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Get the best of Windows and OS/2
without learning aU this.
Sure, you want to get your PC flying.
With features like multiple open applica-

tions and background printing. Maybe
even the ability to maintain your host connection while you work on something else.
But for that you need Windows or
OS /2. Which means you also need to
learn enough to get a pilot's license. And
spend enough on hardware and
I software for a down payment
1 on a jet.
But with new Software Carousel,
you can get the biggest benefits

of Windows and OS /2 by doing
E-i almost nothing.
000
"lSar.o-Yrrimta` It's N1 in task switching
SOioa
software.
Software Carousel got to be a bestseller because it works. Simply and
reliably. Day in and day out.
And because it gives you the single
most practical and powerful function of
OS�/2�and�Windows�—the�ability�to�quickly
switch from one application to another.
Simply load your programs as usual in
individual Software Carousel work areas
(it handles up to 12). Then switch
instantly from one to another with just
a keystroke. Each program gets as much
RAM as it needs. And all your programs
look and act just like they always did.
Best of all, nearly any program that
now runs on your PC will work with
r.;l,l�rt� R�
(..11O W
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a r o u s e l
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Software Carousel, Even RAM resident
utilities, graphics programs and network
software. And Software Carousel works
on all types of PCs. So you can have the
kind of multi - application capability you
want, without buying anything new.
Now with Print`N'Run.
Thanks to Print'N'Run, new Software
Carousel is also an advanced print handler.
One that quickly takes over your printing
jobs by accepting all the output bound for
the printer, then sending it to the printer
as fast as it can take it.
While your printer keeps running, you
can keep working in the same application.
Or switch to another Software Cnrnrreel
work area running a different a
No more wasted time
waiting for your
printer. No
more lost
productivity.

OLE. A network `
idea whose time
has come.

OLE is the optional
Open Link Extender* _
for Software Carousel.
And it could be the best
thing to happen to net - jit
works since OS /2 itself.

With OLE and Software
Carousel, you can connec- tc

$ 88 9 9 5

SoftLogic solutions, Inc.
One Perimeter Road, Manchester, NH 03103

any�host�or�service�over�a�network�—
whether�it's�a�mainframe,�a�mini,�etc.�—
then "switch away" to work on another
application, and not lose your connection.
OLE even makes sure that incoming
data is received, even though your PC may
be occupied with another application.t
And OLE works with all kinds of
connection software. Including IBM,
Attachmate, and others. Without

changes to your hardware or software.
Even the experts agree.
Garry Ray, writing for PC Week, said,
"Of these alternative operating environments (OS12, DesgView and Software Carousel), Carousel may be
the best choice of the day."
Barry Simon of PC Magazine
concurred with, "... I find it
difficult to imagine using my
computer without Carousel.
This package has become
an essential tool and one
that I strongly
recommend;'
So if you really want
the major benefits of
Windows and OS /2,
w;� � ';' don't get grounded
with high cost and
ind- bending complexity.
off today with Software
Carousel. It's easy. And it's just $69.95.

Available
Or, order
at software
direct by dealers
calling toll
everywhere.
-free.

Call 800.2 7 2 .9900
(603.627.9900 in NH)

O
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SaGrart CatuWsa1,0l1,Open Link EmmkT and d4lm'N'Run arc trademarks or m1meted tradenarin 4 SdtL. Ntc Sol Wons Uther 6mru1 names arc ttadrnurka a registcrtl tmdemariu of then respcct We uwnm.
*Open Link Extender is suld separately. tReyuires NetBIOS connection.
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IMA SECURES SAVINGS WITH

LONGTERMCARE
PROTECTION
— 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 1989statistics put out
by the Health Insurance Association of
America, the average cost of nursing
home care is $20,000 to $30,000 a year.

or additional information 40
about this plan and other
IMA Group Insurance
Plans, (except for the IMA
Group Life and Small Employer
Plan) call 1 8 0 0 424 -9883. In
the Washington D.C. area call
(202) 457 -6820.
For information on the IMA
Group Tenn Life Insurance Plan
call 1 800 225-6758.
For information on the IMA
Small Employer Group Benefit
Plan call 1800 666 -5303.

The Amerrean Nurse. April 1990

Financial Protection
The IMA 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 Empl oyer
Group 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 leaders in long term
care nursing insurance, AMEX Life,
the underwriter * ** of the plan provides
the kind of protection needed, at
affordable rates.
With the IMA sponsored Long
Term Care Plan it's easy for members
to protect their families and savings...

Im
&YOU
THE

oisraace

The Facts Are...

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

coiric

s individuals grow older,
they face a higher risk of
serious illness and injury.
Concern 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.

* 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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28
LEARNINGFROMA
CIMEXPERIENCE

BY ROBERT F. RANDALL
The vice president and controller of Southwire Company has taken some bold
steps in his career. Now the
new IMA (NAA) president
urges members to take bold
steps to advance management accounting and their
own careers.

BY EARL D. BENNETT,
SARAH A. REED, AND
TED SIMMONDS
When the Micro Products
Division of Tandem Computer implemented computer-integrated manufacturing, the financial
departments were forced to
change their traditional
base for overhead allocations and the detailed manufacturing information being provided to users. The
process described here and
suggestions offered may be
useful to other companies
planning and evaluating
their computer - integrated
manufacturing and accounting systems.

24
ELGINSWEEPER
COMPANY'S
JOURNEYTOWARD
COSTMANAGEMENT
BY JOHN P. CALLAN,

MANAGEMENTACCOU"NGO(ISSN
0025.1690) is published monthly by
the Institute of Management Accountants, formerly the National Association of Accountants, 10 Paragon Dr.,
Montvale, NJ 07645 -1760, (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,
IMA, Montvale, NJ 07645.1760. Allow
six weeks for change, IMA's telex
number is 9102509487; facsimile nurtr
ber is 201. 5734)639. POSTMASTER
Send address changes to MANAGEMEN'r ACCOUN nNGO, Montvale, NJ
076451760.

WESLEY N. TREDUP,
AND RANDY S.
WISSINGER, CMA
Tired of merely "keeping
score," this market leader's
accounting department—with top management's backing and commitment—taught the rest of
the company how to make
cost - effective decisions.

34
WHYNOTDISCLOSE
FORSUPPLY
COMMITMENTS?
BY MICHAEL T. DUGAN

AND D. WADE HUGHES
When it comes to supply
commitments, what you
don't know can hurt you.
Adequate disclosure is necessary to protect financial
statement users, yet the
FASB seems to have neglected this critical area.
Certificate of Merit,
1990-91.

37
IS YOUR INVENTORY
REALLYALLTHERE?
BY IL -W00N HIM AND
ARJAN T. SADHWANI
Most inventory discrepancies in manufacturing companies are due to employee,
vendor, and customer errors rather than to theft.
Methods to control inventory losses and gains are
suggested here.

41
FAS 105: AN
INDUSTRY
PERSPECTIVE
BY JOSEPH L.
PASQUINELLI, CMA
This new statement —on
disclosing information
about financial instruments
with off - balance -sheet risk
and concentrations of credit
risk — presents businesses
with the opportunity to gain
a fresh perspective on financial risks. Corporate accountants can use the information to help management
make good strategic decisions.
Certificate of Merit,
1990 -91.
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Savings are packed
and ready to g041

AT&T Corpomte Calling Card
Essential to the business on the move.
If your company has monthly long distance phone bills of just $1
you can save money on long distance calling card calls. Because
offers savings on calling card usage with the A7$'rT PRO" WATS
volume discount plan. So your savings can go wherever your
business takes you.
What's more, when you use the AW Corporate Calling
Card, you can be sure you're using the quality AMT network
for all your long distance calls. And you're protected from the
higher rates charged by some unfamiliar operator service
companies. Rates that can be two to three times the AT&T price.'
So you're always getting the quality AMT service you want and
prices you expect.
Cost control. Another AT&T advantage.
Whether you're a company of one or one hundred, you can get
AT&T Corpormte Calling Cardsfor your company free. Call
1800 225 -6136, East. 520.
Circle No. 6
'Based on a comparison of billed charges and surcharges

of ahemate operator service companies.
01991, AMT.

-

ATT

'T he r ig ht c hoic e.
�

�

JULY 1991 /VOL. LXXIII No. 1

NT
IL

FOR CORPORATE FINANCIAL DECISION MAKERS

COLUMNS

DEPARTMENTS

6
PERSPECTIVES

LETTERS

10

Lybrand medal wilmers.

NEWS

12

COMPUTERSA
ACCOUNTING

16

CMANEWS

62

IN THE LIBRARY

63

TRENDSIN
MANAGEMENT
ACCOUNTING

65

OFFICE
TECHNOLOGY

68

ASSOCIATION
NEWS

71

Bankers as salesmen: follow the yellow brick road.
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57
SACISBACK: THE
NEWSYSTEMS
AUDITABILITYAND
CONTROLREPORT
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72

BY HUGH L. MARSH,
CMA, CIA
The revision of the Systems
Auditability and Control report has finally been published. Its major thrust was
to identify audit risks and
determine ways to control
them. Included are some of
the major points of the new
SAC.

61
ETHICS

S4
LUCAPACIOLI:
ACCOUNTING'S
RENAISSANCEMAN

44
COSTACCOUNTING
STANDARDS:PUTTING
THEPIECESTOGETHER

BY WILLIAM L. WEIS
AND DAVID E. TINIUS
The "Father of Accounting"
was a multitalented mathematician, scholar, philosopher, and author. His comprehensive treatise on
mathematics, geometry,
and proportion —the Summa- -earned him a celebrated place in history.

BYDARREL ASOURWINE
When the reestablished
Cost Accounting Standards
Board begins to publish
new standards, how and
where will they fit into the
scheme of things?

50
DECISIONSUPPORT
SOFTWAREFOR
CAPITALBUDGETING
BY DAVID E. STOUT,

MATTHEW J.
LIBERATORE, AND
THOMAS F. MONAHAN
A principal challenge facing
accountants in the new
manufacturing environment is the capital budgeting decision. The Analytic
Hierarchy Process (AHP)
identifies the benefits associated with investment alternatives.
Certificate of Merit,
1990-91.

8
TAXES
Corporate tax planning
ideas and pitfalls.

13
MANAGING YOUR
CAREER
`How can I determine if a
firm is ethicalT
14

WASHINGTON
REPORT
GAO gives big lift to Wyden
bill.

18
FINANCIALMANAGER

What's a Member Interest
Group?

Changes and challenges.
Views expressed herein are authors'
and do not represent Institute policy
unless so stated. Publication of paid
advertising and new product and service information does not constitute
an endorsement by the Institute of the
advertiser or the product or service.
MANAGEMENTACCOUNTING@ is indexed in the AtcouxtaiCs'ladexand also in the on-line database of the same
name. This publication is available in

other forms of media through Information Access Company and through
University Microfilms, Inc., and
ABI /INFORM (313)7611700. For
more information call (800)227 -8431.
Quantity reprints of any article in
MANAGEMENT ACCOUNTINGS or
back issues (subject to availability)
may be obtained from Special Order
Department, IMA, 10 Paragon Drive,
Montvale, NJ 076451760.
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Doyouhavewhatiettakes
to''MplementActivityBasedCosting?
21

Doyouunderstandyourbusiness?
Sapling'sapproachtoActivityBasedCostingbuildsonthestrength
ofyourbusinessknowledge.

JDoyouhaveapracticalmethodtoimplementActivityBasedCosting?
Sapling'sprocessmodellingtechniquehasbeenappliedsuccessfullyinbuilding
ActivityBasedCostingsystemsinmanufacturingandserviceindustriesforseveralyears.

JDoyouhavetheskillsforimplementation?
Sapling'sworkshopsinActivityBasedCostingareconductedbyexperienced
practitionerswhohavealreadysuccessfullytrainedhundredsofprofessionals.

JDoyouknowwhatsoftwareyouneed?
Sapling'ssoftwaretool,NetProphetI"),hasalargeexistinguserbase
satisfyingtheirActivityBasedCostingneeds.

OurClientsInclude:
ArthurAndersen&Co.,Dupont,InterstateFoods,Kennametal,Parke-Davis,PeterboroughCivicHospital

Wehovel,
IMAandSaplingPresent

ImplementingActivityBasedCosting
"TheModelApproach"
ATwo-DayPracticalSoftwareBasedTrainingWorkshop
AHands-OnTrainingFormat/ConceptsandSoftware
ParticipantsBuildanActivityBasedCostingSystemintheWorkshop
StructuredAP
pproach
toImplementaPilotProjIect
P
Oneofthebest(PEcoursesIhaveattended! PreviousParticipant
"

Y

Chicago,Il.
LasVegas,NV.
Boston,MA.
Atlanta,GA.
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CalltheConferenceRegistrar atour toll-freenumber,(800) 638-4427,#3
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LYBRAND MEDAL WINNERS

(USPS 327

-160)
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James S. Elliston was presented the Lybrand Gold Medal —the highest awarded in the 1990 -91 manuscript competition —for his article, "Image Processing —Tile Wave of the Future." The article is scheduled for publication in the

official publication of the
INS'T'ITUTE OF
MANAGEMENT ACCOUNTANTS

August 1991 issue of MANAGEMENT ACCOUNTINGS. Elliston, a CMA, is the

EDITOR
Robert F. Randall

accounting supervisor of Share Health Plan of Nebraska. He is president of
the Omaha Chapter.
The Lybrand Silver Medal was presented to John W. Hill, Bloomington, Indiana, for his article, ' M e Future of Management Accounting Education: A
Partnership Between Industry And Academia." His article was published in
February 1991.
Ttvo manuscripts tied for the Lybrand Bronze Medal. Awards were presented to Harper A. Roehm, Joseph F. Castellano, Dayton, and Donald J Mein,

MANAGING EDITOR
Kathy Williams
ARTICLES EDITOR
Janine S. Pouliot

SECl xEDITOR

Grand Rapids,for their article, "Springing to World -Class Manufacturing," and

PRODUCTION
Kimberly Bender
Tamara Bojcik

Michael A. Robinson, Central Texas, for his article, "Strategic Enhancement
of MIS Through Decentralization and Outsourcing: The Case of the Dial Cor-

EDITORIAL ASSISTANT
Kenneth Aurichio

poration."

These top manuscripts were selected by the Lybrand Awards Committee
from among the 10 top-scoring manuscripts submitted during the year. Members of this year's Committee were: Yezdi K Bhada, CMA, professor of accounting at Georgia State University; James Horsch, CMA, staff management
analyst at Consumer Power Co.; Cheryl Billings, manager of general accounting at Sisco Systems, Inc.; Arlene Schaefer, accountant /administrator at Sandia National Labs; and Mark Rennhack, director of corporate accounting at
G l a xo , Inc.
Authors of the 22 other award-winning
were I resented Cerg
tificates of Merit for their outstanding contributions to management account-

ing literature during 1990 -91. A complete list of the winners together with the
titles of their manuscripts will be published in the August issue.
Approximately 500 manuscripts were submitted in the manuscripts competition, and 91 were published during the year. Each manuscript submitted
through the NAA chapter compe tition is required to meet the following cri-

teria for acceptance:
• NAA must be given exclusive publication rights.
• The manuscript must not have been previously published.
• The manuscript must not be a poem, o u t l i n e , abstract, thesis, s c h o o l
term /research paper, unedited speech, or previously accepted article.
• Manuscript topics should reflect the responsibilities of management acc o u nt a nt s , a n d t he c o n t e n t s ho u l d b e t i m e l y .

