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The 1991 NAA Annual Conference
Program Highlights and Speakers

COUNT INTHE ECONOMY
Competing in a World Economy
Joseph W. Duncan
Vice President, Corporate
Economist and Chief Statistician
The Dun & Bradstreet Corporation

COUNT IN OUR PROFESSION
Financial Performance —
The Enabler to Greatness
Richard J.Mahoney
Chief Executive Officer
Monsanto Company

(OL %I t:\ IOLR FAMILY
AN D COMM UN ITY
It's Easier to Succeed Than to Fail
S. 7Fuetr Cathy
Founder, Chairman of the Board
and Chief Executive Officer
Chick -fil -A

CO1!N I' N TI iIE ECONOMY
Relevance Regained —A New
Paradigm for Management
Accounting
Gerald H.B Ross
Managing Director
Change lab. Inc.

COUNT IN OUR PROFESSION
From Computing Power to
Competing Power
John P. Imlay,Jr.
Chairman
Dun & Bradstreet Software
Services Inc.

PLAN AND PARTICIPATE
Get Involved —Plan for Your Future
Jonathan D. Pond, CMA
President
Financial Planning Information Inc.

(Ot NI IN OUR PROFESSION
YourChangingRoleasa Professional
Dr.Carla O'Dell
President
O 'Dell and Associates

COUNTIN YOUR FAMILA
ANDC OMMUNITY
Criticism With Positive Results
Dr,Hendri D. Weis inger
Consultant
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NAA SECURES SAVINGS WITH

LONGTERMCARE
PROTECTION
The Facts Are...
— The National Center for Health
Services Research estimates that one out
of four people will require some form of
nursing care after age 65.
— A 1989 study conducted by the U.S.
House of Representatives Committee on
Aging found that most people run out of
money within one year of entering a
nursing home.
— According to 1989 statistics put out
by the Health Insurance Association of
America, the average cost of nursing
home care is $20,000 to $30,000 a year.

years, depending on the plan selected.
This plan even provides a post confinement benefit while recovering at
home.
In addition, A New Home Health Care
Rider ** is now available to expand

or additional information
about this plan and other
NAA Group Insurance
Plans, (except for the NAA
Group Life and Small Employer
Plans) call 1 800 424 -9883. In
the Washington D.C. area call
( 202) 457 -6820.
For information on the NAA
Group Term Life Insurance Plan
call 1 800 225 -6758.
For information on the NAA
Small Employer Group Benefit
Plan call 1 800 666 -5303.

The American Nurse, April 1990

Financial Protection
The NAA sponsored Long Term
Care Plan* can help members keep
their savings secure while providing
high quality nursing care at an affordable cost.
A variety of benefit options are
available — $80, $100, or $150 a day,
and benefits are payable for life or four

•
•
•
•
•
•
•

Group Life
Disability Income
Excess Major Medical
In- Hospital
High -Limit Accident
Medicare Supplement
Small Employer
Gro up Benefits

member's long term care protection.
The Rider provides the additional
benefits of home health care and
services at an Adult Day Care Center.
As one of the leaden in long term
care nursing insurance, AMEX Life,
the underwriter * ** of the plan provides
the kind of protection needed, at
affordable rates.
With the NAA sponsored Long
Term Care Plan it's easy for members
to protect their families and savings...

ma

individuals grow older,
they face a higher risk of
serious illness and injury.
Concem about the high costs of nursing
home care is a reality for many people
as they plan for the future.
Contrary to popular belief Medicare
only pays a tiny fraction of nursing .
home care. Medicaid pays some of the
bills but only after life savings have
been exhausted.
s

&VM

GOINGTHEDISTANCE

* In Maine and Florida Long Term Care is
referred to as Nursing Home Care. The Long
Term Care Plan is not available in all states.
** The Home Health Care rider is not available in
all states. Please contact the Administrator for
more information.
* ** All applications are subject to the
underwriting rights of AMEX Life.
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MANAGEMENT
ACCOUNTINGE
FOR CORPORATE FINANCIAL DECISION MAKERS

ZZ
COPING WITH
RETIREEHEALTH
BENEFITS
BY THOMAS K CUSTIS
Now that FAS 106 has been
adopted, how can your company cope with the effect of
the new accounting treatment on its financial statements? A seasoned actuary
reviews strategies for dealing with the situation.
Cover: Senior men running on a track
in Palm Springs, Calif. Accounting for
employee benefits, including retiree
medical benefits, presents knotty
problems for accounting departments. Articles devoted to this aspect
of the management accountant's job
start on p, 22.
Photo by Arthur Colman.

47
COBRA: ASNAKE IN
THEEMPLOYEE
BENEFITSGARDEN

35
401 W PLANS:
'TIME'S ON YOUR
SIDE'

BY STEVEN C. R. BROWN
AND OLLIE S. POWERS,
CMA
Complying with the Employee Retirement Income
Security Act of 1974 (ERISA) and the subsequent
amendment, Comprehensive Omnibus Budget Reconciliation Act of 1985 (COBRA), is fraught with perils
for those employers who
have not studied the relevant requirements. If your
company is subject to ERISA, then the health care
provisions of COBRA may
apply. A guided tour, presented here, will help your
planning of employee —benefit programs.

BY JANINE S. POULIOT
A deferred income tax plan
like the 401(k) plan offers
benefits for both employees
and employers. Here is a
summary of the advantages
and disadvantages of such
plans.

31
MANAGINGHEALTH
CARECOSTS:
FLEX-PLANS
MANAGEMEmrACCOUN'IING® (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. POSTMASTER
Send address changes to MANAGEMENT ACCOUNTING®,Montvale, NJ
07645 -1760.

BY DAVID GUTEKUNST
How much of your company's payroll goes toward
nonsalary medical benefits?
Section 125 flex -plans offer
a way to lower these health
care costs. A professional in
the field of Section 125 cafeteria plans describes three
levels of implementation
and what each one involves.

36
RETIREE
HEALTHBENEFITS
BY MURRAY S. AKRESH,
BARBARA S. BALD,
HAROLD DANKNER,
LEE E. LAUNER,
TERESA A. MCKENNA,
AND RICHARD J. POCCIA
Coping with FAS 106, "Employers' Accounting for
Postretirement Benefits
Other Than Pensions,"
presents major problems
for companies. A new research study just published
by NAA offers guidelines on
dealing with the accounting, actuarial, and management issues. A summary of
the study, conducted by
Coopers & Lybrand, is presented here.
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BY GREGORY J.
MILLMAN
Many multinational companies use financial hedging
techniques in order to control the effect of currency
fluctuations on their bottom
lines. Here's how Monsanto
uses these techniques successfully.

Vote yes to IMA.
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Gephardt pushes proposal
to increase corporate rate.
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TECHNOLOGY
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`How do I deal with bad interviewers?'

16
TAXES
Sales and use taxes.

17
FINANCIAL MANAGER
49
HOWTONEGOTIATE
WITHTOUGHPEOPLE
BY PAUL PRESTON
All financial managers at
some point must bargain
with tough opponents. But
if you don't know some
common bargaining ploys
you can come out of a negotiation minus your shirt
Here are some basic tactics
that can make you a winner.
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Heads I win; tails you
lose — gambling with deposit insurance.
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62
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A two -way communication
about ethics.
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Views expressed herein are authors'
and do not represent Association policy unless so stated. Publication of
paid advertising and new product and
service information does not constitute an endorsement by the Association of the advertiser or the product or
service. MANAGEMENT ACCOUNrINGO is indexed in the Accountants'
Index and also in the on -line database
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BY BRADLEY M. ROOF
AND CHARLES P. BARIL
If you are asking for more
accounting personnel, you
better be prepared to explain why. This survey indicates how and where accounting staffs in small to
medium -sized private companies are used.

&

COLUMNS

of the same name.11iis publication is
available in other forms of media
through Information Access Company. For more information call (800)
'127.8431. Quantity reprints of any article in MANAGEMENr
ING* or back issues (subject to availability) may be obtained from Special
Order Department, NAA, 10 Paragon
Drive. Montvale, NJ 07645 -1760.
AccouNf-
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At its mid -year meeting in February, the Board of Directors voted 133 to 22 to endorse the proposed name
change. This endorsement was followed by unanimous
approval of a proposal in which the Board members
agreed to inform the general membership about the
' need to change, the timing of the change, and the merits
of the proposed name — Institute of Management
Accountants.
Indeed, this is an overwhelming endorsement of the
action originally proposed by our Planning Committee
and unanimously endorsed by our Executive Committee last fall.
In talking with me about their overwhelming support, your elected directors and council presidents voiced many excellent reasons for changing our
name.
But probably the most repeated reason was that, as Board Members, they
had become aware of just how influential our organization is—of just how
much we, together, "COUNT."
These conversations have given me "cause to pause" and reflect upon my
first 15 years in the organization —the years before I became active at the national level. I was caught up in the local chapter environment of trying to hold

official publication of the
NATIONAL ASSOCIATION OF
ACCOUNTANTS
EDrI'OR
Robert F. Randall
MANAGING EDITOR
Kathy Williams
ARTICLES EDITOR
Janine S. Pouliot
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Kimberly Bender
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Kenneth Aurichio
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Dawn De7an
Nancy Malvasi

membership together, gain new members, earn competition points, produce
quality programs, etc., etc. I didn't know what made our profession viable,

how much work it takes to keep a 95,000 - member organization "positioned"
in the marketplace, how important image, recognition, and stature are in adding value to membership.
At the February meeting, our Board members heard numerous reports of
our organization's contribution to the profession of management accounting

and of our increasing influence with other important organizations, such as
the International Accounting Standards Committee, International Federation
of Accountants, Financial Accounting Foundation, Emerging Issues Task
Force, Accounting Education Change Commission, the American Assembly
of Collegiate Schools of Business, and the Committee of Sponsoring Organizations of the Treadway Commission.
These reports made it apparent that our organization "COUNTS" in a big
way, and the overwhelming Board endorsement of the name change was a
recognition that our name needs to catch up with our role as the most influential voice on management accounting, both internationally and domestically.
Mail ballots to the membership regarding the name change will be sent
this month. I urge every member to participate in this ballot and to vote YES
on the name change. We know we "COUNT" as a professional organization;
let's let the world know it too!
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Commander TmFDC:
The PC -based financial consolidation software that lets you

Consolidate with Confidence
f you ' re looking for a software
solution to the complex task
of collecting , consolidating and
rep ort ing fi nan cial d ata fo r a
multidivisional , multi nati onal
corporati on , you should look at
Co ms h are ' s C omman der FDC.

I

ilnlike spreadsheets and general purpose software often used
for this task , Command er F DC
(Financial Data Consolidation)
is a PC /LAN -based software
package specifically designed to
handle the unique logistical and
accounting demands of consolidation and finan cial rep orting,
so you can be confident about
the information it provides. It
wo rk s th e way you d o, wit h
fin an ci al s ch ed ul es (in co me
st at emen ts , etc.) and in clu des
the accounting intelligence to
as s u re accu racy . It's a cost effective solution that puts you
in complete control both of the
co ns ol id at io n p ro cess and o f
this important finan cial data.
And it ' s fro m Co msh are, t he
mark et lead er in financial consolidation and execut ive information systems.

I
Commander FDC not only supports the
financial data needs of corporate headquarters,
it ca n mee t the informa tion needs of your
reporting units as well. Easy to implement
and to use, it can adapt to different organizational structures, reporting requirements,
and accounting systems, even within the same

C urrenc y tr ans latio ns , interc o mp any eliminatio ns , re- statements , ad jus tme nts and jo urnal
entries are perf orme d s imply and automatic ally. No t o nly are yo ur b o o ks c lo s ed mo re
quickly, they are more accurate as well, with
built -in aud it trails and d ata inte g rity
requireme nts.

company.

Designed for maximum user flexibility.
Commander FDC lets you respond to change
— in your organization, in acco unt structures.
in rep o rt f o rm ats and in b ud ge ts . 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 ting af t er c h an ge s h a ve b e en m a d e ,

C o m ma nd er F DC in c lud es c ap ab ilities f o r
budget preparation and financial analysis as
well as statutory and manag ement reporting.
In ad ditio n to printed repo rts , yo u c an d eliver
key financ ial info rmatio n to exec utives elec tro nically on- s cree n. Po we rf ul to o ls f o r
mo d elin g an d ad -ho c inve s t ig atio n a re als o
inc lude d.

Commander FDC
PC-based Software for Financial Data Consolidation
Fo r an rye o p enin g intr o d uc tio n to
Com mande r F DC , and info rmation ab out a
C o m ma nd er F D C S em in ar in y o u r a re a,
call C hris K elly at Co ms harr, toll free:
N

17-

800922 -7979.
In Mic higan: 313 - 9944800,
In Canada: 800 - 541 -1780
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LETTERS
TO THE EDITOR

ROBERTF.RANDALL,EDITOR

ATTENTIONTOPRODUCT
COSTINGLONGOVERDUE
he Certificate of Merit winning
article by Mr. Lou F. Jones,
"Product Costing at Caterpillar"
(February 1991), is an excellent description of a detailed effort to improve product costing. It is encouraging to see significant attention to
product costing in the literature and,
more importantly, in practice. Such attention is long overdue but is now increasingly in evidence.
The author presents the use of
multiple activity -based costing rages in
clear detail, including comments on a
variety of management uses of such
enhanced information for better planning and control.
We must, however, remember that
while we may and should derive better cost data, the results are nevertheless still estimates. There remains a
degree of arbitrariness. And this limitation must not be overlooked.
Milton F. Usry
University of West Florida
Pensacola, Fla.

CHANGINGWITHTHE
TIMES
An article in the November '90 issue
ofMANAGEMENT ACCOUNTINGS,
"Do Financial and Nonfinancial Performance Measures Have to Agree ? ",
caught my eye. I was hoping for something insightful; what I got was the
same old garbage.
This article confirms the general
view about accountants. We are dull
and one dimensional. The article
makes us appear as simpleminded,
unchanging, and nonthinking fools.
This is not how I see my role. I see my

role as dynamic and ever changing. If
I allow changes in my business and
[then am] measured against old criteria and past history, I would be a fool
and out of work in short order.
To my thinking, the function of financial reporting is to tell management what is happening in the business. As I often tell my colleagues and
staff, the only constant in accounting is
that it's always changing. We are doing
ourselves a disservice if we attempt to
measure today's performance against
yesterday's criteria. As indicated in
your piece, if different areas of a manufacturing concern change to a new
method of production, the financial reporting should reflect the change. Anything less would be idiotic and just
plain wrong. If changes are contemplated in the system and procedures,
the original budget should change to
reflect those changes. Further, the
measurement criteria should be
changed to reflect the new circumstances. If we don't change the criteria,
the information we generate is useless. The very idea that an intelligent
financial manager would allow the production environment to change without reflecting those changes in his reporting is crazy.
The concept that financial measurements differ from production measurements is idiotic. It may well be that the
production area measures some
things that the financial people didn't
look at, but for the items that are the
same, the methodology and criteria
should be comparable. How can senior
management run the business if the information they receive is contradictory?
My point is that financial measurements must change and adopt to measure actual performance even if initially our measurement criteria are new,
evolving, and imperfect. I was angered
and upset by this article and what I
have perceived for some time as a lessening in the quality and content of the
material you publish.
Bernard M. Notas
San Francisco
Both the authors of this article and the
editors of this magazine would agree
that the major objective of financial reporting "is to tell management what is
happening in the business." We hope to
foster a dialogue among management
accountants so that management accounting can be improved and become
more responsive to the needs of the organization.
Ed.

INSEARCHOFTHE
GOLDENCOSTSYSTEM
This letter is for those among us who
do not believe ABC costing is God's
gift to the accounting profession.
Many of us are being unwillingly
dragged along by seminar pushers
and consultants who claim to have the
answer to all our cost accounting problems. Many of our weaker counterparts are lining the pockets of expensive consultants and seminar
promoters in search of the ever elusive
golden cost system —the system that
will increase profits and make everyone understand how accounting really
works.
Traditional cost accounting is not
the major cause of problems in today's
modern-day manufacturing companies. The problems facing businesses
today are the same problems that
faced businesses years ago, only today
our playing field is larger.
I suggest many of our problems today have the same origin in many companies' POOR MANAGEMENT. Not
incorrect accounting. If overhead was
too high before ABC costing, it will still
be high after ABC costing. You can
move it from one place to another, hide
it in unallocated, say you'll get rid of it
eventually, or just ignore it —but it's
still there. Cost systems are not a substitute for a good management team
that knows its responsibility and
works well with its employees. ABC
costing won't help if you've got poor
quality, unmotivated workers, or poor
management. It may help you to believe you know what you're doing, but
the real test comes in the marketplace.
Steve Baker, CPA
Denton, Tex.

RESPONSETOAQUESTION
OFETHICS
The bells went off when I read Johanna
D'Aleo's letter, "A Question of Ethics,"
and MANAGEMENT ACCOUNTING®'s
response in the February 1991 issue.
At issue was the depositing of CDs in
a prospective bank with the intention
of a third -party loan.
I am quite chagrined that the editors do not know how this game is
played or that it is one of the major manipulations to come out of the real estate /S&L /banking fiasco. I shall attempt to spin a real -fife scenario in real
property that has happened a bit too often.
MANAGEMENT ACCOUNTING/APRIL 1991
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balances, however, are usually set at
20%.
Mr. Developer will also pay fees to
lawyers, accountants, and appraisers.
He will pay up to his construction contractors so they will either go back to
work or continue to work on developing the land.
So where is the question of ethics?
It appears to be a normal Big Finance
land deal where each party was willing
to give up or actually commit to something to get more back an annuity
format. No one is misled.
This annuity format is where the
bells go off. Real estate becomes as
over appraised as it has become overbuilt The development market goes
soft Mr. Developer folds, owing everyone but the appraiser.
The bank is stuck with a bad loan
and a foreclosed property that may not
be unloaded, even at 20 cents on the
dollar. At best, the bank suffers a liquidity problem, but not an accounting
problem.
As to ethics. Is it ethical for a bank
board knowing the enormous risks involved when paying over market interest to act "entrepreneurial" in order to
increase deposits? They were not deceived.
Is it ethical for Mr. CD to flaunt million -dollar deposits to slow - growth
banks and cash -poor developers, encouraging them to enter into such dubious commerce? Should such arrangements have the $100,000 lot
(loophole) protection of the federal
government?
No, I believe, is the answer to these
questions.
in

Let's start with our third party. This
is usually an entrepreneur involved in
land development and leveraged to the
point of no recoup. He needs more capital to stay alive and make more improvements to his property so the
property can be reappraised and leveraged again. This is the cycle until either development /sale or bankruptcy
results. Historically, fully developed
land increases its market value hundreds of percentage points. Getting it
developed before bankruptcy is the
game.
Let's go to our CD depositor. Mr.
CD, as we shall call him, will arrange
for any sum of money (based upon the
prospective bank's rating) to be deposited in $100,000 lots (FDIC limit) in a
bank of Mr. Developer's direction. The
3% to 5% fee is payable in advance.
Let's go to our banker. She is usually a mid -sized regional bank, looking
to increase deposits and make real estate loans on appraised developments
in her neighborhood. Her bank is already at capacity to the FDIC capital
requirements ratio of deposits and
loans. Would she be interested in a
large deposit?
Well, she would. She would even be
interested in advancing a line of credit
to Mr. Developer, with a second or
third mortgage to the property as collateral. Since a million dollars was
used in Ms. D'Aleo's example, we shall
use a million dollars as the difference
between the reappraised land value
and its existing leverage. Here is how
the deal goes down.
Mr. CD receives his fee. The million, in lots of $100,000, is deposited in
the bank. Each lot is fully insured by
the federal government However,
these lots carry contractual stipulations (by Mr. CD) that the total deposit
remain at the bank for one year, with
the bank's option to renew, and that
the interest is one to one - and -a -half
points above prime (paid), adjusted
semiannually. Our banker is willing to
pay these points above prime because
she will pass them along to Mr. Developer on his LC; not to mention the
bank's own loan fees (two to 15+ points
from the loan proceeds), and a healthy
compensating balance.
Mr. Developer will receive a.line of
credit for about 60% of value or
$600,000. Less bank fees and a compensating balance of $200,000, this
nets out to about $350,000 in working
capital. The loan proceeds may be
rounded, based upon the bank's "comfort" level. There is no percent requirement All is negotiated. Compensating

Bill Barrett, CPA, P. C.
Richmond Chapter

AFEWERRORSARE
POSSIBLE
Kenneth Merchant's article (Nov.
1990) was stimulating and usable.
However, readers who are not strong
in statistical hypothesis testing techniques may be misled by the two probability distributions shown in Figure 1.
Figure 1 implies that it is relatively
easy to determine from the probability
distribution of the profits or.from the
firm's various profit centers whether a
manager has been effective. Unfortunately, the probability of Type H statistical error may still be high.
Inefficient population size and /or a
high degree of variability may make it
difficult to identify a profit target that

minimizes the probability of a Type R
error. Figure 1 shows approximately
40-45% of the normal range of possible
random outcomes for an ineffective
manager are above the profit target.
This probably is not acceptable.
If a significantly large population of
historical profit results can be obtained for the various profit center
managers, the probability of Type H errors might be lowered to a more acceptable level. This would be difficult,
however, for firms with a population of
few profit centers. If the probability of
Type II error cannot be significantly
reduced, it should be understood that
a high probability for Type H errors exist. Those who help develop performance award plans for profit center
managers should take this into account
Jeffrey K Hergert
Mt. Rainier Chapter

CORRECTIONS
In "Springing to World Class Manufacturing," published last month, there is
an error in the definitions of "Operating Expenses (OE)" and "Inventory/Investment W." The definitions
should read: Operating expenses are
the monies the system spends in turning inventory into Throughput, and Investments are the funds the systems
invests in purchasing what it intends to
sell.
In "How We Changed Our Accounting System," published in the February 1991 issue, Figure 1 did not carry
a proper attribution. The figure was
originally published in the February
1985 issue of MANAGEMENT ACCOUNTINGS in the article, "Direct Labor Cost Not Always Relevant at H -P,"
by Rick Hunt, Linda Garrett, and C.
Mike Merz.
Letters cannot be acknowledged individually. Readers are encouraged to comment on any accounting or Association

topic even if it does not appear in the
magazine. ne Editor reserves the right
to edit for space or for other reasons. Address all letters to The Editor, Management Accounting, 10 Paragon Drive,
Montvale, NJ 07645 -1760.
Is this article of interest
to you? If so, circle
appropriate number on
Reader Service Card.

Yes

No
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WASHINGTONREPORT
STEPHENBARLAS,EDITOR

Richard A. Gephardt

GEPHARDT PUSHES
PROPOSAL
TO INCREASE
CORPORATE RATE
ouse Majority Leader Richard
Gephardt (D.-Mo.) wants to increase the top corporate income tax rate by two percentage
points to 36%. He made that proposal
in a speech to the National Governors
Association in February. That increase
would raise about $16 billion a year,
which would be used for social needs
such as education and health care. The
prospects for the Gephardt proposal
are unclear. There has not been a rousing chorus of "amens" within Congress. The Democrat leadership of the
House —of which Gephardt is a member —has not even announced its support for the measure. An aide to Gephardt says the Congressman has
discussed his plan with Rep. Dan Rostenkowski (D.- Ill.), chairman of the
House Ways & Means Committee, and
Sen. Lloyd Bentsen (D. Tex.), chairman of the Senate Finance Committee.

H

But neither man has committed to
back the A, increase in the corporate
rate. Hal Daub, national director of federal government affairs at Deloitte &
Touche, and a former member of the
Ways & Means Committee, says there
will be undeniable pressure on Congress in 1991 to come up with new
sources of revenue. The estimate of
the size of the fiscal 1991 (ending September 30) deficit has climbed from
$260 billion last fall to about $320 billion by this winter. But Daub believes
Congress will more likely raise some
money by changing the rules for such
things as suspense accounting, unrelated business income tax, and independent contractors. "There is a substantial revenue - raising potential
there," Daub says, though he hastens
to add he is not advocating changes in
those areas.

BREEDEN EASES
POSITION ON
MARK-TO-MARKET
SEC Chairman Richard Breeden apparently has lifted his threat to impose
new accounting rules on financial companies by December 31, 1991. Since
last fall, in good part because of the
savings & loan industry disaster,
Breeden had spoken often about the
need for banks and other financial industry players to adopt mark- to-market accounting for their marketable securities. Since last fall, he has been
increasingly frustrated by what he felt
was foot dragging by accounting bodies such as the Accounting Standards
Executive Committee at the American
Institute of CPAs to take on the responsibility for drawing up guidelines. To
convey his exasperation, he threatened to publish an SEC rule on that
subject by December 31, 1991. But at
a meeting at the SEC on February 1,
officials from the Financial Accounting

Standards Board (FASB) assured
Breeden that they had initiated a project on mark - to-market, and it was proceeding at full speed. J.T. Turner, assistant director of that project, says the
FASB staff hopes to complete a scope
proposal by the end of February. FASB
will make a decision on how to proceed based on that scope proposal.
Turner, who was at the February 1
meeting at the SEC, got the distinct
impression that Breeden, after hearing
about the FASB project, was backing
off his promise to initiate SEC action.

DINGELL FIGHTS
EASING OF
DEFENSE AUDITS
Rep. John Dingell (D.-Mich.) thinks
the Pentagon is prematurely planning
to cut back its auditing of defense contracts. Rep. Dingell, chairman of the
Energy & Commerce Committee,
wants Defense Secretary Richard Cheney to explain why the Pentagon plans
major reductions in the staff of the Defense Contract Audit Agency (DCAA)
for fiscal 1992, the year that starts Oct.
1, 1991. The chief target of Dingell's
distemper is Donald Yockey, the acting undersecretary for acquisition.
Yockey came to the Pentagon from
Rockwell Corp. when President Bush
came to office. Yockey apparently feels
that the DCAA can cut its staff because
of the success of the Contractor Risk
Assessment Guide (CRAG) program.
Begun one - and -a -half years ago, that
program offers companies reduced audits if they promise to adhere to a list
of accounting guidelines for their Pentagon contracts. Nearly 100 companies
participate in CRAG, according to Fred
Newton, deputy director of the DCAA.
The DCAA has about 6,500 auditors today. This number is down from 7,080
last October. The Pentagon would like
to see the number drop to 5,500 by the
end of 1993, according to Newton, but
a Dingell aide says that the idea that
companies can effectively police their
own accounting departments is "almost laughable."
■
Stephen Barlas is a journalist with more
than 12 years of experience reporting
from Washington, D.0
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NEWS
KATHYWILLIAMS,EDITOR

fter 18 months of indepth study, the Committee of Sponsoring
Organizations of the Treadway Commission (COSO)
has released for public comment an exposure draft that
offers a common definition
of internal control and a
comprehensive framework
for establishing and assessing a system of internal controls throughout any entity.
"The project was undertaken in response to the
Treadway Commission's
(National Commission on
Fraudulent Financial Reporting) recommendation
that the sponsoring organizations work together to develop integrated guidance
on internal control," Robert
L. May, COSO chairman,
explained. The sponsoring
organizations are the National Association of Accountants, the American Accounting Association, the
American Institute of CPAs,
the Financial Executives Institute, and the Institute of
Internal Auditors.
Hundreds of corporate
executives, legislators, regulators, consultants, auditors, and academics provided input to Coopers &
Lybrand, which conducted
the study and prepared the
draft report. COSO wants
public comments so it can
gain additional input from
the business, govenmental,

and academic communities
as to the extent the report
provides practical guidance
and whether the recommended concepts are supported and endorsed. Gaylen N. Larson, group vice
president and chief accounting officer of Household International and chairman of
the Advisory Council to COSO, said, "... We believe the
framework is conceptually
sound and relevant to the
needs of all parties, but we
want as much input as possible before finalizing the
report."
The common definition
agreed upon by the group is
that "Internal control is the
process by which an entity's
board of directors, management and /or other personnel
obtain reasonable assurance
as to achievement of specified objectives; it consists of

nine interrelated components, with integrity, ethical
values, and competence and
the control environment
serving as the foundation
for the other components,
which are: establishing objectives, risk assessment,
information systems, control procedures, communication, managing change,
and monitoring." For a system of internal control to be
effective, all nine components must be present and
functioning.

