is an exercise in democracy—where everyone has an equal
vote. But there should be some opportunity for the middle level to have impact Averting sabotage means making
sure every player understands where
the company is going. Once you comprehend the vision, you can agree with
it As a result, you're less likely to engage in subversive activities when
you're part of the team.
Wh a t h a p p e n s t o t h e a cco u n ta n t wh o h as a g e n u in e
fe ar h e is n ' t go in g to b e p art

of the future team?

Can a lack of communication be interpreted as a lack
of honesty, leading to the

invtsk m an nadditional w
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noia really inhibits a person's success.
Most organizations over the long term
want skilled, talented people. The
question is, can you make the transition during the merger? There's so
much inherent fear of what top management will do that people tend not to
operate in a normal fashion. And this
works against them. Granted, there
are factors beyond your power. The
MANAGEMENT ACCOUNTING /MARCH 1991
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Tobia: The day of the "vest pocket
strategy" where the CEO and his top
lieutenants hid the strategy and then,
on occasion, foisted it on unsuspecting
employees is diminishing. There's a
realization that a policy not shared and
implemented by the entire organization "ain't gonna work."

Keener: Any merger assumes there's
going to be attrition, b ut I think para-
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ADECISIONTHATCOULDMAKE
ITAKEOVERGAMEAFREE-FOR4

Keener: Of course. When a person
joins a firm and puts his career into
that company, he does so because its
basic beliefs and modus operandi are
consistent with his own. Now suddenly the game is changed. The overall
strategic plan needs to identify how to
communicate a very different corporate culture at all levels.

ple can't anticipate what's going to happen.
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Tobia: If a portfolio company can be
managed as separate business units,
then the issue of culture doesn't play
as vital a role. I believe, and maybe this
is old- fashioned, that a key cause of
merger failures revolves around the issue of honesty. When an "all's fair in
love and war" philosophy prevails, peo-
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Keener: Absolutely. In the case of a
hostile takeover it's probably twice as
hard for the merger to be successful.
You've got to mount a battle to convince the acquired company you aren't
Attila the Hun. You can almost feel
middle management thinking, "All I
want is to do my job effectively and satisfy the needs of my boss. But what are
the implications of this change to me ?"

C
L

Keener: We visited one company to
put together a communication program to educate the staff on the strategic implications of their jobs. We
asked top management for the strategy they had outlined to the company.
They replied, "We don't share that
with our employees." We were absolutely flabbergasted! An organization
that doesn't share its strategy has just
built the bridges to not achieving it
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, RJR Nabisco wants to shrink by going
alts for shareholders.
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You've stressed the importance of overall strategy to
the success of a merger.
How can a company ensure an acquisition will be a good strategic fit?

like there was no tomorrow. To raise
capital you simply floated some junk
bonds. Because it was very difficult to
err, people stopped thinking strategically and began using mirrors instead
of common sense.

Tobia: There are five questions we enWil l the fact that capital isn't
as available in the '90s have
X X an impact on mergers and

courage a company thinking about an
acquisition to ask. They are fairly simple to propose but very difficult to answer. Does the company know the future thrust of its business? Is it clear

acq u isitio n s act ivity?

what its products or services are going
to be? Does it know the scope of its
markets or customer groups it's going
to service? Does it recognize the capa-

Keener: Quite frankly, it will be a discouragement. Money just isn't that
prevalent, partly because America has
gotten away from the basics of business.

bilities required to achieve this? And,
finally, what are its growth and return
expectations?
It sounds as if companies
are examining their basic
strengths and competitive
advantages before taking action.
Tobia: Focus is definitely the direction
of the '90s. Merger and acquisition ac-

tivity of the past decade was like the
game Monopoly. You moved pieces
around the board and hoped you could
exploit some financial advantage of an
acquisition. Management didn't stop
to determine if there was a basic compatibility between the two companies,
if the mix of products made sense, or
the core beliefs were the same. Top executives are now getting back to basics— sticking to their knitting, so to
speak. The trend, as ne Wall Street
Journal put it, is "dediversification."
Keener: The '80s were such a boom
that you could barely make a mistake
at one point. Everything was moving

Tobia: I think we can learn a good lesson from the Japanese, who have the
tenaci ty of a bloodhound. They stay
very focused. They underst and their
competitive advantage and execute it
with tremendous precision, although
things are beginning to ch ange. Current Japanese acquisitions remind me
of the "go go" days of the '60s.They're
beginning to go outside their competitive edge, and I think they're going to
repeat some of the mistakes we made.
Aside from those you already men tioned , what errors did Ameri can business
commit?
Tobia: We accepted the myth that you
don't need to understand a business
outside your product and marketing
mix as long as you can throw good
management at it. Management is not
a science —it's an art. When you enter
a business you know nothing about,
you dilute your resources.
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Keener: I've never seen so much activity in this area as I have in the last two
years. It has been absolutely fantastic!
The global corporation Peter Drucker
talked about in the '70s is actually beginning to happen , and it's happening
out of necessity. One implication is
that companies must now be large
enough to compete on a grand scale.
They're going to be acquiri ng existing
companies in foreign countries to establish immediate market presence.
Tobia: I see fewer U.S. mergers and acquisitions but more focused, strategic

purchases. Management will be keeping aneye out toward fulfilling specific
global capabilities.
As companies expand their horizons to
include unfamiliar international markets, mergers and acquisitions will become increasingly complicated. The
management accountant who stays
abreast of his firm's strategic purpose
can help ensure its attainment. And, in
so doing, will further his own advancement.
■

Janine S. Pouliot is articles editor of
MANAGEMENT ACCOUNTING®.
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It Helps to Know How'
to Play the Game
In the business game,' mergers can be good or bad.
BY CECILY RAIBORN,
DINAH PAYN E, AN D
CHAN DRA SCHORG
mericans have always looked
at business as a game —profits or losses determine the
winners and losers. Constituencies affected by a merger are winners if the merger results in more efficient operations, higher earnings per
share, and /or positive (or nonnegative) impacts on consumers —it was a
good merger. In a bad merger, on the
other hand, one that results in less efficient operations, lower earnings per
share, substantially higher debt, a lessened opportunity for future opportunity, or negative impacts on consumers,
the affected constituencies are losers.
In a competitive society, firms
should be able to expect certain freedoms in the business marketplace:
freedom to enter the market(s), freedom from discriminatory pricing practices, and freedom to succeed (make
profits) or to fail (incur losses). Regardless of whether a company is successful, there is always the possibility
that other firms will find it an attractive
candidate for acquisition, due to its
management expertise, customer /supplier base, or potential for profit. However, even when a company is
under scrutiny as an acquisition target,
a takeover is not automatically possible because the American system provides certain legal restrictions against
reduced competition.

ANTITRUSTLEGISLATION
he intended purpose of antitrust
legislation is to protect competition, not individual competitors,
by preventing the stifling or elimination of free market forces. The acceptMANAGEMENT ACCOUNTING /MARCH 1991

Takeovers are a little like poker, a little like °MonopolyTl "' and a lot like "Wall Street."
27

ability of any business activity that
threatens these forces is judged based
on one or two rationales, which represent "waternwks" of activities in
which businesses can and cannot be
engaged.
Under the rule of reason standard,a
business must set forth an economically justifiable reason for the reduction
of competition. Courts will allow such
competition- stifling activity if the activity is deemed to make valid business
sense and is not intended merely to
force another competitor out of business. For example, trade associations
and joint ventures are assumed to
make good business sense because
they are set up in pursuit of a limited,
competitively legitimate purpose.
Under the per se rule, however, the
courts have deemed some activities so
harmful and pernicious to competition
that no reason is so economically justifiable that it will be accepted by the
court as reasonable or legal. Activities
falling under the perserule include
price fixing and horizontal divisions of
markets. It is assumed that these activities have no true redeeming business
value other than to destroy competition.'
Five major laws deal with the protection of competition: the Sherman
Act, Clayton Act, Federal Trade Commission Act, Securities Act of 1933,
and Securities Exchange Act of 1934
(see sidebar). The first three of these
laws traditionally have been used as
true antitrust acts, while the latter two
typically have been used for securities
fraud. Taken as a whole, however,
these acts may be powerful deterrents
for those persons who want to engage
in hostile takeovers.
Even with this federal legislation,
mergers always have been a part of the
business world, carried out to combine
various organizational assets and to
form stronger or more diverse organizations. Often in the last two decades,
however, mergers have taken on a different light. Many current mergers
now are referred to as "takeovers" because they are hostile or unfriendly;
the persons leading hostile takeover
attempts are called "raiders." (Other
distinct terminology has developed in
relation to these takeovers; see glossary in'Me Language of Hostile Takeovers," p.31.)
With the rash of hostile takeovers
came a host of legal attempts to prevent or impede such acquisitions.
Managers of takeover targets have lobbied Congress to pass legislation to
prevent hostile takeovers. Having re28

ceived only limited help from the federal government, corporate managers
have taken their cases to the individual
states; here, they have been more successful. Many states have passed antitakeover legislation in fear that hostile
takeovers may cause domestic companies to move out of state.

ANTI-TAKEOVERLEGISLATION
y early 1990, 39 states had enacted one or more legislative
items designed to make hostile
takeovers more difficult. The battle to
protect domestic corporate citizens
was made easier when, in 1987, the
U.S. Supreme Court ruled in favor of
the states in CTS Corp. v. Dynamics
CorporationofAmerica.This ruling upheld "an Indiana anti- takeover law that
required the buyer of an Indiana company to win approval of the majority of
outstanding stockholders. "' Since that
ruling, the enactment of state takeover
restriction laws has proliferated. In addition to copycats of the Indiana control -share law, the most popular state
laws include fair price amendments,
freeze -out laws, statements of duties
for corporate directors, and poison -pill
endorsements.
Afairprice amendment requires
that a buyer make a single price offer
for all the outstanding stock instead of
being allowed to make a two-tiered
tender offer. Afreeze -out lawstates that
a corporate buyer may not sell off parts
of an acquired company nor combine
that acquisition with another company
for a minimum of two to five years after
the date of acquisition. Legislative
statements as to the duties of corporate directors require that an acquiring
company consider nonfinancial factors
such as employee interests and community implications before making decisions as to the disposition of an acquired company. Finally, poison -pill
endorsements back up the legal mechanisms that make purchasing outstanding shares of a target extremely
costly.
The anti- takeover legislation enacted in most states does not seem designed to eliminate hostile takeovers
but merely to make the process longer
and more difficult. However, new laws
in states such as Pennsylvania and
Massachusetts may focus on different
goals —those of protecting the entrenched boards of directors and disenfranchising the rights of shareholders.
For example, the Pennsylvania law
signed by Governor Robert P. Casey in

ive major laws protect
competition. Section 1
of the Sherman Act
prohibits
combinations, contracts, or
conspiracies that restrain trade or are detrimental to competition as a whole, although not necessarily to individual
competitors (15 U.S.C.A. 1- 7(1980)).
This act strictly prohibits some activities (such as price fixing and group
boycotts) covered by the perse rule.
Section 1 is relevant to a discussion of
takeovers because it indicates that
competition among as many firms as
is reasonable is to be protected. Reasonableness here relates to the structure of the industry: how many competitors there are (oligopoly,
monopoly, many competitors) and
what market share each has relativeto
the others (equal distribution, fragmented, concentrated). Thus, if there
are not enough competitors (oligopoly) or one firm has a high market
share, a hostile takeover could result
in significant restraint of trade.
Section 2 of the Sherman Act outlaws monopolization or attempts to
monopolize (15 U.S.C.A. 1 -7 (1980)).
This section goes even further to state
the policy regarding consolidations of
competitors or markets by unfair
means: No monopoly power (the power to exclude competition or to control
prices) should be wielded that was not
the result of superior business skill or
acumen.'
The Clayton Act (as amended by
Cellar - Kefauver) also covers a variety
of transgressions against competition.
These transgressions include stock
and asset acquisitions deemed to reduce competition substantially, promote price discrimination (the Robin son-Patman Act), or provide for
interlocking directorates (15 U.S.C.A.
12 -27 (1980)). Section 18a of the Clayton Act requires that notification be
given to the Federal Trade Commission prior to mergers and imposes a
waiting period on merger activity. Filing is necessary in a number of situations, for example when any assets of
a person with annual net sales or total
assets of $100,000,000 or more are being acquired by any person with total
assets or annual net sales of
$10,000,000 or more. Another example is that in which the acquiring perMANAGEMENT ACCOUNTING /MARCH 1991
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son would hold 15% or more of the voting securities or assets of the acquired
person (15 U.S.CA 18).
The Federal Trade Commission Act
is very broad in its treatment of perceived unfair business activities and
gives the Commission the power to
prevent or injoin any unfair business
activity within its purview (15 U.S.CA
41 -58 (1980)). This act was designed to
fill in gaps left by the Sherman and
Clayton Acts. Besides supplementing
those acts, it is broad enough to cover
violations of the spirit of those laws or
any activity deemed unfair or unscrupulous.
Finally, the Securities Acts of 1933
and 1934 (15 U.S.CA 77 -78 (1977))
were intended to prevent fraudulent
practices in the sales of securities in
primary and secondary markets respectively. These acts have been augmented to include a number of provisions pertinent to a discussion of
hostile takeovers. For example, Section 78i of the Securities Exchange Act
of 1934 prohibits the manipulation of
security prices a manner that would
result in any one entity dominating the
market in a stock for the purpose of
conducting a one -sided market at an
artificial level for that entity's own benefit and to the detriment of the investing public.2 Section 78m of the Securities Exchange Act of 1934 requires
reports to be submitted to the SEC by
persons acquiring more than 5% of certain classes of securities. The purpose
of this section is to alert the marketplace to every large, rapid aggregation
or accumulation of securities, regardless of the method employed, that
might represent a potential shift in corporate control.' Section 78n of the 1934
Act provides for the solicitation of
proxies to ensure the absence of fraudulent, deceptive, or manipulative practices in connection with any tender offer or with the solicitation of security
holders who are in opposition to or in
favor of a tender offer. This section
helps to ensure that all parties involved
(the offeror, target corporation, and
corporation's shareholders) are protected. 4
Another related federal law is the
Hart Scott- Rodino Act. This act,
effected in 1976, allows federal regulators to review proposed mergers and
acquisitions for potential antitrust
problems. It requires that most entiMANAGEMENT ACCOUNTING /MARCH 1991

ties harboring takeover plans report
stockholdings of $15 million or more
to the government; the FTC then
makes an antitrust review (usually taking between 15 and 30 days.) During
this period the acquiring entity cannot
buy any additional shares. Depending
on the price per share of the targeted
company, Hart-Scott could cause disclosure long before an investor had 1%
of the outstanding shares. The act also
requires an antitrust review for entities
seeking to acquire more than 10% of
another company solely for "investment purposes" (15 U.S.CA 18a
(1984)).
One loophole to the Hart Scott Rodino Act (known as the "partnership
exemption") was that investment partnerships controlled by a single investor did not have to comply with the disclosure requirements. As of July 1987,
the Federal Trade Commission closed
this particular loophole, but at least
two other ways to circumvent Hart Scott Rodino still exist: cutting a raider's partnership share to 49% or stating
that acquisition is for "investment purposes" only.
In an attempt to gain additional information, the SEC in early 1989 voted
to institute a rule requiring more disclosures by investors who increase
passive holdings in a company to more
than 20% or who have decided not to
remain passive. And, finally, in early
1990 the Senate Judiciary Committee
approved a series of bills involving enforcement of antitrust provisions that
include "fines of up to $10 million for
corporations and $250,000 for individuals for criminal violations of the Sherman Act [and an extension of] the initial waiting period and the second
waiting period for cash tender acquisitions to 20 days [as well as] an increase
in the civil penalty for violations of the
pre-merger notification require "5
■
ments.

early 1990 prevented the takeover of
Armstrong World Industries from the
Belzberg family of Canada. Provisions
of this law include a section that requires short-term shareholders who
profit by selling their stock within 18
months of a failed hostile takeover attempt to return their profits to the target company. In the event of a takeover, labor contracts and severance
pay are guaranteed. The law also protects directors from being sued by parties who claim that their interests in
the takeover target were ignored. Finally, the law "withholds the voting
rights of shareholders who control 20%
or more of a company's stock until'disinterested' shareholders agree to restore their votes." However, "[w]ithin
minutes of the law's enactment, two
lawsuits challenging its constitutionality were filed in U.S. District Court in
Philadelphia, promising that the controversy over the statute's provisions
may not be over for months or even
"3
years.
'The law is being challenged on the
basis of conflicts with federal securities laws, property rights doctrines, interstate commerce, and the Securities
Exchange Act of 1934.
In Massachusetts in early 1990,
Governor Michael Dukakis signed a
bill that required domestic companies
to stagger the terms for boards of directors; this bill prevented a hostile
takeover of Norton Co. by BTR PLC,
a British conglomerate. After the hostile takeover attempt was thwarted,
Norton was sold to a French company.
A possible question is: How much
more beneficial to in -place management was this sale compared with a
sale to BTR PLC?
While laws that help to prevent
takeovers are written and passed, corporate entities also are working within
the organizational structures to defeat
unwelcome advances. Their tactics include poison pills in the corporate bylaws, golden parachutes for executives, greenmail payments to raiders,
and multi vote shares.
ANTI-TAKEOVERTACTICS

'Greyhound ComputerCorporation, Inc., v. International Business Machines Corporation,559F. 2d 488
(1977).
1
15 U.S.CA 78i;Crone Co. v. Westinghouse Arv.
Brake Co., 419F. 2d 787 (CANY 1969), cert. d. 91 S.
Ct 41.
1
15 U.S.CA 78m; Chromalloy Am. Corp. v. Sun
Chem. Corp.,611F. 2d 240 (CA Mo.,1979).
4
15 U.S.CA 78n; Piper v.Chris -Craft Industries, Inc.,
(NY 1977) 97 S. Ct. 926, reh. den. 97 S. Ct. 1668 and
Cauble v. White DC la 1973 360 F. Supp.1021.
'"Proposals Would Toughen Antitrust laws,"
Deloitte & Touche Review, April 9, 1990, p. 3.