The editors are planning the following theme issues for the 1991 -92 manuscript competition year: computers and accounting, manufacturing and cost

management, corporate financial management, and corporate and personal
tax planning. We encourage you to submit a manuscript for publication on a
c u r r e n t i s s u e a f f e c t i ng t h e ma n a g e m e n t a c c o u n t i n g p r o f e s s i o n. W e a ls o r e c -

ommend that you write only about the subjects you know best. On behalf of
the editorial staff, thank you for your contributions to MANAGEMENT
ACCOUNTING® this year.

JANINE S. POULIOT
Articles Editor
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Commander"' FDC:
The PC- lased financial consolidation software that lets you

C onsolidate
f you ' re looking for a software
solution to the complex task
of collecting , consolidating and
repo rti ng financi al data fo r a
multidivisional , multi nati onal
corporati on , you should look at
Co ms h are ' s C omman der FDC.
1 ]nuke spreadsheets and general purpose software often used
for this task , Command er F DC
(Financial Data Consolidation)
is a PClLAN - based s oftware
package specifically designed to
handle the unique logistical and
accounting demands of consolidation and fi nancial repo rting,
so you can be confident about
the information it provides. It
wo rk s t he way yo u do , wit h
fi nancial schedu les ( 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 imp ortant financial data.
And it ' s from C omsh are, t he
mark et l eader in fin anci al consolidation and execut ive information systems,

wl"th C

I

C o mm a nd e r F DC no t o n ly s u p p o r ts th e
financ ial d ata need s o f c o rpo rate head q uarters ,
it c an m ee t the inf o rm atio n nee d s o f your
rep o rt in g u nits as we ll . Eas y to im p le me nt
and to use , it can adapt to d iffe rent organizatio nal s truc ture s , re p o rting re q uire m e nts .
and acc o unting s ys tems , even within the s ame

Currenc y translatio ns, intercomp any eliminati o ns , r e - s t at e m e nt s, ad jus tme nts and jo urnal
entr ies are p erf o rme d s imp ly an d au to ma tically. Not only are your books closed more
quickly, they are more accurate as well, with
built -in aud it trails and d ata inte g rity
requireme nts.

c o m p an y.

De s ig ne d f or m axim um us e r f le xib ility,
Commander FDC lets you respond to change
— in yo ur o rganizatio n , in ac co unt struc tures .
in rep o rt f o rm ats and in b ud ge ts . It als o
hand le s the co mp lex tas k o f c om parative
rep orting after change s have be en m ad e.

C o m m a n d e r FDC inc lude s capabilities f or
b ud get p r ep aratio n and fina nc ial ana lys is as
well as s tatu to ry and mana gemen t re p o rt ing.
In additio n to printed reports, you can deliver
key financ ial info rmatio n to exec utives elec tronic ally o n- s cree n. Po we rf ul to o ls f o r
mode ling and ad -ho c inve stigation are also
inc lud ed.

Commander FDC
PC -harm software for Financial Data Consolidation
For an eye opening introduction to
Commander FDC, and information about a
Commander FDC Seminar in your area,
call Chris Kelly at Comahare, toll free:
a

o,v

800 - 922 -7979.
�

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

OOMS

3001 South State Street, P.O. Box 1588,
Ann Arbor, MI 18106 -1588

� vr

0 1 9 9 0 . c o l t s m" r , I. e - P . n W . t c r a c o 1 )
Ca ma o d " G . ' - - '
' of COWHAaE. 1w.
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TAXES
CLAIREBARTH,EDITOR

CORPORATE TAX
PLANNING IDEAS
AND PITFALLS
BYROBERTE.DUQUETTE
f your company's combined effective federal and state income
tax rate exceeds 38%, you may
have substantial room for tax
planning. However, with the increasing complexity of tax laws
and heightened IRS scrutiny of
aggressive tax positions and implementation of penalties, it is also critical
to be aware of certain pitfalls. Following is a summary of some of the more
common planning opportunities and
pitfalls.
1. Is the company a C corporation or an

S corporation? If the company is a C
corporation, making an election to be
taxed as an S corporation might be advantageous. Specific advantages of an
S corporation are that:
• Current income is taxed only at the
shareholder level and therefore at
lower federal and state rates.
• Shareholders avoid the double tax
associated with distributions of
earnings from a C corporation in
that distributions from an S corporation are generally not taxable to
the shareholders.
• S corporations are not subject to the
alternative minimum tax.
Ignoring the impact of state income
taxes, an S corporation shareholder
would be able to retain approximately
69 cents for every $1 earned in the S
corporation compared with 46 cents
under a C corporation structure (assuming the highest marginal federal
corporate rate of 34% and the highest
marginal federal individual rate of 31%

for 1991).
In some states, the S election may
be automatic or elective. The marginal
state corporate rate therefore should
be compared with the marginal state
individual rate to determine the true
potential impact of an S election.
One pitfall to consider is whether
the corporation potentially could be
exposed to certain penalty taxes on
certain types of "passive income." A
second consideration is possible corporate -level tax to the extent that assets are sold at a gain during a period
of up to 10 years after the S corporation
status becomes effective, if the assets
existed at that date and had "built -in"
gain at that date. Finally, a major consideration for LIFO taxpayers is the recent requirement to "recapture" the
company's LIFO reserve as taxable income in an electing C corporation's tax
year immediately preceding its first S
corporation status year.
2. Has the company recently, or will the
company in the near future, acquire the

stock of another corporation? A stock
acquisition can present certain tax pitfalls unless properly planned. For example, if the acquired corporation has
a net operating loss carryforward,
"built-in loss" property, or tax credit
carryforwards, the use of such tax attributes may be restricted significantly
after the acquisition (Sections 382,
383, and 384 of the Internal Revenue
Code).
One planning opportunity still available, however, is to consider making
an election under Section 338. Under
such an election, the stock acquisition
would be treated for federal income
tax purposes (and sometimes for state
income tax purposes) as a purchase of
assets. Although gain may be triggered immediately in the "target" corporation to the extent of the net appreciation in the assets that are deemed
sold to the acquiring corporation, such
gain sometimes can be sheltered from
tax if the targeted corporation has loss
carryforwards. The resulting effect
would be a net tax benefit to the acquiring corporation from deductions
on the write-up of the "purchased" assets to market value.
Finally, if a Section 338 election is
not desired, certain protective elections may need to be made in the company's tax return by a certain prescribed date in order to preclude the
IRS from treating the acquisition as an
asset purchase instead of a stock purchase (i.e., a "protective carryover basis election" described in Section 338).

Note that this election is due eight and
one -half months after the acquisition
date, not the extended due date of the
acquiring company's tax return.
Also, new rules now require that
disclosure be made to the IRS, on
Form 8820, of certain significant stock
transactions taking place after March
31, 1990. This form normally is required to be filed on or before the 15th
day of the fourth month after the
month in which the significant change
in stock ownership occurred and requires the disclosure of the composition of the costs to acquire the stock
(i.e., all professional fees, investment
advisor fees, appraisal costs, and so
on). Because the form is not yet available, taxpayers will be allowed up to
120 days to file the form after the IRS
announces that it is available.
3. Has the company recently, or will the
company in the nearfuture, acquire the

assets of another organization? For asset acquisitions of another business,
both the buyer and seller are required
to follow specific rules for allocating
the purchase price among the transferred assets. Specifically, the purchase price must be allocated to all
identifiable tangible and intangible assets based on their market value. Any
excess purchase price over the total
market value of identifiable assets is to
be classified as goodwill.
Significant tax savings can be obtained by allocating the purchase price
of an asset acquisition to as many identifiable short-lived amortizable intangible assets as possible. Intangibles
such as core deposits in the case of a
financial institution, customer lists,
sales backlog, the value of an assembled trained work force, and the turnkey value of assembled fixed assets
usually provide more rapid writeoff of
the allocated acquisition cost than if
the allocated costs were included in
longer -lived fixed assets or goodwill
(which is not deductible at all). However, because the IRS frequently will
challenge such allocations as merely
disguised goodwill and because the
courts are divided in this area, the acquiring company must have appropriate documentation to support valuations of such intangibles.
4. Does the company have foreign sales?

If the company has foreign sales, it
may wish to consider the formation of
a foreign sales corporation (FSC), a
special foreign incorporated entity that
permits approximately 15% of qualified
export transactions to be exempt from
MANAGEMENTACCOUNIING /JULY 1991

federal income taxes. The exempt portion usually can be repatriated to the
U.S. parent corporation without additional taxation. The overall effective
federal income tax savings is a reduction in the regular corporate income
tax rate of 34% to approximately 29% on
the profit from qualified export sales
(Section 922).
5. Does the company have foreign subsidiaries? One area that the IRS usually

attacks when examining multinational
corporations is the price charged for
the transfer of goods and services between the U.S. parent company and its
subsidiary operations. In this connection, the IRS has a new weapon in the
1990 Deficit Reduction Act. Under this
new law, the IRS generally will have
the right to assert a 20% penalty on an
improper valuation of the transfer
price if the correct valuation per the
IRS is 200% or more of the reported valuation or 50% or less of the reported
valuation (as the case may be). The
penalty doubles to 40% if the threshold
error is 400% or more or 25% or less,
respectively (Section 6662).
Certain reporting and record -keeping requirements also must be met.
Specifically, Form 5471, "Information
Return of U.S. Persons with Respect to
Certain Foreign Corporations," must
be filed annually. It essentially requires the same information as would
be required if the foreign - controlled
entity filed a U.S. tax return. Penalty
for failure to file this information return is $10,000 per year for each controlled subsidiary.
6. Is the company foreign owned? Cer-

tain reporting and record - keeping requirements must be met regarding
transactions with the foreign parent.
Specifically, these requirements include:
1. Forms 1001, 1042, and 1042S relating to transactions with a foreign
parent subject to withholding tax
(such as interest and dividends).
Penalty for failure to file these
forms is the possible loss of any related tax treaty benefits.
2. Disclosures in the company's tax
return of beneficial tax treaty positions taken in the U.S. tax return
with respect to foreign transactions.
Failure to comply may result in penalties of $10,000 per transaction
(Section 6114).
3. Form 5472, "Information Return of
a Foreign Owned U.S. Corporation." Information required on this
form includes a summary of all
MANAGEMENT ACCOUNTING /JULY 1991

types of transactions with the foreign parent. The penalty for failure
to file this form is also $10,000 per
year with respect to each foreign affiliate.
Another pitfall is that if the company has interest expense to its foreign
parent, the interest deducted may be
limited based on the level of taxable income and debt /equity ratio under the
new "earnings stripping" or "interest
expense disallowance rules" (Section
1630)). Although IRS regulations are
not yet issued in this area, the underlying Congressional Committee Report indicates that "debt" for this purpose is to include all debt, including
trade payables and accrued expenses.
7. Is the company's inventory under the

FIFO method of accounting? Adoption
of the Last -In, First -Out method of inventory pricing could provide federal
and state income tax savings in periods of general price inflation in your
particular industry. Assuming an annual inflation rate of 5 %, the estimated annual federal and state income tax saving would be approximately $20,000 on
a $1 million inventory balance (using
a 34% marginal federal and a 6% effective state rate).
8. Is the company self - insured for employee medical claims? If the company

is self - insured for employee medical
claims, it may wish to consider the establishment of a voluntary employee
benefit association (VEBA), a tax -exempt trust under Section 419 of the Internal Revenue Code.
Generally, without a VEBA a company cannot currently deduct, for tax
purposes, the book reserves established at year end to reflect "incurred
but not reported" medical claims
(IBNR), which prior history indicates
will be submitted after year end (usually within three months or so).
Through the use of a VEBA, which
segregates funds for the benefit of the
employees, a company could deduct
an actuarially determined amount of
IBNR or alternatively, as a safe harbor,
up to 35% of the immediately preceding year's actual medical costs, as long
as the amount is funded into the VEBA
by year end.
The result is an effectively permanent tax benefit of up to $400,000 per
$1 million of the otherwise currently
nondeductible reserve balance, assuming a combined federal and state
effective rate of 40% and assuming the
VEBA is kept for several years. Any
borrowing cost to advance fund the

medical claims usually is offset by the
tax -free investment income in the VEBA. Up -front costs, such as creating a
trust document and modifying applicable Summary Plan Descriptions, are
usually nominal in relation to the effectively permanent tax savings.
9. Does the company file only in one

state for state income tax purposes? Asa
result of differences in state income
tax laws, significant state income taxes
can be saved if a company files in more
than one state as opposed to only in
one state. Many companies have found
that if they expand into other states
and create "nexus" through employment in those states, by opening an office, warehouse, or production facility,
their total state income tax burden
sometimes can decrease as a result of
being able to "apportion." Apportionment sometimes will allow a company
to allocate revenue to a state to the extent of only deliveries in that state and
effectively minimize total state income
tax by not having to allocate anywhere
the revenue from deliveries to states in
which the company does not have
"nexus."
10. Is the uniform inventory capitalization adjustment greater than 4% of inventory? If the uniform inventory capitalization adjustment is greater than 4%
of inventory or overly cumbersome
with respect to record - keeping, the
use of an IRS - approved alternative simplified method may be beneficial to the
company. Furthermore, the present
method of capitalization may be overly
conservative and should be challenged
by someone specializing in both cost
accounting and Section 263A to identify opportunities to exclude or significantly reduce the amount of certain
costs currently being capitalized into
inventory.
■
(Note: Because this article could discuss each concept only in general
terms, be sure to consult with your
own tax advisor.)
Robert E. Duquette is a tax partner with

Ernst & Young and a member of the
Reading Chapter, through which this article was submitted. He also is serving as
a national director.
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LETTERS
TO THE EDITOR

all veterans and their enormous contributions to America. There area number
-some with camofveterans on staff
paign ribbons and commendations, but
frankly we missed the connotations ofthe
photograph. Editor.

ELIMINATINGJARGON

ROBERTF.RANDALL,EDITOR

MISUSEOFU.S.RIBBONS
or 49 years I have proudly served
the Institute of Management Accountants [formerly the National
Association of Accountants] as a
member and on the Board of Directors, Pittsburgh Chapter, and continued to do so as an Emeritus Life Associate.
Today upon receiving the May
1991 issue of MANAGEMENT ACCOUNTING®, I was extremely
shocked to see the flagrant use and labeling of the ribbons representing our
Nation's Military Decoration. This is
an inexcusable action. As a veteran of
the China-Burma-India Theater of Operations in World War II, experiencing combat in the jungles of Burma, it
is a DISGRACE, INSULT, and a
MOCKERY to the memory of my
comrades and every American veteran who gave their lives for the freedom that you, I, and all the people who
now live in a free democracy of this
United States of America [enjoy].
The Asiatic - Pacific Ribbon is labeled 'Payables' =yes, it was paid for
with American lives. The Bronze Star
Ribbon, representing the Bronze Star
Medal, for "Heroic action against an
aggressive armed force" was labeled
"Payroll" —yes, the payroll for many
was a wooden cross or an unmarked
grave on foreign soil. In God's name
how could the Institute of Management Accountants use such a cover on
their publication?
Edward A. Rock, Sr., ELA
Past Commander
Department of Pennsylvania
China -Burma -India Veterans
Association
We apologize for using real campaign
ribbons on the May cover to dramatize
a theme in the issue. We are proud of
10

How is any intelligent person expected
to put any credence in an article that
used the word "dehire ", as in "I dehire
the manager and direct the accountants myself..."? ("Jobs in the '90s,"
May 1991) What's wrong with using a
word that is actually in the dictionary,
such as "fire "?
I want to know if Mr. Hyde "desleep" in the morning, "deon" the
lights, or "dewrite" when he errs.
Please, let's put a stop to this unnecessary proliferation of unneeded, unwanted, and ungainly words.
Jay Flaxman
Los Angeles
We should have deleted this jargon
word. Ed.