INTERNALCONTROL
EXPOSUREDRAFT
ISRELEASED

COSO representatives
emphasized that a good system of internal control
starts at the top of an organization and permeates the
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entire entity. Without top
management support and
example, the system won't
work. Top management
doesn't mean just the head
person —every department
head should act like a CEO
in this regard, Vincent M.
O'Reilly, deputy chairman
of Coopers & Lybrand and
leader of the project team,
said. He added that when
organizations experience
certain kinds of change,
such as their operating environment, new personnel,
new systems, rapid growth,
new technology, new products, and /or restructuring,
they need to make sure controls are in place immediately and that employees are
trained to stick to the rules
and notice any problems.
When asked how much
control was enough, he replied that an easy way to
look at it was to picture your
house. You could leave it
unlocked, you could lock it
with one key, you could add
special locks, you could install an alarm system, and
then you could hire a guard
on top of all that Each company should do a basic analysis and design a system
that meets all of its needs.
The draft will be out for
comment for 90 days, and
COSO hopes to issue a final
report at the end of the year.
With this first step, COSO
hopes to "begin a dialogue
between interested parties
in the private and public
sector which will extend beyond issuance of the final
report. This is not a onetime project; it is part of an
ongoing process which began with the issuance of the
Treadway Report. Those
concerned with internal
control can build on the
framework to address the
myriad issues surrounding
internal control," Bob May
said.
Anyone who wants to obtain a copy of the exposure
draft should call 1- 800 -334-

6961 (1-800 - 248-0445 in
New York State) and ask for
product number G00610.

WOMENIN THE
BOARDROOM
omen are finally
making strides in
corporate boardrooms. According to a survey of 859 chairmen of the
board by Heidrick and
Struggles, an international
executive search firm, the
percentage of women on
the boards of directors of
Fortune industrial and service parent organizations increased to 12.7% in 1989
from 5.7% in 1988. During
the same time frame, white
males decreased from 92.2%
to 82.2%, and other males increased from 2.1% to 5.1 %.
For a copy of the report,
"The Changing Board,"
readers may contact Heidrick and Struggles Communications Dept., 125 S.
Wacker, #2800, Chicago, IL
60606, (312) 371 -8811. Price
is $35.
■
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`HOW DO I DEAL WITH BAD INTERVIEWERS ?'
ROBERTHALF,EDITOR
After five years in the tax department of a medium-sized manufacturing company,
I'm beginning to read the handwriting on the wall. Sales are down, and market share
has slipped dramatically. I think it's time 1 looked elsewhere and have begun preparations for a job search. The last time I looked for a job, everything went well except
for some ofthe interviews. It wasn't that 1 didn't prepare. To the contrary, I spent
hours shaping what 1 wished to get across and went to each interview brimming with
confidence. But then, time alter time, I was faced with interviewers who were, to be
kind, terrible at interviewing. They ran the gamut from those who used my time to
expound their own philosophies and career experiences to those who had no idea what
to ask, which created an uncomfortable situation. Now that I'm about to go through
it again, Id appreciate some advice on how to deal with bad interviewers.

nfortaWately, you're
right. There are ineffectual interviewers
out there making key
hiring decisions based
upon nonproductive,
Poorly Planned and
executed interviews.
Job seekers generally encounter
them further along the interview
chain -of- command. Most human resources professionals and personnel
recruiters are skilled at employment
interviewing. It's when you pass
through this layer and are interviewed
by the people to whom you'll directly
report that interviewing skills often diminish.
In fairness to these people, the demands of their jobs leave little time to
perfect their interviewing skills. But
I've been advocating for years in books
and columns that even the busiest executives find the time to become effective interviewers. The ramifications of
hiring are too great to ignore this vital
aspect of management.
You say that in your last job search
you carefully prepared for interviewers. I don't doubt that. But I wonder if
you took the final step that helps, to a
considerable degree, in turning any interview, with any interviewer, to your
favor.
The technique is best practiced by
men and women who frequently appear on television and radio talk
shows. In most cases, they're on these
shows to sell something —a new movie, a book, a service or product. Those
10

who do this with regularity and who
come in contact with a wide variety of
interviewers learn early to expect only
bad interviews conducted by bad interviewers. They also learn that if they fail
to get across the points they wish to
make, blaming it on the ineptitude of
the interviewer doesn't compensate
for having squandered valuable air
time.
These experienced "guests" know
exactly what it is they want to say and
manage to say it no matter what direction the . interview takes. In essence,
they take control and do it skillfully
enough so that the interviewer never
realizes it's happening.
Probably the toughest interview is
one in which the interviewer doesn't
ask questions, aside from encouraging
you to talk about yourself. On the other end of the scale are interviewers
who ask many questions, most of
which have little relevance to the job
you're seeking. If you allow their inap-

L
W
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propriate questions to determine the
content of the interview, youll lose
your opportunity to sell yourself as a
candidate.
When rehearsing the material
you're determined to project, think of
each business success you've enjoyed
as a short story or, better yet, a three act play. If you met a challenge successfully at one of your previous jobs,
begin by explaining the problem that
had to be solved. Then detail the steps
you took to solve it Finally, don't forget to indicate the results. "Write" as
many of these short success stories as
accurately reflect your career, and go
over them enough until you can
present them naturally and with a
sense of spontaneity. Use a tape recorder, and carefully analyze your presentation. Edit it as many times as necessary until it flows smoothly and puts
you in the best possible fight.
Sometimes certain job candidates
come out of an interview and claim it
was poorly conducted when, in fact,
the interviewer had done nothing
more than present a series of tough
questions. I've always advised job
seekers to be prepared to answer the
questions they hope won't be asked.
This takes introspection and an honest
evaluation of your weakness and the
less- than- sterling episodes of your career.
If you aren't sure whether you've
gotten across all the points you've decided will best sell you to the interviewer, ask. Focus questions on the
job itself, the responsibilities it entails,
and the opportunities for learning and
for growth. Don't hesitate to direct the
interview back to previous questions
upon which you'd like to elaborate.
There always will be bad interviews, but that shouldn't deter any serious job candidate. To lose a good job
because the interviewer didn't do his
or her job seems rather silly to me.
Help a bad interviewer do a better job
by taking control of the situation in the
nicest possible way. Go into every interview determined that you will sell
yourself effectively no matter what
questions are asked or how inept the
interviewer might be.
■
Mr. Half is founder of Robert Half International, Inc., a financial and informa-

"The longer you work here, the more I
depreciate you."

tion systems recruiting firm, and Aecountemps, its temporary service
division. They have 160 offices on three
continents. His latest book is Howto Get
a Better Job in This Crazy World
(Crown Publishers).
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MACOLASOFTWARE
new user interface plus many
system and functional enhancements are all part of the latest
release of Macola Software, Version
5.0. Developed and distributed by Macola, Inc., Macola Software is PCbased and consists of a modular yet fully integrated accounting /distribution
system with vertical links to manufacturing, retail, sales management, and
professional services.
Those familiar with Macola Software won't recognize it when they first
bring Version 5.0 to the screen. The
software has a completely new visual
interface that makes extensive use of
pull -down windows, menu bars, and
exploding pop-up windows. They replace the system's old -style menus,
which were reminiscent of the software's minicomputer heritage.
The new interface doesn't just
change Macola's appearance; new application groupings introduced in tandem with the interface streamline the
operation of the system. Applications
for each package have been subdivided into maintenance, inquiry, processing, reports, graphs, utilities, and
exit functions. The menu groupings
enhance Macola's ease of use and minimize the number of key strokes necessary. An example is the addition of
the add /change /list and delete function screens to the menu bar. Previously, if you added a new customer
and then wanted to change the entry,
you would have to exit out of the add
screen and select the change function,
which would bring up another screen.
This jumping back and forth between
screens is eliminated in Version 5.0.
Macola's password system also has
been altered to support the menu
groupings. Every function within the
12

pull -down menu groups can be password protected. For those employees
who need only to obtain information,
access can be limited to the inquiry
feature, which has been enhanced and
made a separate menu function available throughout the system.
Another time - saving function is the
introduction of full- screen editing.
Once you've completed data entry, for
example, the system prompts for a
field number. If you select a number,
you are taken to that item and then
have full arrow control to move to any
field. Striking return takes you out of
the loop and returns the field number
prompt. Hit return again and you're
ready to start another entry.
For intense data entry or repetitive
processing environments, new keyboard macros will be helpful. Easily
created, the macros can be used
throughout the software, have the ability to pause for input, and run at a
speed defined by the user. Macros can
be created and run starting within virtually any entry field.
Bar, column, line, and pie graphs
are another addition in Version 5.0.
These integrated on -line graphics are
part of the standard Macola modules;
no other external package is needed.
The graphs are offered in the general
ledger, accounts receivable, accounts
payable, inventory management, customer order processing, and purchase
order and receiving modules. A graph
of particular interest, projected cash
receipts, is available in the accounts receivable module. Projections for four
periods can be charted with the parameters being defined by the user. A
slight drawback is that in Version 5.0,
the graphs will be limited to a screen
display, but Macola plans to provide a
print option in the near future.
In regard to feature enhancements
in individual packages, Macola con-

centrated its efforts in the accounting/distribution modules. For businesses that need to bill clients for services, a service invoice processing
application has been added in the A/R
module. An easy order entry system
with basic price and accounting functions, the application is contained on
one screen with extensive use of windows to display supporting information. For analysis purposes, job detail
also can be maintained through assignment of a job number. This system
is designed to produce invoices primarily for services and does not support the Macola Inventory Management package. If a user needs an
inventory-based invoice system, it is
available through Macola's Customer
Order Processing package.
Keeping track of inventory will be
easier thanks to the addition of an inventory item history report. 'Ibis report keeps monthly history by item for
quantity, sales, usage, and cost.
The general ledger account structure has been increased from 10 to 15
characters. The account can be formatted in one, two, or three levels with
eight characters being the maximum
allowed in any one level. The increased file size will be particularly
useful in larger companies or when department and cost center profit reporting is desired. Also in the G/L module,
the company consolidation procedure
now allows consolidation by percent of
ownership for each subsidiary company.
Financial reporting has been extended to support almost unlimited
budget revisions and prior year comparatives, and this information can be
incorporated into financial statements.
Optional source descriptions may be
added during general journal entry to
define unique entries or in advance to
define standard entries. Meanwhile,
predefined financial ratios may be calculated and printed as a report or displayed in graphic format.
A section called "notes" has been
added to specific files in three modules. Located in a pull-down window,
the note section contains seven user defined fields and will be available in
the accounts receivable customer file,
accounts payable vendor file, and inventory management item file. Any
type of information, such as a fax number or additional contacts, can be inserted in the notes window.
An important addition to Macola's
manufacturing packages is full serial
or lot traceability. Another enhancement, which affects all the manufacturMANAGEMENT ACCOUNTING /APRIL 1991
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Circ le No . 5

ing applications, is increased decimal
precision.
In financial reporting, custom and
standard reports are available. For a
custom report, you start by defining
your columns, up to 13, and then indicate what information you want printed in the columns. The standard financials are very similar to Macola's
current statements; however, a few capabilities have been added including
rounding to the nearest dollar, thousands, or millions.
The updated documentation reflects all the Version 5.0 changes and
also sports new screen and report formats, tables defining all the field entry
screens, and processing checklists detailing the steps involved in all the various procedures. On -line text - sensitive
help screens continue to be available
with a shift F1 command.
Historically, Macola Software has
appealed to distribution and manufacturing companies with sales ranging
from $2 to $50 million. This new version should be attractive to a broader
range of companies. With the new service invoice feature, service- oriented
organizations can take advantage of
Macola's full- featured accounting system.
Macola Software accounting modules are priced individually at $795,
distribution at $895, and manufacturing at $1,595. The software can be run
as a single -user system or on a multiuser LAN. For more information, contact Macola, Inc., 333 E. Center St.,
Marion, OH 43302; (800) 468-0834.
Claire Campbell
Macola, Inc.
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BOOKEEPINGBY
DESIGN
ookkeeping by Design, from
Accounting by Design, is a very
sophisticated software package
containing five totally integrated modules— general ledger, accounts payable, payroll, accounts receivable, and
invoicing. The package is easy to install on a personal computer and operates in a Microsoft Windows environment. The manufacturer has stated
that future enhancements of Bookkeeping by Design will be able to perform only on Windows 3.0 or better because of the special features built into
the software. I tested the software on
a HIQ 386SX personal computer (16
14

MHz) with a 40MB hard drive. The reports produced were printed on an HP
LaserJet III.
The manual accompanying the
package is very well organized, with
some exceptions. Subjects are broken
down thoroughly and segmented into
chapters. The developer has done a
good job of providing screen formats
in the manual that help the user relate
to the instructions provided. Sample
copies of reports are provided at the
back of the manual. This area would be
more usable, however, if it were organized as an appendix, with the report
pages numbered for easy reference to
the specific chapter sections of the
manual. I also feel that the subject index in the back of the manual should
be expanded to include better cross referencing with the chapters.
The user can set up multiple companies. If the companies have similar
account and financial statement formats, the format can be copied for
each company being established and
then modified to meet the needs of
that company. Because the companies
I tested did not have any account similarity, I did not use this feature of the
program. Instead, I tested the software
on three companies using separate aspects of the various modules.
I set up Company 1 using only the
payroll module and input data for the
first quarter of the year from each employee's payroll earnings records.
When all these data were entered, I
produced the quarterly employee, federal, and state earnings and payroll tax
liability reports and compared the totals with the manual records and reports that had been prepared previously. Rounding adjustments produced
some variances between the manual
reports and the Bookkeeping by Design reports, but this system does a
beautiful job in producing a detailed
backup of all the transactions.
I set up Company 2 using only the
general ledger features, starting with
the prior year -end balances and adding
the general journals for the first month
of the year. The system matched all of
the final balances at the end of this period with the previous reports.
Company 3 used all of the modules
except payroll and was set up as a one period accounting year because of the
nature of its business and the small
number of transactions. The sales,
cash receipts, check disbursements,
and general journals were used. Bookkeeping by Design did a fine job in assimilating the data from a manual accounting system and producing the

backup reports.
Bookkeeping by Design is a versatile system —you can print either multiple reports or just one report pertaining to the area you are working on.
The printed output of journals, ledgers, reports, and financial statements
is incredible. At first, you might feel
somewhat overwhelmed by the detail,
but in the accounting business nothing
should be overlooked. By using a variety of font styles and type sizes, the
system produces beautiful, easy-toread reports; it is ideal with a laser
printer.
Bookkeeping by Design is flexible
enough for a single user or multiuser
environment. The system is well designed, and the Windows environment
makes it very easy to use and understand. It is an ideal program for maintaining the accounting records of one
or more businesses.
Because all of the modules are sold
as one fully integrated package, the
cost, $695, may seem high when compared to the price of other packages.
In some areas, however, this system
provides greater flexibility than less
expensive accounting software.
The package requires Microsoft
Windows 286/386 or 3.0 and runs under DOS 3.3 on IBM compatibles with
640K RAM, a hard disk, a graphics
card, and a mouse. More information
can be obtained from Accounting by
Design, 2140 Shattuck Ave., Suite 501,
Berkeley, CA 94704; (800) 548-9179.
Martin M. De Venuta,
Diablo Valley Chapter
Martinez, Calif.
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RETIREEHEALTHBENEFITS:
How to Cope with the
Accounting, Actuarial,
and Management Issues
Rising health care costs are causing employers to take
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, "Employers' Accounting for
Postretirement Benefits Other Than Pensions"
(FAS 106).
To assess the impact of the new accounting requirements, NAA requested Coopers & Lybrand to conduct
a research study to help small and medium -sized
employers cope with these changes. The findings are
reported in a new Bold Step publication, Retiree
Health Benefi t s: How to Cope wit h t he Accounti ng,
Actuari al, and Management I ssues.
NAA m em bers will find this report a useful guide
designed to help their m anagem ent:
• Understand the basic accounting requirem ents
under FAS 106,
• Consider the potential im plementation problem s
that m ay arise,
• Evaluate plan design changes to control costs better,
• Assess financing and prefunding alternatives.
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SALESANDUSETAXES
t present, 45 states and
a plethora of local taxing authorities levy
sales and use taxes on
the retail sales or purchases of tangible personal property to end users. "The following discussion reviews
some of the general concepts relating to
the determination of whether a liability
for sales and use taxes exists. In addition,
some of the most recent rulings and
court cases are analyzed.
There is a distinction between the
term "sales tax" and the term "use
tax." A sales tax generally is defined as
a tax on an intrastate transaction
where both the sale and subsequent
use occur in the same state or locality.
A use tax complements a sales tax and
generally is imposed on the privilege
of ownership and consumption of
goods. In theory, such a tax protects
domestic merchants from out-of-state
competitors who have no obligation to
remit sales tax to the taxing state. This
situation usually would occur when
the actual sale is approved in the home

ACCOUNTANTS!
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future! PADGETT BUSINESS
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train you to build own
accounting business,
utilizing State of the Art
marketing systems.
Territories available in
Mass., N.J., Ohio, Penn.,
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A use tax is imposed
on the privilege of
ownership and consumption of goods.
Property-based nexus exists when
the corporation has a physical presence in the state. Clearly, a physical
presence exists for a corporation in its
state of incorporation. With respect to
a foreign corporation (i.e., a corporation based in another state), corporate
ownership or leasing of property in the
foreign state, such as a factory warehouse or office, constitutes nexus.
Activity-based nexus exists when a
corporation has a presence in a foreign
state via salespeople who engage in soficitation. Activity-based nexus also
may be created by combining two or
more activities such as advertising in
a state on a regular basis and the use
of delivery vehicles. On their own,
both of these activities may have been
insufficient to create nexus.
The question of collecting sales and
use taxes is especially significant for
corporations involved in accepting
mail orders. In the landmark National
Bella Hess case the U.S. Supreme
Court ruled that a foreign vendor was
not obligated to collect and remit a use
tax when its only connection with customers in a state was by common carrier or the United States mail. In another case recently decided by the
Connecticut Supreme Court, the Court
ruled in favor of the taxpayer. In that
case, Cally Curtis, a California -based
corporation, sold and leased industrial
films and videotapes to its customers

in Connecticut. The company marketed its products primarily via out -of state trade shows and mailing lists and
did not have any salespeople soliciting
in Connecticut. The company allowed
its Connecticut customers to preview
films in the state for up to three days.
The state contended that during this
three -day period Cally Curtis had property in the state which created nexus,
and, therefore, the company was obligated to collect use tax on its sales
within Connecticut. However, the
court held that although Cally Curtis
technically owned property in Connecticut during the three -day rental period, such ownership of property was
insufficient to establish nexus.
In a recent New York State Advisory Opinion, a New Jersey corporation,
Biosearch Medical Products, Inc., conducted retail mail order sales of medical equipment and supplies to customers in New York The company had no
salespersons residing in New York
and no offices in New York. However,
its employees did solicit in New York,
and promotional materials were sent
into the state. In this situation, sufficient nexus was deemed to exist by virtue of the combination of the corporation's advertising and employee
solicitation in the state. Therefore, the
corporation was required to collect
New York use tax on its retail mail order sales made to its New York
tomers.
With the coming of the high -tech
age, states are examining their rights
to extend the sales and use taxes to intangible assets. For example, the U.S.
Supreme Court recently upheld the
imposition of a sales (excise) tax on interstate telecommunications services.
'Me increased volume and complexity of interstate commerce coupled with decreased federal revenue
sharing and states' budgetary woes
have forced states to become extremely aggressive in the area of sales and
use taxation. Accordingly, taxpayers
must become increasingly aware of
the sales and use tax rules and regulations of each state in which they conduct business.
■
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TAXES

office that is located in a foreign state
but the property is delivered to and
consumed within the borders of another state. For example, assume Corporation A located in State X sells tangible personal property to Company B
located in State Y. If a sufficient connection, referred to as nexus, can be
established between Company A and
State Y, then Company A would be obligated to collect a use tax from Company B.
This concept of nexus is critical in
determining the liability of a sale and
use tax. Although its application can
vary among states, nexus generally
falls into two primary categories: (1)
property-based nexus and (2) activity based nexus.

This article was prepared in conjunction with Alan k Deutsch, MBA, CPA,
who is a manager at Leshkowitz & Co.
in New York City.
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FINANCIAL MANAGER
T. CARTER HAGAMAN, EDITOR

HEADS I WINTAILS YOU L65EGAMBLINGWITH
DEPOSITINSURANCE
eople have begun to
worry lately about
whether the money
they have deposited in
the bank is safe. Even
recent network television news programs
have included features on "your money at risk" in banks! Our current
scheme of federal deposit insurance
began in 1933 at the height of the depression, with banks failing all around.
Its purpose was to restore public confidence in the banking system, and it
did this job admirably. The original
point of deposit insurance is still critical today and unchallenged.
However, challenges to deposit insurance have resulted from developments over the years. First was to increase the amount insured from
$2,500 to $100,000 per account, the last
increase from $40,000 coming in 1980.
Second was to insure multiple accounts for the same party, even to
some extent in one bank. Third was to
permit commingled large deposits or
CDs to be covered up to $100,000 for
each beneficial owner. Finally, it was
decided, in essence, to cover almost all
deposits for everybody in the process
of regulatory intervention, with the occasional exception of a few smaller
banks that are liquidated. The reluctance of the FDIC to resort to liquidation of large banks in particular is covered by the TBIF, the "too big to fail"
doctrine, which asserts that a large
bank failure could have unacceptable
consequences for the nation's financial
system. Since 1987, over 200 banks
have failed or have been assisted each
year, including some very large banks
like Bank of New England. Further,
some analysts have estimated that
over 10% of insured banks representing 336 of bank assets are at risk of insolvency without some form of assisMANAGEMENT ACCOUNTING/APRIL 1991

tance.
Why have bank failures increased
so much in recent years? Many banks
today have a problem that banks of
yesteryear never would have had. This
problem is actually caused, in part, by
deposit insurance. Years ago, most
people knew that banks could fail and
that their money was at some risk.
That's why they ran to take it out if
they heard rumors, thereby causing
the very thing they feared. Deposit insurance effectively stopped bank runs
and the very real risks that were created by their threat.
Today, the problem is the opposite.
Depositors don't run —they don't even
walk when they should — because deposit insurance has convinced them
that they have nothing to fear. Therefore, this very powerful check on bank
management doesn't work, and it
needs to work. Such a check from the
marketplace can be made to work
without destroying the confidence the
average man and woman have in the
banking system and without increasing their risk one iota for modest deposits - even up to the present insured
limit of $100,000. The trick is to subject
the other depositors to some measure
of risk, thereby motivating them to
watch where they put their money and
do business.
When a bank can get all the money
it seeks simply by offering a higher
rate of interest, the challenge to management is to earn a high enough rate
on the money to cover its cost, recoup
all the expense of doing business, and
earn a profit. Since a bank's principal
business is to lend money, this leads
directly to high rate, high risk lending.
Even so, depositors haven't worried they're covered by insurancel If the
banker's gamble works, the bank
earns a high return and if not the insurance pays off.
Heads I win, tails you lose.
Bad as this is for a sound economy,
it's not the worst that can happen. All
this risk taking puts bankers under tremendous strain and pressure. Pressure like this can cause some people to
cross the line of legality into fraud, pro-

ducing the types of scandals that have
appeared in the newspaper. Only a few
break the law, but they are the ones
who get the attention. An environment
that pushes bankers to take higher
and higher risks doesn't necessarily
stop at the edge of the law.
Should depositors be worried? Deposit insurance is as good as the United States government up to the maximum of $100,000 per account. as
promised. Below that limit, put your
money in the bank and get a good
night's sleep!
Until now, even large depositors
have very rarely lost any money. But
that could (and should) change. What
to do? Put your money in a strong
bank. With that much money you can
afford to learn the difference. Beyond
that some banks are taking further
steps to accommodate very conservative depositors. For example, when a
bank is part of a multi-bank holding
company it can arrange to spread a
large deposit under $100,000. Or large
interest - bearing funds can be transferred to management accounts in the
Trust Division. (Of course, these
aren't insured either, but they're not at
risk if the bank gets into trouble.)
Actually, the party who may have
the biggest problem when a bank gets
into trouble is the business who depends on that bank for credit. Even a
solid, profitable company with an excellent track record can find its access
to credit seriously hampered with disastrous effects on its business. Even
if another bank can be found in time,
the company loses the banker who
knows and understands its business
and has to start the banker education
process all over again.
Certainly corporate clients of banks
will have to start paying attention to
the banks they use for deposits, operating services and loans. The net results of all this turmoil - including the
substantial changes that are yet to
come - should be good for the banking
system and good for the country. But
there are politics involved and no assurance that the job will be done intelligently or all at once. Interesting times
are in prospect.
■
T. CarterHagaman is a consultant with

Oxford Information Technology, Ltd,
New York, N.Y.
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ETHICS
HOWARDL.SIERS,EDITOR

A TWO -WAY
COMMUNICATION
ABOUT ETHICS
rom the beginning of the NAA's
ethics program more than 10
years ago, our aim has been to
make our members more aware of the
ethical dimensions of the society we
live in and to help them either avoid an
ethical dilemma or cope with it For example, our Standards of Ethical Conduct for Management Accountants
concludes with a section called Resolution of Ethical Conflict. The concept
is unique and generally is not dealt
with in most codes of conduct. Our
members have told us over the past
few years that they have found this
guidance valuable.
Over time, we have supplemented
the Standards of Ethical Conduct with
additional ethics initiatives. Examples
include this monthly column in MAN AGEMENTACCOUNTING@; numerous
ethics seminars; ethics videotapes;
and, most recently, an ethics hotline
(1- 800- 6ETHICS) that our members
can use for discussing ethical dilemmas.
At the beginning of this fiscal year
(July 1,.1990), the Ad hoc Ethics Committee became a standing committee
of the Association and was expanded
from three members to nine. One of
the first efforts of the expanded committee was to review the past and current status of the ethics program of the
Association. A key determination was
that we must expand our program to
improve member awareness of ethics.
We also recognized that some of our
members are having difficulty in identifying ethical problems or in understanding how to cope with them. We
agreed that using this column to develop a two-way communication with our
members would enable them to share
18

their knowledge of the kinds of ethical
problems that arise in actual business
situations.
To start the process, members of
the Ethics Committee provided some
ethics cases for reader consideration.
Only the facts are presented. Readers
are urged to identify the ethical dilemma and to propose a resolution. All
such responses should be sent to Editor, Ethics Column, MANAGEMENT
ACCOUNTING ®, NAA, 10 Paragon
Drive, Montvale, NJ 07645 -1760. All responses will be reviewed by members
of the Ethics Committee, and representative solutions will be printed in
this column in future issues. We want
to stress that there is no one answer—no
right or textbook answer.

In addition to seeking member response to ethics cases presented in
this column, we also welcome additional cases to share. Such articles
must be developed in a way that guarantees anonymity and confidentiality.
The author's name may be omitted, if
necessary.
Before sharing some ethics cases
with you, however, it is appropriate to
provide a framework. During the summer of 1990, the American Accounting
Association (AAA) published Ethics in
the Accounting Curriculum: Cases &
Readings. The book is intended to as-

sist accounting educators in teaching
ethics and includes a methodology or
decision model to analyze an ethical dilemma. This methodology is similar to
that proposed by the Arthur Andersen
Business Ethics Program that has
trained more than 840 university professors from 212 institutions. The AAA
decision model is given below.
DECISION MODEL
1. Determine the facts —what, who,
where, when, how. (What do we
know or need to know, if possible,
that will help define the problem ?)
2. Define the ethical issue (make sure
precisely what the ethical issue is,
e.g., conflict involving rights, question over limits of an obligation, and
so on).
a. Irst the significant stakeholders.
b. Define the ethical issues.
3. Identify major principles, rules, values (e.g., integrity, quality, respect
for persons, profit).
4. Specify the alternatives (list major
alternative courses of action, including those that represent some form
of compromise or point between
simply doing or not doing something).

5. Compare values and alternatives to
see if a clear decision is possible
(determine if there is one principle
or value, or combination, that is so
compelling that the proper alternative is clear, e.g., correcting a defect
that is almost certain to cause loss
of life).
6. Assess the consequences (identify
short- and long -term, positive and
negative consequences for the major alternatives; the common short run focus on gain or loss needs to
be measured against long -run considerations; this step will often reveal an unanticipated result of major importance).
7. Make your decision (balance the
consequences against your primary
principles or values, and select the
alternative that fits best).
Now, to the ethics cases that our
readers should consider.
ETHICS CASE #1
1. "P" Electronics Corporation (PEC)
is a publicly held corporation with
90% of its outstanding stock owned
by "V" Corporation and the rest by
various stockholders.
2. Jim has been the VP -finance and
controller of PEC for the past two
months.
3. Carl has been the president of PEC
for the past three years, and because he has been granted the authority to vote for the stock owned
by "V" Corporation, he is also the
chairman of the board of directors
for PEC.
4. Shirley has been the personnel director of PEC for the past four
years.
5. Mac was a carpenter and repairman
for PEC.
Jim: Hi, Shirley. Could I talk to you
for a minute?
Shirley: Sure, Jim. Come on in and
close the door.
Jim: Shirley, I just received a bill
from the State Disability Insurance
Commission that was double our normal premium. When 1 telephoned them
about the increase, I was told it was
caused by the hospital bill and recuperation about a year ago of"Mac, "following a vehicle accident. Who is Mac? He
is not on our present payroll.
Shirley: Mac was a carpenter and
repairman, but he no longer works for
PEC.
Jim: Why was he paid disability for
a vehicle accident? We don't require any
MANAGEMENT ACCOUNTING /APRIL 1991

workers except salesmen to travel.
Shirley- He was returning the com -'
pany -owned pickup truck from Carl's
home where he was adding on a bedroom, bathroom, and garage.
Jim: PEC doesn't own Carl's home

now. Did PEC own it then?
Shirley: No, but Carl personally authorized the work to be done.
Jim: Thanks for the information.
Now 1 must decide about paying the bill.