he incorporation of poison pills in
corporate bylaws became a common phenomenon in the early
1980s. As of mid -1987, more than 400
U.S. companies included some type of
poison pill in the company bylaws.'
Most poison pills have no expiration
date and are in effect until voted out by
the stockholders, although several
companies have adopted time- limited
29

poison pills that range from three to
seven years.
One type of poison pill distributes
convertible preferred stock as a dividend to current stockholders. A dividend adjustment is attached to the
conversion, so common stockholders
have little incentive to convert unless
a takeover occurs. Because the conversion would at least double the number of outstanding shares, a takeover
would cost a raider significantly more
than without the stockholder conversion.
Another common poison pill allows
current shareholders to purchase additional stock in their corporation at a
substantial discount in the event that a
raider acquires more than a specified
proportion of the outstanding stock. If
current management approves of a
buyer, however, these discount rights
may be redeemed in -house at a nominal amount. A third type of poison pill
allows shareholders to exchange their
shares for bonds in the event of a hostile takeover.
Needless to say, questions arose regarding the tax effects of a poison pill
plan. The. IRS clarified its position in
Revenue Ruling 90.11, which dealt
with a situation in which X Corp. adopted a poison pill that provided shareholders the right to buy preferred
stock only after a specific triggering
event such as a tender offer or the acquisition of a stated percentage of
stock. This right was not exercisable
or separately tradable until the event
occurred. 'Me IRS concluded the
adoption of a poison pill plan would not

Poison pills, shark
repellents, white
knights, and PacMan defenses are
all part of the
mergers and
acquisitions game.
be regarded as a distribution of either
stock or property (a dividend) or any
other event giving rise to the realization of gross income. The IRS was not
deterred by the fact that plan adoption
may be treated as a dividend distribution under state law." 5
Another internal measure aimed at
frustrating hostile takeover attempts is
the institution of golden parachutes to
provide guaranteed compensation to
managers leaving companies after the
takeover. While such compensation
does not always prevent takeovers, it
may increase the cost of a hostile bid
substantially. For example, Michel
Bergerac received a $35 million severance package from Pantry Pride when
it took control of Revlon in November
1985. Proponents of golden parachutes believe that such compensation
is owed to the managers for intangible
benefits they brought the corporation
during their years of service. Another
positive attribute that has been men-

tioned is that golden parachutes provide executives with the security necessary to engage in a takeover battle
and act in the stockholders' best interests.
Taxation issues also arose in regard
to golden parachutes. When parachutes originally were introduced, corporations deducted the payments as
normal business expenses. Such deductibility was affected significantly by
the 1984 Deficit Reduction Act, which
added a 20% excise tax on parachutes
that exceeded three times a five -year
average salary. This excise tax has had
the effect of making takeovers even
more expensive because many companies have agreed to pay the tax as part
of the severance package. However, a
corporate deduction is disallowed for
the excess payment.
For the target company, one of the
most expensive anti- takeover tactics is
greenmail, a payment made to a raider
to buy back his or her shares of stock
at a premium above market price.
Such a premium price is available only
to the raider, not to the remaining
shareholders. Companies often seriously deplete their cash reserves or incur large debts to make the greenmail
payment In 1984, after a fiercely resisted takeover attempt, Saul
Steinberg received a payment of approximately $325 million from Walt
Disney Productions, of which $60 million was greenmail.e Many companies
are asking for laws to prohibit
greenmail payments or simply are
adopting anti- greenmail amendments
to their bylaws.
Woad Phaft
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Bear hug. Slang term for a takeover
Crown jewels. Vital assets of a target
company; jewels can be high- technology equipment, certain securities or
investments, or even key personnel; a
defense often used to attempt to thwart
hostile takeovers is the selling of
crown jewels to make the company
less attractive to the raider.
Fair price amendment. A provision

amending or changing a corporation's
bylaws making it extremely difficult or
impossible for a tender offer to include
a two-tier bid to acquire outstanding
stock.
Golden parachutes. An amount of money paid to an executive of a merged
company for services previously rendered; this amount is paid only after a
merger in the event that the executive
decides to leave the merged entity.
Greenmail. An above-market-value

amount paid by a company to an individual or another company to repurchase his /its stockholdings in the
company making the payment.

lion of borrowed funds to finance the
acquisition; the debt generally is paid
with monies generated by operations
or through the sale of assets of the acquired company.
Lobster trap. A takeover defense mechanism that prohibits the conversion of
convertible securities into common
stock if such conversion would give
the holder 10% or more of the voting
shares.
Pac Man defense. A technique in which

Tin parachute. Similar to, though

smaller than, a gold parachute; it is a
sum of money paid to any employee
whose job is adversely affected by a
takeover.
Toehold purchase. The purchase of less

Poison pills. An overall umbrella term
used to encompass all types of shark
repellents.

Two -tier bids. The offering of a high

Scorched earth tactic. May also be a
crown jewels defense; to make itself
less attractive to a raider, a targeted
company sells off all its crown jewels
and /or enters into significant longterm contracts.
Shark repellents. Provisions introduced into corporate bylaws that make
it more difficult for a prospective

Because greenmail has become
such a common tactic for resisting
hostile takeovers, the Financial Accounting Standards Board (FASB) had
to determine how a target should account for such payments. In a Technical Bulletin (85.6) dated December 31,
1985, the FASB determined that "a
purchase of shares at a price significantly in excess of the current market
price creates a presumption that the
purchase price includes amounts attributable to items other than the
shares purchased." The Bulletin states
that only an amount equal to fair value
should be accounted for as treasury
stock cost; the excess should be allocated to and appropriately accounted
for as specific other elements of the
transaction. Costs associated with a
"standstill" agreement with a shareholder should be expensed as incurred.
The 1986 Tax Act denies a deduction for corporate payments made on
or after March 1, 1986, in connection

with stock redemption — including
payments for greenmail. However, in a
late -1987 Technical Advice Memorandum, the IRS denied a deduction for
such payments under pre286 Act law.
The question of deductibility had to do
with corporate payments in excess of
market value made to redeem stock
held by a hostile group of shareholders, as well as related legal and investment banking fees. The Internal Revenue Service concluded that these
payments were capital rather than revenue expenditures "because the
change in the number or type of outstanding equity shares results in the
creation of an intangible asset known
as the `altered corporate structure,' the
benefits of which are of an indefinite
duration and the costs of obtaining
which are therefore not amortizable."'
Whether these payments would have
been amortizable if there had been a
legitimate standstill agreement is still
unknown.
The Revenue Act of 1987 contained
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Standstill agreement. An agreement
whereby a shareholder agrees not to
purchase any more shares of stock in
the company.

the targeted company attempts to purchase controlling interest in the raiding company before the raiding company can purchase a controlling
interest in the target.

which a small group of investors acquired a company using a large por-

Leveraged buy -out. A transaction in

shareholder to obtain a majority of the
outstanding stock.

than 5% of the outstanding stock of a
company; when a purchaser reaches
5% or greater ownership, disclosure
must be made to the SEC.
dollar per share for a certain percentage of outstanding stock; after reaching this percentage, a lower dollar per
share is offered for the remaining
stock.
White knight. A company that comes to

the aid of another company that is attempting to fend off a hostile tender offer, the targeted company allows itself
to be acquired in a friendly takeover by
the white knight.

a provision that imposes a 50% nondeductible excise tax on the greenmail
gain on hostile takeover stock transactions. This provision is not effective if
the same stock redemption offer was
made to all shareholders or if the redemption offer was agreed to and included in a letter of intent prior to December 16, 1987. The law was
amended retroactively in 1988 to extend the tax to the raider regardless of
whether the shares were purchased by
the target company or a `white knight"
acting on the target's behalf.
Lastly, in regard to deductibility of
expenses incurred in the face of a takeover, "The Internal Revenue Service
and the Tax Court have now added to
the uncertainty with recent pronouncements. The service ruled that
the expenses incurred in opposing a
hostile takeover were deductible, while
the court disallowed such costs' deductibility in the context of a friendly
takeover" (emphasis added)."
This confusion is attributable to
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Technical Advice Memorandum
8927005 and the ruling in the National
Starch and Chemical Corporation,
93TC no. 7. However, in connection
with the Buchholz Mortuaries case, a
recent IRS action "revoked a ruling
that said a corporation could deduct
expenses in connection with a hostile
takeover."'
A final anti- takeover tactic is the
multi-vote share of stock. One form of
this tactic would allow present shareholders to convert their shares on a
share- for -share basis for a new "Class
13" stock. When a raider acquires some
specified percentage of common
stock, the new class of stock would
have multiple votes per share. These
potential variations among voting
rights raise a necessary issue —that of
the rights of shareholders in corporations being pursued by others.

SHAREHOLDERS'RIGHTS
akeovers affect shareholders in
many ways. For example, consider the effect on the stock's market
value when a company is involved in a
hostile takeover. The variety of costs
incurred by the company most likely
will have a tremendous impact on the
company's ability to survive and prosper. There are the fees of attorneys, accountants, investment bankers, and
various other professionals. Such fees
are enormous. There are also the costs
involved in stock issuance, if necessary, such as brokerage commissions,
legal fees, printing of stock certificates, and miscellaneous charges. In
addition, there are the costs of possibly having to alter corporate bylaws
because of amendments made during
an acquisition situation as well as the
potential costs of greenmail and /or
antitrust litigation.
Finally, there are potential additional costs that may not be quantifiable,
including lowered morale of employees, administrative adjustments, and
the loss of creativity of the work force.
Whether a merger be friendly or hostile, the employees of companies that
are takeover targets will be displaced
or will have to deal with changed circumstances. The attitude of a company's human resources may play an important part in the outcome of the
merger and whether or not it is successful.
In the midst of a hostile takeover,
the rights of shareholders may be ignored. The tactics engaged in by the
target company could be detrimental
to its longevity as well as to the long32

Anti - takeover
legislation enacted
in most states
does not seem
designed to
eliminate hostile
takeovers but to
make the process
longer and more
difficult.
term interests of its present and future
shareholders. Fear of losing their jobs
may cause management to ignore (at
worst) or put aside (at best) fiduciary
responsibilities to corporate owners.
Some of the laws passed by state governments to govern hostile takeovers
have been designed to give preferential treatment to the corporate targets,
resulting in a greater erosion of shareholders' rights.
Recently, however, shareholders
have become more vocal and are questioning the efficacy of including corporate bylaw poison pills that "theoretically" protect the shareholders' best
interests. Congress and the SEC are
becoming more active in protecting
shareholders. One method of protection that has long been a part of common law is the use of appraisal rights.
When the dissenting (to the merger)
shareholder declines to participate in
the new firm, she or he has the right
to sell the stock back to the corporation at fair market value. The appraisal
right usually is stated clearly in the
corporation's articles or bylaws, and
such rules must be followed strictly.
The courts are being used as forums for shareholder derivative suits.
They are suits brought by shareholders against their corporations when
the corporations fail to exercise corporate rights to the detriment of the equity holders.
Mergers and takeovers are necessary to the U.S. economy. The nature
of the merger, whether friendly or hostile, does not necessarily make it good
or bad; the facts of each case should be
scrutinized individually.
While a free market should be
maintained, some measures may need

to be taken to ensure less disruption
and fewer problems during a takeover
bid. In general, the more rules established for a game, the more often they
get broken, but certain rules are necessary to determine the moves, countermoves, and allowable plays. Some
rules have been established by federal
laws, some by state laws, and some by
corporate bylaws. Some laws are at
odds with one another, and some
serve to favor specific parties engaged
in the takeover transaction. Thus, the
laws may not be the means by which
takeovers should be judged.
All in all, the way to judge a takeover should come down to the overall
fairness of the transaction. Fairness
can be determined by whether the
raider(s) and management have treated the stockholders and other stakeholders in a rational, reasonable, and
ethical manner.
■
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FRUEHAUFCORPORATION:

A Casualty of the
Debt - Crazed '80s
A highly leveraged buyout led to demise ofgiant U.S.Firm.
BY ROYALLENW ILEY
he decade of the 1980s will
be remembered as the era
when corporate raiders appeared from seemingly nowhere to launch assaults on companies viewed in earlier times as too
huge to be considered viable takeover
targets. In February 1986, my boss,
the controller of the Fruehauf Trailer
Manufacturing Plant in Charlotte,
N.C., called me into his office to tell me
about the rumors that Fruehauf might
be the target of a hostile takeover attempt. One month later, corporate
raider Asher Edelman put Fruehauf
"in play" by announcing his purchase
of 9 1/2% of the company's stock with
the intent of acquiring the company.
little did 1, or thousands of other employees, know what an effect this announcement would have on our lives
over the course of the next three years.
Fruehaufs core businesses were
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truck trailer and auto parts manufacturing, which not only made the company very cyclical, but which made it
experience wide swings in production
from year to year because of changing
economic conditions. In the early
years of the trucking industry,
Fruehauf was so dominant that prior to
World War 11 the company had a market penetration of nearly 90%. This position as market leader had allowed
Fruehauf to exact a premium for its
trailers. Then trucking deregulation in
the early '80s led to changes in the industry that made trucking companies
more price-competitive. This new pricing awareness by customers presented a challenge to Fruehauf, whose
pricing problems were exacerbated by
the slow U.S. economy in 1982 -83.
On the other hand, legislation in
1982 that allowed 28-ft tandem trailers
or "doubles" on the highway led to a
boom in manufacturing that enabled
Fruehauf to achieve record profits of

$85.2 million in 1984. Failure to convert this windfall into a long -term financial success eventually made
Fruehauf the perfect target for a corporate raider —an undervalued stock that
did not reflect value hidden on the balance sheet and a management that had
become unfocused and that held unrealistic expectations for the future.
The bidding war that began in the
spring of 1986 between Edelman and
top management dramatically elevated
the price of the stock from its 1986 low
of $20.25 a share. Regardless of who
would win control of the company,
Fruehauf would become a highly leveraged company. In the end,
Fruehauf management repelled the
Edelman bid by taking the company
private with the assistance of Merrill
Lynch & Co.
Under the terms of the transaction,
shareholders received either $49.50 in
cash per share or securities of equal
value from the newly recapitalized
33

company. The refinancing required
Fruehauf to take on debt of $1.4 billion,
which left the company with an annual
debt load of a little over $100 million.
This amount was substantially higher
than the record Fruehauf profits from
1984. Even though he had been defeated in the bidding war, Edelman experienced profits approaching $100 million from the sale of his stake in the
company.
In the Fruehauf leveraged buyout
(LBO), pay -in -kind (PIK) preferred
stock was issued, which pays dividends with paper rather than cash.
The strategy for a successful PIK bond
issue requires PIK issuers to pay paper
dividends for a long period, typically
three to six years from the issue date.
By the end of that period, it is hoped
the company will be generating
enough cash to pay out the dividends
or call in the PIK for redemption.
In addition, these paper dividends
must be set at an attractive enough
high yield to induce investors to take
the risk that their paper eventually will
be turned into cash. This is the key to
a successful LBO--cash flow is generated to meet debt payments while the
company becomes leaner and meaner
through cost - cutting measures and
synergies related to reorganization
and more efficient business practices.
FRUEHAUF TRIES
TO REDUCE DEBT
he Fruehauf approach to reducing debt was twofold: sell
noncore business assets and
generate cash from improved operations. The sale of assets went according to plan. The divestiture of
Fruehauf Finance, Rentco, Maritime
Operations, and other smaller holdings through early 1989 raised $775
million. This left the two major compo-

nents of Fruehauf Corp. intact: Kelsey Hayes, a major manufacturer of wheel
and brake components and Fruehauf
Trailer Operations.
Two major unforeseen problems
occurred, however, that hurt expected
cash flow. Prices on aluminum products during this time rose dramatically
because of a scarcity of ingots (Figure
1), and pricing pressure on truck trailers increased due to deregulation in
the trucking industry. Aluminum is the
primary raw material in truck trailers,
which meant dramatically higher raw
material costs at the same time the
customer was demanding a lower retail price for the product. These negafive developments began to tighten the
cash flow at Fruehauf Corp. and seriously jeopardize the future of the company.
At first, the cash squeeze adversely
affected manufacturing operations in
small ways. The accounting department took action to help local management scrutinize costs as much as possible without damaging the quality of
the product while still meeting production goals. Eventually, more serious
problems arose. Lack of cash meant
that the company was not able to stay
current with competitors in areas of
computer technologies, competitive
salaries, and capital spending to keep
operations at state- of -the-art levels.
Production orders were driven by the
need to run plants at high capacities to
generate cash regardless of the profit
or loss associated with them. In some
cases, this practice resulted in high
discounting and price guarantees to
customers for long periods of time,
which hurt margins because of the escalating aluminum price.
The number one goal of a company
in a leveraged buyout is to maintain
cash flow to meet debt payments. This
thinking permeates every level of the
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company, although it is not the most
desirable way to manage a business.
An LBO seriously eliminates the number of options open to management.
How did the LBO affect my role as
a middle manager? At the plant level
we did our utmost to preserve cash.
Bank balances were kept at the lowest
possible levels, and past -due receivables were reviewed for collection.
These practices had been in place anyway because they are basic cash management rules and yielded few substantial changes to our cash position.
Our company finally was forced to
stretch payables —an indication of our
increasingly dire financial situation.
Fruehauf went from being a company
with an impeccable vendor credit
record to one using tactics to delay
payments. Initially, we applied these
tactics only near the time of semiannual interest payments on the massive
debt, but the situation became progressively worse. Morale flagged in
the accounting department as it became harder to deal with creditors. Although the company already had sold
noncore assets to raise cash, more
stringent measures had to be taken.
For instance, Fruehauf decided to
close the Charlotte plant because it
was situated on 50 acres of prime suburban real estate. Although it was the
only plant located in the growing sunbelt region of the Southeast, the Charlotte plant was one of the first casualties of the ill-fated LBO.