USINGDECISION
ANALYSIS
I was pleased to see at least an attempt
to use the expected value concept in "A
Financial Institution's Dilemma: Repossessed Property" (May 1991 issue). Analyzing the five identified a]ternatives was an excellent situation
for applying decision analysis. Unfortunately, the authors fell short of good
practice.
The marina sale value was the only
uncertainty which was quantified with
probabilities. Obviously there were important others. For example, the authors' substantial research into boat
slip market demand should have been
encoded into a probability distribution
(or, possibly, several).
It appears the authors made the
common mistake of substituting expected values into a deterministic valuation model. This will often cause a
significant error compared with the
correct practice of carrying the probability distributions through the entire
model.
Related to my two previous points is
the need to recognize associations between variables. For example, if the financial institution decided to operate
the property for awhile, the sales price
they later realized would obviously be

affected by the performance of the marina prior to the sale. Again, key uncertain variables should have been represented as chance events, with any
correlations, in the model.
Since only about $.5 million was involved, perhaps more comprehensive
analysis was unwarranted. Still, judgments about variables affecting options 4 and 5 (operation and development) could have been assessed and
used to generate cash flow projections.
One of the nice features of decision
analysis is that the process can be used
at any level of knowledge. Simply because these last two alternatives involved more considerations is no excuse for slipping back into a
qualitative, intuitive mode of analysis.
John R. Schuyler, CMA
Aurora, Colo.

READFORCPE
IMA takes pride in having educational
programs that provide many opportunities for members as well as nonmembers to increase their knowledge and
gain CPE hours through various seminars, courses, and conferences at
both the national and local council and
chapter levels. Why not add a relatively easy and inexpensive way for members and others to gain additional
knowledge and CPE hours by reading
selected articles in MANAGEMENT
ACCOUNTING® and completing a
short quiz? The completed quiz would
be sent to national for grading, accompanied by a small fee for handling.
We are always looking for ways to
better serve our members though our
programs. This could be an easily added benefit and could possibly increase
the reading of the magazine.
Not that we want to be a "copycat,"
but the Institute of Internal Auditors
has a similar program for its publication in which I have participated and
found to be very beneficial.
Frank M. Zappacosta
Washington Chapter

RESPONSIBILITYOF
EDUCATORS
As a student studying in the college of
business, I can attest to the conclusion
you have made concerning the relationship between scholarly productivity and teaching effectiveness
("Trends in Education," December
MANAGEMENT ACCOUNTING /JULY1991

Brad R. Huff
Moscow, Idaho

TAKETHE TRAIN
In your May issue, the article on corporate travel did not suggest using an
alternate form of travel, such as Amtrak. In the Northeast, Amtrak can be
faster than an airline when figuring total time from downtown to downtown.
Also, they have a car that has a conference room built in so that work can be
done en route.
Also, Amtrak could be used on
longer trips. On an overnight trip, an
employee could prepare for a meeting
without interruptions (except for the
scenery going by). Take the Capitol
Limited. It leaves Washington, D.C., at
2:40 p.m. and arrives the next morning
in Chicago at 8:25. By using travel
times as work time, money could be
saved.
Norman Cagle

that are faced by professionals in our
society. Professionals must be dedicated to client needs, quality and service,
and accepted codes of conduct, but
without the proper education the professional will not know what is expected of him or her. Educators do not
teach our future professionals what
they need to make skillful decisions in
a way that is respected by society.
If accounting is to continue to be a
recognized profession, it needs to
boost educational programs to the expectations of the public. If a person
can't pass a certification exam on the
first try, it must mean that something
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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. The Editor reserves the refight
to edit forspace orfor other reasons. Address all letters to: The Editor, Management Accounting, 10 Paragon Drive,
Montvale, NJ 07645 -1760.
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I believe that much more emphasis
needs to be placed upon education in
the accounting profession. Educators
need to go beyond traditional accounting topics and concentrate more on relating them to the challenging issues

Amy S. Haugen
University of Idaho

Choosethelineofcreditthat
drivesyouupawall.

r

IMPROVING EDUCATION

is lacking in their education and that
person does not deserve professional
licensing or certification.

----------------------------

1990). Although you conclude the relationship is weak, I believe the impact
it has on students is tremendous.
Instructors who look at the process
of teaching as an important responsibility will attempt to learn more in order to provide quality instruction. The
most effective teaching I received was
from instructors who spent time outside the classroom learning current
facts about their field. Instruction integrated with current data enables future graduates to better adapt and succeed in their career objectives.
One possible reason why a significant relationship between scholarly
productivity and teaching effectiveness has not been detected is due to
the sheer number of students competing in the business career market. Yet,
this relationship becomes quite evident when comparing successful and
unsuccessful business persons. I believe the people who were successful
in the business world owe much of
their success to one or more instructors who believe their effort makes a
difference.
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NEWS
KATHY WILLIAMS, EDITOR

GAOURGESBANKING
REFORM
he General Accounting
Office has estimated
that resolving troubled
thrifts could cost $500 billion, much of which would
come from the pockets of
U.S. taxpayers, and that the
Bank Insurance Fund
needs to be recapitalized in
order to avoid the need for
taxpayer assistance. Comptroller General Charles
Bowsher said in a recent
GAO report, "We found that
internal control weaknesses
continue to be a significant
cause of bank failures and
that the regulatory early
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level to CFO —bygeographic
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0 computer.
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(800) 962 -4947
David J. White &Assoc., Inc.
809Ridge Road
Suite 200
Wilmette,IL60091
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than ever to remain competitive and to avoid costly mistakes, but this could mean
sifting through mounds of
resumes and reference
checks. Source Finance,
specializing in the placement of accounting and financial professionals, suggests employers use a
recruitment firm that conducts preliminary screening
to save time.
To help, Source Finance
has published a Hiring
Guide and Salary Survey.

warning wystem to identify
troubled banks is seriously
flawed. Accounting and auditing reforms are urgently
needed and should be part
of any plans to reform deposit insurance or recapitalize the Bank Insurance
Fund."
In report No.
GAO /AFMD- 9143, "Failed
Banks: Accounting and Auditing Reforms Urgently
Needed," financial reports
prepared by bank management and regulators' examination reports for 39 banks
that failed in 1988 and 1989
are analyzed and suggestions for reform made.
Two other related reports are GAO /GGD- 91 -26,
"Deposit Insurance: A Strategy for Reform," and
GAO /GGD- 91 -69, "Bank
Supervision: Prompt and
Forceful Regulatory Actions
Needed."
The first five copies of
each report are free. To order, write U.S. General Accounting Office, P.O. Box
6015, Gaithersburg, MD
20877; call (202) 275 -6241.

THEEMPLOYER'S
SIDE: HIRING RIGHT
ith so many experienced people still
pounding the pavement, hiring managers have
found themselves faced
with a dilemma —too many
qualified candidates vying
for the same job. Companies have to hire smarter

Some of the information included is how to attract the
best candidates, how to conduct a smooth but revealing
interview, how to compare
and contrast a potential employee's strengths and
weaknesses through an employee profile /rating system, key areas to explore
during reference checking,
and how to make an offer.
The guide also includes national salary figures for
more than 50 position titles
and experience levels based
on an analysis of current salaries of more than 35,000
active accounting and financial professionals.
To receive a free copy of
the booklet, call your local
Source Finance office, or
write Source Finance, P.O.
Box 152112, Irving, TX
75015 -2112.

TAXLAWTARGETS
he Internal Revenue
Service and foreign tax
authorities are scrutinizing prices charged to
transfer goods, services, or
technology among a company's international operations, KPMG Peat Marwick
notes. Tax laws in the United States and many other
countries require that transfer prices used by related
parties be "arm's length,"
equal to what would have
been charged if the parties
had been unrelated. J. Gregory Ballentine, KPMG Peat

Marwick tax partner in the
firm's Washington, D.C.,
Policy Economics Group,
explains, "If your company
conducts international
transactions, you should examine your intercompany
pricing policies —even if
they have served you well in
the past or withstood an IRS
audit. More and more, companies that have never had
transfer pricing problems
are facing contentious
transfer pricing audits."
He added that the IRS
has been "proclaiming publicly that billions of tax dollars are being lost because
of improper transfer pricing
by foreign and U.S. -based
multinationals ... and is exploring new approaches,
such as advance pricing
agreements where companies can aply for prospective approval of their transfer pricing systems." Also,
Congress has responded to
huge fiscal deficits and potential for raising revenues
with changes in transfer
pricing tax laws, including
"super royalty" rules for
technology transfers, new
information reporting requirements, new "earnings
stripping" rules, and tough
enforcement penalties.
Transactions subject to
arm's- length pricing include:
• Transfer of products;
• Use or transfer of tangible assets— machinery
and equipment;
• Use or transfer of intangible assets —trademarks, copyrights, and
patents;
• Performance of services— technical or marketing assistance;
• Sharing of costs and
risks of R &D or other
types of companywide
expenses.
Foreign tax authorities
are following the same path
as the IRS, Mr. Ballentine
noted, so companies should
proceed carefully.
■
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MANAGING
YOUR
CAREER
`HOW CAN I DETERMINE IF A FIRM IS
ETHICAL ?•

ROBERTHALF,EDITOR
1 recently lost my job as an internal auditor with a small manufacturing company.
The company seemed to be doing extremely well, even as the recession continued to
grind on. But then a number of top executives were charged with misconduct. Without
going into detail, their business behavior made a mockery ofethics. I was brought
up with a pretty good sense ofethical and moral behavior and have tried to practice
it in my personal life. But it's important to me that my business life be led on an ethical
basis, too. What can job seekers do to ascertain whether the companies to whom they
apply are ethical?

thics in business has always
been a particular concern of
mine. Years ago, when I
founded Robert Half International, I chose as our corporate motto, "Ethics
First." This wasn't lip service to the concept of proper behavior.
There are companies who develop
elaborate systems of corporate values
yet fail to proclaim them to the outside
world and, worse, don't live up to
them.
Some business misconduct is, of
course, a matter of public record. But
give the benefit of the doubt. Did the
alleged misbehavior represent the prevailing attitude at the top or the unilateral actions of a few rogue employees
who used the company for personal
gain? Don't broad -brush a company
because of the actions of a few.
Make an honest attempt to define
your own ethical standards and to be
accurate in your definition. Sometimes
people adopt so rigid a set of standards
that they are impossible to meet, even
by the most ethical of business entities. Don't confuse business acumen
with unsavory behavior, nor honest
and reasonable loyalty to a company
with blind allegiance.
Years ago, a competitor told me
that he considered it unethical to send
any job candidate to a client unless he,
the competitor, would personally hire
that person. This "rule" of his had
nothing to do with ethics. By operating
under it, he'd so narrowed his focus
that he was incapable of providing
good people to fill client positions.
Whether a candidate was to his personal liking was irrelevant. His ethical
MANAGEMENT ACCOUNTING /JULY 1991

responsibility was to find good people
who would please the client and make
a solid contribution to that client's
business objectives.
Every person seeking employment
has an obligation to find out as much
about a company as possible before accepting a position. This usually involves determining a company's stability, position in its marketplace, growth
pattern and future potentials, and other tangible markers of a stable place to
work. But while researching, you can
also read between the lines. Has its
growth pattern been the result of conscientious attention to the needs of its
customers and clients? Has it worked
over a period of years at developing superior products and services? Does it
seem to have been a responsible corporate and societal citizen?
Don't judge a company's ethics by
the salary it offers. Companies that
have grown while simultaneously adhering to a strong ethical foundation
often pay top salaries to qualified people who bring a parallel sense of ethics
to the workplace. At the same time, unethical companies many times find

themselves in a position of having to
pay more in order to attract good people because the word has gotten
around the industry that they are not
good places to work.
One of the best sources of insight
into a company's ethics is the people
who currently work there. In reality, it
is not the company that is ethical. It is
the management and employees that
determine whether a company conducts business in an ethical or unethical manner.
Seek out as many current and former employees as possible and ask
questions designed to elicit information about whether the company functions in an ethical manner. Direct
questions might not produce much information. But like reading a company's annual report, some "hearing" between the lines can provide insight. Be
astute enough to separate the negative
comments of a disgruntled former employee from reasoned and truthful
statements. Most important, how does
the company, the division for which
you11 be working, and your future
boss, treat people, both within the
company and outside it? Ethics is defined by more than honest business
practices. It also involves respect for
the men and women who work for the
company, who provide outside services to it, and who buy its products or
services.
You're wise in seeking out an ethical company. Jobs with unethical companies are tenuous, at best. And, there
are few things more demeaning and
discouraging than an ethical person
having to toil for a boss and /or company that isn't. People in that situation
spend each day grappling with themselves, instead of being free to give everything they have to what they consider a worthwhile and honest
endeavor.
In closing, I often wonder why we
talk about business ethics. To use that
term designates a differentiation between ethical behavior in business and
in our personal lives. Ethics is ethics,
no matter where it is applied.
■
Mr. Half is founder of Robert Half International, Inc., a financial and data processing recruiting firm with 150 offices
on three continents. His latest book is

How To Get a Better Job in This Crazy
World (Crown Publishers).
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CASBGETSACTIVE

STEPHENBARLAS,EDITOR
turers have opposed the Wyden bill,
arguing it is unnecessary and will increase corporate costs. The GAO admitted costs will increase for some
companies in the short term. But it
added, "Over time, even these initial
costs should be offset by savings from
improved operations." The GAO pointedly noted that the Treadway Commission, the SEC, and Congress have all
noted the need for better financial controls but nothing has happened with
any of those proposals.

WILLCONGRESSTRIM
INSURANCE ON
PENSIONFUNDS?
Charles Bowsher

GAO GIVES BIG LIFT
TO WYDENBILL
n a letter to Rep. Ron Wyden (D:
Ore.), the General Accounting Office (GAO) gives a big boost to the
congressman's drive to impose new internal financial controls on corporations. The May 1, 1991, letter, signed
by U.S. Comptroller General Charles
Bowsher, said: "Congress needs to
legislate a core set of requirements to
strengthen the present rules concerning internal controls for all SEC registered public companies. These requirements should include increased
reporting by management and auditors, direct reporting of irregularities
by auditors, and strengthened requirements for audit committees." Wyden's
bill, which was passed by the House in
the fall of 1990, included provisions in
the first two areas. A buoyed Wyden
was expected to reintroduce his bill,
perhaps in enhanced form, on the
heels of the GAO letter. Groups such
as the Financial Executives Institute
and National Association of Manufac14

markets, which is of critical importance to corporate financial managers.
Rep. Pat Williams (D.-Mont.), chairman of the subcommittee, seems skeptical toward the reform proposals. "We
cannot overlook the effect those reforms may have on the benefit security
of millions of taxpayers covered under
employer sponsored plans," he says.