Also, if I decide that I can't justify payment of this bill, what are my alternatives?

ETHICSCASE#S
1. ' WM" is a publicly owned corporation that makes various control devices used in the manufacture of
many types of basic mechanical
equipment.
2. J.B. has been the president and
CEO of "WIW" for about five years.
3. Charlie has been the controller and
CFO of "WM" for about two years.
4. Tony has been the purchasing
agent of "WIW" for about five years.
5. Diane has been the executive assistant to J.B. for about five years.
J.B.: Hi, Charlie, come on in. Diane
said you had a confidential matter to
discuss. What's on your mind?
Charlie: J.B.,1 was reviewing our
increased purchases from A -1 Warehouse Sales last week and wondered why
our volume had tripled in the past year.
When I discussed this with Tony he
seemed a bit evasive and tried to dismiss
the issue by stating that we can get one day delivery on our orders.
J.B.: Well, Tony is right, Charlie.
You know we have been trying to install
the new just -in -time philosophy of manufacturing and to get our inventory investment down.
Charlie: We still have to look at the
overall cost. A -1 is more of a jobber than
a warehouse. After investigating orders
placed with them, I found that only 12%
are delivered directlyfrom them and the
other 88% are drop-shipped from the
manufacturers. The average markup by
A -1 is 30 %, which amounted to about
$600,000 the past year. If we had ordered directly from the manufacturers
when A -1 did not have an item in stock,
we could have saved about $530,000
($600,000 x 88 %).
J.B.: Now look, Charlie, weget quick
delivery on some items and who knows
how much we are saving by not having
to stock this stuff in advance or worry
about it becoming obsolete. Is there anything else on your mind?
MANAGEMENT ACCOUNTING /APRIL 1991

Charlie: Well, J.B., as a matter of
fact, there is. I ordered a Dun & Bradstreet credit report on A -1 and discovered that Mike Bell is the principal owner. Isn't he your brother - in-law?
J.B.: Sure he is. But don't you worry
about Mike. He has a Harvard MBA, he
understands this just-in-time philosophy,
and, besides, he is looking out for our interest.
Charlie (to himself): This conversation has been enlightening, but it

doesn't really respond to my concerns.
What are my obligations in this matter?
Can I legally or ethically ignore this apparent conflict of interest?

OTHERCASES
Although the following cases are written in the context of a public accounting environment, similar problems are
encountered in a broad variety of internal and external client /supplier environments.
Example A. A supervisor in a public
accounting firm notes that a manager
who is preparing the billing for a client
has included certain hours that contractually should not be included.
Example B. The manager notes that
the partner has signed off the audit of
a client although the partner has not
completed his review of the audit papers.
Example C. A professional staff person accepts a discount not allowed to
other customers or employees and informs other members of the engagement team that such discounts are also
available to them as long as they continue to be cooperative.
These are just a few examples of
ethical dilemmas. We urge all of our
readers to respond to any or all of the
foregoing ethics cases. Identify the dilemma, and give us your thoughts as
to how you would deal with the problem. Also, share some good ethics cases with our readers.
■
Howard L Siers is chairman of the NAA
Committee on Ethics.
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SPECIAL
13th
ISSUE OF
MANAGEMENT
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 ACCOUNT

INGO 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 "CMA Anniversary."
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
forTrophies and Awards 199091.
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CMA
NEWS
JOHN HANCOCK
ANNOUNCES
SUPPORT FOR CMA

CATHERINEREILLY,EDITOR
he increasing popularity of the
Certified Management Accountant program is evident in the
growing number of CMA Corporate Sponsors that actively encourage their financial and accounting employees to seek the CMA Each week,
NANs marketing services department
gets dozens of requests for information regarding corporate sponsorship
of the CMA program from companies
who have seen a CMA Corporate Kit
or have read an article about the many
ways in which the CMA can benefit the
individual and his or her employer.
Some of the sponsors have become
aware of the CMA program during a
visit by a representative from the NAA

office or a local chapter. The eagerness with which NAA's chapters promote the CMA is encouraging.
One of the newest and most enthusiastic CMA Corporate Sponsors is
John Hancock Financial Services of
Boston, Mass. Through its sponsorship of the Certified Management Accountant program, the company is
building its base of highly qualified,
skilled management accountants. The
first Boston company to sponsor the
CMA, John Hancock is providing support for 35 employees who are studying to take the CMA examination in
June.
The road to CMA sponsorship for
John Hancock was spearheaded by
Gary Comoletti, president of NAA's
Boston Chapter, who recognized an
opportunity to expand the partnership
between Boston area employers and
the National Association of Accountants. He contacted John Letourneau,
securities accounting administrator at
John Hancock, and suggested a meeting with Tom Craven, NAA's director
of corporate development, to discuss
the ways in which NAA programs

financial Services

would be of value to the company.
At the September 1990 meeting,
John Hancock's general director of reporting, Dick Brown, explained the
company's requirements for a program that could be integrated into
Hancock's professional development
efforts. It quickly became apparent
that NAA's Certified Management Accountant program would be of immediate value to the company. Mr. Brown
and Mr. Letourneau felt that it was extremely important to inform their professional staff about the merits of the
CMA program and professional certification. As a result, a formal presentation was scheduled for November.
That presentation was made to
more than 60 Hancock professionals
by Dr. James Bulloch, CMA, managing director of the Institute of Certified
Management Accountants, and Don
Hughes, CMA, controller at Monsanto
Company, St. Louis, Mo., and a member of the ICMA Board of Regents.
(Me ICMA is the affiliate of the National Association of Accountants that
administers the CMA program and issues the Certificate.) They explained
the CMA program and its requirements and described the four parts of
the examination and the ways in which
CMA certification can benefit the individual employee as well as the firm.
Tom Craven and Gary Comoletti re-

r

Financial Services.

CMA students Fred Horgan (I.) and Cindy Foreman at John Hancock receive study tips from Lee Staebler, director of the CMA program for
the Boston Chapter.
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John Hancock employees and Boston Chapter members: L.-r.,John Letourneau,Tom Moloney, Lee Staebler, and Gary ComolW,

turned to John Hancock in December
with Lee Staebler, CMA, assistant professor of managerial accounting at
Boston University and director of
CMA programs at NAA'S Boston
Chapter, to meet with Tom Moloney,
senior vice president and controller of
John Hancock's corporate financial operations. At this time they also met
with participants in the CMA program
to discuss review course materials and
to organize study groups.
"The CMA program provides our
management accountants and financial managers with an appropriate
complement to the professional development courses taken by all Hancock
managers," Mr. Moloney says. "We
want our professional accountants to
maintain a top level of performance,
and achieving the CMA designation
proves that an employee possesses the
knowledge and ability to be an important and influential member of the
management team."
John Letourneau is one of the Hancock employees currently studying for
the CMA exam. "Each part of the exam
is independent of the others. The questions are designed to measure technical knowledge and awareness of principles as well as assess the CMA
candidate's ability to analyze information and communicate the results in a
meaningful and understandable way,"
he explains. Questions relating to business ethics are found throughout the
exam.
John Hancock assists its employees
with their preparations for the exam by
purchasing study materials and providing facilities for after -work study
groups. When a candidate has completed any part of the exam successfully, the company pays 100% of the examination fees. "Each candidate has to
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have a strong commitment to study on
his or her own because it's a lot of material to cover," Mr. Letoumeau says.
"The study groups meet regularly and
help us to stay on the study schedule.
Getting together with other CMA students also helps keep our motivation
high and provides a forum for discussing any questions we run across."
CMA candidates are required to sit
for at least two parts of the exam at a
time. Once a passing grade in a single
section is achieved, it is retained for up
to three years. Six Hancock employees
plan on taking all four parts of the exam during their first sitting in June.
"Tbe CMA exam is offered only twice
each year —in June and December,"
Mr. Letourneau continues. "With all
the hard work we're putting into it,
John Hancock should have its first
batch of CMAs from the program in
1991."
NAA President Stanley R. Pylipow
met with Tom Moloney on March 21,
1991, to review the program and discuss other ways in which NAA can
continue to meet the professional accounting and financial needs of John
Hancock. "NAA will ensure that resources are available to companies
that can benefit from the CMA," says
Gary Comoletti.
The 1991 CMA Corporate Kit, containing an explanation of the Certified
Management Accountant program, a
list of companies that support the
CMA, and a description of the ways in
which some companies perform this
support, is now available.
To obtain a CMA Corporate Kit,
write to Catherine Reilly, manager,
marketing services, NAA, 10 Paragon
Drive, Montvale, NJ 07645 -1760. For
information about the Corporate Development Program, contact Tom Cra-

ven, director, at the address above. ■
The editor would like to thank Stephanie

Echavarri, editor of John Hancock's
Newsline, for her assistance ingathering
the above information.
Is this article of interest
to you? If so, circle
appropriate number on
Reader Service Card,

Yea
78

No
79

CMA

EXAMINATION
REVIEW
by
Irvin N. Gleim 8 Dale L. Flesher

• Current, Fourth Edition
• Covers the ICMA's
New 4 -Part Format
I — Outlines & Study Guides
II — Problems & Solutions

$23.95
$23.95

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

(800) 87 -GLEIM
CPAs: EARN CPE CREDIT WHILE
PREPARING FOR THE CMA EXAM

31 SEPARATE COURSES
• 94 CPE HOURS
• $125 (Includes Volumes I & II
of CMA Examination Review)
SUPPORTING ALL YOUR CMA NEEDS
Sam -7pm M-F, 9am-2pm SaL Eastern Time

Circle No. 14
'l1

Il:

efits

W FAS 1OG
Piave on you o any 's
f an0g4tatements?
BY THOMAS K.CUSTIS

or several years the Financial Accounting Standards Board had been working on a project to specify standards for the accounting treatment of postretirement benefits other than pensions. It was
clear from the start that recognition of these benefit obligations on an accrual basis was the intended result. In February 1989, FASB issued its exposure draft on this topic.
Comments from the business and financial community
were so universally negative that some thought the FASB
might back down entirely. Others realized that probably
would not happen so attempted to influence the specific requirements of the final pronouncement. After 21 months of
commentary, debate, and deliberation, the FASB voted to
adopt the Statement of Financial Accounting Standards No.
106, Employers' Accounting for Postretirement Benefits Other
Than Pensions (FAS 106).
And just what did we get? With the exception of some minor accommodations and delays in the effective dates, FASB
has clung steadfastly to the basic principles included in the
exposure draft.
A significant additional burden arises out of the presence
of SEC Staff Accounting Bulletin #74. The bulletin states that
financial statements should include a disclosure as to the expected impact of any known future accounting change. SEC
staff has specifically confirmed its expectation that, beginning immediately, all financial statements of companies that
sponsor retiree medical programs should include footnote
disclosure of the expected impact of FAS 106. If the specific
dollar impact has not yet been measured, then special calculations are not required; however, some general commentary will be expected. SEC staffers have indicated that if footnotes are not found, they may make inquiries.
22
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The bad news is that these requirements are final. It is
not realistic to expect any meaningful pullback. The good
news (if you can see it as such) is that some of the uncertainty surrounding these obligations has been removed. The
key question for corporate management has changed from
"How do we get FASB to back off?" to "How can we cope
most effectively with these requirements ?"
STRATEGIES FOR COPING
trategies for coping are likely to include some or all of
the following:
1. Review of benefit, eligibility, and cost - sharing provisions
applicable to current and future retirees and dependents.
2. Thorough and careful communication with employees
and retirees.
3. Examination of other operating areas for positive and offsetting effects on future financial statements.
4. Development of a corporate strategy to deal with the
evolving financial implications of these programs in light
of FAS 106.
Reviewing retiree benefits. Many companies already have
begun to review their retiree benefits. Much has been written about alternative benefit structures for retirees, so only
some of the highlights are covered here.
The first and potentially largest step is to review closely
the benefits being provided to retired former employees.
The way plan benefits reflect benefits payable by Medicare
should be considered carefully. Changing from a "coordination-of- benefits" provision that may be typical for active employees to a "carve -out" approach may reduce future plan
costs substantially. An intermediate approach, sometimes
MANAGEMENT ACCOUNTING /APRIL 1991

called "exclusionary" or "corridor deductible," may be considered. A fourth approach may be to redefine plan benefits
for retirees in terms of a Medicare supplement. This approach would avoid at least some of the cost-shifting tendencies created by efforts to hold down Medicare costs.
More dramatic changes may include: (1) adopting a dob
lar maximum (thus capping the effects of future inflation);
(2) switching entirely to a defined dollar benefit structure;
or (3) converting to a defined contribution approach.
Many companies are reexamining their position on providing or subsidizing benefits for dependents. They are exploring the cost-sharing relationship between retiree and
company, particularly for those retirees who may have
worked less than a full career with the company. It is extremely expensive to provide full retiree medical benefits to
a former employee who may have worked only 10 years for
the company.
The important part of this process is to reexamine these
programs in their entirety apart from the active employee
medical program. Consider the needs of retirees but shape
the program to conform to the objectives and the resources
of the company.
Communication.Prior communications with retirees and
employees may have created expectations beyond those intended by the company. It is important to review those materials to determine just exactly what has been promised in
the way of future benefits. The scope and nature of the promises may restrict your ability to implement major program
changes (at least for those already retired).
Perhaps more important is the development of a strategy
for future communications. It should be possible to present
the plan for future benefits in a positive manner (even if benefit redesign results in a reduction of future benefits). Communications should be clear and emphasize the protection
provided over and above Medicare. Descriptions of the
benefits provided by Medicare may be helpful. Remember
that retirees fear future medical costs may use up all their
assets, leading to possible impoverishment Concern and
sensitivity to those fears, along with clear communications
that demonstrate how your program in conjunction with
Medicare will help to protect them from such a disaster, will
make a positive impression.
O setting positive ejects.Possible strategies obviously will
vary from company to company and industry to industry. A
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general suggestion, however, is to view this increase in operating costs just like any other. For example, companies in
the transportation industry are facing sudden increases in
fuel costs. These increases may be dealt with through higher prices, by reducing expenses in other areas, or by lowering profit expectations. Most often some combination of
these actions is the end result.

STRATEGY FOR DEALING WITH FAS 106
AS 106 is a reality. Assuming you have taken all the
appropriate steps to review benefit provisions, employee communications, and offsetting business strategies, how can you best deal with the impact that this statement will have on the future financial statements of your
company?
The first step in developing a strategy for dealing with the
implications of FAS 106 is to gain a better understanding of
its components. The net periodic postretirement benefit cost
( NPPBC), as determined under FAS 106, is made up of four
primary components:
• Service cost —present value of that portion of projected future benefits that is allocated as a current year accrual.
For a young and growing company, this item alone will
exceed current benefit payments. For a mature, stable
company in a situation in which future trend is expected
to equal future discount rates, service cost will approximately equal benefit payments.
• Interest cost —theinterest charge (at the discount rate) on
the accumulated postretirement benefit obligation (APBO). The APBO is the total present value of the portion
of projected future benefits attributable to past service.
• Return on assets —a subtractive component equal to the
investment return on assets that have been set aside to
provide these benefits.
• Amortization items —principal payments on items such as
the APBO at the transition date, prior service costs on
benefit changes, and gains or losses outside the permissible corridor.
Most companies that have been providing retiree medical
benefits have been doing so on a "pay -as- you -go" basis. Accordingly, few companies have accumulated any significant
level of assets segregated for this purpose. The first scenario
we will explore is what is likely to happen to company financial statements assuming no change in this basic philosophy.
A couple of points for emphasis before we proceed with
our numerical projection. Without the subtractive item of return on assets, it is evident that NPPBC is going to be significantly higher than current pay -as- you -go costs, which will
have a direct and significant impact on the P &L statement
of the company. Furthermore, the difference between the
NPPBC and the pay -as- you -go costs for each year will be an
accrued expense liability that will find its way to the balance
sheet As will be seen in the numerical projections below,
these amounts will accumulate rapidly to become very significant liability items.
For purposes of our projection analysis, we have made
some simplifying assumptions. We have assumed a mature,
stable company that is expected to remain about the same
size, with its retiree to active ratio also remaining constant
If your company is less mature and still growing, the problem currently may not be as great, but the direction and pattern of emerging costs and liabilities is likely to be just as
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FUNDINGSCHEMESFORRETIREEMEDICALBENEFITS
The primary advantages to prefunding post - retirement medical benefits are:

Nonetheless, some are capable of delivering significant advantages. Currently available funding vehicles are:

• Provide benefit security to the retirees,
• Match the contributions to the period when they are
earned by the participant,
• Provide benefits on a tax- favored basis.

• Section 401(h) trust,
• VEBA or 501(c) (9) trust--collectively bargained,
• VEBA or 501(c) (9) trust— noncollectively bargained,
• VEBA -owned life insurance (VOLI),
• Corporate -owned life insurance (COLI),
• Rabbi trust,
• Secular trust,
• Substitute benefit through a qualified plan.

Of these advantages, only the third has a direct financial
impact on the ultimate cost of the plan.
Taxation is the key to the efficiency of a funding vehicle.
The ideal funding vehicle would provide the following tax
advantages:
• Tax deduction to the employer in the year contribution is
made,
• Tax - exempt earnings on the investments within the vehicle,
• Tax-free benefits to the participants.
In addition to tax efficiency, three additional items are desirable:
1. Contributions and deductions should be calculated based
on projected benefits.
2. Assets held in the investment vehicle should be protected
from claims of creditors.
3. Benefits and contributions should not be restricted by
other plans; i.e., the rules should apply independent of
the existence of pension or other benefits.
None of the alternative schemes available to fund retiree
medical benefits meet all of the criteria of the ideal vehicle.
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The advantages and disadvantages of these funding vehicles are described below. The laws and related regulations
for these alternative funding schemes have changed often
over the last few years, and we suspect that additional mod ifications will occur in the future. Therefore, any decisions
based on the following information should be reviewed by
legal counsel.
Section 401(h) Trust.A Section 401(h) trust permits funding of retiree medical benefits in conjunction with a defined
benefit type of pension plan. All of the tax advantages are
available to this trust including deductible employer contributions (within limits), tax -free investment income, and taxfree benefits to retirees. Furthermore, assets held in the
trust are not available to creditors.
Deductible contributions are calculated based on projected benefits, but then are compared to the contribution requirements of the retirement plan. The requirement is that
the retiree medical benefits provided must be subordinate
to the retirement benefits. The resulting limitation on possible benefits payable through such a trust is the major disadvantage of this funding vehicle.
MANAGEMENT ACCOUN"IING /APRIL 1991
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The definition of the subordination test, found in Reg.
1.401 -14, is shown in the box. Alternatively, this formula can
be restated: the retiree medical contributions plus any life
insurance contributions within the 401(h) plan must be less
than one -third of the lesser of the retirement plan contribution or the normal cost of the retirement plan. Therefore, if
contributions to the pension plan are restricted by the full
funding limitation, 401(h) contributions also are restricted.
Additional complications occur for key employees as defined in IRS Code 416(i) because 401(h) contributions count
as annual additions under IRS Code 415.
Use of 401(h) requires that the company maintain a pension plan and that the level of retirement benefits be sufficiently high in relation to the value of the medical benefits.
Serious consideration of this approach should be limited to
companies with a salary- related pension plan that has a normal cost above 3 to 4% of payroll.

DEFINITION OF SUBORDINATION TEST
401 (h) contributions +

Life insurance contributions

5 25%
401 (h) account
retirement account
life insurance
contributions +
contributions
+ contributions

501(c) (9) Trust or VEBA for Collectively Bargained Em-

ployees. No major disadvantages apply to a 501(c)(9) structure (Voluntary Employee Beneficiary Association) when
the plan is maintained pursuant to a collectively bargained
agreement arrived at through good faith bargaining. Contributions must be paid within the plan and tax year.
501(c) (9) Trust or VEBA for Noncollectively Bargained
Employees.The two disadvantages of a 501(c) (9) structure
for noncollectively bargained plans are:
• Investment income is subject to unrelated business income taxes.
• Contributions are based on current medical costs, not
projected amounts.
Even though current year contributions are tax deductible, the inability to fund projected medical costs significantly reduces the effectiveness of this vehicle for retiree medical benefits. Even for employees near retirement, 40 to 60%
of their future benefit costs cannot be considered in funding
MANAGEMENT ACCOUNTING /APRIL 1991

Worries about highmedical expenses can Interfere with suchretirement pleasures as picnicking.
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the decision whether or not to pursue a prefunding strategy:
■ Tax situation. Perhaps the single most important variable

is the company's tax situation. Will the company be able
to deduct its prefunding contributions? Is its tax situation
such that this deduction is important? Calculations have
shown that prefunding via a fully tax- preferred vehicle
could reduce the actual total long -term costs of these programs by as much as 30 to 35%. However, this would be
true only if the company was in a fully taxable situation
and a fully tax- preferred vehicle could be used. For a company not in a position to take full advantage of possible
tax preferences, the savings would be less.
■ Cash flow.Companies must be able to part with some additional cash. If cash flow is currently a major problem,
then prefunding is not likely to be a viable option.
■ Opportunity cost of money. Prefunding involves putting
aside potentially large sums of money, funds that otherwise could be used for other purposes. The relationship
between the after -tax cost of funds versus the expected
after -tax return on the segregated assets becomes the
critical variable. If the former exceeds the latter, prefunding loses its appeal very rapidly.
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readily available. Each company will need to address its own
situation. Review of benefits, communication, and financial
strategies will be influenced by external factors such as the
state of the economy, interest rates, and competitive pressures. One of the options provided by FAS 106 is that a company may choose to recognize its entire APBO at the transition date (rather than amortize it over 20 years). This
option presents another possible variable in the analytical
process for any company.
The one thing we can say with some confidence is that
these requirements will not go away. Of all available strategies, a "head -in- the -sand" approach is the one option least
likely to produce a satisfactory resolution. ■
For more information on this subject, see the new NAA Bold
Step publication, Retiree Health Benefits: How to Cope with
the Accounting, Actuarial, and Management Issues (see ad
on page 15).
Thomas K Custis is a consulting actuary and principal with
Milliman & Robertson, Inc., and serves on the company's board

of directors. He can be reached at (414) 7842250.

Certain facts are evident. FAS 106 has changed permanently how retiree medical plans will be viewed. Answers on
how best to deal with these implications are not simple nor
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calculations. This means it is likely that less than one -half
of future costs actually can be prefunded while participants
are actively employed.
VEBA -Owned Life Insurance (VOLT).Using VEBA -owned
life insurance eliminates the unrelated business income tax
on investment income that is present in the regular VEBA
for noncollectively bargained plans. All other tax- related efficiencies are retained.
A major disadvantage is that future medical inflation cannot be reflected. There may be a question of insurable interest because the company owns the policy through the
trust.
Corporate -Owned Life Insurance (COLT). Corporateowned life insurance also raises the questions of insurable
interest. Furthermore, premiums are not deductible in the
year paid.
Some tax leverage can be achieved by borrowing from
the policies and paying tax - deductible interest on the loans.
However, the four- out -of -seven rule must be met; it requires
that at least four of the first seven years of premiums must
be paid without borrowing against the policy.
While the potential exists for extremely attractive returns
under this approach, care should be exercised because the
results are based on a complex set of assumptions that will
fall apart if the tax consequences change.
VOLT and COLI approaches are both predicated on the
tax advantages generally inherent in life insurance policies:
namely, tax- deferral on the inside buildup of cash values,
and tax -free benefits upon death. These are issues that may
receive future legislative attention, particularly when these
policies are used for purposes other than for providing "life
insurance" in the more traditional sense. Accordingly, the
decision to commit to one of these funding vehicles needs
to be made with full consideration of the potential risk of future legislative changes.
Rabbi Trust. The only advantage of a rabbi trust versus
no prefunding is the appearance of extra security to the par-

ticipants. In the event of bankruptcy, assets held in a rabbi
trust are available to general creditors even though designated for retiree medical benefits. The only tax advantage
is the deduction when benefits actually are paid.
Secular Trust. Advantages of secular trusts are based on
the current income tax structure in which corporate tax
rates are higher than individual tax rates. Use of this method
requires that the company pay additional income to the employees, which is tax deductible for the company and reported as income by the employee. Additional amounts paid in
future years take into account the income tax consequences
to the employee. This vehicle generally is not recommended
because the company has lost its control over the contributions, particularly for employees who terminate.
Substitute Benefit 71rough a Retirement Plan. Retiree
medical benefits may be approximated with replacement
benefits funded through a pension or profit - sharing trust.
However, these contributions or benefits are subject to all
of the rules and regulations relating to retirement plans.
These rules include vesting provisions, benefit accrual rules,
and IRC 415 limitations. The benefits or contributions will
not meet the cost of the retiree medical benefits exactly and
a defined contribution approach is likely to fall far short for
older employees.
A tax advantage is lost in that the benefits are reportable
as income by the retiree whereas medical benefits provided
directly from the company are not taxable income.
Comparison of Funding Vehicles.Only two of the funding
vehicles previously described come near the ideal funding
scheme. A 401(h) trust must meet a subordination test in
relation to a pension plan and has some additional restrictions for key employees. The VEBA or 501(c) (9) trust is
most effective for collectively bargained plans that do not
cover all of a company's employees. All other available vehicles contain some additional restrictions that severely limit their usefulness. It may be possible to use a combination
of vehicles to circumvent some of these limitations.
■
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COBRA:

A Snake in the Employee
Benefits Garden
A company can get bitten ifit does not
follow the requirements of the Act.
BYSTEVEN C.R.BROWN
AND OLLIE S. POWERS, CMA
he Employee Retirement Income Security Act of
1974' ( ERISA) was enacted to curb abuses and misuse of employee benefit plans. Although the title
would appear to indicate otherwise, ERISA covers
both pension and employee welfare plans. It also grants an
aggrieved employee the right to pursue a civil action against
the employer to enforce plan provisions.
ERISA was amended by the Comprehensive Omnibus
Budget Reconciliation Act of 19852 (COBRA) to allow an employee (and qualified dependents) to continue the group
health insurance coverage offered by his employer following
termination of his employment or other specified events
that would result in the loss of this coverage. In enacting
this provision, Congress expressed its concern
the growing number of Americans who lack health
insurance coverage and addressed coverage deficiencies that can result during periods of employment transition.
Congress wanted to give covered employees and
their dependents, who would otherwise suffer a loss of
health insurance coverage, the option to make premium
payments and continue their coverage for a specified period-18 or 36 months, depending on the circumstances.
A covered employee is any individual who is (or was) provided coverage under a group health plan by virtue of the
individual's employment or previous employment with
an employer.

wi t h

\ I\ i

WHERECOBRAAPPLIES
11e continuation of

health care coverage provision of
COBRA is actually a section of ERISA and, therefore,
in order to be subject to COBRA, the employer must initially be subject to ERISA itself. The U.S. Code provides that
ERISA applies to any employee benefit plan if it is established or maintained "by any employer engaged in commerce or in any industry or activity affecting commerce" or
"by any employee organization or organizations representing employees engaged in commerce or in any industry or
activity affecting commerce."' Even if a business is conducted solely within the boundaries of a single state or county,
the "affecting commerce" standard is broad enough to bring
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any benefit plan under ERISA, based on the business' use
of products or supplies that move in interstate commerce.
The Internal Revenue Service becomes involved with
plan administration because the majority of the employee
benefit plans in existence are "qualified plans." The term
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"qualified" simply means that the employer is allowed a tax
deduction for the cost of providing these benefits, whether
or not the employee recognizes income from the benefits.
To maintain tax deductibility, these plans are subject to elaborate anti- discrimination rules. To complicate matters, both
the Internal Revenue Service and the Department of Labor
have jurisdiction over ERISA and authority to prescribe regulations governing it. The Commissioner of Internal Revenue characteristically has been aggressive in enforcement
and has issued Proposed Regulations governing continuation- coverage benefits.
COBRA applies to all employer- sponsored plans in which
health care benefits are provided. The type of benefits provided and the method of payment are of no consequence in
determining applicability. Some plans that are exempt include: small employer plans,' a plan maintained by one or
more employers where each of the employers maintaining
the plan for a calendar year normally employed fewer than
20 employees during the preceding year; governmental
plans'; and church plans.6
For purposes of the 20- employee test, all full-time and
part-time employees are counted, as are self - employed persons.' Under most circumstances, self - employed persons
are not classified as "employees." For purposes of determining the availability of the small - employer exception, however, sole proprietors and partners are counted along with
their common -law employees. In addition, all agents, independent contractors, and directors who are eligible to participate in the group -health plans must be counted.'
The Internal Revenue Code includes a potential trap for
employers who are members of a controlled group. For purposes of applying COBRA, all employees who work for a corporation that is a member of a controlled group, or a partnership or proprietorship under common control, or an
affiliated service group are treated as employed by a single
employer.9 With respect to COBRA, a controlled group
means a parent - subsidiary group where 80% or more of the
combined voting power of all classes of stock of each corporation (except the common parent) is owned by one or
more of the other corporations. If it is a brother- sister controlled group, five or fewer persons must own 50% or more
of the combined voting power of all classes of stock. While
the individual employers in the controlled group might have
been eligible for the small -employer exception if they were
unaffiliated, they will be aggregated for purposes of this determination. Furthermore, the failure of one employer in a
controlled group to comply with COBRA can result in sanctions being applied to each employer in the controlled
group.