COPING WITH JOB LOSS
mployees of Fruehauf dealt with
the plant closings and subsequent job loss in different ways.
Hourly employees who were tied directly to production were laid off immediately. The work force in most
plants was unionized, and little help
was offered hourly employees by either the union or the company. Union
officials were powerless to affect
events dictated by the company's deteriorating financial condition. Most assistance for hourly workers in Charlotte was provided through the North
Carolina Employment Security Commission, but the majority of the workers were unskilled and had little to offer new employers. Their only asset
was their long years of service with
Fruehauf.
Salaried and middle management
workers had more time to cope. Shutdown operations had to be performed,
especially in the financial area. Proper
disposition had to be made of 20 years
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of accumulated records,
which
took
several
months to accomplish. In
addition, Fruehauf provided
seminars
and
outplacement services to
help employees find new
employment. In some
cases upper management
had opportunities to relocate with the company, but
the possibility of relocation was clouded by the
worsening financial situation. The retrenchment of
company operations also
limited
opportunities.
Moreover, employees at
the world headquarters in
Detroit were forced to accept demotions and transfers to less prominent locations.
All employees suffered
from common problems.
The job security initially
promised by the LBO soon
became meaningless. Joyce
Morton, a 16-year general
ledger accountant, said, "I
felt let down by Fruehauf
management not being honest about job security. Top
management [individually]
had invested heavily in the
company [some took out
second mortgages on their
A semittvck on Interstate 40, Texas.
houses] and gave the sense
that the future was bright I
projections and forecasts by consuldoubted that I would ever find a job
where I would be as content and secure
tants Merrill Lynch & Co. may have
been clouded by Merrill's desire to
as at Fruehauf"
Post -LBO losses at Fruehauf Corp. clinch its first big LBO deal and bewere $41.5 million in 1987 and $56 mil- come a major player in the takeover
lion in 1988. By early 1989 the compa- game. Winning control by beating
ny was losing $1 million a week.
back Edelman's bid let top management have an opportunity to act quickFruehauf had little choice but to conly and decisively given the new opertinue plant closings and staff reductions while selling off what remained
ating constraints. Unfortunately, the
of the company. In late March 1989,
opposite occurred.
the trailer operations were sold to
The initial management reaction to
Terex Corp. for $232.5 million in cash
winning the bidding war was "relief at
and debt, about $100 million less than
not losing jobs and being back to business as usual," John Sprainitis, a forthe book value. In late July 1989, the
mer financial executive at world headlast remaining unit of Fruehauf Corp.,
Kelsey- Hayes, was sold to Varity quarters, explained. "Management
just did not act quickly enough to deal
Corp., enabling Fruehauf to dissolve
with the issues of cost reduction and
without any remaining obligations.
excess manufacturing capacity. The
enormity of the debt did not sink in imWHY THE LBO FAILED
mediately." This slow reaction coupled
with poor management and uncontrolhat might top management
have done differently? By all lable events, such as the aluminum
accounts, the bidding war for
price increases, led to the decline of
Fruehauf resulted in a greater payout
Fruehauf. Upper management was not
than the company's true value. The
adaptable to the new challenges
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caused by a gargantuan
debt load in a manufacturing environment already
fraught with peril.

THE DARK SIDE OF
THE DEBT CRAZE
he 1990s corporate
landscape already
has changed dramatically. Drexel, Burnham, Lambert, Inc. has
filed for Chapter 11. Michael Milken ran afoul of
the law and was dethroned
as the king of the junk
bonds. A recent opinion by
the Delaware Supreme
Court allowed Time Inc. to
avert a hostile takeover by
granting corporate directors the power to reject
hostile bids and pursue
long -term business strategies. This ruling is likely to
have a significant effect on
takeover battles because
about half of the nation's
largest companies are incorporated in Delaware
and are subject to its laws.
Because other highly
leveraged companies have
faced problems similar to
Fruehaufs, there is a general feeling in business today that too much leverage is unhealthy for
business operations. The Fruehauf experience shows what a disaster leverage can be for some companies inexperienced in managing in a highly
leveraged situation. As Joseph B.
White so aptly summed up the
Fruehauf debacle in The Wall Street
Journal: 'Me company name will survive, under Terex, as a brand name for
trailers. For others, Fruehauf will live
on in another way —as a symbol of the
dark side of the debt craze."
■
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HOW MUCH DOES THAT
PRODUCT REALLY CO$T?
Finding out may be as easy as ABC.
BY NORM RAFFISH

INTERORGANIZATIONAL COST PERFORMANCE

Vs not that traditional cost accounting doesn't work —
it's that the world it was designed for is rapidly disappearing. Product costs used to consist primarily of direct labor and material; today we have a manufacturing
environment in which direct labor usually accounts for a
ballpark figure of 5% to 15% of the costs and material accounts for 45% to 55 %. That leaves us with a whopping 30%
to 50% for overhead (see Figure 1). And the overhead is shifting from variable to fixed as a result of our investments in
automation. Given this scenario, it's not difficult to imagine
that our current cost accounting systems probably don't reflect the true costs of our products.
What clues do we have that
this description is true? An article by Professor Robin Cooper of
Harvard University in the Harvard Business Review,JanuaryFebruary 1989, was titled "You
Need a New Cost System
When...." The article describes
several symptoms of problems
with existing cost systems. Cooper says it may be time to redesign your cost system if
• Functional managers want to
drop seemingly profitable
lines;
• Hard -to -make products show
big profits;
• Departments have their own
cost systems;
• You have a high - margin niche
all to yourself;
• Competitors' prices are unrealistically low.
We need to recognize that
our existing cost systems were
meant primarily to value inventory and provide data for the
profit and loss statements. They
really were never designed to
discriminate between product
lines or products within those
lines. Cost systems were meant
to focus on "how much," not
"why." It is understanding the
"why," however, that permits
management to focus on the issues that require action.
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onsider the concept of interorganizational cost
(intercost) perfor mane. How would your current
cost systems dea . with the cost of an engineering
change or segregating t ie cost of quality? How would you
assign those costs, if yoi1 knew them, to a specific product
line or product? Just to focus on one example of the intercost
problem, let's examine a production schedule change requested by Marketing tc meet a customer's needs.
Normally, the variou I costs of expediting an order are
borne by all the orders tl tat pass through the production environment, through the tandard technique of absorbing indirect costs into manufacturing
PhotobyWVJW ftrien,
overhead. Thus, the expedited
order will appear to have a more
favorable margin than it should.
And, did anyone charge Engineering for total cost of the
ECN? How much cost should
have been assigned to the particular part or work order? In the
long run, Manufacturing's operating results, when compared to
budget, will look less favorable,
and Marketing's performance
actually may improve in the customer satisfaction area (see Figure 2). Do we really know the
cost of that order, and did we
capture or even understand the
intercost effect on performance?
Two other points about traditional costing systems are worth
mentioning before we move forward. The first deals with the
identification of nonvalue -added
activities. Current systems don't
have any mechanisms to assist
management in this critical area.
It's difficult to put a continuous
improvement program in place if
you can't identify and quantify
the nonvalue -added activities.
The second point is more fundamental to costing in general.
Our systems today measure that
segment of a product's life beginning at the time it enters production. The system is oblivious to
the fact that 85% of the cost of a
new product is committed after
the design phase, and manufacWill ABC help determine costs more accurately for
turing can influence only about
products such as this circuit board?
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10% to 15% or so of the cost (see Figure 3). We are not capturing and allocating research and development costs so that
management can determine the true profitability of a product over its life.
Let's consider a different but not necessarily replacement
approach. Does this imply two cost systems? Maybe. More
on this subject when we discuss strategic versus tactical approaches to costing.
ACTIVITY -BASED COSTING
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reality of the situation. For example, a vendor's goods might
be certified as "source inspected," but when they arrive,
they are routinely moved to receiving inspection— because
that is the procedure on the dock for all production goods.
Then, of course, when the inspector sees the certification,
he calls material handling and has the goods moved to
Stores. This policy /procedure adds lead time to the process,
causes the cost of a secondary material move, and has taken
up the time of the inspector who should be inspecting material that needs his attention.
After we analyze and define activities and are able to isolate and measure their cost drivers, then we will be in a position to determine product cost information as it most closely fits the reality of the manufacturing environment.
Let's revisit the intercost issue to gain a better focus on
the subject. We can assume that the engineering change referred to in Figure 2 was proposed and approved based on
demonstrated need (the actual cost to propose, prepare, and
deliver a complete ECO package will usually be far less than
the impact of the change). That change, in this example, will
affect Manufacturing and Marketing. Manufacturing will absorb the associated costs of the change into its budget and

Engineering
Correction
or Design
Problem
Design Time
Documentation
Technology

ECN
l

A ctivity-based costing (ABC) has been a concept waiting for the computer and a few innovative people.
What is it? A good basic definition was developed by
the Computer Aided Manufacturing - International (CAM -I)
organization of Arlington, Texas, a nonprofit industry-sponsored consortium that works on contemporary industry
problems. Its Cost Management System (CMS) project defines ABC as "the collection of financial and operation performance information tracing the significant activities of the
firm to product costs."
CAM -1 used cost management as an umbrella for many
related issues. This broader definition encompasses activitybased costing, life cycle management, performance management, investment management, and cost planning and control. We will focus on ABC and its relationship to the
intercost performance issues.
The three key areas of ABC are product cost differentiation, activities and their cost drivers, and identification of
nonvalue -added cost. improvement opportunities. ABC assigns product costs based on the activities that a product
draws upon. An activity may be defined as a particular operation in the production cycle, or it could be defined as the
entire material acquisition process. Activities use resources
such as support labor, technology cells, or utilities. The
agents that cause activities to happen are called cost drivers.
An example of a cost driver is an engineering change order
(ECO). The issuing of an ECO causes many activities to occur, such as release of the ECO documentation package,
changes to the production schedule, acquisition of new material, changes to the process, and new quality instructions.
Figure 4A illustrates the basic ABC Logical Model. The
Cost View indicates the general flow of costs. For example,
the resources assigned to the inventory control activity will
be directly traced or allocated to particular products based
on some causal relationship. The Process View indicates the
flow of information and transactions. As an example, the receipt of material on the dock triggers the inventory handling
activities. In addition, information such as the number of
moves, how many times an order was moved, and the cost
per move can be obtained for performance analysis. An expanded example of this model is illustrated in Figure 413.
The identification, measurement, and control of cost drivers is essential to ABC. Some cost drivers are very inefficient. They may have root causes that have been hidden
from management's view for a long time. As an example, one
root cause of having too much inventory may be the performance measurement that rewards the buyer for obtaining
the lowest unit price of an item. If the buyer is procuring by
the truckload to obtain his desired measurement, and the
company needs only a few cases, then the result is predictable. One of the more severe and insidious of root causes
stems from inappropriate or obsolete policies, procedures,
and performance measurements.
Often policies and procedures have been overcome by
events but remain in force through inattention to the new
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schedule. Marketing will absorb effects relating to changes
in distribution costs and any customer ill will that may have
been generated due to possible delays in the shipment. Using the concept of tracing or allocating the cost of activities
to products, we can capture and evaluate true product costs
as well as understand the intercost impact and its effect on
performance measurement. In this case, understanding the
root cause of the cost driver may lead us to discover that the
product is of poor design and therefore needs constant engineering maintenance. This discovery could lead to redesigning the product or raising the selling price to cover the
real product support costs.

How do you capture and allocate costs in an ABC system?
It has been said that all you need is lots of cost pools. That
statement is somewhat exaggerated, but there is some truth
in it Certainly in order to capture the necessary detail, new
activity cost pools would be established. It is the direct cost
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tracing and allocation schemes that are critical, however.
Traditionally we have assigned costs based on three volume related criteria: direct labor (dollars or hours), material cost,
and machine - hours. While these criteria still are valid for
certain cost entities, cost assignment bases are needed for
many overhead and indirect cost entities. Some of these new
bases are number of setups, number of orders, number of
times material is handled, and number of part numbers processed. Using such bases as a way to trace or allocate activity
costs to a product offers a whole new perspective on product
cost assignment.
As an example, the number of purchase orders or line
items processed may be a much better way to assign material acquisition costs than the value of the material ordered.
A work order may have one purchase order with $100,000
of material assigned to it Another work order may have 10
purchase orders worth $75,000 assigned to it Guess which
one incurred the most acquisition costs. Under today's
methods, guess which one was allocated the most cost.
REAL LIFE
Iscussing new concepts can be interesting and even
exciting, but if they don't work "in the field," they
don't work.
A large industrial electronics firm was dissatisfied with
the product costing information it was receiving, especially
at the printed circuit board level. Management decided to
38

try a new costing approach based on the work that CAM -I
had done on ABC and activity -based performance analysis.
In order not to disrupt the division or disturb the current financial systems, it chose a single department that fabricated
printed circuit boards.
The division finance department coordinated the pilot
project with support from Manufacturing Engineering. In its
presentation to management, it explained why it felt the experiment was needed. The controller said that the current
system did not provide accurate information for make/buy
decisions or for investment opportunities and that the current decision - making process was using distorted information. The major deficiencies of the current system were the
inability to recognize unnecessary (nonvalue- added) activities and the lack of adequate traceability of costs and of a
way to quantify quality, throughput, and flexibility.
Project objectives as stated by management were:
• Provide a breakout of department costs into activity costs,
• Identify cost drivers and their causal relationships,
• Determine actual costs for each product line, and
• Provide a tool for better decision making.
The process began by defining the activities for the PCB
shop based on its actual practices. In the main, most of the
activities involved either preparation for production or the
actual production of various product families. Next, a survey
instrument was constructed. The primary purpose of the
survey was to develop a database that defined what people
really did and for which product line. For example, the survey disclosed that direct labor operators spent a far greater
share of their time in material- handling tasks than had been
recognized. In light of their pay scale, the delivery of material to the line is being reviewed for possible reorganization.
Further, the analysis showed that support costs that had
been allocated on a straight -line basis among products did
in fact vary significantly by product family, especially as they
related to the number of layers on a PC board.
Cost drivers were defined and quantified. Typical of the
types of cost drivers were lack of technical supervision,
chemical contamination, schedule change, excessive quality
verification, time card audits, and Material Review Board activities. In all, more than 50 cost drivers were isolated. Some,
of course, were meaningful while others generated little cost
and were not tracked. The exercise of developing the activity
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and cost driver database was invaluable, however, for future
and much larger application of ABC in the company.
In the final analysis, the percentage spread of overcosting
to undercosting of the PC board product families ranged
from a negative 100% to a positive 80%. The division now
plans to expand the ABC activity to other departments.
A second example involves a large multidivisional consumer electronics manufacturer. In this case the manufacturer wanted to understand the impact of allocated costs on
the two main product lines in one key division. One line
(product line L) is older and has a moderately high labor
content. The second line (product line A) is newer and uses
more automation.
The initial figures indicated that the average base cost of
the product line L (high labor) was about $350 a unit and
that of product line A (high automation) was $240 a unit.
Keep in mind that product line L was manufactured at about
a 7:1 rate over product line A. This will explain the impact
of shifting a small percentage of L's dollars to A.
The activity cost analysis showed several interesting
points for management to consider. First, after cost based
on activities was reallocated and the technology costs of
product line A were isolated, the costs were restated to show
product line L as $300 and product line A as $450. Second,
because most of the technology costs were fixed or
semivariable, as production in A was forecasted to increase
the base unit cost would be reduced considerably, but in later years.
Third, product he L would have a longer profitable life
than originally anticipated, and some price reductions would
be in order so that it could remain competitive. Finally, the
firm gained some valuable insights on activities and costs
drivers with respect to automation. The current allocation
schemes had no method for differentiating technology
costs, such as the cost of industrial engineering support. The
activity analysis revealed that the IE cost allocation for A versus L in actuality ran about 4:1. The current system had indicated that the ratio was about 1:8 because labor had been
MANAGEMENT ACCOUNTING /MARCH 1991

functions with valuable information. ABC is, however, a
more relevant method for cost-
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consumed by the activities
needed to produce individual
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12 -Day Cycle
activities and their associated
cost drivers. If a product does
not use an activity, it should not
absorb any of its related costs.
The costing methods commonly used today, for example, may tie allocations of overhead
to direct labor so that some products are being charged for resources they never used. Unless we change our allocation methods to recognize the shift in the character of overhead from variable toward fixed, as the use of technology increases, severe
product cost distortion will only accelerate.
One final topic —will ABC necessitate another set of accounting records? At this stage of ABC's acceptance and development, many consider it an advanced analytical tool for
management as opposed to an official set of records. It certainly may not yet be robust enough to replace our day-today systems. Each implementation of ABC at this point probably will be tailored to each user's objectives. There is not
yet an "off the shelf' solution that has been accepted as the
standard. In the last two years we have begun to see the
emergence of commercially available software to assist in
3500 Expedited
6000 POs @ yr.

the implementation process.

Thus, although we currently may view ABC as a significant management tool for issues such as pricing schemes
and product abandonment analysis rather than as a tactical
accounting system, some firms are evaluating the impact of
a conversion to ABC as the accounting system of record. As
the ABC "body of knowledge" is expanded and codified, activity-based costing may well eventually replace our current
cost accounting systems.
■
Norm RaAh, CPIM, is a senior manager in the management
consulting practice of Ernst & Young. Prior to joining the firm,
he spent several years as a consultant and 12 years with the
Xerox Corporation's Computer Services Division, engaged in
industry and strategic product planning and the design and development of integrated manufacturing systems. He says that
in 1991 the CAM-I CMS project will publish a new glossary
on activity -based costing. It is hoped that this glossary will be
the basis for a future common language in the area of ABC.
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Springing to WorldClass Manufacturing
Grand Rapids Spring &Wire Co. created a culture based on trust
and commitment between management and employees.
BY HARPER A. ROEHM,
DONALD J. KLEIN, CMA, AND
.J,DS EPH F. CASTRIAN O
erhaps the most important
components needed for
world -class manufacturing
(WCM) to succeed are employee involvement and trust. Not only
must employees believe in and understand WCM concepts, but they must
believe in management's commitment
to the changes required. Problems inevitably will arise in the process of converting from a traditional manufacturing model to WCM. That is why in
order to create the physical plant and
psychological changes required for
WCM to occur, the company's culture
must change. To facilitate the physical,
psychological, and cultural changes,
management must build trust between
it and the employees.
The story of Grand Rapids Spring &
Wire Co. (GRSW) illustrates how a
small traditional manufacturing firm
created the culture and trust with its
employees necessary for its successful
conversion to a world -class manufacturing environment and operation.
Grand Rapids Spring & Wire Co.
was established in 1960 in Grand Rapids, Mich., and purchased by Tim
Homan and Jim Zawacki, active partner and president, in June 1985. The
company manufactures a variety of
products which include compression,
extension, and torsion springs;
stampings for progressive dies and
four -slide products; roll forming; wire
and grommet molding; and various assembly processes. Approximately 60%
of sales are to automotive companies
with the other 40% going to the appliance, furniture, and hardware industries. Total sales for 1989 were approximately $12 million with most of the
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Mike Mancewicz, near right, shows off his new numerical control spring machine at GRSW.