There is a real possibility that Congress and the Bush administration will
alter federal insurance on corporate
pension funds invested in banks.
Those deposits are currently protected
for up to $100,000 for each individual
in the pension plan. This is called "pass
through" protection. The Treasury
Dept and various legislators —out of
concern for the solvency of the banking system—want to limit that protection to $100,000 per corporate pension
plan. The House Subcommittee on Labor Management Relations recently
held hearings on the various reform
proposals. One of the witnesses was
Fred Weiss, vice chairman of the Committee on Investment of Employee
Benefit Assets of the Financial Executives Institute (FEI). Weiss said narrowing the coverage of the $100,000
bank insurance would not be a major
headache for most companies. He said
FEI members, mostly larger corporations, have relatively small investments in bank investment contracts
and certificates of deposits in their defined benefit and defined contribution
pension plans. But Weiss added that a
healthy banking system is necessary
for the efficient operation of all capital

Two key activities are under way at the
newly resurrected federal Cost Accounting Standards Board (CASB).
The Board is considering public comments on a fairly noncontroversial proposal that extends cost accounting
standards (CAS) to nondefense contracts. The idea is to have all 19 standards apply to any contract either
above $10 million or worth 10% of a
particular company's or division's annual revenue. Contracts in the
$500,000 -$10 million range would be
subject to a modified CAS. In 1988,
Congress passed legislation extending
CAS to nondefense contracts. That
same legislation recreated the CASB
and directed it to reconcile the two
separate, but very similar, sets of civilian agency and defense CAS. The
CASB now has a recodification proposal on the streets. Richard Loeb, executive secretary of the CASB, says the
proposal "won't make some people deliriously happy," although he contends
there is nothing particularly earth
shattering about the way the CASB
wants to resolve the two issues where
the defense and civilian CAS differ.
The first of those two issues deals with
the minimum threshold for asset amortization for long -term capital assets.
The CASB wants to adopt Defense's
$1,500 threshold, not the $1,000 figure
used by civilian agencies. The second
issue concerns interest rates paid by
corporations when they pay a lump
sum worker compensation benefit to a
worker. Here, the CASB wants that
rate to be tied to the interest rate on
Treasury bills (the DOD method) instead of the rate established by state
worker compensation boards.
■
Stephen Barlas is a journalist with more
than 12 years of experience reporting
from Washington, D. C.
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Abusinessprinter
reallyhastomeanbusiness
toweartheOl dataOK!

OkidataOL800 —8PagesPerMin.,$1499*
Any accounting firm buying a business
printer today intends to keep it busy. And the
8ppm Okidata OL800 can keep twice as busy
as a4 pem printer like the LaserJet* IIIP. So
you don t have to double your printer budget
to double your printing output.

8-Page Speed
At A 4 -Page Price.
TheOL800 is afull-featuredbusiness-class
printer that offers twice the speed and almost 3
times the standard paper capacity of HP's
LaserJet IIIP for about $100 less. The OL800
delivers sharp, 300 dpi resolution, with 26 resi-

dent bit - mapped fonts and 4 typefaces. And
Okidata's Tax Cartridge offers line drawand
tax -specific graphics charactersthat are fully
compatiblewithIRSopticalscanners.

HP LaserJet IIIP -4 Pages Per Min., $1595*

Okidata designed this printer to growalong
with your business. You can add a second,
high - capacity paper trayfor alternate letterhead/
secondsheets,forms,orenvelopes.Upgradekits
offer on- the -fly font scaling, shading and rotation— even full PostScript* byAdobe®capability.
And unlike the IIIP, our printer offers a multi port option that can handle up to 3 PCs in a
workgroup. (It's also fully Novell® Network
certified.) All of which makes the OL800 almost
impossible to outgrow in the future.

Okidata's LED Printhead:
Warranteed For5 Years.
And with Okidata, that future will be a long
one. Ourunique, no-moving-parts LEDprinthead
carves a 5 -year warranty —the longest in the industry (plus I year parts and labor on the printer).

The Okidata OK!
YouHaveOur WordOnIt.
There's one other feature that makes the
OL800anunbeatableprintervalue:the Okidata
OK!It's our promise that every printer we sell
will not onlymeet your toughest expectations,
but exceed them— right out of the box, and
yearsdowntheroad.
If youraccounting firm
cishoo
se make
a busi
growing,
surene
youss pr i nt e r 7
togrowalongwithit— the
OkidataOL800.
For more information
on Okidata's full line of
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call 1(800)OKI-DATA. ( ) K W 4 i

Wedon'tjustdesignittowork.Wedesignittoworkwonders:
hnMn¢pm rm,rtk ino p .,ni nRnmr. p nm n . ,:. dx JviFk

uk:l uvnn kurr'Mmf
K rv r dr t mp m c ( kiln M x
. . I I . I '. x n Jlsn jn m ik e lll.
llic x -kn Prixd IM . 4kbr.Ml P mv4xg4 ac Ne,. l \1
1 M Chu (11; R ' . I..M.
d MI lmM InJ vn (u.I.I Il. 'A
r yn i luv /cum n v, mn. Nc Jcvxn
n m xvN..andrn.' n t'I' N. of (k:l!wxm IM

Circ le N o. 5

74 ii6r {„¢m.I M ti

fh.l KqI hid \me I I 1M . ( N'r 5 w n , Ar r ! 1 !u. . :

COMPUTERS
&ACCOUNTING
HARDWARE /SOFTWARE REVIEWS

CLAIREBARTH,EDITOR

EXECUMATEII
he high cost of Executive Information Systems (EIS), which
give management access to timely information for planning and decision making, previously has prevented
most emerging and middle- market
businesses from participating in their
benefits. Now these businesses can
have access to these resources
through ExecuMate II, a new product
from SouthWare Innovations, Inc.
ExecuMate II is one of a group of
modules that make up a micro /minibased accounting system. As daily accounting transactions are executed
within each SouthWare accounting
module, statistics are created and
stored for manipulation and use by ExecuMate H. This information is available via a summary analysis screen
containing four windows of information— Cash Flow, Balance Sheet, Profit /Loss, and Business Indicators —and

and the detail for the selected window
has been displayed, a single function
key executes the graph display on this
specific information, thus eliminating
the need to return to the original
screen to select the graph option.
The Cash Flow summary window
displays the current (as of the last
"gather" and save date) cash balance,
the percent of change in the cash balance during the previous seven days,
the percent of past due items in accounts receivable and accounts payable, and the projected cash balance
one week from the current "gather"
date. A zoom view of the cash flow
statement displays the actual statistics
of receipts and payment for the previous 10 -week period and a 10 -week fore-

URE1
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View ExecuMate II Info - Gathered on 4/15/90 at 12:56 PM

TIME 18:00 TERM

ExecuMate 11Summary
As of 4/15NO

one process op tio n win dow (see Fig-

ure 1). This screen helps management
spot any problems and focus resources on resolving them.
Processing options available from
the analysis screen are to: (1) "zoom"
from summary to the supporting detail, (2) display historical detail of the
transactions that created the statistics,
(3) display graphs of the statistical data, (4) gather posted transaction information from all modules without executing an end -of -period process, and
(5) display or print a variety of summary and detail reports, including balance sheet, profit and loss, cash flow,
and ratio triggers.
The results of executing the zoom,
history, or graph options depend on
the information window currently selected on the summary screen. When
the zoom option has been executed

cast based on current assumptions.
While viewing the detail forecast
statement, the user can view and /or
change assumptions on which the
statement is based or edit the actual
statement and immediately view the
results of the change on the statement.
He or she also has the option of saving
the new information or exiting and retaining the previous summary. With
the assumptions view, statistical collections and payment information for
the previous 10 weeks and 10 -week average also is displayed. A single keystroke replaces the current assumptions with the current 10-week actual
average, immediately updating the
cash flow statement and the summary
to reflect the calculations based on the
new assumptions. The cash flow statement also can be viewed as a graph, reflecting actual versus projected.
The Balance Sheet summary window displays the consolidated dollar
value and year -to -date percent for current assets, other assets, current liabilities, other liabilities, and capital accounts as of the last "saved" date. A
zoom view of this window displays the
consolidated current, prior -year, and
percent of change information on
grouped assets, liabilities, and capital
accounts. The statistical history,
graphs, and individual profit center data on any of the information can be accessed or printed from this screen.
The Profit /Loss summary window
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and technical training, our top -flee Helpline and our Client
Satisfaction Representatives. They also appreciate being able
to migrate Lawson applications fi om existing to new hardware
without paying additional licensing fees.
Our mainfiame -class accounting software incorporates
general ledger, project accounting, accounts payable, accounts
receivable, payroll and fixed assets. With software that runs on
IBM® midrange, IBM mainframe and UNIX®
systems, including Hewlett- Packard, Unisys,
IBM /AIX® Sequent and Digital.
If you need software for your growing
business, there's a 97% chance Lawson will
meet your expectations, too.
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Circle No. 2
displays the consolidated dollar value
period -to -date grouped sales, expenses, and income. A zoom view displays the current actual and budget
and year -to -date actual and budget information. The same information is also available for each profit center.
From the Business Indicators summary window the user can monitor the
current day's sales, review the master
and recent activity statistics files, and
be alerted when previously defined account and ratio triggers are outside the
user- defined acceptable ranges.
The sales monitor program lets the
user see the count and value of orders
MANAGEMENT ACCOUNTING /JULY 1991

entered and orders entered and invoiced for that day. This information
can be viewed by department /operator, sales person, date, and location.
The master file statistics screen displays the current count and value for
open orders, back orders, and open
purchase orders as well as basic vendor, employee, and stock item information. History and graphs are also
available from this screen.
The recent activity program allows
the user to display any of the statistics
saved by the program instantly by various periods of time, including user -defined. Account and ratio triggers dis-

plays a report of previously designated
ratios, accounts, and /or account
groups with each value, the trigger value, and an explanation of any trigger
that has been tripped. Account trigger
boundaries can be defined as amounts
or percent variances from budget. Calculations for special user - defined ratios can be specified as triggers.
Functions available from the account and ratio triggers screens allow
access to history for statistics of previous account triggers gathered, the values and calculations used in computing any ratio displayed, and display of
predefined graphs and detail of each
by profit centers.
In order for all the features available in ExecuMate II to be functional
and meaningful, it is imperative that
this module be the first implemented
when installing the SouthWare system
because the ExecuMate II control
record captures the statistics. The
module can be added or implemented
later, but the statistics captured will be
effective only from the date of implementation.
ExecuMate II, combined with
SouthWare's accounting modules and
import module (for importing external
information) could certainly provide
today's management team a comprehensive, flexible Executive Information System alternative for a moderate
investment.
The SouthWare software runs on a
wide variety of computers and sys.
tems, from MS-DOS on a microcomputer to large minicomputers. Prices
are determined by dealers but typically would range from $700 to $2,500.
For more information, contact
SouthWare Innovations, Inc., 555
Stage Road, P.O. Box 2797, Auburn AL
36831 -2797; (205) 821 -1108.
■
Barbara J. Mullins
Price Waterhouse
Atlanta, Georgia
Circle No. 48
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Reviewers Wanted —If you would be
interested in writing a software review
for Computers & Accounting, either of
a package you already use or one new
to you, please call Claire Barth, (201)
573 -6205. We need to know the areas
that particularly interest you and what
kind of hardware you have available.
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FINANCIAL MANAGER
T.CARTER HAGAMAN,EDITOR

BANKERSASSALESMEN:FOLLOWTHE
YELLOWBRICKROAD
hen I started in the
banking business
30 years ago, there
was a common witticism that said,
"Bankers will only
lend money to people who don't need it." In the intervening years, something certainly did
change! During the 1980s, it seems
that many bankers were ready and
willing to lend money to just about anybody who wanted it. After the economic reverses of the last two years, a
whole lot of people are paying the bill.
We see the results in the failures of the
thrift industry and in the loan problems besetting commercial banks
ranging from loans to less developed
countries to leveraged buyouts to real
estate.
What happened? One important
contributor to the problem which has
received little public attention is the effort to transform bankers into salespeople. Traditional bank lending
evolved slowly. For many years it was
heavily influenced by the devastation
of the Depression. Young bankers,
who were tested in those difficult
times, grew up to run most of the nation's great banks and never forgot
their early lessons. It can be fairly said
that a credit culture dominated the
banking industry. This culture had a
profound effect on the type of people
who came into the business. They
tended to be cautious, conservative,
and personally restrained. The banker's job was to lend out money safely
and to get it back. A multitude of legal
restrictions, such as unit banking and
regulatory scrutiny, tended to limit effective competition, so would -be borrowers learned to submit.
Beginning in the early 1960s, with
the creation of the first negotiable
CDs, the walls began to crumble.
Bankers started to compete for funds,
leading directly to the need to put
18

those funds to work in loans. (The
enormous growth in loans to less developed countries was the direct result
of the huge influx of funds from oil producing countries which accompanied
the first oil shock.) Inflation contributed in its own way, as well. Higher interest rates (which the Fed originally
prohibited banks from matching)
spawned the money market funds.
These funds flowed into the commercial paper market, which developed into a major borrowing alternative for
high - quality borrowers. Geographic
barriers to bank competition continued to erode. Foreign banks came to
the U.S. seeking loans. And alternative
lenders from leasing companies to
commercial finance companies joined
the fray —all fueled by their new found
access to funds in the marketplace.
Commercial banks were losing
many of their best borrowers and
needed to do something about it. Initially, many bankers thought they
could deal with the problem of marketing by hiring someone called director
of marketing, giving that person an office and a warning not to cause trouble.
But the continued loss of business to
the new competition required sterner
measures, so bankers were introduced
to sales training. The idea was to create a sales culture that would bring in
business. Resistance was fierce, both
from the bankers who didn't want to
become salespeople and from many officers wedded to the credit culture.
Even so, many managers —now a
generation raised in the postwar expansion —were convinced that they
could borrow a chapter from successful retail and industrial marketing. And
indeed they could motivate a new
breed of banker (and even convert a
few of the old ones) to seek new lending business aggressively. Lulled into
false security by a booming economy
and rising asset values (particularly
real estate), new loans were booked at
a furious pace.
Think about the clash between a
Wes culture and a credit culture. In
what other business does a prospect
say, "I think I'd like to buy your prod-

uct" only to be told, "We'll have to
think about that"? One could lose the
sale. In what other business does a
salesperson want to get the product
back? In businesses that depend on
credit sales, there's always tension between the sales staff and the credit department, but no one asks the salesperson to make the credit decision.
Traditional bankers take pride in their
ability to make credit decisions. This is
why they resist the "sales" designation. Subsequent review and approval
are intended primarily to reinforce the
banker's professional credit judgment.
The transition to salesperson threw
the banker's credit judgment out the
window.
To the extent that a bank succeeds
in developing and motivating good
salespeople, it transfers the burden of
credit judgment entirely to others, and
not every bank had a strong enough
framework in place. When top management buys into sales without restraint (look at Bank of New England
for a prime example), bad credits inevitably follow.
The banking industry is going
through a retrenchment. Credit consciousness is being reimposed vigorously, sometimes with clumsy results,
including frequent denial of loans to
borrowers who have become accustomed to easy credit. One chief credit
officer newly arrived at a major bank
commented that many of his line officers didn't even know the difference
between a line of credit and a revolver.
Will we return to the days of easy
credit once the current crisis is
passed? I think not True, the alternating cycle of fear (credit concerns) and
greed (more sales) will always be with
us. But the industry is changed forever. The industry will come out of this
crisis with fewer banks but with a
strong array of competitive alternatives for potential customers. Survivors will learn to synthesize credit culture and sales culture, as both points
of view are critical for success. Tomorrow's bankers will learn to compete
successfully in the new world of financing alternatives, but they're not likely
to soon forget the age old lesson —when you sell a loan, you also
have to get it back!
■
T. CarterHagaman is a consultant with
Oxford Information Technology, Ltd.,
New York, N.Y.
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MEMBER
INTERESTGROUPS
JONATHAN B. SCHIFF, CMA, EDITOR

WHAT'S A MEMBER
INTEREST GROUP?
ember Interest Groups, or
MIGs for short, may be one
of the IMA's best -kept se
crets. MIGs have existed since 1985,
but many IMA members still are unaware of the program and its benefits.
The Controllers Council and the
Cost Management Group are similar
in structure but different in focus. The
Controllers Council addresses controllers and upper -level financial executives, while the Cost Management
Group is for individuals concerned
with improving their company's cost
management and internal accounting
systems. Each group publishes a
monthly newsletter on its respective
issues (the Controllers Update and the
Cost Management Update), and each
offers Roundtables, informal one -day
seminars held several times a year at
airport locations around the country,
where financial management professionals can get together and discuss
candidly the issues that are relevant to
them. MIGs members receive discounts to the Roundtables and to two
important IMA conferences: the Annual Controllers Conference, held in the
fall, and the Annual Cost Management
Conference, held in the spring. MIGs
are open to all IMA members in good
standing for $75 a year per group.
Roundtable participants also may
determine seminar agendas, if they
wish, and MIGs are responsive to suggestions for new activities. Members
always are welcome to submit articles
to the Updates and may request coverage of special topics. We also survey
members about 10 times a year on a variety of important issues: the state of
the U.S. economy, electronic data interchange (EDD, cost management,
efforts companies are making to improve the quality of their products, and
so on. The results of these surveys are
published in the Updates. Members alMANAGEMENTACCOUNI7NG /JULY 1991

so have the satisfaction of seeing survey results in local and national media
such as The Wall Street Journal, Investors Daily, and ABC's Good Morning
America.