WHOMUSTBENOTIFIED
he group health plan must provide written notice of continuation- coverage benefits to each participant and
spouse at the time the plan becomes subject to COBRA.
Generally, the COBRA requirements apply as of the first day
of the first plan year beginning on or after July 1, 1986. For
plans resulting from collective bargaining, the COBRA requirements are effective for plan years beginning on or after.
(1) January 1, 1987; or (2) the date on which the last of the
collective bargaining agreements relating to the plan expires. Therefore, depending upon an agreement's expiration
date, COBRA may not apply for several years. After a plan
first becomes subject to COBRA., each new employee and
spouse must be notified upon hiring.
The mailing of this notice via first -class mail is considered
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sufficient, but mere posting on the company bulletin board
or inclusion in the Summary Plan Description is not sufficient (although advisable along with the mailing). There are
other notice requirements that take effect at various times
as a result of the death or reduction of hours of a covered
employee; termination of the covered employee's employment; the covered employee's eligibility for Medicare; or a
bankruptcy proceeding with respect to the employer. Within
30 days the employer must notify the Plan Administrator
that such an event has occurred.10
In addition to these notification requirements, a qualified
beneficiary must notify the Plan Administrator within 60
days after the date that the covered employee is divorced
or legally separated from his or her spouse or a dependent
child loses dependent -child status. If the qualified beneficiary fails to give such notice, his COBRA rights are forfeited.
Upon receipt of one of these employer or beneficiary notices, the Plan Administrator has 14 days to notify the qualified beneficiary of his continuation -coverage rights. The
Plan Administrator is the person so designated by the plan
instrument. If, however, a Plan Administrator is not so designated, the position defaults to the plan sponsor (i.e., the
employer). Any notice to the covered employee's spouse is
considered notice to all other qualified beneficiaries, generally dependent children residing with the spouse at the time
of the notification.

LOSSOFCOVERAGE
oss of coverage can result from one of six designated
"qualifying events" in the absence of the continuation coverage requirements:
• The death of the covered employee.
• The termination (other than by reason of the employee's
gross misconduct) or the reduction of hours of the covered employee's employment.
• The divorce or legal separation of the covered employee
from the employee's spouse.
• The covered employee's becoming entitled to Social Security benefits.
• A dependent child's ceasing to be a dependent child under the generally applicable requirements of the plan.
• A bankruptcy proceeding in a case under Title 11 of the
U.S. Code, commencing on or after July 1, 1986, with respect to the employer from whose employment the covered employee retired at any time."
In the case of a bankruptcy proceeding, a loss of coverage
includes a substantial elimination of coverage with respect
to a qualified beneficiary, who is a retiree or widow, within
one year before or after the date of commencement of the
proceeding. Qualified beneficiaries must be offered the
same benefits and benefit options under the plan as similarly
situated participants. In other words, the qualified beneficiary must receive the same benefits package and optional coverages as the active employees.
A special rule applies in the case of multiple qualifying
events. The normal duration of continuation coverage is 18
months. But when a second qualifying event occurs during
the initial 18-month period, the coverage period is extended
to the date 36 months after the date of the initial qualifying
event.
Before any of the listed events becomes a "qualifying
event," a covered employee or qualified beneficiary must
lose coverage because of the event. In some cases, loss of
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• A covered employee who retired on or before the date of
substantial elimination of coverage;
• The spouse of the covered employee;
• The dependent child of the covered employee; or
• The surviving spouse of the covered employee.
ELECTIONOF COVERAGE
ach qualified beneficiary who would lose coverage as
a result of a qualifying event must receive the opportunity to make an independent election to receive COBRA continuation coverage." Furthermore, the beneficiary
is entitled to a minimum of 60 days in which to make this
election. Under normal circumstances, the 60-day period begins to run on the date of the qualifying event. In the case
of an employer who fails to comply with the notice requirements, however, the 60 -day election period does not begin
to run until the qualified beneficiary is actually notified."
An election for coverage continuation is considered made
when it is sent to the employer or the Plan Administrator.'*
No particular "election form" is required. In fact, there is no
apparent requirement that the election be written. Therefore, the qualified beneficiary could make the election with
a telephone call. But it is advisable for the employer to design a specific election form indicating that the beneficiary
is fully aware of his continuation - coverage rights, their duration and limitation, and any special requirements placed
on the qualified beneficiary. It is also desirable for the employer to include a 'waiver section" in which the qualified
beneficiary can decline continuation coverage. Table 1 illustrates a Model Election Form that might be used.
Note that the covered employee or the spouse of the covered employee may make a binding election to provide other
qualified beneficiaries with coverage. One spouse cannot decline coverage on behalf of the other spouse; the spouse
must be given the opportunity for an independent election.16
An election for a minor child may be made by the parent or
legal guardian.
If continuing coverage is elected, the group health plan
can require the qualified beneficiary to pay the full premium,
plus a 2% administrative charge (a maximum 102% premium). The applicable premium is the cost to the plan for coverage of regular participants, who are otherwise similarly situated. The premium can be paid in installments, with an
initial grace period of 45 days after the date of election before
the first payment is due. Therefore, a qualified beneficiary
who delays both the election and payment for the maximum
period has 105 days before the first premium payment is due
(165 days in the case of a divorced spouse).
Employees must realize that COBRA coverage is effective upon election. The coverage is retroactive to the date
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that coverage would have otherwise been lost, but for COBRA This means that any medical expenses incurred during
the election period, but prior to election, must be covered
by the plan.1 Furthermore, any attempt to circumvent the
45-day grace period is unlawful. In a recent case," NYNEX
Corp. was enjoined from requiring premium payments before coverage would be effective. The court also held that
failure to inform beneficiaries that coverage was effective upon election, and that a grace period followed, was misleading. The NYNEX case also is worthy of note because it involved election of continuation coverage by striking
employees.
The qualified beneficiary must be allowed a 30-day grace
period for all premium payments due after the initial payment, although the plan can (at its option) provide for a longer grace period. Coverage ceases on the date that the qualified beneficiary fails to make timely payment of a premium.
After election, the plan is allowed to increase the amount of
the qualified beneficiary's premium if the premium applicable to other plan participants increases.
An amendment to the original COBRA rules was added
by the Omnibus Budget Reconciliation Act of 1989,18 requiring coverage for disabled employees. This amendment allows the premium charge for disabled individuals to be 150%
e

coverage does not result from the event. Therefore, if the
covered employee or other qualified beneficiary does not
lose coverage because of the event, the continuation-coverage requirements are not triggered.
A qualified beneficiary must be offered continuation coverage benefits when a qualifying event occurs. A qualified
beneficiary is an individual who is the spouse or dependent
child of the covered employee and who was covered by the
plan on the day before the qualifying event. In the case of
termination of employment or reduction of hours, the covered employee is also a qualified beneficiary. In the case of
a qualifying event described above, the term "qualified beneficiary" includes anyone in the following categories:

TABLE 1 /MODEL ELECTION FORM
To: (INSERT NAME OF QUALIFIED BENEFICIARY)
The Consolidated Omnibus Budget Reconciliation Act of 1985
requires that certain individuals be off ered the opportunity to
continue their coverage under the employer's group - health plan
f o r 18 m o nths af ter suc h co vera ge wo uld no rmally e nd.
Coverage may extend up to 36 months in special circumstances.
You are deemed a qualified beneficiary and are hereby offered
the o ppo rtunity to elect co ntinuatio n o f yo ur gro up health
coverage.
You have until [INSE RT DATE 60 DA YS FROM
TERMINATION OF COVERAGE ] to return this form indicating
yo ur acceptance o f the co ntinuatio n optio n. Co verage is
effective on the date that you make the election and retroactive
to the normal termination date. It is strongly suggested that you
return this form by Certified Mail so that you have a record of
your election. If you elect to continue coverage, you have 45
days from the date of the election to make your initial premium
payment.
You are responsible for remitting each month's premium to
[INSERT NAME OF INSURANCE CARRIER] by the first of each
month, Failure to make timely payment of premiums may result
in cancellatio n o f yo ur co verage. P remiums are subject to
change without notice.
I hereby elect to continue my group - health coverage.
I decline to continue my group - health coverage and
hereby waive my right to change this election.
FAILURE TO RETURN BY THE ABOVE -NOTED DATE
IS A REJECTION
I hereby certify that I have read and understand the provisions
of this form. I further certify that I understand that said election
applies to all qualified beneficiaries residing in my household.
If you have any questions contact: (INSERT APPROPRIATE
NAME]
Signature
Date

"9

of the applicable premium. It also provides that obtaining
new group health coverage terminates COBRA entitlement
only where the new coverage does not contain any exclusion
or limitation with respect to any pre - existing condition.

ENFORCEMENTANDSANCTIONS

any

RISA grants substantive enforcement rights to participants and beneficiaries of employee- benefit plans. Under the COBRA health-care continuation requirements,
a participant or beneficiary may initiate a civil action against
a Plan Administrator who fails to comply with the notice provisions. The Plan Administrator is liable to the participant
in an amount up to $100 per day, from the date of failure or
refusal to provide notice of continuation- coverage benefits.
The sanctions for violating the COBRA requirements run
until a violation is "corrected." The Internal Revenue Code
indicates that a failure to meet the requirements with respect to any qualified beneficiary is corrected when the failure is retroactively undone to the extent possible. The qualified beneficiary must be restored to the same financial
position he would have occupied in the absence of the violation.19 The Plan Administrator is also liable for such other
relief as the court, in its discretion, may deem proper.
In addition to COBRA-specific relief, ERISA allows participants to pursue action to: recover benefits due; enforce
their rights under the plan; or clarify their rights to future
benefits." ERISA allows action to obtain relief from any violations of law or of the terms of the plan, to redress such
violations, and to enforce provisions of law or of the plan.
The most likely COBRA-related causes of action under this
general enforcement provision are violation of fiduciary duty
and discrimination. Although an individual has no standing
to enforce the Internal Revenue Code, the Code requires, as
a result of a violation, that a qualified beneficiary be placed
in as good a financial position as he would have occupied if
the violation had not occurred.
Any act of the plan fiduciary which is not undertaken solely for the benefit of plan participants and beneficiaries is potentially a violation of fiduciary duty. An omission or failure
to act also falls into this category. ERISA fiduciaries are proper defendants when they have failed to discharge their duties properly. Under ERISA, a person is a fiduciary, with respect to a plan, to the extent that he exercises any authority
or control respecting management or disposition of its assets, he renders investment advice, or he has
discretionary authority or discretionary responsibility in the administration of such plan'] Formal titles or "fiduciary position" are
are generally of no consequence in the ERISA scheme.
Charges of discrimination require evidence that a plan
participant was treated differently from other, similarly situated participants. In the COBRA context, the following actions would constitute unlawful discrimination:
• Concealing the existence of continuation -coverage benefits;
• Denial of a verbal election;
• Demand for payment in full at the date of election;
• Denial of the right to pay premiums in installments;
• Failure to afford a "full and fair review" of a benefit - denial
decision;
• Requiring evidence of insurability; or
• Failure to offer a conversion policy, if such is normally
available.
No specific relief is provided by law as a result of discrimi30

nation. The $100 - per -day penalty is available along with any
further equitable relief the court sees fit to impose. A court
can take whatever measures it deems necessary to make the
participant whole, subject to an appellate court review of any
abuse of discretion on the part of the trial court in fashioning
the remedy.
In addition to the possibility of a civil action instituted by
a participant or the Secretary of Labor, the Internal Revenue
Service also may take action against the employer. For plan
years beginning prior to 1989, the penalties for noncompliance with the Internal Revenue Code were extremely harsh.
Specifically, each employer maintaining the group health
plan would lose its business expense deduction for all
amounts paid or incurred with regard to the plan. For a consolidated group, this could be disastrous because all employers in the group and all plans would be affected.
For plan years beginning after 1988, the penalty is not as
drastic. An excise tax of $100 per day for each day of noncompliance substitutes for the loss of deductions /income -inclusion scheme. Multiple failures with respect to a given
beneficiary do not increase the tax, but where the failure involves multiple qualified beneficiaries, the tax is increased
to $200 per day. In addition to employer sanctions, the insurance company providing benefits can be liable for a maximum of $2 million.
Insurers also should be aware that they may be liable for
the employer's failure to notify employees properly about
COBRA. In Louisiana, a Federal District Court expanded the
definition of "group health plan" to include the insurance underwriter.,' The court held that the underwriter was responsible, along with the employer, for performing the notification function. The court then apportioned liability for
damages.
■
Steven C.R. Brown is an assistant professor of accounting at

the University of Alabama at Birmingham.
011ie S. Powers, CMA, is an associate professor of accounting
at the University of Alabama at Birmingham. He is a member
of the Birmingham Vulcan Chapter, through which this article
was submitted.
'Pub. L. No. 93.406. ERISA is the popular name of the Act, which is also ]mown
as the Pension Reform Act of 1974.
'Pub. L. No. 99.272. The amendments are codified at 29 U.S.C. sections 116168
and 26 U.S.C. section 49806.
°29 U.S.C. section 1003(a).
1
29 U.S.C. section 1161(b).
1
29 U.S.C. section 1003(b)(1).
1
29 U.S.C. section 1003(b)(2).
'Prop. Reg. 1.162.26 Q&A #9(c).
1
1d.
'Prop. Reg. 1.162 -26 Q&A #9(a); IRC sections 414(b), (c), (m), and (t).
10
29 U.S.C. section 1166(2); IRC section 49806(1) (6) (B)•
11
29 U.S.C_ section 1163; IRC section 4980B(f) (3).
"Prop. Reg. 1.162.26 Q&A #37.
11
29 U.S.C. section 1165(1)(c)(ii); IRC section 498013(f)(5)(A) (iu)(11); Prop. Reg.
1.162 -26 Q&A #32, Ex. 1, Case 1.
"Prop, Reg. 1.162 -26 Q&A #32.
1
'Prop. Reg. 1.162-26 Q&A #37, Ex. 1.
"Prop. Reg. 1.162 -26 Q&A #34.
"CWA v. NYNEX Corp., 898 F.2d 887 (2nd Cir. 1990).
"Pub. L. No. 101 -239.
1
°IRC section 498013(g) (4).
' °29 U.S.C. section 1132(a) (1) (B).
91
29 U.S.C. section 1002(21) (A),
"IGdder v. H &B Marine, Inc., 734 F. Supp. 724 (E.D. La. 1990).
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Managing
Health Care Costs:

FLEX, PLANS
Implementing aflexplan may save your
company a great deal ofmoney.
BY DAVID GUTEKUNST
mployee benefit costs have
reached crisis proportions.
Corporate management accountants now are facing
these horrifying facts:
■ Health care costs are increasing by
more than 22% annually.

• For automakers the health care
cost allocation alone exceeds the
cost of steel in a car.
• Health care costs now represent between 30% and 50% of corporate
profits.
Consider the actual case of a 140 employee, high -tech company in
southern California. In 1990 the comTom Stock & Associates

pany's total premium for medical, dental, group life, and long -term disability
insurance was $475,000. Approximately 91% went for medical coverage, 5%
for dental, 3% for life insurance, and 1%
for long -term disability. These benefit
costs represented more than 30% of
pretax corporate profits and required
$435,000 of monthly sales to pay for
them. As if that weren't bad enough,
the company received a 27% rate increase for 1991.
How do these numbers pencil out in
your organization? Chances are, when
health care costs are combined with
FICA and workers' compensation expenses, you are faced with an ominous
triple threat to profitability, which is
steadily worsening.
Nine out of 10 employers are considering restricting dependent medical coverage as a way to control costs,
according to a survey by Northwestern
National life Insurance Company.
Most companies, regardless of size,
have no choice but to cut back benefits
or make employees pay more for
them. Are there other solutions, short
of terminating health care programs?
THE OPTIMAL BENEFIT
PROGRAM
f you were asked to come up with
the optimal benefit program for
your company, you might list these
requirements:
• Help control health care costs.
• Help transfer benefit costs to employees.
• Provide flexibility and options to
employees.
• Avoid cost to employers.
• Avoid cost to employees.
• Allow for minimal IRS involvement.
• Be easy to administer.

With the right flex-pian, employees will be able to enjoy their retirement.
MANAGEMENT ACCOUNTING /APRIL 1991

Section 125 flex -plans fit the bill.
like anything that is carried beyond
theory, they are not perfect but truly
can do everything listed above to a
high degree if designed and implemented carefully. What is Section 125?
Section 125 of the Internal Revenue
Code was passed in 1978, and most
Fortune 500 companies already have
taken advantage of it. Surveys by Hewitt Associates indicate that more than
1,200 major employers now give employees a choice of benefits through
flexible compensation programs and
that 84% of benefits directors see "major growth" in flexible medical plans by
1995.
Until recently flex -plans have been
31

overlooked by smaller companies.
This situation is changing as the advantages become more widely known.
According to a study conducted by the
Life Insurance Marketing Research
Association (LIMRA), which polled
companies with 50 to 1,000 employees,
45% of the respondents said they were
Rely to implement flex -plans within
two years.

HOW FLEX -PLANS WORK
nder IRC Section 125, employees can redirect a portion of
their salaries voluntarily, before
taxes are taken out, through qualified
company- sponsored plans. These tax free dollars can be used to pay for certain IRS•approved expenses incurred
by employees anyway but otherwise
paid for with after -tax dollars.
Not only do employees save taxes,
but the company's FICA contribution
and workers' compensation expenses
(depending on state laws) also are reduced. The extent of savings depends
on what type of plan is implemented
and the amount of use by the company's employees.
Essentially there are three levels of
flex -plan design, with some variations
in between.

U

LEVEL I: PREMIUM -ONLY PLAN
mployee contributions to insurance premiums for such coverage as medical, dental, vision,

disability, and group term life can be
paid pretax. If disability premiums are
paid pretax, then any benefits that a
disabled employee receives would be
taxable. Only the premium for up to
$50,000 of group term life is eligible,
and the employee is taxed on the input
ed economic value of the benefit,
based on the PS 58 table. Because the
dollar amount of an employee's contribution for group life generally is very
low and because explaining the PS 58
concept may be a challenge, some
companies choose not to include
group life premiums under the pretax
option.

More than 33
million Americans
have no health
insurance.
The company tax savings can be
significant with a premium -only plan,
and the cost to establish it is negligible. For example, take a company with
50 single employees contributing $50
a month toward their medical benefits
and 50 employees with dependents
paying $200 per month. Total employee contributions would be $150,000 annually. Employer FICA savings alone
would be $11,475. If workers' compensation costs were, say, 4% of gross pay-

EB3's director of opereUons (I.) reviews company tax savings with employee.
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roll, another $6,000 savings would be
realized (assuming the particular state
allowed for the reduction in workers'
compensation). Total cost for the required plan document, summary plan
description, and employee election
form can be under $1,000. Net savings:
more than $16,000 per year.

LEVEL II: FLEXIBLE SPENDING
ACCOUNTS
evel II is the Level I premium
plan plus flexible spending accounts (FSAs). There are two
FSA options, and one or both can be
selected.
Unreimbursed medicalexpense FSAs
allow employees' deductibles, co-payments, and items not covered by the
company's medical plan to be paid pretax. Without an employer- sponsored
flex -plan these costs are tax deductible
only if they exceed 7.5% of adjusted
gross income. The list of eligible expenses is very comprehensive, being
the same as if a person were qualified
to deduct them on a tax return.
Dependent care FSAs allow expenses incurred for child and elder
care to be paid pretax, providing
they're necessary in order for a single
parent or both spouses to work. The
federal maximum contribution is
$5,000 per year, and employees who
participate in this account cannot use
the federal child care tax credit. A rule
of thumb is that the FSA is better for
single employees with an adjusted
gross income of more than $16,000 or
$24,000 for those married filing jointly.
Of course, it would be wise to seek
qualified tax counsel in making the decision.
Child care is a highly valued benefit
because more employees are paying
for it, and the trend is increasing. For
the typical employee spending $400 a
month on child care, the tax savings
are more than $100 a month—and who
wouldn't be enthusiastic about a
$1,200 annual increase in pay? A Harris survey indicates that in the next five
years, two-thirds of the nation's companies plan to offer some help with
child care.
If 35 out of 100 employees participated in the medical FSA, with an average annual contribution of $500, and
five employees joined the dependent
care FSA, contributing $400 a month,
it would create $41,500 of FSA contributions. Using the rate in the Level I
example, that would generate $4,835
additional employer savings. Total annual employer savings from Levels I
MANAGEMENT ACCOUNTING /APRIL 1991

and II: more than $21,000! Total annual
employee savings: more than $50,000!

FLEX -PLAN ADMINISTRATION
mployees make an annual election for FSA contributions. Nondiscrimination tests are performed to be sure that key people
won't get too much of the contributions. If the tests are failed, the plan
isn't disqualified —the amounts for key
people are just reduced accordingly
before the plan year begins. The elected amount is collected through payroll
reduction. Premiums are submitted to
health carriers the same as without a
flex -plan; the only difference is changing to a pretax payroll slot for the deduction. For FSAs, employees submit
claims for reimbursement much like
the health insurance claims process.
A Level II plan can be administered
internally, either on a spreadsheet program or on specialized S 125 software,
available for less than $4,000. Another
option is for a third -party administrator
(TPA) to handle the collection, reimbursement, and monitoring of claims
and provide periodic statements of account activity and balances to the company and employees.
Typical TPA fees for FSAs are approximately $5 per month per participant. Generally, there is no need to pay
for administration on the premium
plan portion. Document requirements
usually can be handled for less than
$1,500.
Employee Disadvantages:The primary downside of an FSA for an employee is that if the employee does not
use the amount elected for the plan
year the balance is forfeited. This is
called the "use it or lose it" rule, which
encourages employees to pay careful
attention to where they are spending
money, with a goal of helping curb escalating health care costs by educating
consumers. The forfeitures go back to
the company and can be used to offset
administration expenses or can be returned to the employees but only on a
pro rata basis —not just given to the
employee losing the money. Money allocated to medical expenses cannot be
used to pay for dependent care and
vice versa. Elections can be changed
only once a year, at the plan anniversary, unless company benefits change
or an employee has what the IRS
deems a "change in family status"
(such as marriage, divorce, or birth of
a child).
For employees earning less than
the FICA wage base, the Social SecuMANAGEMENTACCOUNTING /APRIL 1991

Today's active redress have insured their tun welt.

rity retirement benefits may be reduced, but the reduction generally is
not significant. Those concerned simply can take some of the "found money" generated by tax savings and put
it away to accumulate and offset any
Social Security loss. This may be done
through a company's 401(k) plan or
through a voluntary universal life program, which employees can fund conveniently by payroll deductions. While
cash accumulates on a tax- deferred basis, however, contributions to universal life plans do not qualify under Section 125 and therefore are after -tax.
Employer Disadvantages: Other
than a small amount of administrative
cost and management required (usually more than made up for by the company tax savings), the only disadvantage for employers is that under the
medical reimbursement FSA there is a
uniform coverage rule. It dictates that
employers make reimbursements up
to the employee's annual election,
even if it isn't in the account yet. Therefore, an employee could decide to con-

tribute, say, $3,000 for the year, incur
medical expenses up to that amount
early in the year, get the reimbursement, and then quit There is no ruling
as to whether a company can withhold
money from the final paycheck to recoup the advance, although many attorneys and plan administrators are
drafting such language into their
plans. Of course, there may not be
enough in a final paycheck to cover it
To minimize risk, employers can cap
the amount that can be contributed
($1,000 to $2,000 is common). Some
require employees to wait six months
or even a year from date of hire to participate in the FSA, . thus minimizing
losses during the highest turnover period. Of course, the company tax savings could help offset losses. Finally,
because Section 125 plans are modular, a concerned employer could offer
just the premium and dependent care
accounts, which are not affected by
this rule.
In a Level 11 plan, even with the
slightly higher costs for documenta33

tion, communication, and administration, the company still stands to come
out with a hard dollar savings. Further,
the plan can help soften the blow of
passing on benefit costs to employees.
An additional benefit may be better
morale, which ultimately can affect
profitability.
LEVEL III: CAFETERIA

FLEX -PLAN
eve] III consists of cafeteria flex plans, which can combine elements of Levels I and II plus the
concept of giving employees a benefits
bank. From this bank they can pay for
benefits selected from a menu of options, hence the term cafeteria. Credits
generally are expressed in dollar value. All employees can receive the
same amount of credits, or the amount
can be based on a variety of formulas
such as years of service to reward
those who stay with the company, job
classification, and other factors. For
example, in a simple plan all employees might get $3,000 of credit with
which they could pay for their choice
of six or eight benefit options. The options might include an indemnity and
HMO medical plan, indemnity and
HMO dental program, group life, and
long- and short-term disability coverage. Some major corporations offer as
many as 35 or more options, including
allowing employees to buy or sell vacation time, contribute unused credits
into a 401(k), or take them in cash
(which would he taxable income). Regardless of complexity, the idea is the
same: to give employees flexibility and
options while capping total employer
benefit expenditures. Also, employer
benefit expenditures become more visible to employees, thereby increasing
the perceived value.
Employees value the ability to select benefits that fit their individual
needs. Employers are no longer at the
mercy of annual rate hikes, having to
absorb or pass on to employees a large
cost increase. The company may
choose to increase the credit slightly,
but the price tag of the various options
will go up, forcing employees to make
the tough choices. For example, perhaps the HMO or managed health care
plan is adequate. Group life insurance
of four times salary may not be needed. Because of these advantages more
smaller companies are implementing
even Level III plans, at least some
modified version. Implementation
costs depend on complexity but do not
have to be onerous.
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Author Gutekunst reviews case design with EBS Benefit Specialist Bart Yamold.