customers located in the Midwest.
There are more than 1,000 spring
companies in the United States and
Canada with a total sales market of
around $2 billion. Most spring manufacturers operate in specific regions.
The largest spring manufacturing
company represents less than 10% of
the market. In western Michigan
GRSW has six competitors who for the
most part have different equipment
and, as a result, different capabilities.
Sales of its competitors range from $1
million to $18 million, and they employ
from eight to 200 people.
Figure 1 illustrates the current organizational chart of GRSW. Jim
Zawacki, president, prefers to call fore-

men "leads" because this term more
closely describes the expectations of
the individuals given responsibility for
orchestrating the actions of the employees. There are 125 employees at
GRSW.
GETTING STARTED
en Jim Zawacki acquired
the company in 1985, he was
aware that because of competitive pressures, GRSW would need
to improve quality and reduce costs.
Having worked previously as president of a larger company that spent
four years attempting to implement
statistical process control, he was conMANAGEMENTACCOUNTING /MARCH 1991

vinced that its implementation at
GRSW was the essential first step in its
goal to improve quality. A statistical
process control coordinator was hired

the attempt to implement a technique
called single minute exchange of dies
because of inadequate training. From
September 1986 through June 1987,
departments met on a regular basis,
viewed approximately one -half of the
Sehonberger tapes, and were generally unsuccessful in their efforts to bring
a WCM philosophy to GRSW.

to prepare training materials, and several in -house seminars were conducted so that employees would be able to
perform SPC manually. Some of the
early results were exciting. In the past
when problems arose, plant employ-

ees' first reaction would be to attempt

MOVING FORWARD

to adjust their equipment. Now they

realized that in many instances the
problem was caused by a new reel of
wire and possibly the supplier of the
wire might be the cause.
In the early stages of trying to improve quality, Jim Zawacki was not
aware of all of the elements in a world class manufacturing environment. In
1986 he was invited by a customer to
attend a seminar regarding Richard J.
Schonberger's book, Japanese Manufacturing Techniques: Nine Hidden Lessons In Simplicity.At the heart of
Schonberger's book are two overlap-

n June 1987, an observer was invited to attend the management
meetings and view the tapes with
the management team. After several
months of meetings, management decided to hire the observer as a facilitator with the specific purpose of provid-

ing leadership and direction. As the
facilitator's first step, each employee
was asked to read Eliyahu M.
Goldratt's book The Goal. The Goal is
the story of how a manufacturing plant
turned around its performance when it
was finally able to identify the real
"goal" and the means to achieve it. After several sessions to explain how the
concepts in the book related to GRSW,
the facilitator began holding "Herbie"

ping strategies of "just-in-time" production and " total quality control." Following this meeting, a four -hour

session was held with employees in order to explain the basic concepts of
world -class manufacturing and why

meetings with the employees.
( "Herbie" was identified in The Goalas

management thought it was necessary
for GRSW. The customer, who had in-

a short stocky boy scout who was the
constraint on a hike.)
GRSW "Herbie" meetings were designed to identify what employees

vited the owner to the seminar, loaned
GRSW audio/ videotapes so that each
department could view the
tapes as a gro up and attempt
to im plem ent the WCM phi-

losophy.
These efforts were not
without some frustrations.
One of the early attempts to
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thing that prevents an organization
from reaching a higher level of performance as measured against its goal of
making more money now and in the future. All of the employees' suggestions

elicited from the group sessions were
recorded. Many constructive suggestions identified by the employees
turned out not to be root causes but
symptoms of the real problem. Therefore, the facilitator required each
group to focus on root causes instead
of symptoms through the effect -cause effect approach.
Following extensive discussions,
each group ranked its "Herbies." The
top two "Herbies" from each group
were summarized and presented to
management, and five major opportu-

nities called the "four + one program"
were developed. Then management
and the employees formulated simple
working solutions regarding the five
focused problems. Before the facilitator started working on the project,
each department identified separate

problems and attempted to solve the
problems on a weekly and monthly basis. Now the entire plant was focused
on five major issues with no definite
time commitment for accomplishment.
"If you focus on everything, you focus on nothing," Plato is reported to

FIGURE 1 /GRAND RAPIDS SPRING & WIRE PRODUCTS INC.
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have said. This lack of focus was one
of GRSW's major problems. The "four
+ one program" provided the needed
focus and made it easier for GRSW to
communicate with its employees regarding the changes that would have
to be made.
Management and the facilitator reviewed all the suggestions that the employees had identified in their brainstorming sessions. The facilitator
provided management with a list of all
the suggestions by group. In response
to some of the employees' suggestions, management determined that
the communication process needed to
be improved. As a result, managers
met with each group in order to discuss and review suggestions. Employees became convinced that management was serious about the "Herbie"
process.

MAJOR CONSTRAINT
he need for training and education regarding setup times in
the Press Room and Four -Slide
Department was considered to be the
major constraint for the entire plant.
Most setup times were too long and
frequently not performed correctly,
thereby causing bad parts to be produced. A series of employee and management meetings diagnosed the
cause of the problem: poor tooling and
inadequate training.
As a result, management developed
the following programs:
• 30 -hour seminar to train 50 employees on blueprint reading,
• 16-hour tooling seminar for 25 employees,
• Purchase of a videotape series on
setup procedures for the Press
Room Department.
A tooling expert was hired, and for
much of the equipment new tooling
was either made or purchased. The results of these efforts caused dramatic
reductions in setup times. Many of the
press room setups went from an average of four hours to 20 minutes. In the
Four -Slide Department the average
setup was reduced immediately from
an average of eight hours down to under three hours. Not only has reduced
setup time increased plant capacity,
but it also has reduced its cycle time.
These innovations enabled GRSW to
gain a competitive advantage through
its shorter cycle times and the improved product quality because of its
better setup performance.
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A second and obvious change needed was better housekeeping. Clutter
and general messiness were getting in
the way of producing a quality product
on a timely basis. Often tools could not
be found, it was difficult to walk in
aisles, and machinery was not cleaned
after being used. Many believed that
the plant's appearance contributed in a
negative way to the employees' work
attitude. Again, employee and management meetings were held and an
agreement reached that housekeeping
should be everyone's responsibility.
Today the plant would pass a white
glove inspection.

The four + one
program had
instilled pride
and a sense of
ownership in
GRSW employees.
Management identified the quality
ofmaterial used in production as the

third major problem. In the "Herbie"
meetings, employees indicated that
there were major problems caused by
material where the material was not reported as the problem. For example,
when manufacturing a particular
spring, plant workers might discover
halfway through a spool of wire that
the wire was defective. Most of the
time the spool would be discarded and
a new spool would be ordered without
reporting the incident to management.
When employees were asked why
management usually would not be informed, they replied that when they
did tell management rarely was there
any follow-up.
At the suggestion of employees, a
new procedure was developed for
tracking material failures. When a material failure does occur, the employee
is instructed to stop the machine immediately and complete an In Process
Material Problem (IPMP) form indicating the nature of the problem and
request the purchasing manager to review the situation. The purchasing
manager then contacts the responsible
vendor and provides a written response to the employee's IPMP within
48 hours. Records are maintained on

vendor performances and reviewed
with the vendors. Based on an analysis
of vendor performance, the company
has been able to reduce the number of
major suppliers from 40 to 20 and in
addition receive vendor certification as
to the chemical makeup and tensile
strength of the wire.

PREVENTIVE MAINTENANCE
wo types of maintenance problems surfaced. First, repairs
were not being completed on a
timely basis, and, second, many of the
required repairs could have been
avoided if preventive maintenance had
been performed. With employee assistance, both repair and preventive
maintenance programs were developed. Any machine that is judged by
the worker and lead to need repair is
red - tagged. A form developed by employees and management provides
space for both a diagram and explanation of the problem. A copy of the form
is sent to the plant supervisor who
records on a master list the date the
problem was identified along with the
machine number. The supervisor
must schedule the repair within 30
days. Each week at the leads' meeting,
the master list of repairs is reviewed to
confirm that the red - tagged machine
has been included on the master list
and that the supervisor has scheduled
the repair. Once the repair is completed, the red tag is removed from the
machine.
In order to reduce downtime
caused by the need for repairs, employees and management established
a preventive maintenance program
that assigned individuals to specific
machines. As preventive maintenance
is performed, these individuals must
initial a form indicating its completion.
Maintenance tools and repair manuals
are provided for each machine, and a
computer printout summarizes the
cost of maintenance. The results of
their efforts have substantially reduced machine downtime due to repairs.

SAMPLE BOARDS
he last "Herbie" identified was
caused by employees not being
certain which parts had to be
painted, platted, or heat treated. This
uncertainty resulted in shipping parts
that did not meet the customer's requirements. To solve this problem,
sample boards were built that displayed each part. Prior to shipping or
MANAGEMENT ACCOUNTING /MARCH 1991

to machine setup, employees visually
could verify the general appearance of
the part. In addition, a certification process developed by the quality assurance department ensured that each
sample part was approved prior to being placed on the sample boards. Once
the quality assurance personnel were
satisfied that the sample part was in
conformance with the customer's requirements, the part was painted
green, and a tag was prepared with the
part number, date, and customer
name. This board also has become a
useful marketing tool for potential customers visiting the plant. Every six
months a designated employee in each
department audits the sample board
against a computer printout as to what
should be on the board.

STRENGTHENING TRUST
or each of the four + one opportunities, employees and management worked together as a
team in identifying the constraint, in
diagnosing its cause, and in recommending a simple solution. In addition,
management followed through by providing the necessary resources both in
time and dollars in order to achieve a
satisfactory resolution of each problem. As employees began to participate in a meaningful way, trust began
to grow. Other elements in the process
of converting to WCM also strengthened employee trust.
From the initial commitment by Jim
Zawacki to move toward a WCM environment until the present, management has attempted to communicate

fully with employees as well as listen
to their suggestions. Employees' ideas
have been used in solving problems.
The management of GRSW demonstrated its commitment to world -class
management and to employees as the
four + one program moved forward.
Within general guidelines, Jim
Zawacki allowed an employee committee to determine merit pay increases
for all employees. A representative
committee was established in which
individual performances were reviewed and recommendations made to
management. Furthermore a bonus
system based on quality improvements and profits was established. Under the plan a base period was established with labor as a percentage of
sales (after sales had been adjusted for
rejects and returned sales). To the extent that employees were able in a future time period to reduce this percentage as compared to the base
period, they were allowed to share in
the savings in the form of bonuses.
Employees interviewed for this article
stated that they became true believers
in WCM after receiving their first bonus check.
In addition to striving to improve
communications, to listening, to adopting employee suggestions, and to allowing workers to share in improvements in quality, management has
attempted to respond to other employee needs not normally considered
management's responsibility. The
company's training efforts also have indicated to labor management's confidence in them and the seriousness of
their commitment to WCM. Through-

out the process a great deal of time and
money has been devoted to employee
training.
In addition to the many programs
already mentioned, the firm provides a
tuition rebate and an apprenticeship
program for tool and die making and
four -slide setup. A film library has
been established where employees
can earn incentives for reviewing certain tapes. They also have invested in
a plantwide computerized statistical
process control system using electronic measuring instruments. Employees
and their spouses were provided the
opportunity at GRSW's expense to participate in weight loss, no smoking,
and nutrition programs, as well as CPR
and first aid training.
These initiatives have paid large
dividends to GRSW. Recently the individual who was responsible for heat
treating spring products left the company. As the firm prepared to replace
him another employee suggested that
a portable oven could be moved next
to the spring machine and that with a
minor adjustment springs could be
automatically transported to and
through the heat treating oven. The
suggestion was adopted and, as a result, it was not necessary to replace the
employee. In addition, the innovation
added to available plant space. Employees also have played a significant
role in rearranging other equipment
throughout the plant.
Attitudes have changed significantly. In the past, employees would be
waiting at 2:45 p.m. to clock out at 3:00
p.m. Now they do not have to be asked
to stay longer if it is required to com-

Employees brainstorm improvements at one of GRSW's "Herbie" sessions.
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TABLE 1 /THROUGHPUT
T -O
Net Profit =
T -0
i

Return on Investment =
,productivity of Operations =
of Capital =

T
OE
T
I

in

plete a job. Past -dues have improved
from 60% on -time shipments to 97% on_
time. Cost of quality has improved
from 6% to 2.7% of sales, and parts defective per million (PPM) has registered a 1,000% improvement. Perhaps
the most significant achievement has
been the company's product acceptance by Japanese firms and the continuous development of more working
relationships with world -class manufacturers.
The four + one program was initiated January 1989, and by September
everyone in the company sensed the
changes in attitudes and the emergence of a new culture. The four + one
program had instilled pride and a
sense of ownership. At the present
time GRSW is working on Total Quality Management. The committees for
the four + one program continue to
meet once a month to review their
progress and search for areas of improvement.
Finally, GRSW has increased sales
more than 50% and profits by an even
greater percentage, while inventories
have decreased by more than 30 %.

ACCOUNTING
MEASUREMENTS
t the outset a decision was
made by management not to be
concerned about the effects the
proposed changes would have on the
firm's accounting system. Although
Jim Zawacki was a trained accountant
and had worked as a management accountant, he was content to rely essentially on cash flow analysis as the primary tool for decision making.
In addition, management believed
that it had an intuitive sense as to the
cost data (i.e., direct materials and labor) needed for competitive bidding
purposes. Consequently, very little
consideration was given to developing
a traditional standard or direct costing
system. GRSW did adopt The Goal's financial concepts of Throughput (T),
Operating Expenses (OE), and Inventory/Investment (I). Throughput is
the rate at which the system generates
dollars through sales, operating expenses are the funds the system invests in purchasing what it intends to
sell, and investment is the money the
system spends in turning inventory
into Throughput. In other words, cash
is either coming in M, going out
(OE), or staying within GRSW (1).
All employees are required to ask
themselves what effects their actions
and decisions have on T, OE, and I. In44

directly, the employee's favorable action on one or all of these financial
measurements automatically impacts
on the macro financial measurements
of net profit and return on investment.
The use of these micro financial
measurements of T, OE, and I tie back
to the macro measurements as illustrated in Table 1.
All employees at GRSW understand
these measurements and how favorably or unfavorably their decisions will
impact the measurements. This accounting system has been very successful at GRSW. Even with a slowing
of the economy, GRSW continues to
show month- to-month higher sales
and net profit. Any additional changes
in the accounting system will be developed later in response to the new manufacturing environment This approach is more readily acceptable to a
firm such as GRSW because it does not
have the financial reporting paradigms
of a publicly held organization. Regardless of the size of an organization
or whether it's public or privately
owned, these same few financial measurements are adaptable to any financial environment.

A WORLD -CLASS CULTURE
here are a number of specific
lessons and conclusions that
can be drawn from GRSW's experience. First, GRSW's focused approach to identifying constraints (i.e.,
the four + one program) allowed the
company to identify its major problems and implement appropriate solutions. The company was able not only
to achieve some early production and
quality control advances, but it convinced employees that management
was open to their suggestions and
would assume the risks associated
with any change. By allowing workers
to identify the root causes of problems
and propose solutions, GRSW realized
the benefit of greater employee motivation and commitment to the solu-

tions.
Second, the company addressed
the conversion process by implementing both production and cultural
changes. At GRSW machines were rearranged, tooling was improved, setup
and cycle times were reduced, and preventive maintenance and housekeeping were improved. The cultural
changes needed to support the new
manufacturing environment also were
addressed. Through an extensive process of employee training and communication, GRSW created an atmosphere where workers believed their
ideas would be valued, listened to, and
implemented. They became convinced
that management was open to change
and that conventional wisdom could be
challenged. In short, the firm's commitment to employee training and involvement helped to create a culture at
GRSW that supported the physical and
production changes.
The last lesson to be gleaned from
the GRSW story is the role that trust
played in the conversion process. The
trust that developed between management and their employees formed the
connecting link between the production and cultural changes that were
necessary to create a WCM environment.
In the final analysis, what occurred
was not the result of the manufacturing characteristics of world -class manufacturing. The remarkable changes
at GRSW took place because management was able to build trust and confidence with employees. Management
listened, communicated, called on people, and responded in unusual and unconventional ways to employee needs.
Grand Rapids Spring & Wire Co. created a world -class culture that said we
trust and believe in our employees. ■
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BY MICHAEL BROMW ICH
AN D AL BHIMAN I
as America lost its competitive
edge? Some say yes. And the
reason, they claim, is because
we refuse to invest in advanced manufacturing technology
(AMT).
But Americans just don't think that
way. If we can't see immediate tangible
results, we lose interest. AMT benefits
are often difficult to quantify in financial terms and require long -term consideration. A new approach clearly is
needed when evaluating AMT investment decisions.
AMT cost savings appraisal is particularly difficult because it is necessary to compare AMT costs with those
incurred using alternative technology.
The likelihood that some important
items will be ignored also exists. For
example, a company operating numerous leisure, entertainment, and catering outlets decided to computerize the
data collection of its food production
activities on a pilot basis. But the
project was abandoned because of
heavy worker resistance. The compaMANAGEMENT ACCOUNTING /MARCH 1991

ny continued to incur high overhead
from manual accounting and data processing operations, making it less profitable in a highly competitive industry.
A more strategic consideration of the
investment proposal would have captured the impact of worker resistance.
Measuring improved quality from
product enhancement presents a similar problem. A large confectionery
firm understated the benefits from
automating its storage and distribution
facilities because it failed to consider
the effect of better service to its customers. It therefore delayed its investment.
Some companies base their AMT
decision on a desire to create a high tech image. One kitchen unit manufacturer with an established reputation
for innovative design invested heavily
in computer- assisted design equipment. Why? Because it felt its customers would ascribe high value to the use
of sophisticated automated technology
in manufacturing. But because middle
managers knew qualitative benefits
are given little weight, they forced the
investment through by exaggerating
financial benefits!

What can be done to change manufacturers' way of thinking?
MAKING THE DECISION
good approach to the appraisal
of advanced manufacturing
technology is to evaluate the
strategic benefits informally while including a quantitative analysis. The
aim is to identify areas where AMT will
be beneficial not only in relation to precise short-term incremental cash flows
but also in terms of longer -run strategic benefits.
In one case, a medium -sized manufacturer and distributor of specialized
leisure products justified investments
on the basis of cost savings using the
payback method. Long -term non quantified projects also were considered by top management with the company's future direction in mind. As a
result, the company adopted optimized
production scheduling integrating material requirements planning (MRP),
CAD /CAM technology, and robotized
production. These investments failed
the company's three -year payback criterion but were accepted after a long
45

informal decision - making process.
The ability to evaluate benefits in
a quantifiable way may differ for different types of benefits. For instance, the results on the final
goods market of increased product
quality can be expressed in monetary terms. Managerial estimates of
benefits may replace more conventional methods. Investment in research, development, and certain
marketing and training programs
often defies exact measurement.
The first step in the evaluation
process is to review the firm's strategic plan and see how AMT can be
used to exploit strategic opportunities and remedy weaknesses.