OUR VOLUNTEER LEADERS
The Member Interest Groups Committee was chaired in 1990 -1991 by
Walter D. Schmiedeskamp, partner
with Deloitte & Touche in Parsippany,
NJ. We appreciate his significant contribution in revitalizing MIGs. We also
are pleased to announce our 1991 -1992
committee chairman, John Macaulay,
director of operations analysis and
planning for Dresser Industries in Dallas.
ABOUT THOSE SURVEYS
Here's a quick summary and some salient points from recent surveys.
Second Annual Corporate Quality

Program Survey. Controllers Council
members representing 471 companies
responded to this survey, which was
conducted in January 1991. We
learned that more than half the respondents' companies -54% —had instituted a quality program in order to gain
an advantage over their competitors.
Of these, 20% said their firms always
have had a quality program in place,
and 17% said their companies began a
quality program at the behest of vendors. Three- quarters of those whose
companies have installed a quality program said their programs are comprehensive and that controllers slowly are
becoming more involved in program
execution.
Our first Corporate Quality Program Survey, conducted last year,
showed that 40% of controllers were involved in their firms' quality programs,
but only to a minor degree. This year's
percentage dropped considerably to
31 %, and controllers are not happy: 95%
said they should be more involved in

their companies' quality programs. Ab
though many areas of corporate culture have been hit hard by the current
recession, quality has not been one of
them. Almost 75% of U.S. companies
report no change in their commitment
to quality, and almost 24% report an increase in spending in this area.
Activity -Based Costing Survey. This
recent survey represents 566 MIGs
members and appeared in the Cost
Management Update. The survey
found that 11% of U.S. companies are
using activity-based costing, 19% are
considering ABC, and 70% are not considering ABC at this time. Of those
companies that have implemented
ABC, 53% did so to replace their existing cost accounting systems, and 47%
use this approach as an off -line analytic
tool. A significant majority of companies -89% —say ABC has improved
the quality of their cost management
information.
Fifty percent of companies are
"staffing up" for ABC without outside
help. It's interesting to note that when
companies do seek outside help with
ABC, they are seven times more likely
to use their own auditors than to involve another CPA firm. Consultants,
exclusive of CPA firms, assisted with
22% of ABC implementations.
YOU'RE ON TRIAL
If it sounds as though the Member Interest Groups will benefit you professionally, you can join for a three -month
trial period. If the program doesn't
meet your expectations, well refund
your $75 annual fee in full. For more
information on the program or our
Roundtables, for samples of Controllers Update or Cost Management Update, or to join MIGs, please call Annette Setnitzky at 1- 800. 638-4427 or
201 - 573 -6219. You may charge your
membership on Visa, MasterCard, or
American Express, or well bill you if
you prefer. When you call, please mention that you're joining MIGs because
YOU read this column in MANAGEMENT ACCOUNTING&
■
Ginny Sciorra is assistant editor for the

Member Interest Groups. This is the first
in a series of quarterly columns devoted
to MIGs.
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DONBAKER,CMA
PRESIDENT, 1991.92

New president urges IMA members to take bold steps.
BYROBERTF.
RANDALL
onald W. Baker took a bold
step in 1975
when he sat
for the Certified Management Accountant
examination at the age
of 40. The bold step
paid off: He passed the
examination and became a CMA.
Bold steps are characteristic of the career
of Don Baker who was
elected President of
the Institute of Management Accountants
(formerly National Association of Accountants) last month at the
Annual Conference in
Chicago, Ill.
When you take a
bold step you often become a change agent,
and the new president,
who joined the Association in 1966, has acted
as a change agent during his professional organization
service.
Now he wants every
member to be a
change agent. (See
President Baker: Four bold steps for management accountants.
sidebar, Emphasis '91'92 —Bold Steps Tojoin GAF as an accountant.
ward the Future.)
He went back to school, attending
Don Baker is vice president and
Murray State University in Murray,
controller of Southwire Company, CarKy., where he earned both B.S. and
rollton, Ga., America's largest manuMBA degrees. He taught for two years
facturer of copper and aluminum wire
at Murray State and then passed the
and cable for the transmission and disCPA examination and went to Atlanta
tribution of electricity. But he did not
under a Haskins and Sells faculty resbegin his career as an accountant. In
1954 he was employed as an engineer- idency. Deciding he did not want to
teach, he joined the Long Lines Diviing aide for Lummus Engineering
sion of AT &T in Atlanta. After two and
Company, which was constructing a
a half years at AT &T he was scheduled
chemical plant for GAF. After that conto be transferred, but because he and
struction contract ended he decided to
20

his family liked the Atlanta area he decided
in September 1973 to
join Southwire Company, a large private company 50 miles from the
city.

ALARGEVISION
!though
Don
confesses he was
a "library member" when he first
joined the Association,
he became an active
member of the original
Atlanta Chapter, later
serving as president of
the Atlanta North
Chapter during 197778. His service at the
Regional Council level
and in the national organization has been
continuous since then,
and he has played a
significant role in
some of the momentous decisions the Institute has made in the
last five years.
President Don Baker has a large vision for
the newly renamed Association. He has synthesized his thinking
into four bold steps:
Become a CMA, increase participation in the Institute's
educational program, continue application- oriented research, and increase
the Institute's visibility. Each of these
"bold steps" grew naturally out of his
own career and association with the Institute.
The overwhelming consensus on
changing the name of the organization
to Institute of Management Accountants clearly positions members for
the '90s, Don believes. `°The word Institute connotes professionalism. The
M AN AG EM EN TAC C: U U M IN G / J U LY 1999 1

word Institute ties right in with education, certification; in short, professionalism. Management accountant tells
what we are."
He sees more opportunities in management accounting than public accounting in the decade ahead. "Management accountants will be
presented with many opportunities for
innovative actions in the global economic environment... In addition to
their role of providing accurate, timely,
and relevant information, management accountants will be expected to
participate as business consultants
and partners with management in the
strategic planning process. To the extent the management accountant is
educated, trained, certified — because
of what it says about his competency—to that extent we are prepared for
an increasingly influential role in the
global economic environment.
"I see management accountants as
having the opportunity to improve
their credibility, influence, and prestige significantly during the next decade, but they have to make it happen.
I think we in the profession right now
have a responsibility to move the profession forward so the next generation
of management accountants can continue exercising an influential role on
into the 21st century.
"Accounting is the best picture of
the business in its entirety even
though there are opportunities to improve its usefulness. A portrait, if you
will, of a whole business entity that no
other individual discipline can see," he
notes.
President Baker was one of the first
members to recognize the importance
of the CMA program to management
accountants. "Perhaps I had in my
mind what I thought a management accountant should be and do and how he
should be recognized, but I think IMA
gave me the vehicle for doing it. The
leadership —the management capabilities that are gained from chapter positions —has been invaluable."
He sat for the CMA examination
four years after its inception. "At that
time in my career I was sold on certification. I thought all along that there
should be a certification for people
who did not choose public accounting
for their career. I've been a strong proponent of the CMA ever since, and I
think now we are beginning the right
move to make this the premier measurement of the competency of the individual. I agree with [former chairman] Tom 07oole that the goal
should be 50% of members to be CMAs
MANAGEMENT ACCOUNTING /JULY 1991

by the year 2000."
Don Baker believes not only in urging new members to become CMAs
but in encouraging current members
to take the certification route. It is not
just empty rhetoric with the new president: He has five CMAs on the Southwire staff, including himself.
"We're very strong on the CMA.
We strongly encourage everyone in
the controller's organization to become a CMA. As a result, eight people
are now in the in -house CMA review
course at Southwire."
ACAREERPLANFOR
MANAGEMENT ACCOUNTANTS
he value of continuing education
to aid members in meeting the career challenges of the '90s is one
of Don's favorite topics. In fact, in 199091 he served as chairman of the Ad
Hoc Committee on Structured Continuing Education Programs whose
objective is to develop a structured, career- oriented continuing education
plan for management accountants.
"Management accountants should be
committed to lifelong education and
improvement in their communication
abilities. What we're working toward is
to put together a structured, career oriented continuing education plan
which will allow the Institute of Management Accountants to provide a program that will be flexible enough to
meet the educational objectives of
many companies and their management accountants. It's not complete
yet. When it's complete, IMA will be
able to work with companies like
Southwire to develop a program tai-

lored for it."
An essential component of continuing education is an awareness of evolving technology in the profession. Application- oriented research is a basic
responsibility of a professional organization, President Baker believes, and
he acted on this belief when he served
as chairman of the Committee on Research from 1983 -86. Based on the discussions and recommendations growing out of that committee, the
Executive Committee unanimously approved a $1- million, five -year program
for a major research effort called Bold
Step.
As a result of that investment in research studies designed to be used by
management accountants, the Institution has published 11 Bold Step publications. A number have dealt with cost
accounting techniques in the new
manufacturing environment, an area
that Don Baker specifically noted as
one needing attention when the program was launched. "I'm very pleased
with the Bold Step program," Don
Baker says. "Research is a vital part of
a professional organization. If you're
the premier organization of your profession you'd better be the one on the
cutting edge, looking at the new techniques, looking at the new technology.
You don't sit back and let someone
else develop the techniques."
Not only does a professional organization such as the Institute of Management Accountants need to invest in
continuing education and basic and applied research, but it also must pay attention to its public role. The IMA as
the largest management accounting
association in the world should have
Chris Hobbs /Rod

Southwire Co.

At home, I. -r., daughter Elecia, Don, son Evan, and wife Janelle.
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BOLDSTEPSTOWARDTHEFUTURE
Take BOLD STEPS
as an Institute by implementing a Strucft red Career -Orient
' ed Continuing Education Program and
individually by sub r stantially

increasing

our personal partici-

pation in the Institute's educational programs.
Take BOLD STEPS
by renewing the

President Baker recently chaired Corporate Financial Management Conference in New York where Rep. Newt
Gingrich (with his wife at left) and James C. Richards, president of Southwire Company, spoke.

new decade has dawned, and
with it a new era for Management Accountants. As the
transition to a most complex
and demanding global economic environment reaches maturity, Manage ment Accountants will be presented
with many new opportunities. Those
opportunities will require new and innovadve thinking by Management Accountants as we exercise an influential
role in the economic environment of
the 21st century. Individual recognii lion and acceptance of the reality of
coming change will ensure each of us
is positioned to continue in that influential role.
Each of us will be affected professionally regardless of the size or nature of our employers. Displaying evi1 dence of our competency as
Management Accountants will be
most important and certification is a
credible way to do so. A lifelong commitment to continuing education will
also be necessary for us to continually
broaden and update our technical
knowledge and skills. We must be willing to s

ethical manner on issues which may
unfavorably impact the economic environment. As we prepare ourselves, we
will enhance the image of the Management Accounting profession such that
future generations of Management Accountants will continue in an influential role in the economic environment
of the 21st century.
Following the BOLD STEP taken
by changing our name to the Institute
of Management Accountants, we need
to individually, and as an Institute, take
BOLD STEPS and become the
. change agents" to move Management
Accounting forward professionally;
BOLD STEPS which recognize that
the current status will not be good
enough but that continual improvement is necessary, both personally and
professionally.
The BOLD STEPS I would like for
us to take together during the coming
year are:

more influence and visibility in the accounting sphere, President Baker believes. As one of the sponsoring organizations of the Financial Accounting
Standards Board, the IMA should continue to support the standard - making
body but make sure its views on accounting issues are heard.
The new president thinks that RV IA
should play a more visible role in the
wider business and economic world al-

so. "We have to continue to speak out
We have to be more active in Washington. We should be trying to do things
to educate the legislative bodies at the
federal and state levels. We need to establish the IMA as an influential and
credible professional organization in
Washington." Again, this belief grew
out of his own career: He has established a good relationship with the
U.S. representative from the district
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1. Take a BOLD STEP and begin the
process of becoming a CERTIFIED
MANAGEM ENT ACC OUNTANT

BOLD STEP RESEARCH
PROGRAM of "cutting

edge, yet application oriented" research in
Management
Accounting and increase Management
Accounting's credibility and influence
by promulgating and implementing
management accounting standards
and techniques useful to the management decision process.
Take BOLD STEPS to increase the
Institute's ,6sibility and influence in
the financial, regulatory, academic.
and legislative communities, thereby increasing the attractiveness of
Institute membership to leaders in
all areas of Accounting and Financial Management-

1 sincerely solicit each member's
personal commitment and support in
taking these BOLD STEPS during the
coming year. TOGETHER, these
BOLD STEPS will take us into the 21st
century.

2� _Ax
where he lives and where Southwire
Company is located.