Communication is vital when introducing flexible spending accounts and
full cafeteria plans because employees
may view them as complicated. If employees don't understand the plans,
they will not participate, and company
savings will be realized only through
good participation.
Cost for communication and enrollment varies depending on the sophistication of the materials and processes
used. They could range from photocopied announcements to multicolor
glossy brochures, custom videotapes,
and personalized computer - assisted
enrollment.
FLEX-PLANS WORK
ccording to Flex Watch News,
Pepsico testified to Congress
that its health care costs for employees covered by cafeteria plans increased 10% annually versus 17% cost
increases for those with traditional
plans. Quaker Oats estimates that its
expenditures for medical care are 23%
lower than they would be under its traditional pre -flex program. TRW's medical and dental cost increases have
been less than half of the medical and
dental consumer price index increase
since its cafeteria plan was implemented.
In the aforementioned LIMRA
study of smaller employers, the majority said that their benefit costs have decreased. Further, 77% said that flexplans met their objectives. Employers
without flex -plans may anticipate problems— complexity in cost and administration is the greatest concern. Howew

er, the LIMRA study showed that of
the companies with flex -plans only 10%
said that administrative complexity
was a problem. Employee communication was the problem noted most often
by small companies.
Professional advice and assistance
are available at reasonable cost. Of the
small companies, 87% relied on someone outside the firm to help them design their flexible benefits programs. It
is wise to be selective in getting advice
to be sure true expertise is provided.
Nearly 60% of the LIMRA survey companies changed brokers to get the assistance they needed with plan design
and implementation.
Section 125 flex -plans can help corporate accountants manage skyrocketing health care costs. As firms compete for quality employees, the
deciding factor for a potential staff
member may be the value of a company's fringe benefit package. Corporations should consider a Section 125
flex -plan.
■
David Gutekunst is president ofEmployment Benefit Systems, Inc., a Los Angeles firm specializing in the design, communication, enrollment, and servicing

of Section 125 cafeteria plans and voluntary insurance programs. For more
information, he can be reached at (213)
447 -1144, or (800) 543 304, nationwide.
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401 (k) PLANS, 'TIME'S ON YOUR SIDE'
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ne of the most flexible employee benefits available today is the 401(k) plan.
Those accounting managers
responsible for explaining this benefit
program to their staff may find the following information helpful.
The 401(k) is a defined contribution
plan that, according to the Internal
Revenue Code, "provides for an individual account for each participant and
for benefits based solely on the
amount contributed to the participant's account." In other words, the
participant is not guaranteed a fixed
level of benefits at retirement as in a
defined benefit plan. The employee's
benefits depend on the value of his or
her account at retirement based on a
number of factors, including how
much has been contributed and how
the vehicles in which the employee invested have performed.
Under section 401(k) of the Internal Revenue Code, an employee may
contribute up to $8,475 of his salary to
a qualified plan and defer income taxes
on that amount until the money is permitted to be withdrawn when the employee reaches age 591/2. In addition,
the employer may opt to match some
portion of the contributed amount although the employer /employee total
may not exceed 15% of the worker's
salary. This money also goes into the
employee's account, and income taxes
are deferred until withdrawal.
401(k) plans are becoming increasingly popular. Ninety-three percent of
the 944 major U.S. employers surveyed in 1990 by Hewitt Associates, an
Illinois -based consulting firm specializing in employee benefits and compensation, offered this benefit in at least
one form. These companies, which
make up 89% of the Fortune 100 and
approximately 54% of the Fortune 500
Industrials, offered some employer matched savings program 79% of the
time. Fortune magazine estimated that
in 1990 $130 billion was invested in
401(k) plans. Clearly, everyone seems
to be jumping on the bandwagon.
This benefit is desirable because it
provides an enormous amount of flexibility in both the dollar amount and
type of vehicle earmarked for retirement funds. Various combinations of
elective, nonelective, and matching
contributions offer the employer as
well as the employee several options.
The interest on all contributions is ac-

+0.8
-3.8

-to_9.3
-20

5 years
10 years
20 years
Years in Holding Period
'Reprinted with permission from the Retirement
Planning Handbook,

cumulated tax free until withdrawal.
A particularly attractive feature of
the 401(k) plan is that it allows the employee to determine how much of his
or her salary should be set aside for
this enforced savings. As the employee's circumstances change, so can the
percentage of allocation. Different
company plans impose varying limitations on the frequency. Joseph V. Roller, II, executive vice president of Boston -based BayBank's international
banking department, notes that his
company's plan allows him to change
his investment allocation every month.
"I think this is fairly typical," he adds.
What's more, contributors can borrow against the money accumulated in
their account at a much lower rate than
they can for a personal loan. The maximum that can be taken out, however,
is the lesser of $50,000 or one -half of
the employee's nonforfeitable benefit,
except that up to $10,000 can be borrowed in any event. "But you have to
remember your purpose in saving,"
Mr. Roller explains. "If you borrow to
pay for a college education, that's one
thing. But if you borrow for a trip,
there's the argument that you're exploiting your retirement money."
With our mobile work force, the reality is that the accountant you have
working for you today may be gone tomorrow. Because, by law, employees
are immediately vested in a 401(k)
plan, they can take it with them. Of
course, contributions and accumulat-

ed earnings must be rolled over into a
new company plan, IRA, or other appropriate investment. This facet is expecially useful to younger employees
who are likely to change jobs or women who may leave the work force for
an extended period of time.
Best of all, employees can select the
amount of investment risk they are
willing to assume. Most companies offer several choices in which workers
can park their money. According to
Hewitt Associates, 51% offer a company stock program, 25% a bond fund,
19% a balanced fund, 67% a guaranteed
investment contract (GIC), and 19% a
money market fund. Winning hands
down is the equity fund, with more
than 82% providing this election. And
with good reason. Robert J. Doyle, Jr.,
associate professor of finance at the
American College, pointed out in a
book he coauthored, Retirement Planning Handbook, that the real inflation adjusted compound return on common stocks during the period from
1926 to 1986 was 9.031 %, compared to
long -term government bonds' return
of only 1.269%. The adjusted return on
the ever -safe U.S. Treasury bill was a
mere 0.377%.
It's up to the employee to determine
what combination of vehicles best
suits his or her investment philosophy.
As Arnold J. Chassen, CLU, ChFC, and
advanced markets consultant with Mutual of Omaha, notes, the generally accepted rules for "safe" investing don't
always apply. "Everyone who is about
to retire is told to go into something
safe. But you don't pull all your savings
out promptly at age 55 or 65 —you
need to live off that investment from
retirement to death. That could be another 20 years!"
While those with no other substantial outside assets shouldn't undertake
undue risk, younger people facing decades of potential savings should carefully consider equity funds when determining their 401(k) allocations.
Because most companies permit employees to change the percentages
they set aside for a variety of funds,
families can make adjustments as their
needs change. Mr. Chassen suggests
that if you're going to invest in your
company's stock, you should know
your own company. It's the surest way
to determine if you're making a good
investment.
Janine S. Pouliot
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RETIREEHEALTH
BENEFITS
NAA study offers guidance
forfirms in complying
with FAS 106.

BYMURRAYS.AKRESH,BARBARA S,BALD,HAROLD
DANKNER,LEE E.LAUNER,TERESA A.McKENNA,
AND RICHARD J. POCCIA
ising health care costs have caused many employers
to take a hard look at their retiree health benefit programs. Management has been struggling with plan
design and cost management strategies for the past
several years, and now the accounting rules are changing,
too. In December 1990 the Financial Accounting Standards
Board (FASB) issued Statement of Financial Accounting
Standards No. 106 (FAS 106), Employers'AccountingforPostretirement Benefits Other 71tan Pensions. Management is
now faced with the challenge of balancing the health benefit
needs of retirees with financial reporting and cost constraints.
This new accounting standard requires employers to accrue the cost of retiree health and other postretirement
benefits during the working careers of active employees.
Most employers currently account for these benefits on a
pay -as- you -go basis, and FAS 106 requires them to use accrual accounting methods for the first time. As a result, this
change in accounting practices will have a significant impact
on the financial statements of employers sponsoring these
programs.

NAASTUDY
he NAA sponsored a research study* to address the
special issues that small and medium -sized employers
face with regard to FAS 106. The study, conducted by
Coopers & Lybrand, was designed to help management:
■ Better understand the basic accounting requirements under FAS 106,

• Consider potential implementation and measurement
problems,
• Evaluate plan design changes to control costs better, and
• Assess financing and prefunding alternatives.
Results of the NAA Study.To assess the impact of the new
accounting requirements on small and medium -sized employers, Coopers & Lybrand performed actuarial valuations
for each of the 10 employers who participated in the study.
For all of these employers, expense under FAS 106 was significantly higher than under pay -as- you -go accounting. Table 1 summarizes the increase in expense.
For the employers in the study, expense under FAS 106
as a multiple of pay -as- you -go ranged from 2 to 7 for mature
employers (Table 1) and from 8 to 43 for immature employers. The magnitude of this increase was largely determined
by the relative maturity of the employer and employer demographics. Other factors, such as the richness of plan
benefits and actuarial assumptions, also are important indicators of the magnitude of the increase in expense.
These wide variations among employers are not unusual,
and employers should keep in mind that substantial analysis
is needed to determine the impact of this accounting change
on their own organizations. At a minimum, this analysis requires information about the employer's plans, demographics, and current health care experience.

UNDERSTANDINGFAS106
good understanding of the new accounting rules is
needed in order to assess the impact on employer financial statements. In general, the new accounting
rules will result in higher expense, increased recorded Habilities, and reduced net worth. Table 2 presents the key requirements of FAS 106.

Retirees enjoy a game of lawn bowling. How will FAS 106 affect future retirees and their companies?
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IN How credible is the employer - specific claims cost information?
■ If sufficient credible employer - specific data are unavailable, how can outside sources of information be used?
The level of detail available in the claims data will affect
the answers to these two questions. Many small and medium -sized employers, including those participating in this
study, currently have access only to summary information
on net claims. They are unable to obtain more detailed data
regarding the components of their net claims costs such as
gross eligible charges, Medicare payments, deductibles,
and coinsurance.
Because FAS 106 appears to encourage an actuarial measurement approach based on a separate projection of each
component of net claims cost, as well as on average per capita cost by age of the covered plan participants, the NAA
study addressed two additional issues:
■ How do different approaches based on net claims costs
MANAGEMENT ACCOUNTING/APRIL 1991

LE 1 /SUMMARY-OF RESU
TICIPATING EMPLOYERS
Ratio of Active
Employees
to Retirees

First-Year Expense
Under FAS 106 as
Multiple of Pay- As- You-Go

5.
6
6
11
7
16
13
19
9
25
10
331
purposes of this summary, a mature company

few

2 times

defined as having fewer than six active employees for every

nmature company (employers 5 through to)Is defined as hz

impact obligations and expense?
■ What is the effect of additional breakdowns of per capita
costs by age?
Table 3 summarizes the results of the study relating to
implementation and measurement issues. In general, management's assessment of the appropriate actuarial approach
should be based on its objectives and circumstances. While
simpler approaches may suffice for compliance with FAS
106, management should consider the benefits of using
more complex approaches.

EVALUATINGPLANDESIGNANDCOST
CONTROLCHANGES
nce employers gain a thorough understanding of possible future health care costs under their current
plans —and the related obligations and expense under
the new accounting rules —they typically consider ways to
manage costs better and reduce their exposure to future
health care cost increases. Plan design strategies that are
considered and evaluated carefully are most likely to be suc-

0

TABLE 2 /OVERVIEW OF FAS 106
• Accrual Accounting — Required by 1993 (1995 for nonpublic
employers with under 504 plan participants) for all non pension postretirement benefits (e.g, retiree health and li
Insurance).
Measurement Method —A single measurement approach re.,
quired, with costs generally expensed from the employee's
dale of hire to the date the employee is fully eligible to
receive benefits,
Obligation Estimates —The actuarial present value of expected future benefits, based on plan provisions, demographics, retiree health claims experience, health care cost
ltrends, and other assumptions,
`Transition — Employers can elect to immediately recognize or
prospectively amortize the past service obligation at the date
of adoption.
Llablllty Recognitlor.—Employers required to record on their
balance sheet a liability equal to the cumulative amount of
efits paid or amounts funded.

O

,

Retiree Health Plans.Accrual accounting will require employers to quantify their obligation for retiree health benefits. While FAS 106 applies to all nonpension postretirement
benefits, the measurement of retiree health obligations and
expense raises special issues that management should consider.
Unlike pension plans, which define plan benefits in specific terms (e.g., as level dollar amounts or as a percentage
of compensation), most retiree health programs define
benefits in terms of health care coverage. An actuarial valuation of a retiree health plan attempts to provide a reasonable estimate of future plan costs as well as a measurement
of obligations and expense for accrual accounting purposes.
The Role of Health Care Actuaries.A valuation examines
several characteristics of current retirees and active employees (and their dependents) and, based on plan terms, estimates those factors that will affect cost and obligations and
expense for accounting purposes. These factors include
items such as who is expected to receive benefits, when
those benefits willbe paid out, and the present value of expected future benefit payments.
In developing these estimates, the health care actuary
will use a set of assumptions to provide a reasonable approximation of future costs and the resulting obligations and expense. Because employers have the ultimate responsibility
for their financial statements, management should understand and agree with the judgments and assumptions used
by the actuary. Similarly, auditors should be familiar with
the actuarial process to understand whether the estimates
are reasonable and in compliance with the new accounting
rules.
The Need for Claims Data. The first, most fundamental
step in performing an actuarial valuation is to establish current levels of claims costs for a one -year period. These costs
are used as the basis for estimating future benefits expected
to be paid by the plan. This first step presents special challenges for small and medium -sized employers as well as for
other employers with few retirees or with retiree - specific
health care claims data that are limited for other reasons.
These employers generally lack sufficient and credible employer- specific claims data relating to retiree health benefits.
In such cases, alternative measurement approaches must be
used. These alternative approaches frequently rely on
claims cost information from an external data source.
Management and the health care actuary need to consider the following two key issues:

ENTATION AND MEASUREMENT

Data Sources

Gross vs. Net Costs

Findings
Employer- specific health care
data for the retiree group is
sometimes not available for
small- and medium -sized
employers. Retiree - specific
data that may be available is
of limited use in projecting
future costs for employers with
few retirees.
Obligations and expense
could vary significantly by the:
• Extent of reliance on external
data versus employer - specific
data.
• Magnitude or level of costs
in the external data source.
• How costs vary by age (shape
or slope of cost curves) in the
external data source.
For those employers that have
their own claims data, many
have information only on their
net claims costs (i.e., gross
eligible charges loss deductibles,
copayments, Medicare).
Actuarial estimates for employers
participating in this study were
not significantly different using
an approach that projected
adjusted net costs directly,
rather than an approach that
"builds back" to each component of cost.
Projection of future costs based
on a single per capita cost for
retirees below age 65 and a
single per capita cost for
retirees age 65 and older may
significantly impact obligation
and expense estimates when
compared to estimates based
on age- specific costs.

Observations
Historical employer - specific
costs are generally reg
best starting point for
future claims expeden
actuaries will need to rely
extemal data sources to the extent
thatemployeos t ful dal
unavailable or not fully cr
particularly with smaller e
Employers will need to ascertain
whether the extemal source used
the actuary is reasonably represe
ative of the employer's plan, the
plan's demographic population, ai
the other factors that may affect tl
projection of future claims eosts,M
on

Issue
ilability of Data

While not mandatory for compi
with the FAS 106, identifying
components should enhance
management's ability to assess
impact of plan design or cost containment options In addition,
actuarial valuations based on
claims cost require appropriate
actuarial judgments to approxima.
results obtained using more
extensive data.

In general, self- insurance may
result in significant savings to
employers who are unable to
assume all or most of the
claims risk.
Most employers have not
set aside funds for retiree
health benefits. Pref ending
is not required by law, and
currently there are limited
tax incentives for prefunding. However, some employers are taking steps to
set aside assets to prefund
their retiree health benefits
partially, and many employers are closely monitoring
and evaluating prefunding
alternatives. In addition,
some employers, such as
government contractors,
may need to prefund in order to be reimbursed for accrued costs.

ACTIONSTEPS

he requirements of FAS
106 are expected to increase employers' focus
on retiree health plans, not only from a financial reporting
viewpoint but also from a
In general, utilization pa
Costs
broader
business and ecocosts vary by age.A m
nomic perspective. Employshould be taken i
appropriate appro.
ers will continue to look for
ways to manage future costs
better while providing a competitive compensation and
benefits package for employees.
Meeting this challenge
requires the same managecessful. Plan design strategies vary greatly. Some employers ment strategies commonly applied to other key business ischoose to implement a single plan design change, such as sues. Accordingly, management should set its objectives,
increasing retiree contributions, while others restructure their gather and examine the facts, measure obligations and expense, understand plan design and funding alternatives and
entire retiree health benefits program
their impact, and implement changes. Once these steps have
Although no simple solutions exist to control retiree
been completed, a company's management will be in a better
health care costs better and meet the needs of current and
position to adopt the new accounting standard.
■
future retirees, carefully selected benefit design alternatives
can be effective. In evaluating these alternatives, management should consider both the human resource (i.e., qualiThis article was adapted from the Executive Summary of the
tative) effect on employee relations, retention, and hiring
NAA research study conducted by Coopers & Lybrand and writand the financial (i.e., quantitative) effect on future cash
ten by the authors listed at the beginning ofthe article. The auflows, obligations, and expense. Both the short and longthors are in Coopers & Lybrand's Actuarial, Benefits and Comterm impacts of alternative plan designs and administrative
pensation Consulting Group and the National Accounting &
SEC Directorate. They provide consulting and technical advice
issues need to be addressed. The book that explains the reon a wide range of employee benefits, actuarial, and accountsults of the study provides details regarding alternative plan
ing issues.
designs and how to evaluate them.
*The NAA study, Retiree Health Benefits: How to Cope
with
the Accounting, Actuarial, and Management Issues, is
ASSESSINGFINANCINGANDFUNDINGOPTIONS
available

n paying for retiree health care benefits, employers may
choose from a variety of insured and self- insured arrangements. A wide variety of arrangements currently are available, and new arrangements are continually being developed.
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HOW DOES YOUR
ACCOUNTING DEPARTMENT
up?

MEASURE
Maybe more
resources
should be
devoted to cost
accounting.
BY BRADLEY M. ROOF, CMA, AND
CHARLESP.BARIL
es, I know your people in accounting work hard. And, I
know the workload's been
growing, but we need to run a
really lean operation right now," said
Don, CEO of Baxter Enterprises, to
Stan, his controller.
Stan responded, "Every time I come
in here and ask for a little more help,
you give me the `times - are - tough' excuse without really considering my request."
"Well Stan, I believe that's partly
your fault," Don continued. "When you
ask for more people you give me some
really soft numbers about our workload that just don't persuade me."
"How about looking for better ways
to get the job done? I always talk with
Torn and Ernie at the NAA chapter
meetings, and although their accounting departments are smaller than ours,
their businesses are the same size.
That's outside evidence that you alMANAGEMENT ACCOUNTING /APRV.1991

The following items are accounting functions and related activities that are reported in the tables:
Accounting function
Accounting management

Activities performed
Accounting administration and policy

General accounting

General ledger and related financial accounting
Accounts receivable
Accounts payable
Payroll
Taxation

Cost accounting

All cost and managerial accounting

Treasury/risk management

Credit and collection
Treasury and cash management
Employee benefits
Insurance and claims
Legal matters

Marketing support

Order entry
Invoicing and billing

Management information
systems

Direct and indirect activity in computer -based
information systems

PRIVATE VERSUS PUBLIC
FIRMS
or both public and private firms,
the resources devoted to accounting operations increase as
revenues grow (Table 1). The controllers' budgets for private and public
firms are substantially larger for firms
with more than $25 million in revenues. Both public and private firms
maintain a larger accounting staff in
larger firms.
While public companies devote
more financial resources to accounting
operations than do private firms, they
have only slightly more employees.
Both small and medium -sized public
companies have average controller
40
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ABLE11CONTROLLER BUDGETS
ACCOUNTING PERSONNEL

TOTAL

Firm Revenues (millions)

PRIVATE FIRMS
<$25
$25 -$150

PUBLIC FIRMS
42 5
$25 -$150

CONTROLLER BUDGET (000)

$315

$483

$406

$933

Controller Budget-* Firm Revenue 3.9%

1.0%

2.8%

1.7%

ACCOUNTING PERSONNEL

6.6

14.8

8.7

19.2

TOTAL EMPLOYEES
(Average)

125

522

124

578

Accounting Personnel
Total Employees

5.3%

2.8%

7.0%

3.3%

RESPONDING FIRMS

100

38

10

2i

See "About the Tables" for explanation of statistics.

have larger controller budgets and
more accounting personnel (Table 2).
Accounting operations in firms with
larger revenues consume a smaller
proportion of total firm employee resources. They also have controller
budgets which are a smaller percentage of revenues.
Private firm accounting management consumes about 10% of total human resources allocated to accounting
operations. The term accounting management here denotes personnel devoted to managing the firm's accounting operations and determining the
firm's accounting policy.
The financial accounting tasks within most private firms consume roughly
half of personnel resources. Table 3
contains further details on how these

budgets that are substantially greater
than those of comparable private
firms. For example, public companies
with $25 to $150 million in revenues average only 11% more employees than
do private firms of the same revenue
size, but their average controller budgets are more than 90% larger.
There are fixed or semi -fixed costs
associated with accounting operations
that require smaller firms to devote a
greater proportion of their resources
to accounting operations. The controller's budget as a percentage of revenues and accounting personnel as a
percentage of all firm personnel indicate that accounting operations in
smaller companies consume a larger
share of resources.
Private firms with larger revenues

&

ABLE 21CONTROLLER BUDGETS, TOTAL
ACCOUNTING PERSONNEL ACCOUNTING
PERSONNEL BY FUNCTION
Firm Revenues (millions)

<$10

CONTROLLER BUDGET (000)

$221
0/ 6

Controller Budget-Firm Revenue 4.9
ACCOUNTING PERSONNEL

5.7

PRIVATE FIRMS
$25 -50
$10 -$25

Iq
$504150

$452

$469

$497

2.5%

1.3%

0.6%

7.9

11.7

18.4

1.0
5.5
0.6
2.0
1.6
1.0

1.5
10.7
1.3
1.8
1.7
1.4

ACCOUNTING PERSONNEL PERFORMING:(Total Persons)
Accounting Management
0.6
07
General Accounting
2.8
3.8
Cost Accounting
0.3
0.5
Treasury Risk Management
0.9
1.6
0.6
Marketing Support
0.7
Management Information Systems 0.4
07
&

ready have right now."
"Look, Don, we're a public company, and they're private. Also, our accounting department does a lot more
than just accounting -like billing and
cash management Their accounting
departments just don't do those other
things," retorted Stan.
"At least I have some comparative
facts. All you give me is the same old,
'I think we need more,'" snapped Don.
Stan is in the same predicament as
many other controllers and accounting
managers. They have a real need for
more resources, but top management
is predisposed to say, "No!" This prejudice frequently stems from some casual observation about accounting operations that may have no relevance to
real life. In the face of this judgment,
and without some objective evidence
about accounting operations in other
firms, the controller's efforts to gain
more resources may be doomed.
To give controllers, accounting
managers, and others some objective
evidence, we not only surveyed accounting operations for firms of differing sizes, but we gathered distinct information on public and private firms
and activities other than the accounting duties that accounting departments traditionally perform. Questionnaires were sent to 1,000 companies
that employed at least one NAA member. These companies represented all
basic industry groups as well as both
private and public firms.
The overwhelming majority-169
of the 179 usable responses were received from small and medium -sized
firms. In fact, the percentage of responses from small and medium -sized
firms was greater than the percentage
of small and medium -sized firms originally surveyed.

TOTAL EMPLOYEES
(Average)

64

214

416

665

;Accounting Personnel
Total Employees

8.9%

3.79/6

2.8%

2.76/6

_RESPONDING FIRMS

62

38

21

17

See "About the Tables" for explanation of statistics.
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Accounting personnel devote their time to general ledger and related financial accounting,
while accounts receivable, accounts payable, and payroll take up substantial human
resources.

TABLE 3 /NUMBER OF ACCOUNTING PERSONNEL
PERFORMING GENERAL ACCOUNTING
ACTIVITIES
PRIVATE FIRMS
Firm Revenues (millions)

<$10

&

ppCCOUNTING PERSONNEL PERFORMING Accounts Receivable
0.8
Accounts Payable
0.7
Payroll Accounting
0.3
General Ledger Financial
0.9
Accounting
Taxation Accounting
0.1

$10 -$25

S25 -50

0.8
1.2
0.8
0.9

1.0
1.5
1.0
1.8

1.0
3.4
1.2
4.8

0.1

0.2

0.3

See "About the Tables" for explanation of statistics.

FABLE 41NUMBER OF ACCOUNTING PERSONNEL
PERFORMING TREASURY & RISK MANAGEMENT
LACTIVITIES
Revenues (millions)

410

&

COUNTING PERSONNEL PERFORMING:
Credit Administration
0.3
Cash Collections
Insurance Claims
01
Legal Matters
0.1
Cash Management
0.2
Employee Benefits
0.2
&

resources are allocated.
General ledger and related financial
accounting use the most personnel
among general accounting activities.
Accounts receivable, accounts payable, and payroll require relatively substantial human resources as well. Tax
accounting, on the other hand, uses a
very limited number of personnel.
Cost and other management accounting activities receive less than
10% of the private accounting personnel resources. Moreover, many firms
haven't any staff performing cost or
managerial accounting activities. Only
a small number of companies are devoting relatively substantial resources
to cost and managerial accounting.
All private manufacturing respondents devote an average of 10% of total
accounting personnel to cost and managerial accounting, while service and
consumer goods respondents allocate
less than 3% of total accounting personnel to cost and managerial accounting
activity.
Treasury/risk management activities, which usually are considered financial management responsibilities,
consume an average of about 10% to
20% of accounting operations personnel. Table 4 illustrates how respondents allocate employees to specific
treasury and risk management activities.
Credit administration and cash collection consume between a third and a
half of the accounting personnel resources devoted to the treasury/risk
management function.
Cash management activities performed under the controller's auspices
require about 20% of the accounting
department's human resources devoted to financial management activities.
The remaining 30% of accounting
personnel performing financial duties
are used mainly in employee benefits,
insurance, and claims. Legal matters
require little accounting personnel
support.
Accounting operations sometimes
support their firms' marketing endeavors through order entry, invoicing, and
billing. Accounting departments devote between 5% and 15% of their personnel to marketing support
As the statistics indicate, many accounting shops avoid this marketing
support Survey respondents indicate
that substantial accounting personnel
resources are required in accounting
operations having marketing support
activities vis-a-vis other firms of similar
size.
On average, private service compa-

PRIVATE FIRMS
$10 -$25
$25.50

5504150

0.8

0.8

0.8

0.2
0.1
0.3
0.2

0.3
0.0
0.7
0.2

0.3
0.1
0.4
0.2

jL1lbout the Tables" for explanation of statistics.
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TABLE 5 /PRIVATE FIRM RANKINGS OF PERSONNEL
RESOURCES CONSUMED BY ACCOUNTING
FUNCTIONS

FIGURE 1 /ACCOUNTING
PERSONNELUSE
A cco unting

— - -

FIRM REVENUES (MILLIONS)
410

$10 -S25

$25 -50

$50-$150

6a`

All Firms

ACCOUNTING FUNCTION:
Accounting Management
General Accounting
Cost Accounting
Treasury & Risk Management
Marketing Support
Marketing Information Systems
most personnel resources

Financial
Management

nies devo te mo re accou nting p erso nnel resou rces to m arketin g sup p ort

Public and private

than do private firms in other industries. Service industry respondents allocate an average of 15% of total ac-

companies devote

that level.
Private firms devote between 5%
and 10% of accounting personnel to directly or indirectly supporting computer-based information systems.

As in the case of marketing support,
numerous accounting departments do
not participate in management information systems duties. The 25th percentile respondents in all revenue categories allocate no accounting
personnel to management information
systems. Some accounting operations
may devote material accounting personnel support to management information systems.

BIG SURPRISES
eyond revealing how accounting personnel are used in various organizational functions,
the study pointed up a few surprising
conditions in small and medium -sized
private firms. Only about 60% of accounting personnel resources generally are devoted strictly to accounting activities. About half the remaining 40%
are consumed by financial management activities, of which the majority
are credit, collection, and cash management activities. The remaining 20%
are divided between marketing support and management information systems. (See Figure 1.)
Cost and management accounting
activities appear to receive the least
personnel support of all functions to
which accounting departments devote
human resources. Table 5 illustrates

10%

MIS

6 = least personnel resources

counting personnel to marketing
support Private manufacturing and
consumer goods firms average half

42

\

different amounts
of financial
resources to
various accounting

operations.
that cost accounting in all revenue categories ranks last in assigned personnel resources. Both treasury/risk
management and marketing support
activities receive more personnel support than does cost accounting. Many
firms of all sizes do no cost accounting
or managerial accounting whatsoever.
Even in manufacturing, cost and managerial accounting receive meager
support.
Accounting operations in respondent firms are overwhelmingly devoted to custodial endeavors. The Spartan
resources devoted to cost accounting
and the types of activities to which accounting personnel are assigned illustrate this custodial emphasis. Cost accounting ranks last in receiving
personnel resources. General accounting, which consumes half of accounting personnel resources, concentrates
on recording transactions and safeguarding assets. Treasury and risk
management, which takes up as much
as another 20% of accounting personnel, largely focuses on administrative
tasks.
By devoting a preponderance of
time to custodial responsibilities, com-

Marketing
Support

fectiveness and efficiency. One of our
respondents noted, "The absolute essential is done at the expense of analysis, new ideas and performance reviews." Other comments echoed the
sentiment that accounting operations
were unable to improve operations because so much of the available accounting resources were consumed by
day - to-day duties.

PUTTING THE DATA TO WORK
FOR YOUR COMPANY
tan, the controller, now has the
necessary ammunition he needs
next time Don rejects his request
for more accounting resources. These
statistics can be an objective support of

your own request as well and can expose the weak reasoning used to deny
you what you want.
In addition, these data may help
you shift your accounting operation
from a custodial function to a more
meaningful role in planning and controlling the future of your company.
Perhaps, as a result, you can reduce
the drain on accounting resources
made by marketing support or management information systems. At the
least, this material will provide you
with some comparison on how your accounting operation stacks up against
those of other companies.
■
Dr. Bradley M. Roof CMA, CPA, and
Dr. Charles P. Baril, CPA, are both professors of accounting at James Madison
University. Theyare members of the Virginia Skyline Chapter, through which
this article was submitted.
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CURRENCYRISK MANAGEMENT AT

MONSANTO

ARJos. Palmer

The idea is
to maximize
hedging gains
and minimize
costs.