FIGURE 1 /MARKETING STRATEGIES
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image
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Lower cost of meeting
demand

Expanded product portf olio
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Improved quality
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enerally, the types of strategic benefits that can be expected from advanced manufacturing technology can be either
external or internal. When management appraises AMT investment, it
tends to concentrate on the internal
benefits.
L
Figure 1 illustrates market strategies and contributions made by AMT
investment appraisal. The figure
distinguishes among three types of
strategies: product enhancement, diversification, and risk reduction.
The top righthand triangle of the
figure indicates that AMT can contribute to product enhancement in a number of ways. A major contribution .improves product quality. Such benefits
may arise from direct quality improvements or the reduction in quality variations. AMT also contributes to product enhancement by increasing the
flexibility of manufacturing, allowing
for a more precise response to fluctuating demands. This increase in flexibility allows products to be tailored to
customers' requirements.
One firm manufacturing high -pressure casings traditionally had stressed
material specification rather than
product quality. It decided to reorganize manufacturing operations using
the "cell" concept, relying on the
payback criterion to recoup its outlay
within one year. The firm also
achieved such unplanned benefits as a
50% reduction in inventory, a 75% improvement in quality, substantial reduction in lead times, and flexible manning with overall labor reduction.
Consequently, the firm now considers
strategic investment and synergistic
advantages as part of its capital investment appraisal procedures.
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Reduced wo rking capital
and inventory
More flexible responses
RISK REDUCTIO

The lefthand triangle in the figure
indicates that AMT investment can aid
the firm's diversification strategy by allowing the introduction of new products incorporating skills embodied in
the firm's AMT investments. An example involves the new technology permitting newspapers and magazines to
enhance printing quality and the use of
color.
The bottom triangle of the figure in-

FIGURE 2 /INTERNAL
STRATEGIES
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dicates some contributions of AMT investments to risk reduction by increasing the firm's ability to diversify and
meet changing needs using such techniques as MRP and JIT systems. But
to function properly, AMT requires extensive planning and accurate forecasting.
The first two benefits shown in Figure 2 are the most common in the appraisal of advanced manufacturing
technology. The cost advantages of
AMT stem from higher production
controls, particularly for material and
brought-in parts. The sophisticated
planning required for AMT production
further reduces cost by providing additional information to decision makers. AMT rests on a wide information
base within the enterprise, allowing
greater participation in decision making at all levels. More focused decision
making by the various organizational
segments reduces top management's
involvement in everyday operational
decisions. The new corporate structure forces managers to look outward
and seize opportunities for the firm.
For example, an electrical switch
gear products manufacturer had a
turnover of $32 million, a total staff of
550, and little investment in flexible
manufacturing technology. It projected a 25% growth rate as a result of the
extensive introduction of new, higher specification products. The company
MANAGEMENTACCOUNTING /MARCH 1991

wanted to increase design capacity and
improve manufacturing operations by
initially using CAD. The aim ultimately
was to reach full computer - integrated
manufacturing status. The original
benefits included reduced lead time in
the drawing office and reduced number of employees and WIP inventory.
The investment was based on
payback. Additional benefits obtained
included more accurate, timely transfer of data and a greatly improved competitive edge. Accordingly, the company achieved a new market position.
AMT leads to synergistic interaction between different units of the organization (referred to as beneficial interaction in Figure 2) because of its
wide impact across plant and divisional
lines.
A company engaged in the manufacture of sheet metal equipment predicted its sales would increase dramatically along with its product diversity.
An evaluation was made to determine
the optimum mix of manual, semiautomatic, and automatic methods for the
welding operations. Labor and space
savings were the prime targets. Based
on the payback method, the
semiautomated method was chosen.
The company subsequently experienced reductions in lead time, stock,
and work -in- process levels not included in the original analysis. A strategic
assessment concentrating on these

TABLE 1/ABSTRACT FROM AN INVESTMENT
APPRAISAL
CHECKLIST
Customer Benefits

Scores
Items expressed
directly in
monetary units

Items converted
into monetary
units

Scored items
not expressed
in monetary
units

Improved product quality
Lower cost
Longer product use from higher
reliability
Better supply response
Products better tailored to
customer requirements
Complementarity with other products
Better service and less product failures
Outward - looking organization better
able to respond to customer needs
New skills allow new products to be offered

benefits and their integrated effects
may have led to the adoption of an alternative plan.

CHECKINGOUTAMT
nce you've identified the general
area to benefit from AMT investment, you can begin a detailed
investigation of potential projects. Use
a checklist approach including the projected benefits and costs from each
project. Break these down into the detailed subdivisions relevant to the busi-

0

ness and the project and score them
for their contributions.
Checklists of this type may be very
long and detailed, depending on the
characteristics of the investment under consideration. Table 1 presents an
extract from a possible checklist.
This approach yields three possible
cost benefit estimates for each item.
The first category scores those items
using conventional investment appraisal methods.
A second category zeros in on those
items that can be translated into mon-

More American manufacturers need to evaluate the benefits of advanced manufacturing technology.
MA.NAGEMENr ACCOUNTING /MARCH 1991
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TABLE 2 /STRATEGIC PLANNING MATRIX
Strategies/
Benefits

Better
Meeting
Fit with
organizaRisks of
Improved Lower Nigher
supply
customer
other Enhanced New
Better
not
Cost of
Costs of Venal
Revenues Costs reliability response requirements products image skills information investing investment operation plans Total

Product
enhancement

X'

New Products

X'

X"
X'

Risk reduction
Cost advantages
Improved organizational structure
Company wide impact

X"

X"

X"
X

X

Monetary items
Items which can be
expressed in monetary
terms'
Scored items"
TOTALS
'Items whichcan be converted into monetary terms
"Items which can be expressed in monetary terms scroed on a 'points' scale (1 to 10)

etary terms. Increased net sales must
be estimated if the justification for the
investment is to be based on enhanced
product quality, but because detailed
monetary estimates are usually unavailable, all that is required is a general idea of the magnitudes involved.
If such estimates are unavailable,
benefits and costs fall into the third category, composed of items that can't be
converted into monetary amounts.
Each benefit or cost associated with an
AMT investment must be scored from
one to ten, with ten representing high
benefits. Similarly, minus ten represents major costs.
A detailed plan is required for each
item on the checklist. Such plans include organizational changes, required management actions and commitments, the acquisitions of the new
skills, and the concomitant training required.
A STRATEGIC PLANNING MATRIX
he final stage in strategic investment appraisal is to construct a
planning matrix. One possible
format for such a matrix is shown in
Table 2. The categories at the top represent aggregations of the items in the
checklist. Only important benefits and
costs need to be shown separately. On
the left of the figure are those strategies that might contribute to AMT appraisal.
The Xs marked in the figure represent examples of likely combinations
of strategies, benefits, and costs. Thus,
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the two entries in the lefthand column
indicate that product enhancement
leads to increased revenues.
An illustration of an item expressed
in monetary terms is the cost advantages shown in the column headed
Lower Costs. By contrast, items shown
in the first lefthand column are examples of benefits not originally expressed in monetary terms. Other examples are marked by one asterisk.
Examples of nonquantifiable benefits are shown in the column labeled
Enhanced Image. Additional examples
of items that may have to be scored are
marked by two asterisks.
The matrix gives three total scores
for each project. The first is for those
items expressed directly in monetary
terms (discounted where necessary)
shown in the row labeled Monetary
Items. This score is the focus of conventional appraisal techniques. The
overall total is obtained by summing
the scores for this class shown in each
column in the matrix and then totaling
for all columns. The results are shown
in the first subtotal row in Table 2.
The second type of score in the figure
is for those benefits and costs that can
be translated into monetary terms.
Again, these scores are totaled for
each column and then added for a
grand total. 'These totals are segregated from monetary items because they
may not be as precise as those obtained directly in monetary amounts.
The final scores for those items that
cannot be expressed in monetary
terms are shown in the last row of the

figure.
One firm that adopted a strategic investment appraisal approach in evaluating the first stage of computer -integrated manufacturing investment
calculated the tangible benefits. It was
determined that the investment cost
was $1.86 million while the quantifiable benefits were only $860,00. The
excess million dollars was chalked up
to intangible benefits.
In order to obtain an overall view of
the project, management needs to
weigh the three scores. The emphasis
on each score will depend on top management's attitude toward the factors
contributed by the project. The combined score for a project in each column obtained using these weightings
is shown in the final row of the matrix.
Revised forecasts of this type
should be made regularly over the lifetime of the project, incorporating the
effects of new forecasts.
■
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professor of accounting and finance
management at the London School of
Economics. Telephone 44- 71- 955 -7323.
Al Bhimani is a lecturer of accounting
and finance at the London School ofEconomies. Telephone 44- 71- 955 -7329.

Is this article of interest
to you? If so, circle

Yes
76

No
77

appropriate number on
Reader Service Card.
MANAGEMENT ACCOUNTING /MARCH 1991

Does Your School

District's Accounting

System Rate an

�

Earning a Certificate of Excellence helps its financial reputation.
BENEFITS TO PARTICIPANTS

Two fifth graders in the Lake Forest, III., School District look at a
book together.

BY ALLEN F. DYE
o meet rising costs, many local schools have been
forced to ask taxpayers for more money in order
to maintain the quality of their educational programs. In turn, many taxpayers question how well
the school system's finances are being managed.
Until recently, very little effort was made to standardize
financial accounting procedures of school systems or the
way the systems reported the results of their financial operations. To correct this deficiency, in 1972 the Association
of School Business Officials International (ASBO) developed a program to issue a Certificate of Excellence in Financial Reporting by School Systems. This certificate is issued
annually to those districts that publish a Comprehensive Annual Financial Report that meets the requirements prescribed by the ASBO.
As a member of the School Accounting Research Committee of ASBO at the time the program was initiated, I encouraged school district business officials to investigate the
program and initiate the changes in their accounting and financial reporting practices needed to obtain the Certificate.
MANAGF,MUNTACCOU
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ost school system business officials must expend
considerable time and effort initially to meet the
technical requirements for the Certificate of Excellence. The benefits, however, more than compensate for the
work. Alan Hahn, administrator for business services, Lake
Forest, Ill., School District 67, earned the Certificate for his
district in 1982 and each year since. Alan is a member of the
NAA Illinois Northeast Chapter. He has found the Certificate has given him special professional standing with school
officials throughout his district and Illinois.
Each year, he includes a copy of the Certificate in the annual audit report and in other financial documents provided
for the staff and district residents. This is the best way to
let it be known that the financial records are maintained in
accordance with generally accepted accounting principles
and that the published report has received recognition from
a panel of the nation's leading school accounting authorities.
Most of the residents of Lake Forest are professionals, and
they appreciate the high financial accounting standards represented by the Certificate.
Alan believes that districts that earn the Certificate have
an added advantage when they issue bonds to finance the
construction and maintenance of buildings and to obtain
funds for working capital. Issuers of bond ratings know that
the financial data submitted are accurate and complete. Purchasers of bonds know that the district has high standards
for its accounting and financial operation. This reputation
helps establish lower interest rates on the bonds.

OUR EXPERIENCE IN ILLINOIS
he school systems in Illinois were slow in developing
the technical expertise needed to earn the Certificate
of Excellence. Although the first Certificate was
awarded for the 1972 fiscal year -end, it was not until 1978
that the first Certificate was awarded to an Illinois
elementary and secondary school system, the Valley View
Public Schools in Romeoville. This school district has
earned the Certificate each year since. The district's chief
business official, Paul Swinford, is currently ASBO president.
More and more Illinois school business officials are trying to improve the quality of their financial reporting. In
1990,26 Illinois school systems earned the Certificate for the
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1989 fiscal year -end. One of them was a first -time recipient.
Illinois legislation permits school districts to maintain financial records on either the cash or accrual basis. As a result, there is very little consistency in the way districts
record receivables and payables, tax collections, vacation
and sick leave obligations, long -term debt, and the cost of
fixed assets. Until legislation requires Illinois school districts to maintain their financial records in accordance with
generally accepted accounting principles, earning the ASBO
Certificate of Excellence provides the best encouragement
to school business managers.

REQUIREMENTS FOR PARTICIPATION
o participate in the Certificate of Excellence program,
a school system must prepare and publish a Comprehensive Annual Financial Report (CAFR) or, when appropriate, a Component Unit Financial Report (CUFR). The
report must be in accordance with generally accepted accounting principles as established by the Governmental Accounting Standards Board. A full-scope independent audit
must have been performed on the statements included in the
report, and the audit must include an unqualified opinion.
The school system must submit a letter on its official stationery, signed by the chief financial officer, with the report,
as well as four copies of a completed ASBO Self - Evaluation
Worksheet and a check for the filing fee.
The 54 -page ASBO Self - Evaluation Worksheet is in a
question -and -answer format. An explanation must be provided for all "NO" answers, which are considered unfavorable —too many "NO" answers will disqualify the report for
the Certificate of Excellence. The worksheet includes specific paragraph references to the Codification of Governmental Accounting and Financial Reporting Standards, Second
Edition, published by the Governmental Accounting Standards Board.
Applicants find the worksheet helpful when preparing for
their school system's annual audit, to edit the annual financial report, and to pinpoint deficiencies in time for them to
be remedied. Even those school systems that are not yet
ready to apply for the Certificate find that the document
helps them evaluate their own accounting operations and
plan for future improvements.

THE REVIEW PROCESS
he participants' applications are reviewed by a panel
of review; several panels are needed. All panel members are volunteers and include certified public accountants, school system business administrators, higher
education professionals, and others who practice in the field
of governmental accounting and reporting. Table 1 gives statistics on the 1988, 1989, and 1990 panels of review.
The ASBO office, aided by a technical support team, prepared a guide to be used by members of the panels. It provides assistance and guidelines and assures uniformity in
the review process.
One of the panel members serves as the chair. Individual
panel members examine the submitted report, prepare their
comments, and form a conclusion on whether to issue or
deny the Certificate. Each panel member forwards the completed worksheet to the panel chair, who has the responsibility of combining the members' views into a formal comments report.
If a school system's certificate is denied and it strongly
disagrees with the decision, the system may request that the
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decision be reviewed by an arbitration review panel. The decision of this panel is final.

MOST FREQUENT DEFICIENCIES
he ASBO Certificate of Excellence program is relatively new, and most school system business managers have not become thoroughly acquainted with the
technical requirements for an annual financial report to earn
the Certificate. Usually business managers rely on the independent auditor to provide professional leadership in developing the report.
One of the most frequent deficiencies is an incomplete
letter of transmittal, which omits some required details. The
letter must describe the financial condition of the system
and significant changes in that condition during the reporting period. It should explain increases or decreases in fund
balances, changes in revenue sources, or changes in the system's expenditure pattern. It should state the adequacy of
fund balances to meet future needs, and the district's future
prospects and plans.
School districts need the most technical help in the proper preparation of footnotes. Many footnotes fail to provide
an adequate description of the reporting entity and do not
adequately disclose the legal spending limit or the
overexpenditure of appropriations. Many reports do not distinguish adequately between accrual and modified accrual
accounting and do not adequately disclose investments, the
valuation of fixed assets, and the school system's pension
plan.
Statistical information is another area in which the reports are deficient. They often omit tables on tax levies and
collections, demographic statistics, property values, overlapping levies and debts, and information regarding construction and bank deposits.

WHAT MANAGEMENT ACCOUNTANTS CAN DO
chool districts need help from all sources to develop
the expertise to earn the Certificate. Auditing firms
that work with school districts should become acquainted with the requirements of the Certificate and assist
the business officials with the preparation of the annual financial report. Accountants also may serve on a panel of review —the ASBO needs to add new members every year.
Certified public accountants who are members of their
firm's management group and practice in governmental sector accounting qualify for membership, as do school district
business officials in districts that have earned the Certifi-

TABLE 1 /PANEL OF REVIEW
STATISTICS
Program Year
Number of Review Panels
Number of Review Panel Members
Profile of Review Panel Members:
Independent Public Accountants —
National Firms
Regionaill -oval Firms
School District Officials
Academia
Consultants
State Auditors

1990

1989

1988

48
155

42
137

39
126

67
32
50
2
3
1

58
28
42
2
4
3

55
20
39
3
5
4
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HISTORICALBACKGROUND
Since 1968, the Association of School Business Officials International (ASBO) has worked with school system administrators, certified public accountants, accounting teachers,
and professional accounting associations to standardize and
improve school district financial reporting.
Before 1968, most school systems in the United States
had maintained accounting records in accordance with
guidelines developed by the Federal Education Office and
later implemented by state education departments.
No generally accepted financial reporting model was
available. The annual financial audit, where required, was
the only financial report maintained by most school systems.
Most school districts maintained their financial records in
some form of cash basis accounting.
Very little emphasis was put on modified accrual basis accounting for school systems. Most discussion centered
around the need to have consistent reporting of disbursements and receipts so that state and federal offices of education could collect and summarize school system statistics.
At annual meetings of school district business officials,
discussions of cash versus accrual basis accounting created
heated arguments. Most legislation permitted school districts to use cash basis accounting and reporting, so many
business managers saw no need to change their practice.
Meeting the state requirements was enough.
Nonetheless, a group of certified public accountants and
school business officials saw the need to encourage school
systems to improve their financial accounting. This group
met in the summer of 1970 at Michigan Technological University and created the framework for the Certificate of Excellence. Professor Samuel 11dwell, who had been an outspoken and tireless proponent for improving school system
financial reporting, chaired the seminar.
The first Certificate was issued in 1973, for the fiscal year
ended in 1972. As for any new program, participation grew
slowly. By the 1980 program year, the number of participants had grown to only 19. Figure 1 shows the number of
submissions received for each program year.
During the 70s, several events brought about significant
changes in the standards for fiscal reporting of governmental bodies, including school systems. The American Institute
of Certified Public Accountants (AICPA) issued AICRA In-

dustry Audit Guide, Audits of State and Local Government

Units.The guide provided independent auditors with standards for auditing state and local government financial
records and for reporting the results of the units' financial
operations. The ASBO held state and local meetings to acquaint school personnel with the audit guide and to explain
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YEAR
how standards were developed and how they would improve
the quality of financial reporting.
Another important development was the issuance in 1979
of Statement 1 of the National Council on Governmental Accounting (NCGA). It introduced the "pyramid" concept of financial reporting. In the past, governmental unit financial reports had emphasized the numerous funds typical of the
accounting structure of most governmental units. The reader of the report could determine the financial result of each
of these funds but could not readily analyze the actual operating results of the reporting unit The pyramid concept
combined and grouped together these funds with a similar
function, such as operating, special revenue, and debt service. Details of the separate funds were not eliminated, but
they were less important in the reporting structure.
Establishment of the Governmental Accounting Standards Board (GASB) in 1984 resulted from the very productive efforts over the prior 15 years by leaders from independent auditing firms, state and federal accounting offices,
school systems, municipalities, and accounting organizations. The subsequent statements and technical bulletins of
the GASB clarified its stand on various issues.
All this activity helped the ASBO Certificate of Excellence
program. The number of participants grew from 19 in the
1980 program year to 211 in 1990. Additional school systems
are revising their accounting and reporting practices, and it
is anticipated that the number of participants will continue
to increase each year.
■

sate.
Interested accountants should contact Bernard F. Gatti,
CPA, Association of School Business Officials International,
11401 North Shore Drive, Reston, VA 22090; (703)478.0405.