SOUTNWIRE AND QUALITY
outhwire Company was founded
in 1950 by an entrepreneur named
Roy Richards. It started as a 12man, wire- making plant in rural Georgia. Today it is a $1.3 billion company
comprising 15 manufacturing locaMANAGEMENT ACCOUNTING /JULY 1991

lions in eight states and has almost
volved in the total quality process."
5,000 employees. In fact, your electric- Quality is what accounting is all about,
ity may be traveling over Southwire
he points out "That's what we talk
wire and cable: More than 135 of the
about at IMA. Consider how much we
largest U.S. utilities use Southwire caemphasize accuracy, timeliness, releble to transmit power.
vancy, and integrity. That's the pursuit
There are 78 people in the controlof quality."
lership function on a company -wide baSouthwire fully supports his service
sis. As vice president and controller,
with the Institute of Management AcDon has 30 people in the Carrollton
countants. The company recognizes
headquarters reporting directly to him
that ultimately it will benefit from not
or to his assistant corporate controller.
only his professional activities but
Division and plant controllers report
those of other controller's departmenon a functional, dotted -line basis to the
tal staff.
headquarters controller's group.
Don estimates he
spends 2096 of his time
visiting Southwire plants.
When he is on IMA business he often takes the
time to pay a visit to a
Southwire customer in
the area. He encourages
everybody to get out and
visit customers "whether
you're involved in the
sales effort or not" He
feels that management
accountants should be in
tune with the customer.
"I think it's part of the responsibility of the management accountant I
think its something that
controllers and CFOs
should do."
The founder's innovative, quality-conscious
vision still permeates
the company. The company is able to meet or
exceed the criteria for
quality of all of the
nation's largest utilities
by controlling the proPresident Baker on the links with friends.
duction of cable throughout the entire manufacturing process. Its own quality program, CHANGE AGENT AT THE TOP
"Business Excellence," includes all
levels of employees in the total quality
e enjoys full support from his
wife Janelle and two children.
process.
In pursuit of its goal to be recogHis son Evan is an accounting
nized as world class in its field, Southmajor at the University of Georgia, and
wire actively is striving to win the Mal- his daughter Elecia is pursuing a cacolm Baldrige National Quality Award. reer in pediatric occupational therapy.
This effort requires every department,
"My wife keeps us all together, one
including the controller's department,
way or another. She was a home ecoto put together a departmental businomics teacher but cut short her caness plan. The ongoing exercise has
reer to take care of me and raise a fammade everyone in the company more
ily."
quality conscious. "I've been trying to
When he's not in his Southwire ofuse my speaking engagements, when
fice in Carrollton or on the road, Don
I'm involved with INK to talk about
tries to get in a little golf but confesses
the quality movement and how the
he is not that good a golfer.
controller's group must be actively inThe major theme that runs through
1VlR1XMUG1V1L1Y 1
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President Baker's career in the Association is a strong commitment to professionalism for management accountants. He saw the importance of the
Certified Management Accountant
designation while the program was
still in its infancy, earned the designation, and urged others to do likewise.
He helped position the Institute on the
cutting edge of research, insisting that
research had to be practical and relevant to management accountants. Now
he is leading a wide-ranging, ambitious effort to develop a structured, ca-

reer- oriented education plan for all
management accountants.
As President of the Institute of Management Accountants, he will continue
to direct his energies and time to building the professionalism of the management accountant At the same time you
can be sure he will be urging every
member to act as "change agents" to
move management accounting forward.
■
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ELGINSWEEPERCOMPANY'S

JOURNEYTOWARD
COSTMANAGEMENT

Our success depended on people power, not a new accounting system.
We began our cost management trek
in late 1986 by examining our personal
beliefs and those of the management
team in order to develop a philosophy
around which an environment of cost
n today's increasingly competitive
management could be created. Corporaenvironment, manufacturers contions have existed primarily to create valtinuously search for ways to gain
ue for their shareholders, and because
a marketplace advantage. The accorporations are really a collection of incounting profession has contributed
dividuals, it would seem appropriate to
its share of tools in the last few years
believe each individual is responsible for
through various cost management
creating this valmethods. Elgin
ue. At Elgin we
gin Sweeper Company.
Sweeper Companeeded to develny began its
op
a system that
journey toward
involved
as many
cost
manageindividuals as posment five years
sible. Accounting
ago. Now we
was perceived as
would like to
reflective reportshare several of
ing
— recording
our experiences,
what already had
both good and
occurred. Our
bad, so that the
system needed to
"how" of cost
influence
the peomanagement, at
ple making these
least from our
value - creating deperspective, can
cisions before the
benefit other acfact instead of
countants facing
merely keeping
this same chalscore
retrospeclenge.
tively.
Over tune, a
DETERMINING
philosophy emAPHILOSOPHY
erged that would
use "people powIgin Sweeper
er" instead of a
is the leadnew accounting
ing manufacsystem
to achieve
turer of motorized
our
cost
managestreet sweepers in
ment objectives.
North America
We believed that
and arguably the
existing GAAPworld. With $50
based reporting
million in sales,
structures would
this 76-year -old
reflect
performanufacturer proAt Elgin, "actions create dollars." These workers assemble sweeper chassis.

BY JOHN P. CALLAN,
WESLEYN.TREDUP,AND
RANDY S. WISSINGER, CMA
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duces five distinct sweeper models at a
single facility in Elgin, III. The production
process encompasses numerous facets
of manufacturing from the conversion of
raw material into components to assembling and painting. 'Ibis high degree of
complexity means that a significant
amount of pre- and post-production planning and support is required, which results in a direct-to-indirect /salaried headcount ratio of approximately onefD -one.
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mance improvements sufficiently, although some slight modifications
were necessary, and that an enhanced
management reporting system would
need to be developed. These changes
were secondary, however, to educating our managers in the ways of cost
management.

WHOOWNSTHERESULTS?
lgin Sweeper Company was the
classic case of a one- product domestic company that had evolved
into a manufacturer of multiple products for a worldwide market. Overhead had grown in relation to direct labor until we were allocating more than
$4 of overhead for every $1 of direct labor. We used a single allocation basis,
standard direct labor hours. Previous
management had been enlightened
and forward - thinking enough to install
a departmental burden rate system instead of using one shopwide rate, a major plus in that departmental costs and
budgets already were in place.
How could we bring responsibility
for and management of costs to the individual department managers? For
two years before we began our efforts
the annual budget had been prepared
substantially by the accounting department with little ownership for results
felt by persons outside top management.
Our first step was to modify the
budget responsibility reports to reflect
only those costs controllable by the department manager. A group of accounts forecasted by the accounting
department remained, but they were
substantially fewer than previously.
Before we prepared our next annual
budget, we held training sessions with
a significant number of managers and
explained the basics of financial reporting and budgeting and how the
managers affected the overall company. It is imperative at this point to state

that nothing could have been or would
have been accomplished without top
management commitment to change.
Managers often will focus on what is
perceived to be important to their
bosses, and budget is no exception.
These training sessions were enlightening for all parties because everyone
realized how much work was needed
to bring cost management to life.
The next step was the actual budget
preparation, which required significant coaching by the accounting staff
about the mechanics of forecasting
and the type of costs that should be
charged to each expense account.
When the budget was complete, we
became painfully aware of our lack of
an easily usable chart of accounts.
Over the years our chart of accounts had grown so large that we had
accounts such as "Administrative
Mileage Reimbursement," which
would accumulate less than $200 of
charges annually. We also had lost any
numbering continuity. Our total chart
of accounts contained more than 2,000
accounts with which our trained accounting staff and undertrained managers had to contend. In addition, expense accounts did not segregate
variable and fixed costs. When volume- adjusted numbers were required
for either budget preparation or budget-to-actual comparison, we merely
would use an "executive judgment"
percentage to adjust the appropriate
expenses. Needless to say, this system
resulted in some unusual variations,
which sometimes required "innovative" explanations.
We developed a new account numbering system that allowed separation
of variable and fixed expenses. We
classified the accounts along traditional lines of expense type (supplies, travel, salaries, and so on) and the responsibility areas so that they would
contain predominantly variable (to
production) or fixed accounts. We did

this principally on a product "touch"
versus support basis using our knowledge of the company. We recognized
that, even in the short term, few departments or expenses truly are either
variable or fixed. We decided that if
any department /expense combination
had a fixed or variable cost behavior
characteristic 75% of the time, then it
would be satisfactory to classify that
combination as either fixed or variable
100% of the time. Once we completed
the new numbering and classification
structure, our revised chart of accounts had eliminated approximately
75% of the 2,000 numbers. As we began
using the new accounts, we issued a
comprehensive list of definitions to ensure consistent classification of like expenditures.

COSTBEHAVIOR- VARIABLETO
WHAT?
rmed with a new chart of accounts, we started to move beyond our standard direct- laborhour -based method of overhead
allocation. Our task was to perform a
detailed cost behavior study with the
goal of answering the question "variable to what ?" not only for each expense, but also for each expense within each responsibility area. We
completed this formidable task in five
months.
First we compiled a list of cost "drivers," or factors and actions that
prompted a cost. Some examples are
• Actual labor dollars,
• Actual labor hours,
• Standard direct labor dollars,
• Standard direct labor hours,
• Units shipped,
• Units produced,
• Total manning,
• Direct labor manning,
• Office manning,
• Purchase orders,

TABLE 1 /RESPONSIBLITY AREA: OFFICE SERVICES
JarVJUI

Feb/Au 9

Mar/Sep

Apr/Oct

May/Nov

Jun/Doc

Mean

Std Dev.

Std Dev as
A% of Mean

Cur. Year

1847.52
1687.10
2094.50
2067.45

1777.85
1640.35
1988.86
1809.30

1635.32
1717.20
1809.26
1975.29

1418.50
1810.57
2067.45
2135.62

1525.42
1657.86
1975.29
2429.05

1836.42
1714.90
1885.45
2407.74

$1689.85

$121.54

7.20%

$205337

$191.33

9.32%

1777.85
1640.35
1988.86
1809.30

1564.22
1603.90
1809.26
1885.50

1418.50
1810.57
1969.00
1968.95

1397.83
1512.46
1885.50
1885.50

1836.85
1601.48
1885.45
191577

$1624.49

$140.58

8.65%

$1913.90

62.17

3.25%

Prev. Year

Calendar Days
1763.55
Cur, Year
1566.30
Prev. Year
1994.76
,
x
,00
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$

Accl. No. Title
Driver
8211 -40 Salaries Workdays

■ Service parts sales dollars,
■ Service orders shipped,
■ Service —number of new orders,
■ New business units,
■ Workdays,
■ Calendar days,
■ Completed engineering change notices, and
■ Engineering hours worked.
We divided these "drivers" into the
monthly expense incurred by account
for each responsibility area over the
most recent 24 months (Table 1). A
simple-to-use program made the task
bearable, although the gathering and
inputting of drivers was a large undertaking. Once we computed the cost per
driver, we averaged the monthly rates
for each driver and computed a standard deviation. We took the standard
deviation as a percent of the average to
determine which chosen driver was
most accurate. When completed, our
cost behavior study contained a total of
819 individual accounts by responsibility area and 25 different types of drivers. All in all, we had evaluated 3,374
different combinations.
Once the computer had finished its
numbers crunching, we began to evaluate the results. To our surprise and
dismay, we found that after spending
a significant amount of resources on
this project, the major positive result
was that the intuition we had used to
set up our variable accounts was correct Our five months of work proved
that existing variable accounts were
variable to the single driver we already
had selected. This exercise made us
realize that we needed to go below the
surface in our company for the real
cost drivers because the usual, readily
available drivers did
not reflect sufficient
positive correlation.
TRAINING THE
MANAGERS
t this point we
had finished
the basic training of our managers.
We led them through
the budget forecasting cycle after we had
developed an easier
and more understandable chart of accounts
with which to operate.
We believed that we
had laid sufficient
foundation for the
next step: adding
26

meaning to the budget-to-actual comparisons published monthly. We started by
meeting quarterly with the upper managers of each organizational unit for the
purpose of raising concerns over significant budget - to-actual deviations that
needed explanation. We wanted these
managers to go back to their subordinates for the answers and in that way emphasize the need for attention to budgets.
We underestimated the subordinates' level of understanding and
found that the higher -level managers
were providing the answers, so the
process was not enhancing the knowledge of the frontline managers who
were responsible for consuming the
majority of our resources. Through a
suggestion by and with the support of
our vice president - operations, a
monthly budget review meeting was
initiated with all managers from the
manufacturing and engineering areas.
The format allowed each manager to
stand before his or her peers and explain the major variations to budget for
that month. Volume- adjusted budgets
were developed to aid in performing
the comparisons.
We continued to review budget
variations with the managers in the
marketing and administrative areas as
needed. During the first few monthly
budget review meetings of the operations group, most managers struggled
to explain why things were the way
they were. There were two basic problems: (1) When the current year's budget was developed, the managers participated, but they were not fully
responsible for their budget nor completely aware of how all the forecasts
were developed, and (2) There was a
basic lack of knowledge as to how the

actual numbers were accumulated. We
struggled through the rest of the year,
each month explaining more and more
as questions arose, providing significant pre - meeting support and striving
toward developing the next annual
budget with complete manager involvement.
ACTIONSCREATEDOLLARS

e planted the initial seed of
cost management by instilling
the idea of "Actions Create
Dollars." When the budget forms for
the next year were distributed, we conducted a training session and went
through line -by -line examples of forecasting methodology and the inputs to
the accounting system from which the
actuals came. The upper -level nonaccounting managers took the lead by
working with each manager individually to develop a budget. They used
many nonmonetary goals which would
be monitored during the forecast year
and allowed each individual to explain
how the budget variances occurred because of actions that had taken place.
The accounting department received a
significant increase in the number of
questions and requests for information, which indicated a deeper commitment to understanding the process.
As we continue the monthly budget
meetings, the managers improve each
time and are infinitely smoother than
they were during the first year. Our
people are more knowledgeable and
more conscientious about how their
actions affect costs. In distributing the
1991 budgets, we included for the first
time a budget manual with specific details on the source of charges to each
account and sugsweeper Company.
gested forecasting
methodology including definitions to
educate our managers further.
The next step involved developing a
product line contribution statement to
aid top management
in evaluating the allocation of resources
and to monitor the
results of strategic
actions. Remember,
for some years departmental burden
rates had been the
norm at Elgin
Sweeper Company,
but a large part of
Ready to hit the streets, Elgin sweepers are used around the world.
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TABLE 2 /PRODUCTION LINE CONTRIBUTION STATEMENT

Domestic
Product
ProductB
Total
Intemational
Product
Product
Total
rand Total

Direct
Contribution Margin Fixed
S
%of Sales Expenses

Indirect
Fixed
Expenses

Sales

Material

Variable
Expenses

2,000
4,000
6,000

800
2,000
2,800

300
800
1,100

900
1,200
2,100

45
30
35

400
520
920

500
680
1,180

25
17
20

200
280
480

300
400
700

1
1
1

1,500
500
2,000
$8,000

800
200
1,000
$3,800

200
50
250
$1,350

500
250
750
$2,850

33
50
38
36

435
200
635
$1,555

65
50
115
$1,2

4
10
6
16

140
10
150
$630

(75)
40
(35)
$665

(5)
8
2
8

fixed overhead was still allocated to
the departments based on their share
of standard direct labor hours, not resources demanded. Also, while there
were "representative" standard margins —that is, where the company
stopped evaluating the profitability of
our products —the accounting group
felt the need to study all costs and develop a full income statement by product line. We recognized that many allocations still would be made and that
absolute dollar accuracy was questionable, but, if done in a consistent manner, over time the report would yield
a trend analysis that would reflect a
product line's relative performance
fairly.
A sample end report is shown in Table 2. The report was developed on
personal computer spreadsheet software using the existing responsibility
reports as a starting point. We
achieved our goal through a two-step
allocation process. The first step was
to determine total departmental costs
by allocating applicable costs to the responsibility area by various means,
such as real estate taxes by square
foot. The second step allocated the
modified departmental cost to product
lines using specific macro drivers, for
example:
• Percent of sales,
• Percent of total standard hours,
IN Percent of department standard
hours,
■ Percent of total component pieces
sold,
■ Manager estimate,
■ Engineering project cost system,
■ Percent of new business, and
IN Manning.
We developed the drivers through
discussions with each department
manager using the requirement that
the driver had to be an existing piece
of data which had been collected over
MANAGEMENT ACCOUNTING /JULY 1991