BYGREGORY J.MILLMAN
urTency risk has become too important and too pervasive to be ignored by business managers in the
1990s. Even businesses that do not buy or sell internationally can live or die according to the foreign
exchange rates —the prices that define how many yen,
marks, pounds, francs, or other foreign currency a dollar can
buy. Since 1973, these rates have been determined by currency traders, usually employed by big international banks
in the world's financial capitals. The traders make their decisions on the basis of market forces that include trade or
capital flows, political developments, hunches, rumors, and
panics. Consequently, a graph of currency exchange rates
over any period of time can show large and sudden movements.
During the past 10 years, these movements profoundly
affected many businesses that have nothing to do with high
finance. In currency trading parlance, strong means expensive. Therefore, it takes more foreign currency to buy the
dollar when the dollar is strong. Weak means inexpensive.
When the yen is weak, a dollar buys many yen.
For an example of how currency strength or weakness
affects nonfinancial companies, look at how Japanese exporters increased their share of the U.S. market for heavy equipment from 14% to 21% during 1981 -1985. Japanese manufacturers generally incur their costs in yen, so a weak yen is
to their advantage. If the yen weakens, it requires fewer dollars for them to make the same profit in yen terms on their
U.S. dollar sales. A weak yen allows them to cut prices without sacrificing margin. When the dollar strengthened
against the yen during this period, the Japanese heavy equipment maker Komatsu suddenly enjoyed a 40% price advanMANAGEMENT ACCOT iNrING /APRIL 1991

tage against its American competitor, Caterpillar. That is,
even if Komatsu kept its yen prices constant, the strength
of the dollar made those yen prices 40% cheaper for U.S. customers who paid for the equipment with dollars.
This is how currency traders located in New York, London, Paris, or Tokyo can influence the market share and
competitiveness of companies located in Wichita, Portland,
or Little Rock. Clearly, currency exchange rates affect marketing, purchasing, and production strategies, not just treasury decisions. Both financial and operating managers must
learn to harness this volatile and erratic force or else live at
the mercy of the fickle money traders who decide what exchange rates will be.

MONSANTO'S ROAD TO SUCCESS
ne of the clearest examples of how a company can
learn to identify and manage currency risk is Monsanto. During the volatile 1980s, this St. Louis -based
chemical and pharmaceutical maker found that currency
shifts created static in its managerial reports, distorting decisions and causing irrational allocation of assets. Budget
projections and performance reviews suffered.
When Monsanto noticed erosion of sales in certain foreign markets during the early 1980s, it attempted traditional
financial remedies. Management ordered a hike in promotional expenditures, but when reports came back from the
field, they showed that local managers had ignored those instructions. Monsanto's internal reports showed no increase
in the number of dollars spent on local promotion.
Local managers felt the heat. They protested that they
had increased expenditures, yet the reports clearly showed
the same or fewer dollars being spent. More dollars were

0
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allocated, and more spending occurred,
but still the reports showed promotional
budget targets not being met
Then one day the local currency
statements were placed side -by -side
with the dollar- denominated internal reports, and the conundrum was resolved.
In fact, promotional spending in local
currencies had increased greatly, but
because the dollar was strengthening simultaneously, Monsanto's dollar -denominated internal management reports did not reflect the real increase.
This incident led Monsanto management to recognize that exchange rates
merited closer study. The company
formed a task force to study the problem and recommend solutions. Financial staff worked closely with operating managers to identify ways in which currency values affect costs and sales. Then the task force
developed a strategy to deal with these effects. The strategy
was tested for one year in an important foreign market The
test was successful, and the strategy received top management's endorsement
Monsanto's strategy controls the long -term effect of currencies on its business. A key part of this strategy is the use
of financial instruments, especially currency options. Currency options give the holder the right to buy or sell a currency for a specified price at a specified date. The price paid
for an option is called a premium. As with any other financial
instrument, options can be traded, and some companies
have found profitable business opportunities in currency
speculation using option strategies. Several of Monsanto's
competitiors have poured massive sums of money into currency trading operations that rival those of some money center banks.
Monsanto does not aim to profit from options trading.
This conservative company found that it was not necessary
to invest heavily in systems and personnel in order to take
advantage of financial instruments for self - defense. Thus,
Monsanto is one of the clearest examples of how currency
hedging techniques can enter the toolbox of operating managers whose plans may be put at risk by volatile currency
exchange rate moves.

For example, one subsidiary, the
Monsanto Agricultural Co., used an option strategy to ensure that a planned
price reduction in the British market
would not erode earnings. A currency
option can be considered an insurance
policy against exchange rate shifts. In
exchange for a payment called a premium, the buyer of an option gains the
right to exchange dollars and foreign
currency at a known rate, called the
strike price. The strike price may be set
above or below the current market
price. An option differs from a forward
sale or purchase of currency in that it
gives the buyer the right, but not the obligation, to make the exchange.
A manager may know that a stronger dollar will hurt reported results by making foreign currency revenues worth
less in dollar terms. However, he or she may not know with
certainty that the dollar will strengthen. Perhaps there is an
equal chance that the dollar will weaken and that results will
look better rather than worse. An option allows the manager
to insure against the worst case while retaining the benefit
of the best case. A forward, by contrast, would obligate the
manager to give up potential improvement in position in order to protect against possible deterioration.
This situation is precisely the one Monsanto confronted
when it decided to reduce prices in the British market in order to spur sales volume. The price reduction was announced in 1988 to become effective in 1989. "The pound,
at the time, was fairly strong," says Jim Hirschfield, manager
of international administration for Monsanto Agricultural
Co., "but there were some fundamentals in the U.K economy which didn't look good to us, and we didn't want to be
vulnerable to a considerable shift in sterling relative to the
dollar."
The price cut would boost sales volumes and profits eventually, but not immediately. There would be a lag effect In
the short term, the only result of the price cut would be a
reduction in sterling income. Therein lay the risk. Monsanto
measures its operating managers on the basis of the dollar
income they return to the corporation. With a possible weakening of the pound against the dollar, the sterling price cut
could devastate performance results measured with a dollar
yardstick. In pound terms, income would be down, and, in
dollar terms, the pounds received would be worth less.
To ensure that a weakening pound sterling could not decimate reported income, Monsanto looked at various means
to protect that income stream. Jim Hirschfield explains, "We
looked at our currency exposure, the revenue less the cost,
that was the profit that we wanted to protect We took an option. It was in the beginning of the year January—and we
took that option to cover the selling period for that product,
which is June through September." The cost of the option
was $700,000.
Dave Guthrie, Monsanto's manager of worldwide foreign
exchange risk at the time (he now works in another area in
Monsanto), gives two reasons why the company chose to
spend the money up front on an option: "One, your hedging
costs are known up front Regardless of what happens down
the road, you're not going to see your costs going higher
than that Second, not being 100% sure of currency direction,
they didn't want to be left out if the dollar should take a
bounce."
Monsanto Agricultural Co. could have sold pound ster-

Monsanto
measures its
operating managers
on the basis of the
dollar income they
return to the
corporation.

GLOBAL OPERATIONS
onsanto is no newcomer to international business.
Globalization is a key strategic theme for this $8 billion multinational. Nearly 40% of Monsanto's 1988
income came from customers in Europe, Canada, Latin
America, and Asia, so it hardly is surprising that hedging of
foreign currency revenues should have a long history here.
As most other international companies have done, Monsanto long ago established a program to control the effect of
negative currency impacts on transactional exposures —payables and receivables demonimated in foreign currencies.
After the task force identified currency risks that went beyond transactional exposures, Monsanto decided to encourage operating divisions to hedge their annual plans, locking
in anticipated margins, providing cover for market and price
initiatives that might otherwise drag down reported income
statement results. Operating managers may choose to
hedge or not to hedge, but they are held responsible for the
dollars that they return to the corporation, and foreign exchange rate fluctuations do not excuse poor dollar returns.
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ling forward, but a forward would have locked the company outpacing local currency inflation rates. Farmers had to pay
into delivering pounds at the agreed rate. The option, almore for Monsanto's products, but they could not pass the
though it carried an up -front cost, preserved the company's cost increase on to their own customers. "If we price at the
ability to profit from favorable moves and did not lock it into
rate of local inflation, the farmer can understand that costs
delivering pounds it may not have had if business plans
are going up, but if prices are going up at twice the rate it
turned out to be overly optimistic.
becomes quite difficult for him," Mr. Hirschfield says. "We
Another perspective comes from David O'Neal, manager
saw our volume slip away."
of financial analysis for Monsanto Chemical Co., a separate
Because operating managers were judged on dollar reoperting unit independent of the Agricultural Co., which also
sults, it looked as if they weren't doing a very good job, but
uses options to lock in anticipated margins on its annual
no one understood why. "Some of it could be explained by
plan. "It's like an insurance payment," he says. "We look at
saying when a product is introduced to the market, after a
it this way —we're paying oneperiod of excitement about it
AFI /Jos. Polmieri
and- one -half percent premisales level off. We saw some
ums to guarantee that we're
of that, but that didn't really
going to do no worse than
explain it all," he remembers.
budget. It's money that we
In order to boost sales and
spent... it's gone, but we
to overcome what managecould not be worse than budment thought was a problem
get now because we locked
°—
of
insufficient effort, Monsanthe sterling in just about at
o CZ
.
to threw money at the marthe budget rate."
ket. "Even though our spendThe use of financial hedging was going up in local
ing tools to protect planned
currency, in dollars it was
operating margins and budvery low," Mr. Hirschfield exget performance is now stanplains. "We were putting
dard procedure at Monsanto.
more effort into marketing,
Operating managers considour field sales efforts, our
er hedging instruments to be
product development efforts.
part of their regular tool kit, a
We had to increase our protechnique as legitimate as
motions." Because the dollar
any other operational meawas still climbing, however,
sure. These managers proand results were reported in
tect what they call "parity exdollars, the additional spendMonsanto successfully uses financial instruments, especially
posures." "We're protecting
ing did not show up clearly in
currency options, to control the long -term effect of currencies
our earnings stream," David
reported results. Operating
on its businesses.
O 'Neal says, "the translation
management still seemed to
of our foreign results back inbe dragging its feet. "We
to our dollar earnings."
were spending more, but because of the dollar strength it
looked like we hadn't grown at all," Jim Hirschfield avers,
"so internally a disproportionate amount of resource allocaCURRENCY RISK AND MANAGEMENT
tion went into the effort."
REPORTING
Finally it became clear that the shift in currency values
onsanto developed its approach to currency risk
not only had affected market performance but had obscured
management out of necessity. Unmanaged currenthe information flows. The dollar's strength was creating
ty risk caused problems for management. Monsanstatic in management's picture of events in the field. Only
to recognized the problems, analyzed them, and found a way
a reporting system that allowed management to measure
to manage the impact of currencies on the company.
sales and expenses in local currencies could reflect accurateA worldwide producer and marketer of agricultural herly the impact of pricing and expenditure decisions on the lobicides, including such well-known names as Roundup, Las- cal market.
so, Avadex, and Machete, Monsanto Agricultural Co. de"We remained on a dollar basis for reporting," Mr.
rives over half of its net sales of crop chemicals from
Hirschfield adds, "but for planning purposes we also looked
non -U.S. markets. Most of Monsanto Agricultural Co.'s inat a local currency basis. We started to look at the local curternational growth has occurred since 1980. Jim Hirschfield
rency statement side -by -side with the dollar statement. Now
explains: "As we entered the 1980s we had a product which
we saw that there were two levels on which to manage. One
had more of an application on a global basis than others we
was the local currency side —the operational side —what
had had previously. That was when we made a deliberate efwas best for that market and what we could do in terms of
fort to market globally, and it had a significant impact in
pricing or resources. On the other side, when we translated
terms of building international results." It was a tough time
results into dollars, we wondered, 'Could we manage that ?'"
to begin an aggressive international sales program. In fact,
the soaring dollar not only crimped sales performance, but TASK FORCE WORK
it also led to inefficient spending decisions by this fledgling
global business.
o answer the question, Monsanto put together a task
Monsanto kept adjusting its pricing in many countries,
force of both operating and treasury personnel. The
which it could do for the first few years. But toward the 1984task force began by defining the dimension of expo85 period, the effect came through on its marketplace. The
sure in the overall corporation. Because most of Monsanto's
price increases on Monsanto Agricultrual products were
international business comes from the Chemical and the Ag-
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ricultural companies, the three -man task force included a
representative of each unit in addition to a treasury representative.
The first step was to collect exposure information from
the field. Regional offices were requested to break down
their sales and expenses by currency so the group could develop a good understanding of what information was available and put it together in a not-too-detailed manner that was
sufficient to give the members the dimensions of Monsanto's currency exposure.
The task force determined that Monsanto had substantial, previously unrecognized, exposure to exchange rate
moves. "We usually didn't worry too much about what the
chemical side was doing, and they didn't worry too much
about what we did," Mr. Hirschfield says, "but when we put
the two together and sat down on a corporate basis, we
found a very significant exposure for the current year and
for the next several years. It revealed a need to do more than
the traditional price actions we had taken."

TEST AND RETEST
nee the task force had identified the exposure, the
group had to convince management that the exposure could be managed. The task force —which did
not include senior management—met some resistance to its

0

recommendation that financial instruments should be used
to manage this "hidden risk," so it proceeded slowly. Jim
Hirschfield explains: "We tried to demonstrate that other
companies were doing it, and we went through a hypothetical case. We said, 'Let's look at the situation today, and let's
come back in six months and see what the result would have
been if we had taken these actions.' We did that case study
and showed it to management. We said,'If we had done this,
we would have been able to achieve a result that would have
been more positive than if we had done nothing.' They said,
'Okay, let's go on to the next one, the real -time phase, and
actually put something at stake.' We got that go-ahead, and
we went out and sold forward and were really successful. If
I recall, we had a gain of somewhere close to $2 million. It
was relatively small considering our exposure and what we
do today."
Monsanto Agricultural Co. chose for its experiment the
French franc exposure. The selection of this exposure for
the first experimental hedge of future income was no accident. France was an important market, and the company had
a reliable track record there. "We could predict a little better
what our sales would be for the year," Jim Hirschfield says,
"particularly the pattern of sales. Most take place during the
fourth quarter. That pattern has existed for a period of time,
and we felt quite confident about our expectation in terms
of future streams of sales and earnings."
CURRENCY RISK AND STRATEGIC PLANS
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ecause this initial experiment was so successful, cur rency risk management and economic hedging have
become an integral part of the annual planning pro-

cess. Jim Hirschfield explains: "Each year when we check
our budget and do next year's planning we also sit down and
discuss what simultaneous actions we would take to protect
that currency exposure. Thus, at the beginning of each year
we have a plan in place for what actions we might take depending on circumstances occurring throughout the year.
Today the financial instruments are maybe 33.34% to 40% of
that equation, and about 66.67% is the operational adjustments."
In other words, financial hedges help smooth operating
performance by removing — temporarily —the risk of adverse shocks from exchange rate volatility. They buttress
the traditional operating manager's repertoire of pricing,
sourcing, and expense adjustments. They complement the
other techniques Monsanto uses. "We can only use price to
a certain point, and we can only change our sources to a certain point. If we want to change our spending, we have to
think not only for today but for the future. 'Me foreign currency financial instruments help balance that out they let
us fine-tune that total management of exposure," Mr. Hirschfield says.
Hedging of future income is an operating company decision at Monsanto, not a corporate decision. Area managers
are evaluated on the basis of their dollar results, and the
earnings or losses from hedge contracts they have entered
into also flow into their performance appraisals. As a result,
there is a relatively high degree of awareness among Monsanto's operating management of the advantages and disadvantages of currency hedge instruments. Some of the techniques used by Monsanto's operating divisions are quite
sophisticated.

MONSANTO CHEMICAL'S EXPERIENCE
onsanto Chemical Co. is the biggest of Monsanto's
five operating divisions, accounting for nearly half
of the corporation's income. In 1988, Monsanto
Chemical Co. earned $486 million on sales of $4 billion.
Chemical has a longer international operating history than
Agricultural, and Chemical's operating managers are correspondingly adept at exploiting currency advantages. David
O'Neal says, "We've been doing that for years and years in
Europe. Depending on how currencies are going, when we
sell to the Soviet Union we may bill them in dollars, we may
bill them in pounds, or we may bill them in Dmarks." The
effect of the sustained weakening in the dollar after 1985
helped the company's exports from the United States.
"We're like everyone else," he explains. "It made us more
competitive. We're not fine -tuned to say what happens with
a one- or two-percent change in the dollar, but if we have a
10% to 20% change in the dollar, we have an idea of what that
will do to us in our major products."
There are some businesses and some markets where currency values spell the difference between death and survival.
"As an example, when the dollar was strong we could not
compete out in the Far East with acrylic fiber sales," Mr.
O'Neal adds.
Monsanto Chemical Co. does not trade currencies for
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profit, but it is not averse to taking
advantage of interesting opportunities to maximize hedging gains and
minimize costs. Proxy hedging is
one such technique. During the annual planning process, Monsanto
Chemical's regional offices report
expected sales and revenues by currency. "We establish a budget parity
rate," he continues. "We say our budget is based upon these exchange
rates. If we feel that the dollar is going to strengthen against those currencies, it means that they will translate back to fewer U.S. dollars. We're
not so sure we want to take fewer
U.S. dollars since we consolidate in
dollar reporting. So we may go out in
the market and hedge if it is cost effective."
Naturally, when European currency exposures are measured, sales
and costs denominated in U.S. dollars are excluded from the total.
"I`hey identify their cost structures
by currency. If they're buying raw
materials in Belgium, but they're
buying them from a German company in Dmarks, that is a Dmark exposure—but their conversion costs in
Belgium would be Belgian exposures. We also identify our
MAT costs — marketing, administrative, and technical —by
currency. Because our European headquarters is in Brussels, most of it is Belgian francs." The company also has sizable sales offices in Germany, Italy, France, the United Kingdom, and other countries —and sales forecasts also are
analyzed by currency.
British pound sterling exposures go into a separate pool
from continental European currencies. Monsanto Chemical
excludes British pound sterling from its European exposure
report because the pound sterling does not move in tandem
with the currencies that form the European Monetary System (EMS).
'We put all the rest together," David O'Neal says, "the
Dmark, the lira, the French franc, and the Belgian franc,
into one common net exposure. Then we do two separate
hedging actions. We'll hedge the pound sterling side in
pounds, and we'll hedge the continental currencies in
Dmarks."
This approach, in which the German mark serves as a
proxy for currencies with which it moves in tandem, allows
Monsanto Chemical to take advantage of the greater liquidity of German financial markets. It can be expensive to
hedge in Italian Lira or in Spanish Peseta or in other European currencies whose financial markets are less liquid than
Germany's, but because the EMS currencies move together
in a band, it is possible to approximately hedge an Italian or
Spanish or Belgian exposure by taking a position in German
marks.

process, which occurred in late 1988,
the company decided to hedge European currency earnings. But there
was a problem. Option cover was unacceptably expensive. "At that time
the Dmark had already depreciated
to the dollar," David O'Neal explains,
"and we were already sitting about
three percent above our budgeted
rates. They wanted something like a
two- or two-and- a-half percent premium on top of the three percent. We
said let's wait and see, but we did develop a policy at the time. We said
that if the Dmark strengthens another three percent, we will go with
some sort of hedging at that point in
time."
In May 1989, Mr. O'Neal says,
that exchange rate hit the trigger
point, and it was time to hedge. "We
looked at the forward area. We
looked at the option costs, and they
were very high." In fact, the option
would have given Monsanto the
right to sell German marks for more
money than they were worth on the
market at that time.
"We generally don't like forwards,
but it was the lower cost at this point
in time," he says. "We took forwards out to cover the remainder of the year's exposure. Our timing was superb because
the dollar strengthened substantially over the next two
weeks. We had substantial gains. We re- huddled. We have
some downside risk now. If the dollar were to go into a tailspin and go back down, we could lose money on it. You don't
take risk when you're trying to protect your budget, so we
decided to spend some of the gains we already had in our
pocket and buy options going the other way to protect us
on the downside."
Monsanto Chemical, in other words, purchased options
to protect the gains it had on the forward contracts. The forwards protected the company against a strengthening dollar, and the options protected it against a weakening dollar.
Some people might view this type of activity as speculative,
but Jim Hirschfield claims, "If you do nothing, then its more
speculative because then you are open to any event occurring, so in a way you are taking more risk. Without taking
action, you're not protecting, and you're still going to live
with great uncertainty."
The evolution of currency risk management at Monsanto
has been very much bottom -up. The development of hedging strategies that lock in future income was not started by
a top management fiat but by a recognition at the operating
level that currencies are a part of everyday business in the
global marketplace. A recent presentation to top management explained the use of currency hedging techniques as
an adjunct to traditional operating measures used to cope
with currency shifts. In the long term, currency differentials
merely may reflect different rates of inflation between countries. In the short term, however, the volatility of exchange
rates is a fact of operating life. A price increase, or a change
in how and where a product is sourced, may not be desirable, but that does not mean that the brunt of sudden swings
in currency values must batter the company's dollar earnings. Financial instruments allow management the flexibility

Corporate decision
makers can neither
predict nor determine
the currency rates
under which they
must compete, but a
variety offinancial
and operational
measures allow
companies to protect
themselves against
damage from this
uncontrollable
environmental force.

TRADING TO MINIMIZE HEDGE COSTS
onsanto Chemical Co. prefers to use options for
hedging of future income, so long as the cost is reasonable. When the cost of options is not reasonable, some creativity is needed. During the 1988 planning

M

MANAGEMENT ACCOUNTING/APRIL 1991

47

to maintain optimum operating procedures regardless of
short-term currency volatility.

TRANSACTIONAL EXPOSURES
onsanto differentiates between the economic exposures discussed above and transactional exposures. Monsanto's corporate transactional foreign
exchange exposures average somewhat under $200 million,
and there are two netting centers, one in Singapore and the
other in Brussels. "Me netting is basically an efficient cash
management technique if you've got funds flowing in in a lot
of different currencies," Dave Guthrie, who used to manage
the portfolio, says. "If somebody is paying you in one currency and you have to pay somebody else in that same currency, then by combining the two you save conversion costs.
Also, by centralizing everything you can build up your transaction size so you can hedge cost effectively."
Monsanto uses software
packages from outside vendors to analyze trends in exchange rates, and the company manages its transactional exposures conservatively. "We're not trying
to pick the tops and the bottoms of the market," Dave
Guthrie explains. "We're trying to determine whether there
are significant trends one way or another and be on the right
side of those trends." The goal is to limit negative impacts
to the dollar values of these exposures, not to maximize the
dollar returns or trade the exposure for profit. "For those
types of exposures, we're basically just using the forward
contracts to hedge. We can hedge selectively, and we can
move in and out of positions. Forwards are a good instrument in terms of doing that."

The first step is to analyze the risk. Managers who take
the time to study their operating results over the past 10
years can see clearly how currency moves have affected
their performance. Merck, the pharmaceutical maker, conducted such an analysis in 1989 and was surprised to find
that when the dollar strengthened, its research and development spending fell. Why? Merck manufactures its products in the United States, but it derives much of its revenue
from overseas customers. Those customers pay in their own
currencies. When the dollar strengthened, those payments
were worth less in dollar terms, so Merck showed less income, and management had responded by cutting expenses,
including R&D. Other companies will discover that currency
has affected their competitive or strategic posture in similarly subtle ways.
Once they have identified the risk, managers must develop a strategy for managing it. Strategic responses may include operating and financial tactics. An operating tactic
might be to develop alternative sources for parts and
materials. It is imprudent to
rely exclusively on one sup plier or on suppliers located
in one currency environment when others may be
found.
Diversification of markets also can reduce the risk that currency rates will damage
the bottom line. A company that sells in Europe, Japan, and
the United States may receive revenues in several currencies. Some will be strong when others are weak. Such a diversified revenue stream is similar to a diversified portfolio
of securities. There is less risk that a single currency movement can damage the company's results severely.
Sometimes it is impractical to diversify sources of supply
or to diversify markets. Also, diversification alone may not
be enough. In these cases, financial hedging techniques become necessary. Monsanto is a well- diversified multinational yet found it necessary to use currency options in order
to protect results.
Managers who consider such financial techniques speculative ought to think again. They need to be no more speculative than an insurance policy. Financial hedging should
be dismissed only after the company has evaluated its currency risk, calculated the potential cost of adverse currency
moves, calculated the cost of hedging through operational
and financial means, and decided on a cost-benefit basis that
the cost of hedging outweighs the benefits.
■

dging techniques
need be no more speculative than
an insurance policy.

MANAGING RISK WELL
onsanto's approach to currency risk management
distinguishes two types of risk that are of concern.
The first type —the transactional —is a risk that is
easy to identify and to manage. Transactional risk shows up
on the balance sheet as a foreign currency receivable or payable.
The second type of risk —the risk that currency shifts
may frustrate operating plans and distort management's understanding of what happens in the field —is more evasive.
Unmanaged, this hidden economic or parity risk can do far
more damage to a corporation than most of the visible risks.
Monsanto, having identified the types of risk, developed procedures to manage them. These procedures do not involve
heavy investment in systems and personnel in order to add
currency trading gains to the corporation's sources of income. Instead, Monsanto lets operating managers decide
whether and how to address the risk posed to their business
plans. They know that the tools are available, and they know
how to use them.
It is still quite common to hear corporate managers blame
adverse currency moves for poor performance, yet Monsanto's experience teaches that currency risk often is a controllable risk. Corporate decision makers can neither predict
nor determine the currency rates under which they must
compete, but a variety of financial and operating measures
allow companies to protect themselves against damage from
this uncontrollable environmental force.
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How to Negotiate with

TOUGHPEOPLE

Sometimes it isn't what you say, but how you say it that counts.
Inc.

Presidents Gorbachev and Bush: tough negotiators can be charming.