receiving increased recognition as a most valuable tool to
help school business officials attain fiscal and financial management credibility.
■

WHERE WE ARE NOW

Allen F. Dye is business manager emeritus of the Evanston
Township High School District 202 in Evanston, Illinois. He
is a member of the Illinois Northeast Chapter, through which
this article was submitted. Readers can reach him at
(708)729 -6640.

fter two decades of intense effort by school system
officials, accounting professionals, and governmental
agencies, standards that affect school system financial accounting and reporting appear to be established.
As a result of this effort, the ASBO Certificate of Excellence in Financial Reporting by School Systems program is
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EDUCATION. A
PARTNERSHIP
BETWEEN INDUSTRY
AND ACADEME?
BY JOHN W. HILL, PH.D.
Thefo
llowingisthe second ofa two -part
series on modernizing the accounting
education program to reflect the new
business environment.

he partnership between industry and academia paid off well
for the students during fall
1989. Six teams of students visited
firms and, as indicated in the following
examples, learned many useful lessons about management accounting.
Heavy Equipment Components Manufacturer. One of the plants visited was

a division of a heavy equipment manufacturer. The division manufactures
components for heavy equipment and
engages in both private sector and defense contracting work. The division
has long had a reputation as the leader
in its field, but its market share is currently being threatened by foreign
competition. Several European and
Japanese firms have indicated their intention to enter the market with world class manufacturing facilities. To forestall the loss of market share the
division needs to make a similar large scale capital investment. The division
initially had some difficulty in competing with other divisions because the
firm's traditional cost justification techniques for capital investments did not
incorporate a "moving baseline" concept that captures the profits lost from
declining market share. However, after considering the opportunity costs
associated with not making the investment, the firm launched its own computer- integrated, world -class project
designed to enable the division to
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maintain its leadership well into the
21st century.
The division also is reorganizing its
current production operations to separate defense work from nondefense in
order to facilitate production. The students gained insight into some of the
peculiar costing requirements associated with government contracting.
The lessons learned from this plant
visit were important for the students.
The division provided an example of a
firm with many of the symptoms of industries experiencing management accounting problems in the new manufacturing environment. Division
management is aware of these problems and is working diligently, following a strategic plan, to reorganize production and develop new accounting
systems capable of supporting this
plan. Thus, the connection between
strategic planning and accounting was
made clearer to the students. The relationship between changes in production technology and the need for
changes in accounting methods was
also apparent. Further, an example
was provided of the difficulty in cost justifying large scale capital investments.
As an added benefit, the students
were able to participate in discussions
about an ongoing managerial accounting problem somewhat smaller in
scope. Production managers were objecting to a direct billing system for repair and maintenance costs and were
advocating a return to an allocated cost
system. The rationale was that the production managers did not want to be
responsible for supervising repair and
maintenance personnel working in
their areas but were afraid of being
overcharged if the workers were not
supervised. The division's accountants
argued that costs were better traced to
products through the direct billing
system. This episode provided the students with a real -life example of the
frictions that can develop between accounting and other departments and
the relationship between product costing and performance evaluation.
Plastics Plant. A second team of students visited a plastics plant that manufactures a large number of different
raw plastic materials for use by other
manufacturers. Here, the students
were exposed to the difficulties created by an expanding product line and
the obsolescence of the plant's standard costing system. Students discovered that average standard costs for
product groups were used for product
pricing because of the accounting sys-

tem's inability to trace actual costs. As
a result, the plant has difficulty in ascertaining which orders are unprofitable. Plant accountants are working
with consultants in an attempt to identify ways to provide better product cost
data.
Another revelation was that overhead allocation was not the product
costing issue at this facility that it is
with some firms. Students had read a
considerable amount of material regarding indirect cost misallocation resulting from traditional overhead pooling techniques. However, here they
discovered that raw material cost,
making up 75% of the product cost, was
of far more concern to plant management than misallocated overhead.
Consumer Products Factory. A third
group of students visited a consumer
products factory at the plant of a diversified, multinational firm. The students
saw a highly automated process in
which multiple production lines were
continuously monitored by a small
group of workers.
Another interesting observation
was that other factories within the
plant, like the consumer products
plant, are stand -alone facilities. In effect, the entire plant is a collection of
separate facilities in which approximately 100 buildings are used to make
about 500 products. This greatly facilitates the accurate product costing because 95% of the indirect costs can be
traced to individual products. The
learning point for students was that
production layout can significantly influence the accuracy of product costs.
Students also learned about the
need for more than one accounting
system. The firm uses one accounting
system for financial reporting and a
separate system for managerial decision making, thus avoiding many of
the problems associated with using financial reporting systems to make
product costing decisions.
While at the facility, the students
discovered two potential problems
with the plant's accounting systems.
First, marketing personnel were making product pricing decisions based on
a unit price at one volume level without
realizing that the unit cost varied by
volume. Second, the firm used a standard costing system that tended to emphasize production volume as opposed
to controlling quality costs. Both of
these findings have strategic cost management implications.
Metals Manufacturer. A fourth
group of students visited a fully integrated plant that makes sheet metal.
MANAGEMENT ACCOUNTING /MARCH 1991

The students saw the effects of new
technologies on product quality, a
point of strategic concern to the firm.
To increase its market share, the firm
is investing in technology designed to
change its product from a commodity
to a specialty product through increased quality.
The students also saw a production
layout critical to maintaining a low product cost. The distances that products
travel have been kept to a minimum to
reduce handling costs and minimize
damage to work -in- process inventory.
The layout also permits easy delivery of
raw materials and shipping of finished
products to reduce the time inventories
spend at the plant.
Because the plant allocates indirect
costs using throughput tune, the students could observe an alternative to 9
locations based on direct labor hours.
The students found that some aspects of the performance measurement system needed adjusting. Some
of the more traditional measures created the potential for managers to
over - forecast production hours and to
be overly conservative in estimating
recovery and up -time percentages.
These measures also encouraged

managers to focus on short-term results and could lead to distorted unit
costs and excess inventory costs.
These experiences demonstrate
that there is much to be gained from
bringing accounting students and
practitioners together to discuss management accounting problems. The
students gain a firsthand knowledge of
the new manufacturing environment,
develop critical and creative thinking
skills necessary for solving complex
accounting problems, and become acquainted with firms in different industries and their accounting systems.
The practitioners receive feedback
from the students, who provide a fresh
look at the firm's accounting systems,
and become acquainted with some excellent prospective recruits.
The results from the fall 1989 experience were gratifying. Both the students and the practitioners responded
enthusiastically to the challenge of creating a new learning environment. Student evaluations of the course were
outstanding, and some stated that it
was the best course taken in college.
Several nonparticipating firms heard
about the course and volunteered to
participate in future semesters. A part

► Nl choice of CPAs nationwide
► Now available for private businesses
► Premium applications for IBM S/36
and AS /400 computers

nership between industry and academia is promising.
■
John W. Hill, Ph.D., is assistant professor of accounting at Indiana University.
He is winner of the 1990 Harry C.
Sauvain Teaching Award at Indiana
University. He is a member of the Bloomington Chapter, through which this article was submitted.
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ERRATA
In the January issue, this column contained the address of a publisher from
which readers could obtain a booklet
called Doctoral Programs in Accounting by Terry Campbell and Roger
Hermanson. That information has
been changed. The booklet now is
available from Richard D. Irwin, Inc.,
1818 Ridge Road, Homewood, IL
60430; (708) 206-2758; ask for Billie. A
few booklets still are available, and the
publisher will be compiling additional
copies this spring.
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TRENDS

IN MANAGEMENT
ACCOUNTING

MANAGEMENT
ACCOUNTINGPRACTICES
LOUIS BISGAY, CPA, EDITOR

AICPAAND IASC
ISSUESTATEMENTS
he American Institute of Certified
Public Accountants issued Statement of Position 90.11, "Disclosure of Certain Information by Financial Institutions About Debt Securities
Held as Assets." Starting as a project
that would have included accounting
and reporting guidance regarding debt
securities held by financial institutions, the AICPA's Accounting Standards Executive Committee responded to critical commentary on the
proposal by referring the issue to the
FASB. As an interim measure, the Accounting Standards Executive Committee approved SOP 90-11, which
calls for disclosures more extensive
than those originally proposed. SOP
90.11 is effective for fiscal years ending
after December 15, 1990.
On the international front, the International Accounting Standards Committee published IAS 31, "Financial Reporting of Interests in Joint Ventures."
The new standard identifies three
broad types of joint ventures: jointly
controlled operations, jointly controlled assets, and jointly controlled
entities. IAS 31 requires that interests
in joint ventures be reported in accordance with their substance. Accordingly, the application of the Standard
will result in similar reporting of assets, liabilities, revenues, and expenses regardless of which type of
joint venture is used. LAS 31 applies to
financial statements for accounting peyl

riods beginning on or after January 1,
1992.

MOREONPOSTRETIREMENT
BENEFITS
ast month, time permitted only a
brief reference to the Financial Accounting Standards Board's SFAS
106, "Employers' Accounting for
Postretirement Benefits Other Than
Pensions." Let's take a closer look at
this Statement that is widely regarded
as one likely to bring about very significant accounting changes for many
companies. The Statement applies to
all forms of postretirement benefits
other than pensions but focuses principally on postretirement health benefits.
The Statement will significantly
change the prevalent current practice
of accounting for postretirement benefits on a pay -as- you -go (cash) basis by
requiring accrual (during the years
that the employee renders the necessary service) of the expected cost of
providing those benefits to an employee and the employee's beneficiaries
and covered dependents. Statement of
Financial Accounting Standards 106
will be effective for calendar year 1993,
except that non -U.S. plans and some
small nonpublic employers may delay
application for two additional years.
In describing the need for such a
Statement, the FASB concludes that
postretirement benefits are not gratuities but are part of an employee's compensation for services rendered. The
Board acknowledges that current recognition and measurement of such obligations are based on determining
certain estimates that may be less than
precise, but it argues that failure to accrue implies that no obligation exists
prior to payment of benefits and that
such failure to accrue impairs the usefulness of financial statements.
Employers will be required to measure a transition obligation, the
amount of the unfunded and previously unrecognized accumulated post retirement benefit obligation for all plan
participants. Employers will have two
options in that regard. They can, if
they wish, impact their income statement all at once in the transition year
as the effect of an accounting change.
Alternatively, employers may amortize
the cost of the transition obligation on
a straight -line basis over the plan participants' average remaining service
period but may elect to use 20 years if
that is greater than the future service

period.
The Statement requires that an employer's obligation for postretirement
benefits expected to be provided to or
for an employee be fully accrued by
the date that employee attains full eligibility, even if the employee is expected to render services beyond that date.
That accounting reflects the fact that
at the full eligibility date, the employee
has provided all the service necessary
to earn the right to receive all benefits
expected under the plan.
Required disclosures include:
• A description of the plan,
• Net periodic postretirement benefit
cost and its components,
• A schedule reconciling the funded
status of the plan with amounts reported in the balance sheet,
• The assumed health care cost trend
rate used,
• Assumed discount rates and rates
of compensation used in measuring
the obligation, and
• Effect of a 1% increase in the health
care cost trend rate on various factors.

OTHERFASBACTIONS
he FASB issued an Exposure
Draft that would require all companies to disclose the market value (if practicable to estimate) of all financial instruments, both assets and
liabilities on and off the balance sheet.
When estimation of market values is
not practicable, other disclosures
would be required. Excluded from the
scope of this proposal are deferred
compensation plans, substantively extinguished debt, most insurance contracts, lease contracts, and warranty
obligations.
This proposal represents the second phase of the disclosure part of the
Board's financial instruments project.
The first phase resulted in Statement
105, which primarily deals with disclosures of information about financial instruments with off - balance -sheet risk.
Recognition and measurement issues
about financial statements are being
considered in other parts of the
project. Comments on the ED are due
by April 30.
The FASB also issued Technical
Bulletin No. 90-1, "Accounting for Separately Priced Extended Warranty and
Product Maintenance Contracts." TB
90-1 addresses the question: How
should revenue and costs from a separately priced extended warranty or
product maintenance contract be recMANAGE MNTACCOUNTING /MARCH 1991

INTERNALCONTROLSEXPOSUREDRAFT
ISSUEDFORCOMMENT
AA members are encouraged to provide their
input and comment on an exposure draft, Internal Control Integrated Framework, issued by
the five sponsoring organizations of the National Commission on Fraudulent Financial Reporting (the
Treadway Commission). The draft report is the result of
an 1 8-month study by Coopers & Lybrand.
"This study was undertaken in response to the
Treadway Commission's recommendations that the
sponsoring organizations work together to develop integrated guidance on internal control," noted Robert L.
May, chairman of the Committee of Sponsoring Organizations (COSO). "The guidance provided in the report
should help companies assess and improve their systems
of internal control and provide a basis for continued
study."
NAA is one of the five sponsoring organizations to the
Treadway Commission. Others include the Financial Executives Institute, the American Institute of Certified
Public Accountants, the American Accounting Association, and the Institute of Internal Auditors.
As noted in the exposure draft, every system of internal control has its limitations. "As such, fraudulent financial reporting and `accounting surprises' can never be
eliminated totally," commented Mr. May. "However, it's
COSO's view that if management, boards of directors, external auditors and others adopt the components, criteria
and guidelines set forth in the framework, the incidents
of such events occurring will be reduced."
The exposure draft views internal control broadly
within the context of how management runs and controls
the business. The framework is structured to allow management to focus on specific areas, such as financial reporting, operating activities or compliance with laws and
regulations.
The exposure draft points out that there are nine interrelated components of internal control which must be
present and functioning to have an effective control system. The components are:

N

• Integrity, ethical values and competence
• Control environment
• Establishing objectives
• Risk assessment
• Information systems
'
• Control procedures
• Communication
• Managing change
• Monitoring

"While each component is essential for all entities,"
explained Mr. May, "the way they are addressed and
implemented will vary by organization depending on its
size, industry, culture and management style. The exposure draft considers these diversities in setting for
the various concepts and guidance."
The proposal for comment also contains a set of tools
that may be useful in conducting an evaluation of an entity's internal control system.
COSO has issued the exposure draft for public comment to gain additional input from the business, governmental, and academic communities. The Committee is
looking for comments on the extent to which this report
provides necessary practical direction to managements,
boards of directors, and others to help them control enterprises they run.
All NAA members are encouraged to comment on
the exposure draft. Comments should be submitted in
writing to Louis Bisgay, NAA's Director of Management Accounting Practices (MAP), before May 31,
1991.
Copies of the exposure draft are being automatically
sent to members of NAA's Controllers Council, Board
of Directors, national committees, and chapter presidents. Others who want a copy of the exposure draft Internal Control Integrated Approach, should call 1-800334-6961 (1- 800 - 248.0445 in New York State). Ask for
the COSO exposure draft on internal control — Product
No. G00610.

ognized? The interpretive responses
include the following:
• Revenues should be defined and
recognized in income on a straight line basis over the contract period
except in those circumstances in
which sufficient evidence indicates
that the costs of performing services under the contract are incurred on other than a straight -line
basis. In such cases, revenue
should be recognized over the contract period in proportion to costs
expected to be incurred.
• Incremental direct acquisition costs
of a contract should be deferred and
charged to expense in proportion to
the revenue recognized. All other
costs should be expensed as incurred.
■
Louis Bisgay, CPA, is director, management accounting practices.