Direct Mersin
S
%of Sales

a period of time. We set this restriction
so we could use history in testing the
cost allocation model being developed.
Our previously completed behavior
study helped significantly. We recognized that this macro driver system
might not be absolutely accurate nor
would it, in many cases, allow the department manager to better understand the source of costs. We wanted
to set up the structure, prove its value
to top management, and then move to
a superior allocation basis in the future. We set up the report to yield
three separate evaluation points: contribution margin, direct margin, and
pretax income with domestic segregated from international activities. Contribution margin represents variable
profit by product line, direct margin is
the result after accounting for product line specific costs, and pretax income
includes all costs. At present there are
six quarters of history using this method. We have presented it to top management, and everyone is in the process of learning how to use this tool.
SWEEPINGAWAYTHE WASTE
lgin Sweeper decided the key to a
successful cost management program was to educate and entrust
responsibility to those front -line managers who made the decisions that
drive costs. Now we have progressed
one more step toward cost management: waste elimination for nondirect
labor departments. This effort comes
under various names (office productivity and quality improvement, to name
two), but our goal was to educate our
managers to look beyond their own departments and examine the "process
stream" their efforts affected. The goal
was—and is—to maximize our process (for example, order flow, procurement, and the like) effectiveness and
improve the efficiency within departments by identifying and eliminating

Pretax Income
S
%of S a l"

nonvalue -added costs. The training also required each manager to identify
the major cost driver for his or her area. This waste elimination effort still is
in process, but we hope we will be able
to use the drivers identified by the individual managers to refine further the
allocations of our product line contribution statement.
We have made significant progress
toward our goal of developing an atmosphere of cost management, but we
still have a significant way to go. The
results have been very good, but not
superior. What's next? We are in the
midst of many projects, Our product
line statement is still in its infancy, we
are still waiting for the waste elimination training to bear fruit, and our direct labor supervisors have not been
exposed to the detailed cost driver
concept and nonvalue -added activity
elimination. Much is yet to be accomplished. We have invested a number of
years already, and we probably will require several more before the majority
of the benefits will be realized. We do
know, however, that whatever success
Elgin Sweeper Company enjoys, it will
be due to our people making intelligent, informed, and cost - effective decisions, which will be reflected in the financial statements, regardless of the
form they may take.
■
All three authors are employed by Elgin
Sweeper Co. john P. Callan, CPA, is
manager ofcost and budget. Wesley N.
Tredup is manager ofaccounting. Randy S. Wissinger, CMA, is vice president–finance. All are members ofthe
Fox River Valley Chapter, through
which this article was submitted.
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The computer - integrated manufacturing system at the Micro Products

Product Imes require c onfiguretion to customer specifications.

and shipment. Three product lines with these characteristics were added in 1986, and two existing product lines were
phased out.
With the increased number of products and the changing
character of production requirements, the Micro Products
Division subsequently reorganized its manufacturing operations into four business lines: (1) the Depot, which handled
used equipment in a facility that was separate but tied to the
Division's accounting and reporting systems; (2) the Systems Manufacturing Group, which added value to computer
products by reconfiguring or assembling components; (3)
the PC Board Line, which had basic production line characteristics and did subcontract work; and (4) the Distribution Group, which performed a redistribution function without having to open boxes for product inspection or
modification. Figure 1 provides a summary of the product
line changes that occurred during the period 1981 -88. The
plant layout and production flow for the product lines being
sold in 1988 appear in Figure 2.

MANUFACTURING INFORMATION SYSTEMS
BYEARLD.BENNETT,SARAH A.REED,AND
TED SIMMONDS
at happens to a company and to its financial departments when it responds to rapidly changing
market conditions by installing computer -integrated manufacturing (CIM)? The Micro Products Division of Tandem Computers, Inc., hoped to shorten
its production cycle time, reduce inventories, improve quality, lower product costs, and increase flexibility. But the process of achieving these goals was not without problems.
One problem was that, because investments in computer integrated plant and equipment must be made in large
chunks, plant operations cannot be upgraded significantly
without incurring major retrofitting costs and organizational
trauma. Another problem was that the comprehensive integrated systems had developed piecemeal. The financial departments were forced to change both their traditional base
for overhead allocations and the detailed manufacturing information being provided to users. From the financial point
of view, automation was a continuous process over a period
of years.

PRODUCT LINES AND PROCESSES
he Micro Products Division began operations in 1981
with the development and production of one product a computer terminal. Four new product lines, all
requiring development and production, were added in 1983.
These lines included terminals of various sizes and a personal computer. The introduction of a fifth line (printers)
marked the beginning of a shift in emphasis at the Division
toward product lines that required no production, only purchase, inspection, configuration to customer specifications,
28

the Division altered its product mix, it became eviA sdent
that the means by which information was being
passed between manufacturing subsystems needed
to be changed. The Division's initial manufacturing information system, EMPACT, came down from corporate headquarters in Cupertino, Calif. In essence, it was a materials
tracking inventory control system with a focus on part number and subassembly identification. The Division MIS group
modified the basic system to fit the unique characteristics
of the local production facility and added two subsystems:
the Order Processing System (OPS), which kept track of the
product as it moved through the line; and the Progressive
Bill System (PBS), which enabled the automatic ordering of
materials to production as needed.
EMPACT was developed initially without any linkage to
the Division accounting systems. Transactions reports from
EMPACT output were entered manually in the journals. At
the urging of the Division accounting group, a computerized
interface between the physical flow of products and the accounting control of inventory was developed and introduced
at the Division facility in 1985.
In 1982, the Division MIS group had implemented a workin-process tracking system. The need for a more flexible
tracking system rapidly became apparent, and the Work
Tracking and Control System (WTCS) resulted. This system
was a parameter- driven, product-independent, work tracking system that would provide the flexibility to handle the
rapid changes in product mix and production processes the
Division was encountering.'
Three additional systems interfaced with the manufacturing information system. The marketing support system
(MSS) and automated invoicing system (AIS) both were located at corporate headquarters, and the Tandem accounts
MANAGEMENT ACCOUNTING /JULY 1991

CIM Experience
Division of Tandem Computer served production but not accounting.
payable system (TAPS) was located at the Austin site. Customer order information was transmitted from MSS over
Tandem's satellite or telephone communication network
and was printed out as hard copy in Austin. Division personnel then entered these data manually into the Austin order
processing system. The Tandem accounts payable system
also required manual inputs for orders placed by Austin purchasing personnel, but once entered, the tracking was automated and interfaced with the Austin general ledger and receiving. As shown on the flowchart (Figure 3), the accounts
payable and fixed assets systems interfaced with the Austin
general ledger. Data from the Division general ledger were
batch processed monthly to corporate headquarters, and
corporate personnel, in turn, sent consolidated files of all
transactions affecting Austin operations to the Division. For
example, all payroll transactions were processed at the corporate office.

ing station also generated bar code labels that carried the
purchase order number, part number, and number of boxes.
These labels were attached to the boxes as they were moved
into inventory.
Receiving terminals were on -line with EMPACT and
TAPS. Upon receipt, the inventory control system in EMPACT was updated with material units carried at standard
costs, and a clearing account was credited for the transaction. As invoices for shipments came in, accounts payable
personnel used the TAPS to display all received shipments
that had not been vouchered for payment. If there was a
match, the invoice would be vouchered for payment. Any difference between actual and standard costs was pulled off as
the transaction cleared the clearing account. At month-end,
the TAPS generated a report of any materials received that
had not been vouchered for payment
Although computer linkage with major suppliers was being considered, Tandem still generated purchase orders
manually. But from receipt through manufacturing to shipment, all material movement and transactions were under
computer control —hence the label "paperless factory."
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he development of a computer - integrated manufacturing system created the need for
an automated accountFIGURE 1 /PRODUCT LINE CHANGES
ing information system.
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By the end of 1988, the
1. 6530 Terminal
number of persons perDevelopment Production
forming all accounting
functions for the Divi2. 6531 6532 Small Screen Terminal
sion had been reduced to
Development Production
eight. Three handled the
3. TCC 6820
cost accounting activiDownsized 6810 Production
ties, four worked with accounts payable, and one
a. 65Ax PC
Development Production
was assigned to fixed asset accounting.
5. Printers

Receiving and Accounts Payable: The in-

Sell

&

6. 6600 Controller
Development Production
7. 6AX (on IBM AT compatible)
Purchase, test, configure to
customer specification —Phase
out in 1988 and replace with PSX
8. EXT —Two Processor System
(no development) Start -up &Production

out

&

phase

production
corporate
transferred to

9. 6526 Terminal
Purchase Sell
10. LXN
Purchase, Inspect, Configure,

&

&

ventory control and accounts payable functions
were highly automated
by 1988. When incoming
material arrived, receiving personnel would call
up the purchase order
number on the work station terminal and compare line order items
with receipts. They
would enter the quantity
received, unit cost, extended costs, packing
slip reference, and a sequentially assigned control number. The receiv-
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dard production times and
Although the Micro Prodmaterial costs and corpoucts Division production
rate standard labor and
and accounting systems ofoverhead rates. The corpofered the availability of onrate standards, set annually,
line cost reporting, the Divireflected a weighted aversion operated with monthly
age of the costs for all operreports. The cost structure
ations in the corporate
of the Division products for
structure. The major varithe most part remained
ances between corporate
rather stable during 1988,
standards and Austin Diviand no major changes in
sion actuals appeared in
cost reporting procedures
overhead costs and reflectwere initiated.
ed differences in the faciliIn contrast, the Division
ties used for production and
implemented major changin the service or support
es in production activity regroups.
porting and operational
In 1989, the Micro Prodcontrols. Production planucts Division abandoned
ners and managers were
the traditional touch or dimoved from offices to the
rect labor base and
production floor where they
changed to a single overcould interact with operahead rate based on material
tors and operations. Activity
received. Costs in the overmeasures and goals were
Components are assembled In the Systems Manufacturing Group.
head pool to be allocated inestablished for major prodcluded all labor costs, all
uct fines. The following acmaterials- handling costs previously reflected in the material
tivity measures were develop( d for one specific product line:
overhead rate under the dual rate system, and all manufacturing overhead items. While refinements are expected in 1. End of line quality- With workers encouraged to inspect
establishing and applying this single rate, the changeover
their own operations carefully and with the operations
was initiated to focus attention on the major product
testing built into the production process, final inspection
cost — material cost —and to deemphasize labor cost, a relshould find "zero defects."
atively minor element of product cost. Currently, overhead
2. Out of box: All products shipped to customers and /or to
is applied to material as it is received, but subsequent apcustomer engineers for installation contain a postage pfication points are being considered, e.g., as material is
paid return card requesting comments on the product apmoved into work -in- process or as WIP movett to finished
pearance and performance upon receipt Without an ingoods. Production cycle -time fluctuation could ha: a income
centive to return the reply cards, this measure is likely
statement implications under different application points.
to pick up only customer complaints of damage in shipThe Micro Products Division still uses the corporate mament and /or operational problems. The goal is to have
terials overhead rate rather than a division - specific rate, in
the product leave the production line without defects and
part to facilitate intercompany transfers at cost between proarrive at the customer's site in the same condition. To imduction units and to customer engineering and service faprove quality, the Division employed a quality director
cilities. The goal is to develop facility- specific and product whose task was to determine quality costs in three arspecific overhead rates based on material. Progress toward
eas— prevention, inspection, and failure —and to find
product - specific rates based on material hinges, in part, on
ways of improving performance by correcting causes of
resolution of the question "Should the material overhead
poor quality as early as possible. The "quality" focus at
rate be different if the same material component is used in
Tandem is not on product alone but on all key Division
multiple products ?"
operations.
The Division still is con3. Cycle time: Cycle time is
sidering using other bases
a measure of the elapsed
for overhead allocation. For
time from introduction
example, if quality assurof a production order
TABLE VACTIVITY MEASUR
ance personnel find that
through work -in- process
PRODUCT LINE
most of the product failures
to completion and transQuarter 4, Fiscal 1988, October 30, 1988
are related to materials,
fer to finished goods. ReMeasure
Now
Goal
then the costs of the Quality
Actual
duction of the cycle time
1. EOL quality
97.4%
Assurance
Department
99 %+
98.9%
can reflect efficiencies in
2. Out of box
96.6%
would be treated as a mate99%+
90.2%
production and assem3. Cycle time
rial overhead item. If errors
10 days
3 days
3 days
bly operations and enare labor related, then such
4. Order lead time
10 days
<5 days
3 days
able a reduction in work costs would become part of
5. WIP accuracy
85%
98%
99.6%
in- process inventories.
a labor overhead rate. The
6. Inventory values
$600,000
$50,000
$61,000
4. Order lead time: Order
search continues for the apScrap
TBD
lead time represents the
$2,000
$468
propriate base or bases for
B. inventory writeott
time from the date a cusTBD
<$2,000
<$1,000
overhead allocation.
9. Space required
5,000 sq. ft.
tomer or customer engi3,000 sq. ft.
2,000 sq. ft'
Management Reporting:
neer places an order to
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the product delivery date. Again, the goal is to reduce the
response time in meeting customer needs.
5. WIP accuracy: Cycle counts are used to verify inventory
records. If workers understand the importance of correct
data entry and exercise due care in the process, discrepancies in inventory counts should be minimized.
6. Inventory values: Decreases in dollar value should reflect
efforts to reduce cycle and order lead times.
7. Scrap: Scrap costs had not been identified with specific
product lines before this activity measure was implemented.
8. Inventory writeoff: This writeoff could be due to errors
in data entry of product or component codes, standard
unit costs, or physical loss of inventory items. like scrap
costs, inventory writeoff by product lines had not been
maintained previously as a separate database.
9. Space requirements: Reduced space requirements can reflect improvement in production facilities layout as well
as reduction in inventory buildup between work stations.

ning and control systems tend to be implemented without
concurrent development and enhancement of the accounting system interface. Without such development, the full potential of a computer - integrated system cannot be realized.
Equally important to the successful adaptation of systems to
change is the need for accounting personnel to be computer
systems literate and actively involved in the planning for
changes in production systems.
As in manufacturing operations, flexibility in information
systems enables faster and easier response to change. The
Austin MIS group succeeded in moving from a single -product work tracking system to multiple products and, finally,
to a product-independent, parameter -driven system.

ADDITIONAL CONSIDERATIONS

A

company that is contemplating moving to CIM and an
automated accounting system should keep one prima question in mind: "Is information systems planning

The Activity Status Report for one product line for the
fourth quarter of fiscal 1988 appears in Table 1. The "Now"
column shows conditions in June 1988 when these measures
were being developed and implemented. Actual results essentially exceeded goals except in two areas — product complaints registered by customers "out of box" (item 2) and inventory values (item 6).