BYPAULPRESTON
anagement accounting today is like guerrilla warfare, so it is appropriate
that the buzzword of the
'30s is negotiation. If you're like most
managers, you probably assume you
can negotiate quite effectively. But you
may be unprepared for, or even intimidated by, the tough individual.
Dealing with difficult yet critically
important managers and subordinates
can be risky and dangerous. If you are
a tough negotiator, you will do well
during these contacts. But if you are
like most accounting managers, you
may prefer a less confrontational style
and, accordingly, find yourself at a disadvantage.
Understanding why some people
act tough provides insight into dealing
with them. For example, some people
may want to draw attention to themselves, or feel they are being backed
into a corner. Others may be reacting
to pressure. Management accountants
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have developed a well-deserved reputation for being tough. This notoriety
occasionally brings out a chip on the
shoulder of nonfinancial colleagues.
Notes one healthcare personnel director, "...Whenever I have to deal with
the internal audit people, or when I'm
working out the budget with our controller's staff, I seem to get a little more
belligerent, a little more demanding. I
guess it stems from my past experiences."
To learn more about how accounting managers cope with this experience we conducted a recent survey in
a variety of corporate, healthcare,
trade association, and academic settings. After tabulation and analysis of
questionnaire results, we interviewed
73 managers in depth.
Tough people use a number of common tactics to get what they want.
Some may be unplanned, simply a reflection of the individual's personality.
Others are carefully crafted. Whatever
the cause, it's useful to know how
these people operate. Accounting

managers in our interviews admitted
that thCy were frequently describing
their own behavior when talking about
their experiences with tough people.
Therefore, keep in mind that many of
the following behaviors are just as useful when you want to take a tough position.
Respect Through Strength.Tough
people may not admit they are tough,
but show great respect for those who
are. Tough subordinates are managed
best by an autocratic style. A good approach is to maintain an honest, direct
stance. Many accounting managers in
our study reported that they actually
prefer colleagues who are tough to
those who are more tentative or collaborative. They reason that these employees will show and give respect
when challenged. Tough, in this case,
means difficult, dictatorial, crude or
obsessive.
High, Hard, Tough First Demands.
The tough delights in taking the strongest, non - negotiable position. He talks
and acts in a "take- it-or- leave -it" manner, designed to establish early in the
discussions who is on top. In organizations where accounting is considered
a staff function, line managers frequently try to set the agenda in their
meetings with accountants. They want
to defend budgets, projects, procedures or personnel. They clearly indicate that they are willing to walk away
with nothing if all of their demands are
not met. Of course, this may be a bluff,
but it is usually a well -acted bluff.
To be effective, tough demands
must be realistic. Requesting something that is beyond the other person's
power to grant is foolish. Most otherwise effective negotiators fail to identify their "walk away" positions, reflecting a lack of resolve that works to their
disadvantage.
To counter a tough manager using
hard demands, it is necessary to show
the same willingness to wait it out
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This is contrary to traditional or "good
faith" bargaining, where first one side,
then the other, counter offers until a
suitable compromise is reached. Conceding to a tough negotiator without a
simultaneous concession from him
may encourage him to hold out for
more. Any signs of wavering, indecision, or even empathy may be viewed
as weakness which can be exploited.
Master the Details. To make hard
first demands, you must be prepared.
Master all the details of both positions
before you go into any important negotiation, leaving nothing to chance.
When you're facing someone equally prepped, a useful move is to propose
a last - minute item. Unlike early issues,
this one should be vague, even irrelevant. Don't leave the table with this
point unresolved, however, because
down the line this general issue may
be maneuvered into something significant.
Steer Clear of Ranges. Offering a
proposal in the form of a range signals
that you aren't firm in your position.
For example, suppose a controller is
negotiating with a department head
over capital expenditures. When asked
what level of spending he has in mind,
the manager's response is "I'd really
like to get between $60,000 and
$90,000." The controller would be foolish to open the negotiations for a nickel more than $60,000. Pleading cost
containment, the controller would
open with $48,000.
Make your opening position "doable," and make it specific. Be prepared to concede, but don't broadcast
your willingness to do so. When your
opponent opens with a range, it is fair
to assume that his minimum is your
maximum.
Use Emotion. Tough negotiators
comfortably use various emotions to
keep their opponents off balance. Consider the effect of these statements:
"If you really cared about this organization, you would..."
"Think of what I went through to
support you when you needed help,
and this is the thanks I get ?"
"If you don't bend on this minor issue, I'll see to it that you never...!"
Like the baseball pitcher who accidentally hits or brushes back a batter,
an emotional plea can unnerve an opponent During the milliseconds a batter has to decide whether or not to
swing, fear of possible injury may tip
the balance of power to the pitcher.
Consider a more subtle emotional
strategy. The tough negotiator may refer to his own proposal as generous
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while referring to the opponent's proposal as an obvious ploy or a worn-out
rehash of previous proposals. Such labels are irritants. They rarely change
an opponent's position, but they may
upset him.
How do you counter all emotional
ploy? The best tactic is calmly to announce that you'll wait until the outburst is over, then you'll be willing to
proceed on an adult level.
There are a variety of emotional tactics available. Making fun of a person's
negotiating position can upset his
thinking, and may cause him to abandon his position. Simple silence and a
stare can be a powerful tool.
But using emotion can be a very effective but costly tactic. Betty Harragan, in Games Mother Never Taught
You, suggests a threat or hint of hysteria in a business meeting is enough
to make most people give in to some
of your demands. But this can be a twoedged sword, especially for women. A
threat of hysteria reinforces the outmoded, sexist stereotype about a female negotiator's inability to handle
pressure. If you are willing to take the
risk and pay the price, emotion can be
a devastating tactic.
Remain Impassive.This tactic is the
absence of any show of emotion. A
high -level employee of the U.S. State
Department tells of an exchange between a top - ranking cabinet official
and a prestigious member of congress.
The congressman asked for the meeting and then proceeded to lecture the
diplomat for quite some time. The diplomat merely stared at the wall. When
the congressman paused, the diplomat
calmly asked, "Are you done ?" Each
time the congressman stopped, the
diplomat again asked, "Are you done ?"
When the congressman finally replied,
"Yes, I am," the diplomat shrugged
and said "Then let's move on." The diplomat avoided an emotion -laden topic
and was able to get on to other matters
without responding.
Lay Your Cards on the Table. In
terms your opponent can understand,
state the cost of his or her continued
intransigence. Make it clear that this is
no bluff. Whenever possible, put the
price in personal terms, rather than in
vague abstracts. In areas where money
or other standards are set outside the
organization, it is important for those
enforcing the standards to make clear
they are nonnegotiable.
Use Your "Final Authority" Only
When Necessary. The tough negotiator

has no ego problems when it comes to
buying more time or space in a nego-

tiation. Instead of telling an opponent,
"I am the final judge of this matter," it
is tactically better to announce that any
agreement is subject to review and approval by the Audit Review Committee
or some other court of last resort
This tactic works particularly well
against the gunslinger opponent who
says "I speak for myself," or "My boss
has complete confidence in whatever I
decide." You can play on his vanity to
force him into an unwise commitment.
Consider the purchasing agent who
protests that he must check with the
general manager before completing
negotiations on a supply contract In so
doing, he gives himself room to modify
what the vendor may have thought
was a firm agreement Having removed himself from making the final
decision, he can blame less favorable
terms on some faceless executive.
This strategy is useful after the other
side has put forth its final offer. Accountants who say 'Me auditors will
never let this get by," or "I think this
will work, but of course, I'll have to
check with the CFO before it is official," are effectively using No Final Authority.
When the other party uses this
ploy, he or she should be countered
with:
"Oh, I didn't realize you were just a
paper shuffler, I thought you had the
final say. Well, no matter, who does
have authority ?"
"Who is in charge in this organization?"
"What kinds of questions will the
boss ask you about this? What do you
think her response will be ?"
"What is the boss' telephone number? I would like to talk with him myself, because he clearly has the authority I thought you had ?"
"I'll go with you while you check
this out with your people. I'm sure I
can present it more clearly than you
can."
When using one of these counters,
don't be thrown by responses like:
"You simply can't see her now."
'Mat's against company policy."
"He's not in right now. I'll talk to
him as soon as he returns."
Stand your ground. Demand to see
the no-authority person's boss. Since
your opponent has opened a new front
in the negotiation, treat your demand
to see the person with the same authority you would any other opening
demand.
Write It Down. The written word
has more impact than the same information delivered orally. Financial peoMANAGEMENT ACCOUNTING /APRIL 1991
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cussed..."
Use Deadlines. A popular maneuver

is to set a firm deadline for the current
negotiations. Examples include a midnight strike set by the union in a labor
management dispute, the expiration
date on a special option package of financing rates, or the observation that
"This must be on Alice's desk by 11:00
a.m. You'd better make your decision
by then!"
Experts agree that when you're

Withhold Information. Information

is power, and never more so than when
dealing with a tough opponent. When
both sides are bargaining in good
faith, no bargain can be reached until
both parties have exposed enough information to structure an agreement.
The tough negotiator withholds key
facts, asking the opponent to trust him.
Or, he gives the impression that he
isn't actually withholding any information. Tough negotiators can and do lie.
Don't be deceived. As with
the tactics for dealing with a
detail - oriented person, preparation is the best defense. Verify all information yourself or
generate it from your own
sources.
ref

pie wield enormous power in internal
negotiations through the seemingly
unalterable nature of accounting statements. Once a written proposal, ideally
one containing plenty of data, has been
introduced into a discussion, it is unlikely to be modified by an opponent
with mere oral weaponry.
Once you have mastered the details
of your position, commit them to paper, and have those details at your fingertips. If necessary, set up a discrete
system to retrieve information
when you need it during a negotiation. Fumbling for a file
or misstating a fact known by
your opponent can undermine
the prepared, self- confident
image you have cultivated.
But don't assume that just
because a point is presented in
writing that it is non- negotiable. It is wise to assume everything on the table is negotiable. Tough negotiators go into
every negotiation with a written agenda. Even in handwriting, such a document can be a
powerful tool. Hand your opponent a written note proposing an agenda, such as:
"Chuck, I have been thinking about our meeting today —I know you have, too.
I've jotted down a few
thoughts and points we might
consider." [Hand Chuck a
copy of the "agenda "] "How
about if we start with my item
number one... ?"
A written agenda forces the
opponent to go along with the format,
starting with item number one.
Taking notes or appearing to take
notes during a negotiation can be a
powerful manipulator. It shows a genuine interest in the opponent's statements, along with attention to detail.
Another tactical favorite of the
tough negotiator is to write a price or
limit on a piece of paper and then slip
it to the opponent at an appropriate
moment. For example, a controller
might say, "Carol, let's cut through
this back - and -forth discussion, it's getting us nowhere. Here [hand her the
note] is our bottom -line amount per
unit well permit under the present
guidelines established by our creditors" [followed by silence].
You have taken abrupt control. She
cannot avoid responding to you. On
the other hand, to counter such a ploy,
take her slip of paper, put it to one side
without looking at it, and respond,
"Let's look at this later after we've dis-

Expect Pleasant Surprises.

faced with a deadline, you can counter
most effectively by ignoring this deadline and setting your own under more
favorable terms. As with all tough tactics, there is risk associated with this.
The opponent's deadline may be real
and impossible to change.
Do Not Concede Unilaterally. With a
tough opponent, it is wise to never offer a concession unless he or she is also offering a concession of equal or
greater value. Don't give away anything, even if it seems insignificant.
Consider these minor examples:
"Please, Mr. Edwards, just call me
Paul."
"Sure, III be happy to meet at your
place."
"Pushing our meeting back to 3:00
p.m. is OK with me."
Such small concessions may seem
unimportant but a tough negotiator
may see them as signaling a willingness to concede on matters of substance.

Tough negotiators can be
charming, polished, and very
persuasive. Apart from a few
notoriously crude examples,
the best negotiators are
skilled communicators. You
may expect bruising verbal
battles, harsh exchanges, and
tense moments. But when you
face your opponent, you may
find yourself dealing with a
man or woman who is pleasant, smiling, and generally
very nice. Don't be misled.
Just try to be charming.
Be Patient. Tough negotiators are able to take a longterm view. Even when they
have a need for a quick agreement, they will give a clear impression that they have all the
time in the world.
As with all information in a negotiation, your time deadlines and pressures should not be known to your opponents. If patience appears to have no
payoff, at least it won't be viewed as a
manipulating tactic.
Tough people are not necessarily the
best negotiators. Sometimes their tough
tactics backfire. Remember, the behaviors and tactics outlined are not just for
tough negotiators. All effective accounting managers employ them in various situations. The key to success is knowing
when and how to use them.
■
Paul Preston is associate professor of
management, Tire University of Texas at
San Antonio.
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AACSB. A CONVENIENT
SCAPEGOAT?
BY R. STEVEN PARKERAND
GERALD G. UDEII
n the "What's Going on in Business
Schools ?" article in the May 1990
issue of M A N A G E M E N T ACCOUNTINGS, William L. Weis criticizes the American Assembly of Collegiate Schools of Business ( AACSB) for
the increased amounts of time accounting and other business faculty
are required to spend in the area of research. He suggests that the AACSB
research requirements discourage or
prohibit professors from spending
enough time with their students to provide them with a quality education.
An argument can be made that faculty should be involved in research,
consulting, and service because such
involvement will enhance their teaching performance. The primary question is not so much one of faculty participation in research or consulting or
service as it is one of overinvolvement

in any of these areas -- including teaching. In other words, faculty who maintain a proper balance between these
activities are not likely to short their
students.
When imbalance occurs, students
suffer, and Dr. Weis argues that an imbalance has occurred. We aren't challenging this premise, but our research
indicates that AACSB is more likely a
convenient scapegoat than the driving
force behind the "publish or perish"
philosophy of some business schools.

AACSBEXPECTATIONS
he AACSB expects faculty members of AACSB accredited schools
to meet certain standards and
therefore provides broad guidelines in
the areas of teaching, research, and
service. In the area of research the
AACSB guidelines state:
"...The research activities of the
faculty are important to the maintenance of teaching competence and
contribute to the knowledge base of
the profession through the creation,
codification and dissemination of
knowledge.... "'
This statement does not specifically
describe the amount and type of publication required of faculty members to
meet AACSB standards. The AACSB
Task Force on Research has specified
five acceptable categories of research
from which a faculty member may
choose. These seem diverse enough to
give almost any faculty member an area from which to find an interest:
1. Theoretical or empirical "discovery" research.
2. Applied research which applies others' "discovery" research to new
contexts, fields, industries, firms,

nations, time periods, etc.
3. Written teaching cases accompanied by an instructor's manual
which can be scrutinized and critiqued by one's peers.
4. Computer software which is circulated and not totally proprietary.
5. Textbooks and other pedagogical
writing which extend the boundaries of knowledge, circulate, and
can be critiqued.'
The final report also suggests that
every faculty member in an AACSB accredited school engage in at least one
of these five types of research activities as a requirement for both tenure
and promotion. If a university accepts
this recommendation, it has in effect
become a publish or perish university.
In a rather informal survey of professors at various conferences, we
found confusion and concern about
both the number and quality of articles
required by faculty members to satisfy
the AACSB's research standards as
well as their own university's standards. There also appears to be some
confusion, or at least concern, as to
where their research should be published. The most common opinion
seems to be "If it is in Cabell's Directory
of Publishing Opportunities in Business
and Economics,it counts." While this
attitude may satisfy AACSB research
requirements, it may not satisfy the individual university requirements.

ACCOUNTINGFACULTY
RESEARCHATNEWLY
ACCREDITEDSCHOOLS
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o assess the role that AACSB has
played in sponsoring the growing
emphasis on research within business schools, we examined copies of
accreditation applications
sent to AACSB by eight
schools which recently apTABLE 1 /ACCOUNTING FACULTY SCHOLARLY ACTIVITIES
plied for and received accreditation
by the AACSB.
DURING FIVE -YEAR REPORTING PERIOD
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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). 'Me 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

"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.

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

Y

viewed journals. We also found that
only eight of the 205 peer reviewed
journal articles appeared in Accounting
Review, Journal ofAeeounting Re-

search, or Journal of Accountancy. The
remaining 197 journal articles appeared in either lower - ranked accounting journals or journals that would be
considered out -of -field journals. It also
is interesting to note that the "other
publication" area accounts for 101 articles. These "other" publications often
are trade journals or practitioner -oriented publications where the articles
are aimed specifically at providing
practitioners with applied research
findings that would be of help in their

business. Because a relatively large
number of articles appeared in "practitioner" journals, it would seem that
the argument that most accounting research is considered "arcane and useless" is somewhat overstated at best.
Table 1 also shows that the percent
of faculty with no publication during
the five -year accreditation reporting
period ranges from 13% to 45 %, with an
average of 28%, and the percentage of
faculty with no peer reviewed journal
articles ranges from 25% to 94% and averages 49%. These data seem to challenge the assertion that the AACSB is
setting unreasonable or unreachable
standards for faculty in the area of re-

search. In fact, the data would suggest
that to meet AACSB research requirements, total involvement is not required.
■
R. Steven Parker, Ph.D., is associate

professor of marketing, and Gerald G.
Udell, Ph.D. is professor of marketing in
the College of Business Administration
at Southwestern Missouri State University in Springfield, Mo.
'AACSB. Accreditation Council Policies Procedures
and Standards, 1989 -90, p. 27.
'Final Report of the AACSB Task Force on Research,
January 1987, p. 5.

EARNINGCPECREDITFORLESS
any companies today are confronted with the problem of
providing the most cost -effi cient way for accountants and financial
professionals to fulfill their Continuing
Professional Education (CPE) credit
requirements.
May Ramsey, an accounting consultant for Stewart and Stevenson Service
in Houston, tackled this issue four
years ago. Then she discovered the Financial Management Network
(FMN), a monthly video subscription
service produced by the Center for
Video Education for the National Association of Accountants and Financial
Executives Institute. This service furnishes accountants and financial professionals with 48 hours of CPE credit
annually.
"All Big Six firms have in -house
training for their own staff. We had
quite a few leaders in the Houston
Chapter at the time who were not in
one of the Big Six firms. We felt the
need was great to organize some kind
of program for them which would provide continual training and CPE credit" said Ramsey.
"The price (of the video subscription) was definitely right," Ramsey
added. `°The only other way to earn
CPE credit would be to send your employees to seminars."
Seminars, according to Ramsey,
could run a company $400 to $500 per
person (possibly more depending on
travel expenses) in return for merely
six to eight credit hours. When this figure is broken down, it comes to $50 to
$60 per person for each credit hour.
On the other hand the Financial
Management Network provides
groups of 15 or more the same amount
54

Stewart & Stevenson employees watch
video.

of credit for $400 total cost a month or
seven dollars per person for each credit hour.
After researching the benefits of
the video, Stewart and Stevenson Service then solicited other companies to
sponsor the program along with themselves.
We sponsored a survey of other
companies in the Houston Chapter
and found many other companies that
faced similar problems of finding a less
expensive program for earning CPE
credit," Ramsey said.
Subsequently, Ramsey organized a
program where several companies in
the Houston chapter would share a
subscription by "chipping in "for the
expense. Thus far, according to Ramsey, the program has worked out exceptionally well and has increased its
number of corporate sponsors from
four to six with a possible seventh in
the works.
"In fact," Ramsey said, "one of our
sponsors of the program, Coastal Corporation, has benefited so much from
the video that they have purchased
their own subscription of the video for
distribution in their Detroit and Colorado branches."
The other sponsors from the chap-

ter are: Houston Lighting and Power,
Continental Airlines, St. Luke's Hospital, Star Enterprises, and Stewart and
Stevenson Service.
Besides earning CPE credit, which
according to Ramsey has caused the
chapter to stay well up on their requirements of 40 hours each year, and
lowering costs, the video has both entertained and provided its viewers with
valuable information.
"The tape is fantastic, "Ramsey said.
"It contains things which are happening now, such as the Persian Gulf Crisis and the economy. It is surprisingly
timely and very informative."
Each two-hour monthly edition of
FMN video contains up- to-date capsule news items and four half -hour professional information segments.
The January edition contained a
speech by Robert W. Galvin, former
chairman and CEO of Motorola, Inc.,
about the role of quality in global competition; Dr. Gerald Ross, managing director of Change Labs, discussing how
managing accounting can be relevant
in the future; Joel Stern and G. Bennet
Stern, III, of Stern, Stewart & Company, evaluating a new approach to financial structuring; and Thomas S. Watson, Jr., chairman of Watson Rice &
Company and of the private Sector
Trade Advisory Committee for the
Bush Administration, providing and
up-to -date summary of the General
Agreement on Tariffs and Trade
(CATI).
For more information on the Financial Management Network contact
Jack Fingerhut of the Center for Video
Education at 800 - 621 -0043 or 914 -4289620.
Kenneth Aurichio

MANAGEMENT ACCOUNTING /APRIL 1991

Your association endorses it.
Your business needs it.
Your futuredemands 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
nedessary 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 chose the program. In fact, The Equican find out your plan balanceto the day table, the comparry who administers the
— with one toll -free call.
program, is an acknowledged leader in
the pension field. So you know you can
And all the while, you'll enjoy a
count
on excellent service.
double tax advantage:
Find out more. For more informa1) Your contributions aretax -deductible
tion
on the Association Members
— reducing your current taxable
Retirement
Program, call toll -free and
income. And .. .
talk to one of our specialists. Or, if you
2) Your dividends, earnings and capital prefer, mail the coupon below. Either
gains are all tax-deferred until you way, there's no obligation.
receive them.

You can count on outstanding
personal service, day in, day out. The Association Members
Retirement Program.

The Association Members RetireEndorsed by the National
ment Program is among the most
successful programs of its type anywhere Association of Accountants.
— which is one of the many reasons the
National Association of Accountants
1- 800 -523 -1125, ext. 5709

TELL ME MORE!
'
'
I

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: {
1
Number of Employees:
0 YES. My comparry currently has a tax - qualified retirement plan.
0 NO. My company does not currently have a tax - qualified retirement plan.
What is your firm's business structure?
0 Sole Proprietor
0 Professional Corporation (one shareholder)
0 Professional Corporation (more than one shareholder)
0 Partnership (with or without incorporated partners)
III'
0 Salaried /Other
`
Mail to: National Association of Accountants
Association Members Retirement Program
P.O. Box 2011, Secaucus, NJ 07096 -2011
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ACTIVITYACCOUNTING
new (possibly the earliest) well written, practice-oriented book
on activity accounting has just
been published. An Activity -Based
CostingApproachbyJamesA. Brimson

HELP A
STUDENT
Each year deserving
students receive
scholarships from NAA
and the Stuart Cameron
McLeod Society to help
them pursue their
education. Tax deductible
contributions to this
Scholarship Fund are
welcome at any time.
Make your check
payable to the NAA
Memorial Education Fund,
Inc., and send it to:
National Association of
Accountants
10 Paragon Drive
Montvale, NJ 07645
56

is an activity -based costing approach
with text and illustration provided in
appropriate and sufficient detail. Published as part of the Wiley /NAA Professional Book series, it will enable the
proactive financial manager to initiate
many of these new and latest concepts
in segments of their companies.
Jim Brimson, a partner with Coopers & Lybrand Deloitte (UX), was
the cost management systems program leader for Computer Aided Manufacturing- International (CAM-0. Under Jim's leadership, CAM -I and NAA
jointly funded one of the earliest research reports* on the state of cost
management practices in manufacturing firms in the United States. The
findings indicated that many users
were dissatisfied with information provided by their financial function. Users
also indicated that they desired improvements in performance measurement and expenditure justification
techniques for the new and automated
factory.
The serious reader will be pleased
to find that terms such as activity accounting, cost management, business
process, activity, task, operation, cost
driver, resource, nonvalue added, and
the like are defined clearly and carefully as they are employed in successive
chapters in the text (a glossary also is
provided). Chapter 3, titled, "Activities, Activity Accounting, and Cost
Management," provides the reader
with the underlying concepts supporting the framework for an activity accounting system. These concepts are
expanded upon comprehensively in
succeeding chapters.
There are many new terms and concepts that are necessary to digest. The
importance of the activity hierarchy is
stressed. At the top of this hierarchy
sits the business function (e.g., marketing and sales), followed in order by
the business process (sell product),
the activity (propose on job), the task
(prepare proposal), and the operation
(type the proposal).
The activity level in this hierarchy,
rather than the function or task level,
is chosen as the basis for the cost management system because activities are
at the appropriate level of detail to support an ongoing activity accounting
system. Chapter 3 also provides the
steps and sequence necessary to compute an activity cost. The key components of a cost management system also are defined. These components are
activity investment management, cost
driver analysis, activity budgeting,
nonvalue added analysis, best practice

ACTIVITY
`CCOURUNG
An Activity -Based
Costing Approach

JAMES A. BRIMSM

analysis, activity target cost analysis,
and activity strategic analysis. With
these steps and components defined,
author Brimson follows with seven additional chapters covering in detail
many of the supporting concepts enumerated in Chapter 3.
Chapter 4, another vital chapter, is
concerned solely with activities —the
heart of the new costing system. The
author explains how activities drive
cost, complement continuous improvement, are compatible with total
quality management, and improve decision support.
In subsequent chapters you learn
how activity costing identifies the way
a company uses its resources to accomplish its business objectives, how
to calculate an activity cost, how to
trace activity costs to multiple reporting objectives, and finally how to develop an activity product cost. The traditional product cost model is contrasted
to the activity cost approach. As we
have learned, activity accounting relates activities directly to the products
that consume them while the traditional cost system spreads (many times)
costs among products on a basis that
does not mirror their actual consumption. The implications — product cost
distortion and cross - subsidization of
products.
Those readers conversant with activity accounting and ABC will gain
from the experience of one of the earliest recognized leaders in cost management. For those not familiar with
activity accounting and ABC, a thorough reading over a number of eveMANAGEMENTACCOUNTINGAPRIL 1991

nings will be very rewarding. As a special service to NAA members, this publication can be ordered from NAA.
Mail your request to NAA, Special Order Department, 10 Paragon Drive,
Montvale, NJ 07645 -1760, or call toll
free 1- 800 - 638 -4427. The cost: $49.95
plus $3 for shipping and handling. All
orders must be prepaid.
'Management Accounting in the New Manufacturing
Environment by Howell, Soucy, seed, Brown, NAA,
1987, 179 pages.

Patrick L. Romano, CMA, is director of
NAA research.
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IASCREASSESSESITSWORK
he International Accounting Standards Committee, a body existing
since 1973, has issued, to date, 31 international accounting standards. IASC
has as its principal objective the development and publication of international accounting standards to be used in presenting financial statements and the
promotion of their worldwide acceptance. IASC recognizes that within each
country local standard setting governs,
but it hopes that it can help harmonize
the diversity in accounting policy among
countries. Because of the diversity that
exists, international standards generally
have not been unduly complex and often
have permitted alternative accounting in
similar circumstances.
In an attempt to achieve a greater
degree of harmonization worldwide,
IASC undertook a comprehensive review of the Statements it had issued
and published E32, a proposal titled
"Comparability of Financial Statements." The proposal would eliminate
most of the free choices of accounting
treatment currently permitted under
international accounting standards. In
a few cases, IASC concluded it should
still allow a choice of accounting treatments for like circumstances but
would denote one method as "preferred."
IASC received more than 160 comment letters on the proposal, most of
which support the objective of greater
comparability of financial statements,
although showing considerably less
unanimity as to which changes to
MANAGEMENT ACCOUNTING /APRIL1991

make. After deliberation, the Board of
IASC published a Statement of Intent,
which reflects the following conclusions about the 29 issues under consideration:

The mass transit report may be obtained for $15 per copy, prepaid, from
GAS13 Order Department, P.O. Box
30784, Hartford, CT 06150.

a. 'Twenty-one proposed changes
should be incorporated in revised
standards without substantive
change;
b. Three proposals require substantive change and should be reexposed; and
c. Five proposals should be deferred
pending further work.

MAP COMMITTEE MEETS IN
ARIZONA

Moreover, the term "benchmark"
would be more appropriate than "preferred" in those instances when a
choice is allowed.
In light of today's globalized business, more and more attention is being
given to the practical desirability of
worldwide acceptance of international
accounting standards for inter - country
security registrations. Regulatory bodies such as the Securities & Exchange
Commission have indicated their support for the notion, and this effort by
IASC represents a step in that direction.

t its meeting in Scottsdale, Ariz.,
the MAP Committee confronted a number of major issues including: Disclosures About Market
Value of Financial Instruments, Accounting for Impairment of Long -Lived
Assets, Present Value Measurements
in Accounting, and Accounting for
Contributions, Received and Made.
More about these discussions next
month.
■
Louis Bisgay, CPA, is director, management accounting practices.
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GASBSTUDIES
SERVICEEFFORTS
he Governmental Accounting Standards Board continues its wide ranging study of service efforts and
accomplishments (SEA) in publishing
the fourth in that series of research reports, this one regarding SEA measurement and reporting for mass transit systems. Author of the new report is Wanda
A Wallace, professor of accounting at
Texas A" University.
This report is one of 13 the GASB
expects to publish on external reporting of SEA indicators for various governmental services. A report on elementary and secondary education was
published in 1989. In 1990, a report on
drinking water, waste water treatment,
and storm drainage was published, as
was an overview report on the project.
The current report considers issues
such as types of indicators that should
be considered for reporting; measurability, validity, comprehensiveness,
and accuracy of indicators; the desirable level of disaggregation; performance norms or other comparison information; verifiability of indicators;
communication and display of information; added costs and feasibility issues;
and uses for and users of SEA data.

Selected for their expertise and
knowledge of concepts covered on the
CMA exam, twelve specialists have
written a self- contained review in
four volumes (one for each part of
the exam) of all the information needed to pass the examination. Each
volume consists of text that discusses
the concepts often illustrated by
previous CMA questions with step by -step instructions on how to answer
the questions, and other CMA problems and solutions that relate to the
concepts discussed. Also available are
audio cassettes (over 60 hours of instruction) recorded by a professional
reader.
FOR ADDITIONAL INFORMATION CALL OR WRITE

Malibu Publishing Company
31332 Via Colinas, Suite 112
Westlake Village, CA 91362
(818) 889 -1495 • Fax (818) 889 -5107
Circle No. 3
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IN THE LIBRARY
EMPLOYEEBENEFITSANSWER
BOOK, SECOND EDITION

based on actual
case
histories,

Cynthia M. Comber, Esq., Gerard f Talbot, Esq., Panel Publishers, Inc., 36
West 44th Street, New York, NY 10036,
1991, 300 pp.This han dy reference
work deals with all aspects of employee benefits. Readers of MANAGEMENT ACCOUNTING® who have employee benefit responsibilities in their
organizations would find this volume
useful. Topics covered include medical
payments, disability income, group
term life, vacation, and severance pay
plan, as well as dependent care assistance, educational assistance, and
group legal services. Each chapter is
organized in terms of a series of frequently asked questions; the authors
then provide very professional answers. The format is useful, the information is up to date, and technical ref-

changed,

erence to app ro priate regu lation s is

provided.
Alfred M. King

YOUR FAMILY BUSINESS: A
SUCCESSGUIDEFORGROWTH
AND SURVIVAL
Benjamin Benson with Edwin T. Crego
and Ronald H. Drucker, Dow Jones -Irwin, 1818 Ridge Road, Homewood, IL
60430, 1990, 260 pp. —Steve operates
a successful family business. Now he
wants to retire. His son, who has
worked in the business for years but
has little talent for management, believes he should take over. His daughter, fresh from college with an MBA,
is more qualified to carry on. What
does Steve do?
Would -be entrepreneurs with a fire in
the belly and the intention to use family
capital to launch a business will find Your
Family Business a useful guide. Its advice to beware the conflicts when family
values and business values intersect
brings to mind the old adage: "Never go
into business with your family." The insights and advice published here are
58
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number of NAA members may be deciding that this is indeed the time to
venture out on their own. Before making this type of career change, they
should read Mr. Williams's book. It
could be an excellent investment.
There is little that is not good, straightforward common sense. On the other
hand, anyone contemplating a significant career change might overlook
one or more key points. Mr. Williams

will keep everyone on track.
The material covered includes deciding whether to be a generalist or
specialist, deciding whether to buy an
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from the experience of these
three consultants
from Laventhol &
Holwath. They
assume that you
already have decided to take the
plunge or already have a family immersed in a going business. The next
step is to show how to avoid inevitable
conflicts.
By no means is it easy to keep a
family business within the family: "It is
estimated that less than three of ten
family businesses last through the second generation, and only slightly more
th an o n e in ten through the third."