RESEARCH
PATRICK L ROMANO, CMA,
EDITOR

REALITY:THECRUCIBLE
ecently I recorded an important
entry in my memory bank about
how the input of ideas impacts
endeavors of men and women and how
these individuals respond over time.
Their motivation and their rationale
for response is not being questioned.
The happening —the events that transpired after their initial inputs were received—is what is important.
For me, this change has occurred in
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the field of management accounting
over a very brief period. I recall a meeting held by Computer Aided Manufacturing- International (CAM-1) in December 1985 which was attended by a
group of "cost system project sponsors" who were concentrating on the
finalization of a request for a proposal
to review current cost management
practices. The sponsors, representing
manufacturers, indicated that many
roadblocks were making their transition to an automated factory difficult.
Not the least were their cost management systems, which, many of them indicated, did not provide the financial
information necessary to manage the
transition to the factory of the future.
Subsequently, the sponsors voted
to accept a proposal made by NAA in
which CAM -I would jointly fund this
research with NAA. The requirements
set for this project were twofold:
1. Provide a baseline of current cost
management practices using surveys and in -depth, on -site studies of
selected companies, and
2. Provide an annotated bibliography
of current literature defining cost
management systems.
The output of this research, published in 1987, consisted of two "Bold
Step" research publications:
1. Management Accounting in the New
Manufacturing Environment by

Howell, Brown, Soucy, and Seed,
and
2. Cost Management Systems, A Digest
of the Relevant Literature by

Mecimore and Sullivan.
Through the above reports, NAA
was instrumental in providing a set of
inputs to both the management accounting practice and academic communities.
It is important to note, however, that
while significant research was in
progress and preceded the publication of
NANs "Bold Step" publications (and subsequently followed them), for me, these
publications represented my initial inter action with the change process. At this
point, I took my first camera shots and
made my initial recordings in my memory bank. Recognition and measurement
of the cost management process began
at this time.
Now, in early 1991, I have just reviewed a new textbook, Cost Accounting, Traditions and Innovations by Professors Barfield, Raibom, and Dalton
of Loyola University. I was pleased that

the authors had considered many current sources for this text. Recent management accounting research publications (some of them resulting from
NAA's research effort), as well as recent cost management journal articles
were embraced (the innovations).
The authors also included much of
the earlier body of work in management accounting, dating from the early
1900s (the traditions). Chapter 16, "Activity-Based Costing (ABC) and other
Innovative Technologies," was especially welcome. Readers will find a
number of the latest findings from innovative researchers and practice in
this text.
It follows that when students are exposed to these new communication -en hancing concepts, such as activitybased costing, we should expect to
learn from them how things are being
done in their organizations. It is in students' situations where concentrated
forces interact to cause or influence
change or development. New concepts
will be accepted as the norm by those
who have grown up within the crucible
of these business environments.
Reality is the crucible.
I also just read a guest editorial on
the subject of empirical research in
management accounting, carried in
the current issue of Management Accounting News and Views (an American
Accounting Association, Management
Accounting section publication). Prepared by Don Madden of the University of Kentucky, the piece provides a
number of interesting thoughts for enriching the education process in management accounting through empirical research.
I, too, agree that the talents of academia and actual management accounting practices should be combined and that a continuing dialogue is
necessary to understand the factors
causing changes in practice. Further,
the criterion of usefulness —how the
research findings might contribute to
practice improvementsr —is a good
benchmark to apply to our research
endeavors in management accounting.
After all, reality is the crucible.
Now that concept so often lacking
in research sounds like progress.
No, that's change!
■
Patrick L. Romano, CMA, is director of
NAA research.
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RETIREE HEALTHBENEFIT
How to Cope with the
Accounting, Actuarial,
and Management Issues
Rising health care costs are causing em ployers to take

order your

a hard look at their retiree health benefit plans. The
accounting rules also are changing— the Financial
Accounting Standards Board has just issued a new
accounting standard, "Em ployers' Accounting for
Postretirem ent Benefits Other Than Pensions"
(FAS 106).
To assess the im pact of the new accounting requirements, NAA requested Coopers & Lybrand to conduct
a research study to help small and m edium -sized
em ployers cope with these changes. The findings are
reported in a new Bold Step publication, Reti ree
Health Benefi t s: How to Cope wit h t he Accounti ng,
Actuarial, and Management Issues.
NAA m em bers will find this report a useful guide
designed to help their management:
• Understand the basic accounting requirements
under FAS 106,
• Consider the potential im plementation problem s
that may arise,
• Evaluate plan design changes to control costs better,
Assess financing and prefunding alternatives.
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OFFICE
TECHNOLOGY
CLAIREBARTH,EDITOR

SOFTWARE
Loftus Development Corporation
has brought out Lotus Magellan, utility software for IBM and compatible
computers. Magellan makes it easy to
find and access information. Users can
locate information stored anywhere on
their hard disk by specifying concepts,
phrases, or words. They then can read
the contents of any file created in
ASCII or in the leading software applications— spreadsheet, word processing, or database. Once information has
been located, Magellan can retrieve
the file automatically for editing, or it
can gather portions of files from different applications into a single file. A
hard disk and 512K of system memory
are required, as is DOS 2.1 or higher.
Circle No. 36
Graphicus, Inc has introduced Superlatives ®1.2 spreadsheet extension
software for use by professionals in finance, accounting, manufacturing,
and operations. The software does
"what if" analysis by automating the
search for the best results, showing
"before and after" comparisons, and
highlighting the tradeoffs, benefits,
and risks of alternative decisions. It
can communicate with popular
spreadsheet programs and can be
used for profit and production planning, margin analysis, cash management, contract evaluation, and resource assignment. It runs on IBM
and compatible personal computers
with DOS 2.0 or higher.
Circle No. 37
EXPERTeam USA Inc. has created
FINEXPERT, a system that uses artificial intelligence to analyze the financial situation of a company. Its first part
provides all the financial statements
and charts in addition to a forecasting
58

on the Macintosh. SoftPC runs PC software normally and provides the full
640K of RAM that DOS software can
access. It supports bard disks and includes preinstalled MS-DOS 3.3. In
MultiFinder, the user can run PC and
Mac software side by -side and easily
copy and paste between windows.
SoftPC can be linked to PC peripherals
such as modems and printers. PC and
Mac software share storage and exchange files effortlessly. The software
requires a SE /30 or Macintosh II with
2Mb or more.
Circle No. 40

Interactive Software Services has
released its INSIGHT International
General Ledger (IGL) software packfunction. The second part produces
age for the IBM AS /400 and S/38. The
comments analyzing the situation and
software combines a multicurrency
evolution of the company and gives
multicompany management accountrecommendations and a plan of action.
ing system with a multidimensional
The software requires an IBM or compatible personal computer, a 10Mb
planning, analysis, and reporting system. It captures transaction values imhard disk, iMb RAM, and a graphics
mediately, at the current rate of exscreen; Multiplan 3, Lotus 1 -2 -3, or
change for both the local and parent
Symphony must be installed.
company's currencies. It also gives a
Circle No. 38
multicurrency trial
balance and determines realized /unrealized gains and
losses on exchange
rates. Other options
include ledger audit
trails, journal notes,
and flexible ledger
structuring. IGL al` E _
-rt
lows companies to
compile accounts in
accordance with the
appropriate international statutory standards. A user can
make a detailed
study of the status of
the company's finances and can proCASHFLOW PLANNER from PMG Business Planners.
duce routine and ad
hoc reports for planning, budgeting, consolidations, and
PMG Business Planners@ have reforecasting, based on current informaleased version 1.1 of PMG
tion. The software gives managers the
CASHFLOW PLANNER This
capability to model areas such as sales,
standalone software provides a menu production, marketing, and planning
driven approach to cash flow forecasting, planning, and management. It has and to simulate scenarios for strategic
and tactical decisions, using real data
an extensive "what if" modeling caparather than guesswork.
bility and offers the user a chance to
build the most optimal cash flow plan
Circle No. 41
for the company. The software reSAP America, Inc. has introduced
quires MS-DOS 2.0 or higher, 640K
the R/2 System, an on -line, real -time
RAM, and 2Mb of hard disk space.
system designed to meet the informaCircle No. 39
tion management needs of large corporations. Consisting of a series of fully
Insignia has released SoftPC,® software for running MS-DOS applications integrated modules, the system covers

Z
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manufacturing, sales and distribution,
financial management, managerial accounting, and human resources.
These modules are built around a common core, the Basis System, which incorporates SAP's proprietary 4GL,
ABAP /4, active data dictionary, screen
painter, word processor, centralized
tables, and interfaces to the operating
system and database and data communications systems. The application
modules are totally integrated by
means of central databases. The R/2
System supports English, German,
French, Italian, Dutch, Spanish, and
Danish and almost any currency. It can
be purchased as a complete package
or with only the core system and one
or more of the functional components.
Companies can customize the software. The system runs on IBM and
Siemens mainframes, with a variety of
operating systems.
Circle No. 42
Ross Systems, Inc. is offering new
versions of its general ledger, accounts payable, and purchase order
software for Digital VAX® mainframes. The GL version 6.0 supports
multiple currency processing, which
allows translation of transactions and
account balances. Financial results
can be stored in any number of currencies, and multiple revaluations can be
performed. The AP version 6.0 includes multicurrency invoice processing with the automatic generation of
exchange gain -and -loss journal entries
and automatic calculation and distribution of tax and freight amounts. The
purchase order software, version 2.0,
includes blanket order processing
with automatic release generation;
requisition processing with electronic
approval and automatic conversion
into one or more purchase orders; and
multicurrency purchase order processing.
Circle No. 43

PRODUCTS
Duo -Tang, Inc. is offering 100% recycled report covers and portfolios in six
colors and five formats — two-pocket
portfolio with and without gussets,
clear -front and window report covers,
and embossed border /panel report
covers. The portfolios contain 10%
post- consumer waste diverted from
landfills.
Circle No. 44
Abbot Office Systems is introducing
MANAGEMENT ACCOUNTING /MARCH 1991

QUICKEZE, a quick reference display
system. The organizer comes in three
different styles and capacities —Wall
Unit with 10 pockets displays 20
sheets, Desk Unit with 30 pockets displays 60 sheets, and Rotary Unit with
50 pockets displays 100 sheets. Each
unit comes with a mounting mechanism, 8.1/2" x 11" transparent pockets,
and pocket tabs. The pockets are
framed with plastic- covered wire and
color coded for easy reference.
Circle No. 45
Olddata has boosted the performance
and lowered the price of its family of
solid -state light emitting diode (LED)
page printers. The LED technology
eliminates the wear and document
edge -blur associated with laser print
ers. The family ranges from the OL400
LED Page Printer, which prints four
pages per minute, through three
upgradable eight ppm printers. All the
printers operate with leading software
packages, use standard consumables,
and can easily be upgraded in the eight
ppm range. The LED print element
has a five -year warranty.
Circle No. 46
Texas Instruments has introduced
the TravelMate 3000, a notebook -size
PC that features a 20MHz 386SX processor, 10 mch diagonal black and
white VGA display, a 79-key keyboard,
and floppy disk and hard disk drives.
MS-DOS 4.01 and LapLink, for exchange of data with other PCs, are already installed. A Centronics -type parallel interface and RS232 serial port are
standard. The TravelMate 3000 has an
AC adaptor /recharger and a removable, rechargeable NiCad battery that
powers the system for up to three
hours of operation; it also has features
that help conserve battery power. The
unit weighs 5.7 pounds with battery
and measures 8.5" x 11" x 1.811.
Circle No. 47
GRID Systems Corporation's
GRiDPAD® is the first Americanmade portable computer that recognizes handwriting, in nine languages.
Users input information into the handheld, 4.5 -pound computer with a pen,
not a keyboard or mouse. The DOS compatible computer is best used to
collect information that normally fits a
"form" format, such as inventory and
sales lists. Its durable case will withstand abuse so it is useful for "field" applications such as retail data collection,
engineering diagnostics, accounting,
and law enforcement reporting. The

The GRiDPAD is useful for field applications.

1.25" x 9" x 12.25" computer includes
an 8008610 MHz microprocessor,
lMb RAM, and a 20Mb optional hard
disk expansion unit.
Circle No. 48

PUBLICATIONS
The International Computer Virus
Institute has updated its Antiviral
Software Requirements technical paper VSPEC /01/10/90 to include tips
on antiviral software effective with
Windows 3.0 and network procedures.
This document and evaluation copies
of virus monitoring and removal programs that work efficiently with Windows 3.0 and networks are available
for a $10 shipping fee from ICVI, 1257
Siskiyou Blvd., Suite 179, Ashland, OR
97520; (503)488-3237.
Circle No. 49
The Profit Management Institute
and Productivity Inc. have begun to
publish the Profit Management Newsletter.The monthly newsletter provides interviews, columns, and case
studies that illustrate what worked for
some companies. It shows how to implement profit management theories
and make accounting measurement
systems mesh with streamlined manufacturing methods. Topics to be covered include managing cost through
activity -based accounting and elimination of nonvalue -added activities; measuring performance, improvement
programs, and customer satisfaction;
and using activity-based analyses. To
subscribe, call (800) 8886485.
Circle No. 50
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IN THE LIBRARY
THEDEFENSEREVOLUTION:
STRATEGYFORTHEBRAVE
NEWWORLD
Kenneth L. Adelman and Norman R.
Augustine, ICS Press, 243 Kearny St.,
San Francisco, CA 94108, (800 -3260236), 1990, 239 pp.— Recent events

in Iraq and the Persian Gulf have proven the authors prescient. Mr.
Adelman, former director of the U.S.
Arms Control and Disarmament Agency, and Mr. Augustine, chief executive
officer of Martin Marietta, a major defense contracting firm, examine the
current posture of American defense
and make several recommendations to
improve the efficiency and effectiveness of our huge investment They argue that the emT H 9
phasis on hightech weapons, as
DEFENSE
opposed to masREVOLUTIM
sive buildups of
more conventional arms, was
justified and has
given the United
States a competiKenneth L Adelman
five advantage.
N o m w R . Augustine
From the perspective of readers of MANAGEMENT ACCOUNTING®, a significant part of the book is
devoted to the process of defense procurement. The authors have some
rather harsh words to say about the adversarial relationship between the federal government, as a sole source buyer, and the sellers, or defense
contractors. One of the best bits of evidence shows that some 26,000 government auditors are involved in the
process, with the overall result that no
one assumes direct responsibility for
specific results.
Over and above the cost of the audit
function are the innumerable federal
procurement rules, upwards of 1,000
pages, and an environment which encourages complying with the rules, no
matter how expensive or inefficient. In
gp

fact, shortcutting any of the rules literally leaves one open to a criminal
charge. Putting more responsibility on
the DoD and contractors and taking
away micro management from Congress is a major recommendation.
The book concludes with 30 pages
of "Memos to Policy Makers" in which
the authors offer specific suggestions
to the President of the United States,
the president of the Soviet Union,
members of Congress, the secretary of
state, the secretary of defense, and the
undersecretary of defense for acquisition as well as the U.S. defense industry. More common sense is expressed
in these notes than in all of the columns and editorials one reads in the
press and sees on television. If your
perspective of the U.S. defense establishment has been derived from viewing CBS's "60 Minutes," a three -hour
session with this book will put things
back into perspective. Whether you
are a corporate controller, an accountant, or just an interested and informed
U.S. citizen, read this book!
In an interview for NAA's Financial
Management Network, Mr. Adelman
told us President Bush had been seen
reading the book. Need we have any
higher recommendation?
Alfred M. King

TEAMINGUPFOR THE 1 90S:
AGUIDETOINTERNATIONAL
JOINT VENTURESAND
STRATEGICALLIANCES
Timothy M. Collins and 77tomas L.
Doorley, III, Business One Irwin, 1818
Ridge Road, Homewood, IL 60430,
1990, 338 pp.—Teaming Up for the '90s

is the first experience -based book to
address the benefits of joint ventures
and strategic alliances. It illustrates
well how companies have successfully
implemented these partnerships.
Based on extensive interviews with executives who have been involved in a
wide variety of strategic partnerships,

the timely book is useful for multinational company executives, especially
its practical guidance on the commercial and management issues.
"Strategic partnerships" cover a
wide range of business relationships:
1. Mergers of substantial components
of a company's business, such as
Marion Merrell Dow or DuPont
Merck Pharmaceutical.
2. Strategic investments in business
partners.
3. Equity joint ventures to build new
business.
4. Joint development projects.
5. Investments in small companies to
acquire new technological competencies, such as research and development investments.
6. Strategic trading relationships to
build global distribution networks.
The authors also explain the three
fundamental reasons for the growing
role of international strategic alliances:
growing internationalism, increasing
complexity of technology, and the
speed of technological change. For
these reasons, strategic alliances are
becoming a major business development tool.
First-time executives charged with
managing a major international strategic alliance face a difficult challenge as
it means balancing short- and longterm interests carefully and knowing
when to draw the dividing line between collaboration and competition.
A strategic partnership program can
have a powerful impact if it is planned
properly and managed well. The authors provide:
• Guidelines for developing appropriate strategies for successful joint
ventures.
• Blueprints for thinking through
joint ventures and strategic alliances.
• Examples of the pitfalls of mismatched ventures as well as rewards of properly constructed alliances. Key points for structuring
and managing individual alliances
and "eight golden rules" for partnership management are given.
I recommend that executives responsible for strategic planning read
Teaming Upfor the '9Os."TIley will benefit from the practical advice they can
use to strengthen their companies'
competitive advantage.
Bob Backer
Schering- Plough Corp.
MANAGEMENT ACCOUNTING /MARCH 1991

MEASUREUP! YARDSTICKS
FORCONTINUOUS
IMPROVEMENT
Richard L. Lynch and Kelvin F. Cross,
Basil Blackwell Publishers, 3 Cambridge Center, Cambridge, MA 02142,
1991,213pp.— Performance measurement is the cost management area receiving the greatest attention from academics, consultants, and management accountants at the moment. The
authors argue that continuous improvement in customer satisfaction
and
improvements in flexibility and producEASLUI
tivity are more
important than
details o f cost ac

1-in"""F,mups
XPROMMENT

counting
vari-ances or gross
product
margins. Their advice, based on
MAINE
their vast consulting experience, makes good sense. Even more
important, the numerous references to
specific companies let readers relate to
the anecdotes easily.
Besides, any book that acknowledges, with thanks, help from Robert
Kaplan and Robin Cooper of the Harvard Business School and Pat Romano,
NANs director of research, must have
something positive going for it
This new book deserves a thorough
reading. It is the first of its kind —and
probably will be one of the best.
AMK

HOW TOACQUIRETHE
PERFECTBUSINESSFOR
YOURCOMPANY
Joseph Krallinger, John Wiley & Sons,
605 Third Ave., New York, NY 10158,
1991, 224 pp.Al t h o u gh economic
conditions would suggest that the
"urge to merge" is slowing down, opportunities may await you if you are on
the buying side.
This outstanding
guide, written by
F
an
individual
pElrma
who has been involved in buying
and selling more
Col P NY
than 25 businesses with sales
volumes in excess of $200 million, may be the
best work available on the "nitty gritty" of buying a
J Va+ r wLs 1 v1 nA1 A "IM M Ir vW m t AK I- r t 1 9 9 1

business. It offers many useful insights for prospective sellers, but it is
geared for the acquirer.
The emphasis on practical approaches, not theory, and a good writing style make this book invaluable to
anyone involved in mergers and acquisitions. The author knows "where the
bodies are buried" and digs them up
for the reader.
AMK

GOINGPUBLIC:
HOWTOMAKE
YOURINITIALSTOCK
OFFERINGSUCCESSFUL
Martin Weiss, Tab Books, Inc., Blue
Ri d ge Su mmi t , PA 17294, 1988, 150

pp.This is a straightforward book for
business owners and financial managers who are considering going public.
Subjects discussed include selection of
an underwriter and preparation of the
registration statement. Good sections
cover such mundane details as printing costs, marketing, and dealing with
security analysts. The big advantage of
this book is that it is specific. The author has been through his own initial
public offering, so the emphasis is on
what actually happens and what decisions have to be made —as opposed to
theory. Approximately half the book
consists of a reprint of an actual registration statement, plus a glossary. The
basic contents can be covered in about
two hours. For $20 this book is an excellent investment if you are planning
to go public.
AMK

CONTRACTINGWITHTHE
FEDERALGOVERNMENT
Alston, Worthington, Goldsman, second
edition, John Wiley & Sons, 605 Third
Ave., New York, NY 10158, 1988, 515

pp.When the first edition came out a
few years ago, we reviewed it favorably. The new edition brings this book
up-to -date in terms of legislative and
regulatory changes. The terms "fraud,
waste, and abuse" have received all too
much publicity in business and popular press. Regarding defense contractors, it suggests that Congress, DCAA,
and other regulators are looking with
an increasingly jaundiced eye at the
governments contractor relationships. The authors say, "Stung by the
harsh Congressional criticism that
they were lax in their enforcement of
the procurement regulations, the Department of Defense has become ag-

gressive in performing contract audits
and conducting other oversight reviews." The Department of Defense inspector general appears to be emphasizing compliance with the contractual
problems from the criminal perspective. Apparently, the inspector general's staff is "advising auditors and contracting officials never to make any
assumption about contractor intent or
good faith."
After introducing the government
procurement function and how to obtain government business, the authors
immediately discuss defective pricing,
contract cost principles, cost accounting standards, termination, and audit
reviews. Each subject is covered in detail, yet from a practical approach.
This book is a must for anyone who
deals with the federal government.
AMK