These odds may seem daunting to
the average small business entrepreneur, but they can be overcome as
these consultants intimate in the subtitle: "A success guide for growth and
survival." Their advice ranges from resolving family conflicts, managing
both relatives and nonrelatives, arranging for a smooth succession, and
p u ttin g y o ur estate in order to m ini-

mize taxes and carry out final bequests
fairly. Major emphasis — surprise! —is
placed on family strategic planning.
It's boiled down to four principles:
Form a family council, address the critical issues relating to the family involvement with the business, articulate the family's policies and values in
a written creed, and monitor your program and maintain regular communication th rough periodic m eetings.
R.F. Randall

ONYOUR OWN! HOW TO
STARTYOUR OWN CPAFIRM
Albert S. Williams, CPA, AICPA, 1211
Ave. of the Americas, New York, NY
10036, 1990, 212 pp. —With the economy in its present state, a significant

existing practice or start out on your
own, and choosing an office location.
The section on "practice development
and client management" may be the
most valuable part of the book. After

all, to succeed in the practice of accounting, one needs to obtain and then
keepclients. Mr. Williams shares some
fairly specific ways of both getting and
keeping clients plus tips on billing and
collection techniques. There even is a
chapter on dealing with difficult clients
and client situations.
We are not recommending that you
make a career change, but if you are,
this book definitely will help.
AMK

THECOMPENSATION HANDBOOK:ASTATE-OF-THE-ART
GUIDETOCOMPENSATION
STRATEGYANDDESIGN
Third edition, Milton L. Rock and
Lance A. Berger, McGraw -Hill Book
Co., 11 West 19th Street, New York, NY
10011, 1991, 628 pp.— Management
accountants are involved at both the
policy level and the administrative level in areas ranging from salary admin-

istration and executive compensation
to the use of performance evaluation
tools for compensation purposes. In
this excellent volume of 43 chapters,
some of the nation's leading consultants have joined forces to produce a
handbook that is extremely comprehensive. Two particularly valuable
chapters deal with cost containment
and budgeting,
auditing,
and
control systems
for salary administration. This is
an excellent reference book for
both controllers
and human resource executives.
AMK
MANAGEMENT' ACCOUNTING /APRIL 1991

STRATEGICFINANCIAL
PLANNING FOR THE 1990S
B. O'Neill Wyss, CFP, Scott, Foresman
and Co., Glenview, IL, 1990, 398

pp.—A visit to your local bookstore
demonstrates conclusively that there
are innumerable books on personal financial planning. Undoubtedly there is
a large market for this type of volume.
Management accountants probably
represent a significant portion of this
market because of their presumed expertise in all things financial. "After all,
if my accountant doesn't know
about ... who does ?" and "Who is likely
to be more impartial than my accountant?"

Thus management accountants often are used as a source of advice for
family, relatives, friends, and business
associates. Yet, unless you specialize
in this field, your knowledge may not
be as up to date or`as complete and
comprehensive as you might wish. A
really good reference book is valuable,
both for bringing your own knowledge
up to par and as a volume you can recommend to inquirers who want to pursue things further. All this leads up to
a strong recommendation for Mr.
Wyss's new book. It is well written,
easy to read, and comprehensive withoutgoing into excess detail. The range
of subjects covered extends from real
estate through zero coupon bonds to
insurance and equity investments. Essentially, the book is organized around
the purposes for which financial planning is needed —for instance, retirement and education as opposed to focusing on specific investment media
without indicating where they most appropriately fit.
The level at which this book is written is comparable to Money magazine
although without the "human interest"
stories and case studies. In other
words, if you have been reading Money
magazine regularly for the last five
years, you probably would find very little of value in this book. For those who
are asked questions about financial
strategies, financial planning, and specific investments, however —and who
have not necessarily kept up to
date —this book would make an outstanding addition to your personal or
corporate library. The only disadvantage is that there are no references for
those who wish to pursue a particular
topic in greater detail. Because Mr.
Wyss is a certified financial planner, he
undoubtedly would like to have you
contact him or another full-time planner. In any event, I highly recommend
MANAGEMENT ACCOUNTING /APRIL 1991

this book!
AMK

THE FLOATING BATTLEFIELD:
CORPORATESTRATEGIESIN
THECURRENCYWARS
Gregory J. Millman, AMACOM, 135
West 50th Street, New York, NY 10020,
1990, 211pp. -Ibe subject of currency risk affects every company that imports, exports, or has foreign operations. If you choose not to hedge, in
effect you are making a positive decision. If you do choose to hedge, there
are direct costs involved, but you can
achieve potential benefits from passing on risk to other parties. Because
the subject is so complex, and the variety of financial instruments is growing at an ever expanding rate, the
FASB has chosen the broad subject of
financial instruments, of which currency instruments are a part, as the subject of a major agenda item.
In this outstanding work, the author first provides a relatively brief introduction explaining the nature of
currency risks. Then in a series of six
chapters he describes the specific policies and procedures that companies
such as Caterpillar, Chrysler, Union
Carbide, Monsanto, Digital Equipment, and Smith Kline Beckman have
adopted for their individual firms. The
book is exceptionally well written, and
the individual company chapters were
based on detailed interviews with actual decision makers. Thus, the reader
receives firsthand insight into the decision process and the corporate policies and strategies in each firm.
Relatively little has been written
about this important topic, so readers
should try to obtain this book. For a
sample of Mr. Millman's book, see the
article on page 43 of this issue.
AMK

MANAGEMENT
ACCOUNTANT'SSTANDARD
DESKREFERENCE
Jae K Shim and Joel Siegel, Prentice
Hall, Englewood Cliffs, NJ 07632,1990,
616 pp. —This book includes many
standard management accounting
subjects that would be found in any
good management accounting volume
such as the classic text by Charles T.
Horngren. It also adds a useful section
on internal auditing, but I question the
relevance of internal auditing to most
management accountants.
Although the text does reference
many NAA sources such as the State-

ments on Management Accounting series, this volume relies too heavily on
simple textbook -like illustrations and
does not reference the wealth of current NAA research output, particularly
its Bold Step program, as well as other
key research sources. Conspicuously
absent is a chapter on internal control,
a topic which is important to management accountants, and other elements
of the accounting profession.
J. B.Schiff

REVOLUTION IN REAL TIME:
MANAGING INFORMATION
TECHNOLOGYIN THE 1990S
Harvard Business School Press, Boston,
MA 02163, 276 pp.This book, with a
preface by William G. McGowan,
chairman of MCI Communications
Corp., is a compendium of 17 articles
reprinted from Harvard Business Review over the past few years. Topics

covered begin with how information
technology M) reshapes organizations, with a hard - hitting introduction
by Peter Drucker. That is followed by
perhaps the m ost im portant segm ent

for NAA members —how IT influences
strategy. Articles by Michael Porter
and Warren McFarlan discuss how IT
can provide a
7 ' Revo_lu� 7 competitive adIFMfor your

REVIEW

company. Another excellent article
describes
hos American
Airlines developed and uses its
SABRE system
to compete. Additional topics
discuss how information services can and should be
run as a profit center and the use of information technology in the controllership function.
Altogether this is a very handy compilation of outstanding articles on IT, a
subject of increasing interest and importance to management accountants.
AMK
Members may borrow books listed in this
section by telephoning Elaine Goldman,
manager of library services, at (201)
573 -6235.
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provides many other essential types of
financial analysis. Users can compare
year - to-year changes in all ratios or
compare company performance with
ratios from a typical company, on a
split - screen display. Ratio Master offers more than 36 predefined graphs
that can be printed or saved. Predefined Allways and Impress format files
are included to give a polished and professional look to the output. Ratio Master runs on an IBM or compatible PC
with at least 640K RAM and both a
hard disk drive and a floppy disk drive.
Circle No. 37

CLAIREBARTH,EDITOR

SOFTWARE
MASSoftware, Inc., has introduced
C.O.Q., its software system designed
to identify and reduce nonconformance manufacturing costs such as
scrap, downtime, rework, extra costs,
rejects, customer complaints, and returns. C.O.Q. is the only software that
quantifies quality costs in a problem solving format. Now companies can
determine how quality conformance
will result in lower operational costs
and improve product quality. C.O.Q.
comes with a thorough instruction
manual so it can be self- taught, or users can call a toll -free technical support
line.
Circle No. 35
KnowledgePoint has released version 2.3 of Personnel Policy Expert
(PPE), knowledge -based software for
PCs that creates a complete employee
handbook. The program directs users
through a question- and -answer format
and uses the answers to write person-

BUSINESSVALUATIONSOFTWARE
Menu - driven Lotus 1.2.3 template,
and "stand- alone" provides low, medium
and high values of eight common
valuation method graphs -51 ratios.
Only $195.00 4,000+ sold. Free info!

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

CALL:1. 800.777.4920
or

(714)759.8987
ILAR Systems, Inc., 334 Baywood Drive
Newport Beach, CA 92660

Circle No. 15
60

FF

MAS Software.

nel policies tailored to their requirements. PPE contains a 2Mb knowledge base of current human resource
and labor law information and covers
more than 60 policy subjects. The ASCII text format makes it possible to export files to any word processing program. The 2.30 upgrade includes one
new policy but deals chiefly with updated information on such topics as
military leave, family leave, and sexual
harassment. PPE runs on IBM or compatible computers with 512K RAM and
DOS 2.11 or later. A hard disk is recommended.
Circle No. 36
Intex Solutions, Inc. has launched
Ratio Master", a software program
that gives companies an easy way to
gauge their financial health. Ratio
Master is a stand -alone program that
works on corporate financial data, including data stored in Lotus 1 -2 -3,
Symphony, Quattro, or ASCII files, or
users can enter data as they go along.
The program is menu driven and offers extensive context - sensitive help,
both in using the features and in interpreting the results. Ratio Master can
produce more than 60 ratios and also

Fischer International Systems Corporation has released version 6.0 of
Watchdog, a security package for IBM
PCs and compatibles. The 6.0 version
provides a wide range of security features such as ID and password access
control; two encryption algorithms
(proprietary and DES); system boot
protection; multiple file permission
levels of execute, read, write, create,
delete, and DOS access; audit trails of
all system and user activity; and control of hard disk utility programs to
prevent misuse. Watchdog 6.0 collects
more audit detail than previous versions. It can trace each user's movements through the system by directory accessed, date and time, and area
description. Watchdog is also available
for OS /2 computers.
Circle No. 38
The Financial $ oftware Company
has released Finance 10, a collection of
10 financial calculators —bond yield to
maturity; depreciation; financial managers rate of return; individual retirement account; internal rate of return;
lease vs. purchase analysis; loan amortization schedule; personal financial
statement; present value /future value
calculator, and statistics. The user
chooses a calculator from the main
menu, enters the facts on the preformatted screen, and Finance10 does
the rest. The information then may be
saved to a file for inclusion in any
spreadsheet or word processing document, or may be printed out. The package can be run either as a stand -alone
or as a RAM- resident program for pop up convenience. It requires an IBM or
compatible computer, DOS 3.0 or later, and 130K as a stand -alone application or 8K in pop-up mode.
Circle No. 39
FOURTH SHIFT Corporation has
published version 4.0 of its Manufacturing Software Series ®, an integrated
MANAGEMENT ACCOUNTING /APRIL 1991

family of 25 plant management application modules developed for manufacturing companies. Its most significant
enhancements are in the three financial modules: general ledger, accounts

receivable and invoicing, and accounts
payable. They include extensive audit
trail features, streamlined invoicing
procedures, and user - defined account
groupings. The new release also contains two new modules: CIM custom izer and shipping. The software runs
on networked personal computers.
Circle No. 40

EQUIPMENT
AEG Olympia has introduced its second generation of EC line calculators.

The three new models, the EC 4512,
EC 7512, and EC 8512, are designed
for heavy duty high - volume work.
They have oversize keys, an angled 12digit display, and two -color printout,
plus features such as incremental/decremental item count, auto item count
selector, store constant, N /average
key, and algebraic change sign key.
The top- of- the-line EC 8512 now has a
4.8 1ps print speed, both four -key independent memory and grand total register, and register change key.
Circle No. 41
Canon U.S.A., Inc. has introduced
the plain -paper Canon FAX A501. The
desktop unit has up to 19 pages of full
memory features and a transmission
speed of as little as 12 seconds per
page. The advantages of plain -paper

+� '

facsimiles include archivability, easier
paper handling, a cost per copy of approximately 6 cents, and an imaging
quality that approaches the original
document The A501 receives up to
178 letter -sized pages and stores 14
pages if paper is out. It can process up
to 30 letter -sized sheets through its
automatic document feeder. Additional features include automatic receiving, a FAX/TEL auto switch, and a
number of automatic dialing and networking features. A receiving restriction feature can refuse "junk faxes" by
comparing incoming data with the fax
numbers stored in memory. If the

number is not listed, the FAX -A501 will
disconnect the call. The A501 measures 17-7/8"W x 15 -1/2" D x 7" H and
weighs 26.8 lbs.
Circle No. 42
BusinessWare Training Systems,
Inc. has published the ACCPAC Plus
Video Training Systems for the ACC PAC Plus accounting series from Computer Associates International, Inc.
The training systems lead students
through the core accounting modules
with sample data diskettes and student
workbooks. The systems are available
for ACCPAC Plus general ledger and
financial reporter versions 5.0 and 6.0,
accounts receivable version 5.0, and
accounts payable 5.0.
Circle No. 43

PUBLICATIONS
WPI Communications, Inc. has
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made available its Mid -Year Tax Planning Letter for accountants, a personalized publication that addresses such
topics as interest deductions, capital
gains and losses, travel and entertainment expenses, and retirement plan
contributions. The letter is available on
paper or floppy disk, so an accounting
firm can add copy, edit, and rearrange
the layout The letter is offered on a
limited geographic basis by zip code to
minimize duplication by competing accounting firms.
Circle No. 44
Accountants for the Public Interest
(APO has published What a Difference
Nonprofits Make: A Guide to Accounting Procedures.The guide was written
to illustrate the basics of nonprofit accounting and financial management
for nonprofits. It is available free from
API, 101214th St, N.W., Suite 906,
Washington, D.C. 20005.
Circle No. 45
Solutions has released The Accounting Library, an automated accounting
reference source and decision support
tool. It was designed to reduce the
time required to identify, analyze, select, and install an accounting system.
The publication covers 70 of the leading PC- and Macintosh -based accounting products, ranging from relatively
low- priced single -user systems to sophisticated multiuser systems. The five- book set contains more than 800
pages of information, suggestions, and
forms. It discusses ten modules and
some 900 processing features in detail
and leads a user step by step through
the selection process.
Circle No. 46
Price Waterhouse has published a
comprehensive guidebook, Doing
Business in Hungary, to assist western
multinational executives. The book offers advice to potential western investors on many aspects of the Hungarian
business environment and outlines the
challenges and opportunities they
face. The guidebook includes a profile
of Hungary and covers investment incentives, audit and accounting requirements and practices, and taxation. It is
one�of�a�series�—PW�publishes�guidebooks describing business conditions
for more than 90 countries.
Circle No. 47

j

AEG Olympia's new EC line calculators.
MANAGEMENTACCOUNTING /APRIL 1991

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

Yes
56

No
5

KUDOS

PROMOTIONS&
NEWPOSITIONS

Kurt von Fay, Member -at Large, is the 1990 co-recipient of the Sanford E.
Thompson Award. The
award is given annually to
author (s) of a paper dealing
primarily with a subject pertinent to the objectives of
Committee C -9, one of the
133 American Society for
Testing and Materials Committees.

KENNETH AURICHIO, EDITOR
manager in Emerging Business Services at Coopers &
Lybrand.
James Wagner, Johnstown,
has been promoted to executive vice president and
chief financial officer of the
Sani -Dairy Division of the
Penn Traffic Company.

Gene Smith, CMA

SMITHNAMEDCFO
AT ROLLINS, INC.
Gene Smith, CMA, Atlanta, has been named chief financial officer of Rollins,
Inc., which owns and operates Orkin Exterminating
Company and Rollins Protective Services. Smith has
served as vice president of
finance since 1985 and, prior to joining Rollins, was
controller for B.F. Goodrich.

62

James Wagner

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.
If possible, also include a
black -and -white head shot
photograph of the person.
When space permits, we like

Allen H. Wahlberg, New
York, has been named senior vice president of the
Turner Corporation.

Dan Reichard, Kalamazoo
Michigan, has been named
the finance manager for
Lear Plastics Corpora tion...Joseph G. Harris
has been named director,
corporate financial planning
and analysis of the Upjohn
Company.
Richard Krenek, Morris Essex,has been promoted to
manager, compensation
analysis and systems at Sandoz Pharmaceuticals Corporation, a division of Sandoz Limited.

to use photos. Send that information to: Kenneth Aurichio,
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.
J.G. Harris

Alan J. Rubinfeld, Princeton, has been promoted
to chief financial officer
of Datatec Industries.
Warren Estes, Richmond,
has been promoted to manager of cost accounting for
J.W. Fergusson & Sons, Incorporated.

Saidie Boohaker; Birmingham Vulcan, has been
promoted to corporate controller for Bethco Incorporated, a Huntsville -based
authorized dealer of IBM,
Hewlett- Packard, and Compaq computers.
David G. Franckowiak, Illinois, has been promoted to

WEREYOU
PROMOTED?

Deborah H. Perkins,
West Alabama, has been

promoted to Controller at
Gemco, Inc., Tuscaloosa,
Ala.

Saidie Boohaker

Alan Rubinfeld

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

Raritan Valley, 1981.
Paul J. Salzman, 66,
Connecticut Gateway, 1956.
Daniel M. Van Saint, 67,
Nashville, 1959.
Jon R. White, 32,
Columbia, 1980.
Donna T. Wittmann, 35,
Mobile, 1986.

EMERITUSLIFE
ASSOCIATES(ELAs)
KENNETH AURICHIO, EDITOR
National Association of Cost
Accountants (WANACA).
Marshall's wife Exia, who
died in 1980, was an active
member of the club. Cecil
Marshall moved to Florida
in 1984 and although he was
more than qualified to become an Emeritus Life Associate member, he continued to remain active.
Surviving Marshall is his
daughter, Kathleen Morris,
of Clearwater, Fla.
Cwll "Cy" Marshall.

CYMARSHALL
DIES AT 96
Former NAA New York
Chapter president Cecil
"Cy" Marshall died on January 19, 1991, in his apartment at the Mease Manor in
Dunedin, Florida. He was
96 years old. Cy Marshall, a
CPA in New York State, is
best remembered for his 52
years of perfect attendance
at monthly meetings of the
New York Chapter. In 1974
Marshall was recognized
for his continued attendance by Ripley's Believe It
or Not and in 1988 the "Cy
Marshall Club" was formed
in his honor for members of
the New York Chapter with
perfect attendance.
He was elected New
York Chapter president
(1949 -50) and a member of
the NAA Board of Directors
(1954 -56). In 1932 he helped
organize the now inactive
Women's Auxiliary of the

IN MEMORIAM
Alfred H. Bell, 72,
Columbus, 1956.
Bobby L. Benson, 35,
Roanoke,1984.
Robert K Boyd, 53,
Denver, 1984.
Robert E. Bushwood, 33,
Rochester, 1988.
Richard A. Carpenter, 85,
Knoxville, 1976.
Joseph Castro,
1989.
Philip C. Cheng, 55,
Eastern Carolina, 1967.
Stanley F. Harvey Sr., 71,
Albuquerque, 1976.
Richard D.J. Healey, 62,
Member -at- Large, Foreign,
Frank S. Jacobsen,
Knoxville, 1965.
Earl H. Jordon, 48,
Nashville, 1973.
Richard L. Maples, 61,
Reno, 1968.
Stephen Pasco, 65.
Mt. Rainer, 1985.
Roy W. Pike, 48,
Columbus, 1970.
Matthew C. Raska, 72,
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B.F. New,
Washington.
Richard W. Nunn,
Minneapolis Northstar.
Robert E. Ohl,
Northwestern Ohio.
James R. Ornellas,
Sacramento.
Ruben Ottenbacher,
Oakland -East Bay.
Francis Y. Peterson,
Portland.
Marvin E. Peyton,
Evansville.
Barry C. Peticolas,
Columbus.
Joseph M. Petrauskas,
Member -at large, USA.
Robert D. Pires,
Oakland -East Bay.
Martha M. Quinn,
Charlotte.
Michael Raddie,
San Francisco.
Donald A. Reed,
Lancaster.
George H. Sakamoto,
Hawaii.
Donald R. Sandberg,
Westchester.
Harold L Santon,
Cedar Rapids.
Arthur C. Schierhoff,
St. Louis.
Lee F. Seguin,
Kalamazoo.
Harry O. Seitzinger,
Canton.
Elwood B. Snook,
Reading.
Nadine E. Sollenberger,
York.
Milton J. Stander,
North Pennsylvania.
David D. Stern,
Philadelphia.
William F. Stevens,
Mid - Hudson.

Del V. Storich,
North Central Ohio.
E. Dexter Thede,
Greater Youngstown Area.
Raymond F. Todak,
Lake Erie Central.
Cirino C. Tomarchio,
Trenton.
Joseph F. Tower, Jr.,
Member -at- Large, USA.
Mark J. Verrastro,
Connecticut Gateway.
Stanley P. Vroman,
St. Louis.
William R. Waller,
Oklahoma City,
Betty M. Wasick,
South Bay.
Robert L. Weiler,
Lancaster.
Reynold E. Wilber,
Southern Maine.
Jack R. Woods,
Kalamazoo.
Ivan W. Wortmann,
Evansville.
Marshall R. Wright,
Dayton.
Joseph A. Yanni,
Lehigh Valley.
George U. Yoneyama,
South Bay.
Henry Zuk,
New York.

Let Padsett Business
Services build
another successful
accounting practice
with you.
• 4 wk. initial training
• Client marketing systems
• Income tax school
• Stream fined accounting
syystems
• On -going field support
• Owner manuals drmuch more
PADGM BUSINESSSERVICES'*
1 -800 -323 -7292
An International
Accounting Franchise
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STARTYOUROWN
ACCOUNTING
PRACTICE!
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
NDOWNUNDER"
LOOKING TO EXPAND TO
Australia? Research & Reporting
offers market studies, industry/product reports, strategy
planning, commercial negotiations, other business intelligence
PLUS an informative monthly
newsletter. Full particulars via
airmail from Australian Downunder, 10 Angorra Road, Terrey
Hills, Sydney, NSW, 2084 Australia.

TAXFORMSFORSALE
1913 FORM 1 0 4 0. 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,

E.� er word. 15word minimum. Abbreviations,
ZIP codes, and phone numbers
count as one word each. All clossified advertising must be prepaid.
Noncommissionable.

Rates: $2.00

Closing Date: Deadline for
copy is the first day of the month
preceding publication date.

64

P.O. Box 3988, Dept. MA, Fort
Smith, AR 72913.

READYFORYOUR
OWNPRACTICE?
COMPREHENSIVE.®
can make it happen! Prime territories available to qualified accounta nts with a minimum ne t
worth of $100,000/$40,000 liquid.
Proven system. Training, equipment and marketing support pro-

vided. Call today 1- 800 -3239 0 0 0. Comprehensive Business
Services, Inc., Attn: MA, 1925
Palomar Oaks Way, Suite 105,
Carlsbad, CA 92008.

COMPUTER
SOFTWARE
INVENTORY FORECASTING
—MSDOS utility program reads
DBase files, determines optimum reorder point, reorder
quantity
9.
Lotus
template—$29. MICROFLOW, Box
1128, Alexandria, VA 22313.
DEPRECIATION/ F1KED ASSET MANAGEMENT. IBM PC/XT/AT/PS2 and compatibles. Three books, all normal
methods,
custom
reports.
$175.00. MONEY BACK GUARANTEE. VISA/MC. SOFI'LINK,
P.O. Box 2433, Stuart, FL 34995
Phone 407 -692 -3123.

15
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13

ADVERTISERS'INDEX
Accounting Publications
Comshare
CPA School of Washington
Equitable
Robert Half
ICMA
Ilar Systems
Malibu Publishing Company
NAA Annual Conference
NAA Insurance
NAA Scholarship Fund
Okidata L. E.D. Page Printer
Padgett Business Services
Padgett Business Services
Retiree Health Benefits
Strategic Cost Systems Conference
Treadway: Internal Controls
Exposure Draft
David J. White & Associates

diversified public and private
seeks year- round position three
days per week. Strong technical
and communication skills. NJ. or
N.Y. Gerald (908)388.2229.

WE AREA LEADING authority
in the placement of Accounting,
Financial and MIS professionals
nationwide. We are actively recruiting for pos itions whic h include VP's of Fina nce , Control-

lers, MIS Directors and MIS
Managers in a manufacturing
environment. These positions
range from $35,000 to $130,000.
Attractive relocation and incentive packages are offered. If you
want an exciting growth opportu-

Copy: All advertising must be

Payments: Payment in U.S.

submitted in typewritten, double
spaced form. No telephone orders accepted.

funds must accompany each order_ Mail copy to Doryne Gerstein, MANAGEMENT AC•
COUNTING®, 10 Paragon
Drive, Montvale, NJ 076451760.

Box Number. Write Doryne

Display Classified: Onetwelfth page (one column x 2
3/8 ") is available at $395.
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Box 23728 (Dept. MA), Columbia,
SC 29224. You may fax your resume to us at 8(Y3-788-1509. Our cli
ent companies pay our fees.

to

CMA /CPA with nine years solid,

Gerstein at MANAGEMENT ACCOUNTING®.

21
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55
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C -3
60
57
C -2
1
%
13
16

Do you
want

ACCOUNTING,
FINANCE & MIS
OPPORTUNITIES

nity in many desirable locations,
please call 803-788 -8877 and
mail your resume to:
F -O -R T-U -N -E
Personnel
Consultants of Columbia, P.O.

POSITIONWANTED

PAGE

Accoptance: Publisher reserves
the right to accept or reject odvertisements for MANAGEMENT ACCOUNTING® Classified.

reach
hundreds
of thousands
of corporate
accountants
with your
product or
service?
Call
Doryne Gerstein
(201) 573.6275

Up to 50 words FREE * to
companies that are looking
for employees who hold
CMA certificates and so
specify in advertisement.
*Up to six insertions.

h1ANAC :I:MF,NTA000UNTING /APftll, 1991

CMA PROFILES IN SUCCESS

.lames C. Haefner, CNIA, Vice President of Finance
Bancroft - Whitney, San Francisco, CA.

The Jim Haefner success story...
After eleven highly successful years with a leading international accounting firm in
upstate New York, he changed career paths and moved up to Chief Financial Officer of
a major West Coast legal publishing company. Not bad for someone two years from his
35th birthday.

Why he has made the CMA (Certified Management
Accountant) designation a part of it...
About his CMA, this is what Jim had to say... "It just seemed to me if 1 were going to
spend the next significant portion of my working life in management accounting, I
should have the only professionally recognized designation for tha t c are er. .. "

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

y

CMA: Three Letters That Spell Success
X919'

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

Mon, I sn't
Ever'
is

it

R•O-B I

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 added more useful information on
issues like employee retention, hiring new staff
and controlling compensation costs with
temporary personnel.
Don't miss this one -of -a -kind management
tool from the company you can count on.
—ROBERT HALF INTERNATIONAL

T , H *L•li

y

'ACCOUNTEMPS•

R(wrxr HAU INIUMATX*kM

-- - - - - --

P.O. BOX 883128
SAN FRANCISCO, CA 94188
Please send me a complimentary cop y of your 1991 Salary G uide S urvey

Name
Title

'

Firm

I

Call your local Robert Half and
Accountemps office for your FREE
1991 SALARY GUIDE or
complete the coupon today!
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Dom es

City /State /Zip
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