PRESENTATIONSPLUS:
DAVID PEOPLES'
PROVENTECHNIQUES
David A. Peoples, John Wiley & Sons,
605 Third Ave., New York, NY 10158,
1988, 232 pp. —Theauthor is a consultant /instructor for IBM and has put together probably the best book on making oral presentations yet published.
In a brief review it is impossible to give
even an indication of the numerous
tips that Mr. Peoples provides. If you
are ever faced with the need to make
an important presentation, whether it
be an analysis of your budget or an important capital expenditure proposal,
you will come off like a star if you read
his book and follow his recommendations. As the author says in an epilogue, "There is a critical shortage of
good presenters... Good communicators can touch and change the lives of
people. They can redirect the future of
companies. You can be one of them."
If you follow his advice, you probably
will. His advice itself is presented well
and is easy to read, although it will
take practice and real effort for you to
succeed. But what really successful
undertaking doesn't?
AM K
Members may borrow books listed in this
section by telephoning Elaine Goldman,
manager of library services, at (201)
573 -6235.
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BOSTATER
PROMOTED
Terri Bostater, CMA,
Amador Valley, has been
promoted to controller of
the Trevarno Division of
Hexcel Corporation...Laura
Carson has been named
principal accountant in the
Lawrence Livermore National Laboratory Contract
Accounting Group.
William N. Lewin, Asheville, has been promoted to
treasurer of Dave Steel
Company, Inc.
Pamela L. Munson, Baltimore, was promoted to Secretary/Treasurer of French Bray, Inc.
Ronald L Nobile, Brooklyn- Queens, has been appointed vice president -administration & controller
for the Metz Division and
Dental Department of the
Degussa Corporation.
Charles R. Jaskolski, Detroit,has been named partner
in charge of the audit department of KPMG Peat
Marwick's Detroit office. He
is a national director, 1989.91.
Christopher A. Bengert,
Evansville, has been promoted to vice president at
First Federal Savings Bank
. . . Gary Critser has been
elected to the Board of Directors, Kimball International... Jane
Hildenbrand has been pro62

moted to comptroller at
Weinbach's, Inc.... Margaret Ann Hughes has been
named a partner in the public accounting firm of
Umbach & Vowells, CPAs
. . . Robert Klueh is now
controller of Miller Electroplating... Ben Sloan has
been promoted to assistant
vice president, controller at
Atlas Van Lines.
Nancy F. Priemer, Macomb County, has been promoted to senior manager at
the Detroit office of Deloitte
& Touche.
Thomas P. Kirwin and
James 1.. Hickey, Merrimack Valley, have formed
the accounting firm Kirwin
& Hickey, CPAs,
Tewksbury, Mass.
Daniel L. Felix, CMA, Milwaukee, has been named assistant corporate controller
for Charter Manufacturing
Co...Sharon Fried]was appointed controller of IGM
Robotic Systems, Inc ...Arthur Leewas named community reinvestment officer at
M&I Marshall & Ilsley Bank.
Bryan Volk, Minneapolis
Northstar,has been promoted to general accounting
manager of Ryan Construction, Inc ....Betsy Andrews
has been elected to the
board of directors of Crossways International.
Bob Hughes, Mohawk Valley, is now assistant control-

Norma Schellberg, Mt.
Rainier, has been named
vice president - controller of
Domestic Subsidiaries at
Frank Russell ...Robin
LaVelle was named audit
manager with Dwyer,
Pemberton & Coulson.
Daniel L. Brennan, New
Jersey Meadowlands, has
been named partner in
charge of finance and administration in the
Montvale, NJ., offices of
KPMG Peat Marwick.

vices ...Keith Benton is
now the vice president of finance at Northport Health
Services.
Timothy P. Spillane, Westchester, has been named a
partner with Mitchell/Titus
& Co.
Claudia P. Spencer, West
Los Angeles, has been
named a partner and accounting and auditing director of the San Francisco office of BDO Seidman. She is
a national director, 1990-91,
and has served as past regional vice president and
secretary.
Todd S. Braun, Westmoreland County, has been promoted to plant controller at
Fruehauf Trailer Corp.'s
Uniontown, Pa., facility.

William K. Lavin, New
York, has been appointed to
a one -year term as a member of the Financial Accounting Standards Advisory Council. He is executive
vice president — finance and
chief financial officer of the
Woolworth Corp.
Margaret E. Grayson, Suburban Maryland, is now vice
president for finance at
Biospherics.
Sheila Van Antwerp, Valley Forge, has become manager of financial controls at
Beneficial Mortgage Corporation ...Steven Douglas
has opened his own firm,
Douglas and Associates.
Karen S. Sharp, Waterloo Cedar Falls, has been promoted to market analyst for
the North American Foundry Division of Deere & Co.
She is an NAA national vice
president, 1990 -91.
David McAbee, West Alabama, has been named senior vice president of
Northport Health Ser-

Kurt G. Breitenbach,
Wichita, has been admitted
to partnership at Allen,
Gibbs & Houlik.

AUTHOR
Richard Lynch, Boston,
has written Measure Up!
Yardsticks for Continuous
Improvement, with Kelvin
Cross. The book was published by Basil Blackwell,
Inc., Cambridge, Mass.

WERE
PROMOTED?
You

PROMOTIONS&
NEWPOSITIONS

ler at the Savings Bank of
Utica ...Richard H. Hilton
is the new president of
Enviro Master International
of Rome, parent company of
Utica Boilers, Inc. He will
also serve as vice president
in charge of finance for Utica Boilers.

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:
Kenneth Auriehio, NAA, 10
Paragon Dr., Montvale, NJ
07645. If the promotion involves a change of address,
please send that information
to Member Services at the
same address. Please submit
news about salaried positions
only.
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ASSOCIATION
NEWS
KENNETH AURICHIO, EDITOR

Bob Chapman, former national president (1973 -74), presents the
Robert G. Chapman Award to the Greater San Gabriel Valley Chapter.
The award is given to the Wild West Council member chapter with the
highest level of accomplishment over a five -year period.

EMERITUSLIFE
ASSOCIATES(ELAs)
John H. Aked,
Grand Rapids.
Seatiel A. Alatriste,
Member -at - Large, Foreign.
James V. Alster,
Knoxville.
Charles F. Baker,
Baton Rouge
Leo E. Borne,
Tampa Bay.
Kathryn C. Buckner,
Atlanta.
Howard M. Cain,
Kalamazoo.
Donald P. Carbone,
Northern New York.
Ralph L. Cohen,
Washington.
Matthew M. Craig,
Morris- Essex.
Julio Currais- Casares,
Miami.
Franklin D. Ebert,
Des Moines.
Calvin J. Engelstad,
Minneapolis Viking.
David E. Eshelman,
York.
Cary Farrow,
MA NA GG MG IN I A CC OU IV II NG / MA RC H

San Antonio,
A.F. Festa,
Connecticut Gateway.
Dorian L. Fisher,
Rockford.
Henry M. Fitzback,
Worcester Area.
George W. Frank,
Member -at- Large, Canada.
Jay W. Gardner,
Morris- Essex.
Marvin H. Gelb,
Rochester.
Arthur E. Goodman,
Bergen- Rockland.
Harold R. Greenwood,
Blue Grass Area.
Thos V. Griseto,
Oakland -East Bay.
Audrey V. Hatfield,
Knoxville.
Joseph P. Healey,

Buffalo.

Kenneth E. Hicks,
Indianopolis.
Sahag D. Kalashian,
Mass Route 128.
Charles L. Kampmann,
Portland.
George P. King,
Orange County.
William Kirsch,
1991

New York.
James T. Kostenbader,
Lehigh Valley.
Muriel A. Landau,
Pinellas Suncoast.
A.V. Langianese,
Olean Bradford Area.
Wilson G. Loar,
St. Joseph.
Samuel L. Mandarino,
Beaver Valley.
George E. Mani,
Canton former president.
Francis McCaffrey, Jr.,
Pittsburgh.
Henry O. McCarrel,
Illowa.
Thomas P. McConnell,
Westchester.
Houston S. McDonald,
Member -at- large, USA.
Harold G. McLeod,
Knoxville.
Howard A. Melander,
North Central Indiana.
Anthony B. Mican,
Calumet.
Robert W. Michalicek,
Cedar Rapids.
Robert F. Miller,
Member -at- Large, USA.
James H. Moore,
Greater Youngstown Area.
Richard A. Morhauser,
Southern Maine.
Frank A. Monhart,
Chicago.
Harry F. Murray,
Pittsburgh.
Marian S. Nelson,
Central Pennsylvania.

IN MEMORIAM
Larry L. Lincoln, 66,
Mid - Hudson, 1972.
William Munk,
Asheville, 1965.
William Norton, 76,
New York, 1981.
T. Okada, 83,
Hawaii, 1978.
Donald D. Peters, 46,
Pennsylvania Northeast,
1986,
Charles E. Rawlinson,
Portland, 1960.
Charles H. Ross, 86,
Hampton Roads, 1974.
Mary Sue Schaefer, 34,
Rochester, 1984.

C.A. Siegel, 76,
Milwaukee, 1955.
Joseph C. Sienldewich,
69, Mt. Rainer, 1979.
Gary A. Sumner, 85,
Los Angeles, 1977.
Glenn Stimmel, 93,
Albuquerque, 1967. ELA.
John O. Stine, 72,
Calumet, 1955. ELA.
William L. Talbert, 64,
Corpus Christi, 1974.
Sadaharu Tashima, 59,
Hawaii, 1968,
Lisa A. Thomas,
Racine - Kenosha, 1989.
James E. Tufts,
Member-at-large, USA,
1955. ELA.
Harry E. Turnau, Jr., 70,
Cincinnati, former president, 1957. ELA.
Eleanor M. Varrati, 41,
Cleveland, 1981.
Harry M. Volandt,
Philadelphia, 1965.
Peter P. Wardo,
Bridgeport, 1972. ELA.
Joseph R. Whitney, 64,
Piedmont High Point, 1974.
Milan E. Zaveson,
Akron, 1971. ELA.
Ray Zemens, 43,
Kokomo Area, 1973.

Let Padsett Business
Services build
another successful
accounting practice
with you.
• 4 wk. initial training
• Client marketing systems
• Income tax school
• Stream lined accounting
syystems
• On -going field su port
• Owner manuals much more
PADGMBUSINESSSERVICES®
1 -800 -323 -7292

Is this article of interest to you? If so, circle
appropriate number on Reader Service Card.

An International
Accounting Franchise
Circle No. 12
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NEW CLIENT DEVELOPMENT, streamlined accounting
systems, complete training, continuous home office support, etc.
Inquire today. Join the fastest
growing national accounting
franchise network; over 100 offices throughout the U.S. and
Canada. PADGETT BUSINESS
SERVICES, established 1966, 1800- 323.7292.

OPPORTUNITIES
"DOWN UNDER"
LOOIUNG 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
Downundm 10 Angorra Road,
Terrey Hills, Sydney, NSW, 2084
Australia.

TAXFORMSFORSALE
1913 FORM 1040. Accurate
reproduction, complete including instructions, four 8 1/2 x 11
parchment pages. $10. Deluxe
version: arranged on 22 x 28 single parchment sheet, $49.95. Offseason sale on exclusive greeting
cards for tax return preparers.
MC /VISA/AMEX
(501 -7825942) Executive Marketplace,
P.O. Box 3988, Dept MA, Fort
Smith, AR 72913.

READYFORYOUR
OWNPRACTICE?
COMPREHENSIVE®
can make it happen! Prime territories available to qualified accountants with a minimum net
worth of $100,000/$40,OW liquid.
Proven system. Training, equipment and marketing support provided. Call today 1- 800 -3239000. Comprehensive Business
64

Services, Inc., Attn: MA, 1925
Palomar Oaks Way, Suite 105,
Carlsbad, CA 92008.

CMAREVIEW
NEW
ENGLAND
CMA
REVIEW will present classes in
Boston (2/91) and a two day
cram program in Hartford
(5/91). For information, call Professor John Slipkowsky, CMA,
CPA (508)685 -6681.

COMPUTER
SOFTWARE
INVENTORY FORECASTING
—MSDOS utility program reads
DBase files, determines optimum reorder point, reorder
quantity--$49.
Lotus
template—$29. MICROFLOW, Box
1128, Alexandria, VA 22313.

ACCOUNTING,
FINANCE & MIS
OPPORTUNITIES
WE ARE A LEADING authority
in the placement of Accounting,
Financial and MIS professionals
nationwide. We are actively recruiting for positions which include VP's of Finance, Controllers, MIS Directors and MIS
Managers in a manufacturing
environment. These positions
range from $35,000 to 5130,000.
Attractive relocation and incentive packages are offered. If you
want an exciting growth opportunity in many desirable locations,
please call 803 - 788 -8877 and
mail your resume to:
F-O-R TU-N -E Personnel Con sultants of Columbia, P.O. Box
23728 (Dept MA), Columbia, SC
29224. You may your resume to
us at 803-788-1509. Our client companies pay our fees.
fax

STARTYOUROWN
ACCOUNTING
PRACTICE!

ACCOUNTANT
Utilizing microprocessing and
microcomputers, will examine
and analyze financial records to
prepare auditing reports and tax

ciates, Box 8548, Chicago, IL
60680 708/964 -0905.

HELPWANTED
ACCOt1NTING
SYSTEMS
MANAGER—The University of
Tennessee Medical Center at
Knoxville has an immediate position available for an Accounting
Systems Manager in the Business and Finance Department.
Candidates should have a BS degree in Accounting and 3 years
experience in managing the implementation of accounting systems. PC skills (Lotus & WP 5.0)
are desirable. This position offers
a competitive salary with an exceptional University fringe benefit package. For more information about a challenging career at
the foot of the Great Smokey
Mountains, send your resume to:
Personnel Services, University of
Tennessee Medical Center Knoxville, 1924 Alcoa Highway,
Knoxville, TN 37920, (615) 544
9520. Affirmative Action/Title
IX/Section 504 Employer.

PROFESSIONAL
SERVICES
COST MANAGEMENT. Avoid
the pitfalls of do- it- yourself solutions. Per diem support available
from CPA with proven track
record in high -tech applications.
Send for free report 'THE EXECUTIVE'S GUIDE TO THE DESIGN AND INSTALLATION OF
COST MANAGEMENT SYSTEMS." R.P. Mager & Asso-

ATTENTION:
ANNUALCONFERENCEREGISTRANTS
When completing your Concurrent Session
Choices form, please check all the
sessions you plan to attend. Disregard the
"check one" instruction
READER
SERVICE
CARD NO.
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ADVERTISERS'INDEX
Absolute Solutions
Accounting Publications
Annual Conference
Arthur Andersen
Bar Coding Conference
CODA
Comshare
CPA School of Washington
Equitable
Robert Half
Ilar Systems
Kelly Services
ICMA
Okidata
Padgett Business Services
Prentice Hall Professional Software
Resource Valuations
Retiree Health Benefits Book
Security Pacific
Transnational
Treadway: Internal Controls
Exposure Draft
David J. White Associates
&

CLASSIFIED

returns for corporations, professional partnerships and individuals. Utilize BASIC, LOTUS and
word processing software packages to prepare accounting
spreadsheets and financial management reports. 40 hours week;
8 am.-5 pm.; $22,066 /year. Requires Bachelor's in accounting
plus 2 years experience in job offered or 2 years experience as an
auditor. Resume only to Job Service of Florida, 701 S.W. 27 Avenue, Rm. 15, Miami, FL 33135.
EOE. Ref. J.O. # FL 0376653.
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Something For Everyone...

The 1991 NAA Annual Conference
Events Package...

Mus e u m of Sc i e nc e a nd Indu s try
• Spec ia l Family Event! Ove r 2,OOOexhibits
in 75 e xhibit ha lls .

Art ins titute of C hic a go
• Le c ture a nd lunc he on, plus
fre e time to tour the
mus e u m's world re no wne d
art c olle c tion.

Adl e r P la ne ta ri um
• An e ve ni ng e ve nt f e a turing a one hour
Sky Sho w i n t he Pla ne t a ri ums Unive rs e
T he a te r.

C hic a go Skyline

Brookfie l d Zoo a nd Anima l Kingdom
• Home t o ove r 2 ,000 a nima ls inc luding
some of the world's mos t e xotic a nd
e nda nge re d s pe c ie s ,

Six Flags Gre at Ame ric a
• Nu me r ous a t tra c tio ns a nd ri de s
fe a tur ing the s pe c ta c ul a r s ta nd-up
looping ste el rolle r c oa s te r, Iron Wolf.

Spirit of C hic a go
• A lunc he on c ruis e on La ke Mic higa n
with Chic a go's pic ture postc a rd
s kyline a s ba c kgr ound.

Send your Registration Form in today! If you don't have one,

•isiy .s

Y

call ...

1-800-638-4A97#3
N a t i o na l A s s o c i a t i o n o f A c c o u nt a n t s , 1 0 P a r a go n D r i v e , M o nt v a l e , N J 0 7 6 4 5 - 1 7 6 0

Certified
Management
Accountant
Program

Mone
I
sn'
t
Ever hin .

Y
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When it comes to the overall picture of
professional employment, salary isn't the only
major factor.
As a manager, you'll appreciate the
1991 SALARY GUIDE from the Robert Half and
Accountemps organization that offers a comprehensive view of the nationwide current salary
levels in Accounting, Finance, Banking and
Information Systems key positions.
We've a dded more useful information on
issues like employee retention, hiring new staff
and controlling compensation costs with
tempora ry personnel.
Don't miss this one -of -a -kind management
tool from the company you can count on.

-

- - - - - - - -

- - -HALF
- INTERNATIONAL
- - - - F ROBERT
P.O. BOX 883128
SAN FRANCISCO, CA 94188

I

Please send me a complimentary ropy of your 1991 Salary Guide Survey
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Call your local Robert Half and
Accountemps office for your FREE
1991 SALARY GUIDE or
complete the coupon today!
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