RESULTS OF THE CHANGES AT TANDEM
ach of the changes described above necessitated
abandonment or modification in the production planning and control systems as well as in the accounting
information systems. The systems changes appear to have
been a result of rather than an integral part of operational
changes. Development and implementation of the materials
tracking and inventory tracking system without any "hooks"
to the accounting system does not appear unique to this
firm. Perhaps because of a perceived urgency of need and
the availability of expertise, computerized production plan-

Workers are encouraged to Inspect their own operations carefully.

an integral part of our firm's long -range planning activity?"
This question in turn leads to some other considerations.
Does the firm have some form of centralized authority that
can implement changes in the production and accounting sys-

Inspection and testing are among the operations at the Micro
ProductsDivision.
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tems?Is the documentation of the operating systems current
and complete? In short, does anyone or any specific group
know (or can find out) how the systems really operate to
track the product and produce cost and financial results?
The frequency of revisions in computerized information
systems increases with the rate of change in operations. Revisions, or "patches," may be made by different personnel
with different skill levels to different segments of the system.
These factors, coupled with turnover of personnel, suggest
the need for some type of centralized authority for review,
approval, and communication of system changes. Standardization of system documentation procedures also would be
extremely helpful.
At Tandem, each division has a manager of management
information systems who is responsible for the functions
noted above. This position was staffed at the Micro Products
Division in 1982. Differences in software systems between
divisions can and do exist, although all divisions use Tandem hardware.
A second consideration—with the introduction of computMANAGEMENT ACCOUNTING /JULY 1991

formation for financial reporting —even if it means reformatting output from the Division system to feed the corporate
system. In a win- place -show scenario, the Division level's
need for financial planning and control information comes
in a distant third.
Division activities to supplement the on -line CIM information included:
■ Development of Division - specific standards and multiple
overhead rates that reflected differences in activities performed by the operating units within the Division.
■ Implementation of an activity-based measure designed to
focus on quality improvement, inventory reduction,
shorter cycle times, and increased accuracy.
The Division also planned to supplement the off-line quarterly review of product costs with a product cost forecasting
model. This model will be incorporated with the operating
budgeting procedures that will be implemented at the Division level.
Most items produced by the Micro Products Division require no
production.

Reduced space requirements can
reflect improvement in
production facilities layout.
erized production and /or information systems, have the train-

ing needs of personnel been addressed? New manufacturing
technologies such as CAD /CAM and robotics produce significant changes in the skills requirements of the workplace.
One company addressed these changing needs by sending
the lathe and milling machine operators to the manufacturer
of the automated computer- controlled equipment that was
to replace the traditional lathe and milling machines. These
employees were retrained to operate and maintain the new
equipment.
Change in the Micro Products Division was not that dramatic, but employees controlled product movement and data
entry at their work station terminals. Bar coding and "wand ing" reduced data entry errors within the system but also
required a reevaluation of the skill level and training needs.
For example, the receiving function traditionally had been
an entry level position, but this work station became the initial data entry and bar code designation point for all components flowing through the "paperless factory." In addition,
improper matching of material received with purchase orders in EMPACT created problems in the interface with accounts payable. Recognition of the changing requirements
for personnel in the receiving function led to an upgrade in
this position, creating new training requirements and staffing levels.
Third, does the ClMsystem installed at the division or plant
level adequately serve production and financial planning and
control information needs? Based on the Micro Products Di-

vision study, the answers are: production —yes, account ing—no. Whatever the name— EMPACT, MRPII, or some
other proprietary name —the primary purpose of the system
is to track production through the plant and get it out the
back door. If the system does not facilitate this objective, it
is either modified or replaced. As a close second, the system
must provide corporate management with the necessary inMANAGEMENTACCOUNTING /JULY 1991

Fourth, who should sponsor the movement to computer -integrated systems? Systems changes in the Micro Products Di-

vision evolved over the five -year span of this study, with the
initiative for change coming from many sources -- corporate,
manufacturing, MIS group, and accounting. These changes
essentially were standalone and implemented within traditional organizational boundaries. If the full benefits of CIM
technology are to be realized, the sponsor must have the organizational position and power to cross traditional organizational boundaries (e.g., engineering vs. manufacturing)
and resolve conflicts resulting from the impact of CIM requirements on existing systems and procedures.
Fifth, what factors can be used to prioritize levels and functions in the implementation process? Frequency of informa-

tion needs and transaction volume were two factors that influenced the initial development and subsequent enhancement in the work tracking and inventory control system.
Dollar amounts did not appear to be a consideration in the
prioritizing process, nor was it essential for all components
of the system to have computer linkage on a real -time basis.
The lessons from this firm's experience are summarized
in the charge to the Systems Review Committee, representing personnel from all disciplines—"Assess information
needs, evaluate system alternatives, and develop long -range
plans for system development and integration."
■
Earl D. Bennett was professor of accounting at Texas A&M
University until his retirement in 1990. He taught at a number

of universities and also served as department head at the University of Texas. He earned a Ph.D. degree from the University
of Michigan. He can be reached at (409) 696 -6969.
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`See Tandem Assembles, Tracks and Tests — Without Paper!" by William Balcezak, Modern Materials Handling,February 6, 1984. For a later and more detailed
paper, see "Paperless System Tracks and Controls Testing at Tandem Computers," by William Balcezak, IndusHal Engineering,September 1986, pp. 6686.

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

Yes
76

No
77
33

Why Not Disclose For
Supply Commitments?*
Are financial statements hiding a secret liability?
BY MICHAEL T. DUGAN AND
D. WADE HUGHES
Certificate of Merit, 1990 -91

xtemal users of financial
statements may be missing a
critical piece of information
needed for prudent decision
making. What fails to appear on many
financial statements is any mention of
the commitment by the supplier to provide goods to the purchaser. Why is
this important? Because the supplier
may have a contractual obligation to
deliver goods that can result in extensive losses, particularly in situations
where the supplier has not "hedged"

by acquiring the goods.
Generally accepted accounting
principles (GAAP) for firm purchase
commitments stipulate that subsequent declines in the market price of
an inventory item be recognized as a
loss in the buyer's income statement in
the period during which the price decline occurred.' This requirement of
GAAP dates back to the late 1940s and
is consistent with the conservatism inherent in the general application of the
lower -of- cost -or- market rule to inventory pricing.
What GAAP has not addressed to
date, however, is the "other side of the
coin" of purchase commitments —the
accounting required by the supplier. A

supply commitment is a firm obligation to provide fixed or minimum
amounts of resources or services at
fixed or maximum prices in the future
to a purchaser either at stated intervals
or upon request by the purchaser. In
contract with a purchaser, a supplier
has placed a claim on its own present
and future economic resources, the effect of which may not be known until
the contract expires or is executed.
What must be determined is whether
the claim on those resources is significant enough to warrant disclosure in
the financial statements. The following
questions must be answered to determine the appropriate accounting treatment for supply commitments:
• Is a supply commitment a liability?
• What type of liability is it?
• If a supply commitment is a liability,
how should it be reported, if at all?
SIGNIFICANCE OF SUPPLY
COMMITMENTS
he potential impact of supply
commitments is apparent from
those made by Texaco, Inc. In
the 1950s and 1960s, Texaco contracted to provide supplies of natural gas to
Louisiana power companies through
1986. The total amount to which Texaco was committed was approximately
1.8 trillion cubic feet of natural gas at
an average cost of $34 per cubic foot.
These supply commitments were very
attractive at the time because Texaco
could earn a substantial profit as long
as the prevailing market prices of natural gas averaged between $.15 -$.20
per cubic foot.
It wasn't until 1975, when natural
gas prices jumped to $.45 per cubic
foots accompanied by a shortage that
Texaco suddenly was faced with a loss
contingency. In September 1980, Texaco had to cut its reserve estimates by
about 960 million cubic feet —the third
cut in two years. The result of these estimate reductions was a potential loss
2

,4

Firm supply commitments, such as for natural gas, can impact a company's profitabliity.
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of $815 million "if delivery of the estimated potential maximum contract
quantities through 1985 were to be required."" Also, the reduction announcements and subsequent difficulty fulfilling the supply commitments
precipitated a third - quarter 1980 earnings decline of approximately $6 million, as well as a reduction in stock
price. Thus, Texaco legally bound itself to a claim on its present and future
assets. Because it was not required to
do so, however, Texaco did not disclose information about any commitments on those assets in its financial
statements prior to 1980. Immediate
losses of $6 million and a potential loss
of $815 million by Texaco would be
considered material.
Supply commitments are offered as
an incentive to purchasers and as a
way of "locking in" sales revenues over
a number of years. Whatever the reason, it's currently up to management's
discretion to disclose these commitments in the financial statements. Normally, supply commitments are not
disclosed until a crisis is imminent and
the supplier is about to default on the
contracts or the supplier stands to incur substantial loss because the purchaser fails to perform its duties listed
in the contract The problem for the financial statement user is that the supplier company may appear very profitable, but this profitability may be
dependent on the ability to execute
supply agreements that are not disclosed. With a change in a critical factor of the contract (such as the market
price of the contracted good), the supplier's ability to meet its obligation
may be seriously hindered, and the
company's profitability and overall financial condition may be impaired.
Texaco was not alone in this scenario. Westinghouse Electric suddenly
found itself in financial trouble because of an inability to perform supply
commitments. In addition, as an incentive for utilities to award it construction contracts to build nuclear reactors, Westinghouse contracted to
provide more than 80 million lbs. of
uranium to these utilities at an average
price of $10 per lb. over a 20 -year period. In 1974 (eight years after the first
agreement), the market price of uranium began skyrocketing and topped
out at about $35 per lb. above the price
at which Westinghouse was obligated
to deliver. When Westinghouse was
unable to perform on the commitments, it was confronted with a potential loss of more than $2.275 billion
(oversix times the company's 1974 net
MANAGEMENT ACCOUNTING /JULY 1991

Westinghouse contracted to supply
uranium.

income). Before 1974, the supply commitments were not disclosed by management in the financial statements.6
As a result, financial statement users
were caught unaware of the Westinghouse shortfall problem.

PROPOSED DISCLOSURE FOR
SUPPLY COMMITMENTS
ecause the impact of supply
commitments on the financial
viability of the supplier can be
so significant, the way to disclose them
in the financial statements is an issue
that must be addressed. In determining how to report supply commitments, one first should classify the
long-term commitment within the context of existing financial statement elements. Paraphrasing the presentation
in Financial Accounting Concepts
Statement No. 6,7 a liability may be defined by three criteria:
■ It must have arisen from a past
transaction.
■ It must represent a present obligation of the firm.
■ It must require the firm either to
pay money or to provide future service to satisfy the obligation.
As noted previously, a supply commitment clearly meets the first and
third criteria because the commitment
arose from a past contractual agreement and the supplier is obligated to
provide a future service to the purchaser. The problem in classifying a longterm supply commitment as a liability
is that it does not always represent a
present obligation of the firm because
many commitments are extended over
periods of up to 20 years or longer.
GAAP defines contingent liabilities as
those that are dependent on the occurrence (or nonoccurrence) of future
events, therefore representing potential obligations rather than present obligations." Because a supply commitment is a firm obligation to provide
resources or services to a purchaser at
stated intervals or upon request by the

purchaser, strict adherence to the definition of a contingent liability would
result in the classification of a supply
commitment as a contingent liability.
Specifically, the classification would be
a probable contingent liability because
such a commitment represents a firm
or legally binding contract."
Now that the supply commitment
has been classified as a probable contingent liability, a method of disclosure
of the commitment in the financial
statements must be provided. FASB
Statement No. 510 provides rules for
recognition of contingent losses but
not for contingent liabilities themselves, i.e., the probable costs to be incurred for actually satisfying the obligation in the future. Thus, the FASB
overlooked the problem of supply
commitments as contingencies. This
oversight by the Board —not considering recognition and /or footnote disclosure of such liabilities —is the basis for
the present problem of no GAAP ruling for supply commitments. A company is required to recognize a liability in
its financial statements only if the incurrence of a loss is likely or probable
based on the subjective opinion of
management and if the amount of the
loss is reasonably estimable.
The problem is that external financial statement users do not become
aware of a potential problem until
some major event (such as threatened
or pending litigation by the purchaser)
occurs that forces management to determine whether a loss is likely. By
then, it usually is too late for financial
statement users to make prudent decisions because a loss is imminent

TABLE 1 /SUPPLY
COMMITMENT
DISCLOSURE
DISCLOSURE FOR 1966
(year in which contracts were signed)
NOTE TO FINANCIAL STATEMENTS
Westinghouse Electric Corporation has
entered into a number of long -term
contractual agreements to sell up to 80
million pounds of uranium to utility
companies to encourage nuclear
reactor construction and to secure sales
of uranium. The contracts are optional
to the purchasers at a fixed price. The
average contract price is approximately
$9.50 per pound, and the current
market price is $8.00 per pound. We
cannot reasonably estimate the amount
of purchases that will be made under
these agreements because of the
optional nature of the contracts.
:35

Strict consistency with the standards for a probable loss contingency
contained in Statement No. 5 and for
firm purchase commitments appearingin Accounting Research Bulletin No.
4311 would dictate that certain costs associated with the probable future liability (i.e., an amount of expected
loss) arising from a supply commitment be recognized based on an estimate (assuming that the expected loss
can be reasonably estimated). Such
costs would be recognized as a charge
against income of the period in which
market price increases above the contracted price occur. Detailed footnote
disclosure of supply commitments
consistent with specified guidelines,
however, is the more realistic approach that the FASB should consider.
Upon entering into a long -term contract, management makes a decision
based on several important factors including the company's experience
with the type of contract, experience
with similar clients, the contract clauses, the dependability of critical supplies to execute the commitment, and
regulatory changes, technology
changes, etc. Such factors determine
the risks associated with the decision
and permit management to make certain risk assessments. By receiving information about significant supply
commitments through footnote disclosure, financial statement users may analyze those factors and others familiar
to them to make their own risk assessments about management's decisions.
Disclosure guidelines should be developed to define explicitly which supply commitments are required to be
disclosed and what information relative to these commitments should be
reported. Supply commitments are
contracts that vary widely in terms and
types, but they may be classified into
two broad categories: firm fixed contracts and variable contracts whose
prices and quantities change over the
life of the contract. A potential loss
may arise most often on commitments
that are firm and binding and fixed as
to price and /or quantity. If the quantity of supply is adjustable, and the price
is adjustable to market or some other
means, then the risk of loss to the company is minimized. Because the main
objective of the disclosure is to make
users aware of potentially risky situations facing the firm, the requirements
for disclosure should be those supply
commitments that are material in nature and that are legally enforceable
(firm) by the purchasing parties.
The information contained in the
36

Supply commitments
are incentive to `lock
in" sales revenue.
disclosure should be sufficient so that
users understand the general nature of
the commitment of the company and
the term the commitment covers. Specific requirements for the disclosure
should include the following:
1. The resources, services, and so
forth to be provided and the length
of the term to be covered;
2. A brief description of the purpose
for the commitment (i.e., different
market, extra revenue, incentive)
and the environment in which it
was made;
3. Minimum and maximum quantity
to be supplied;
4. Price per unit to be charged, if
fixed, and the maximum and minimum price, if variable;
5. Total amount of costs expected to
be earned;
6. Total amount of costs expected to
be incurred.
An example of a supply commitment disclosure for the Westinghouse
situation appears in Table 1. The detailed requirements provided include a
general description of the supply commitment describing the major risk elements. This disclosure should offer external financial statement users access
to more accurate information on which
to base their decisions. The potential
liability of the reporting company to
this user group should be reduced
substantially. The issue of liability of
companies to user groups is appropriate to raise in an argument for disclosure of supply commitments because
Westinghouse sustained shareholder
lawsuits when it failed to disclose its
contingency before 1974.
This recommendation is not designed to provide a great amount of
disclosure, but no major lawsuits have
arisen about the appropriate amount of
disclosure, only the lack of disclosure." In other words, the question
really is not how much disclosure
should be required for supply commitments of a company but rather,
whether they should be disclosed at
all.
Many managers and accountants
believe that the volume of accounting
standards being promulgated by the

FASB is too cumbersome, and they
feel the burden placed on the entire
business community may result in adverse effects." In response, Murdock
and Stephens14 state, "Theoretically,
more disclosure is always preferred to
less disclosure."
As affirmed by recent investigations by the Securities & Exchange
Commission and judgments from the
courts, Congress, and the Treadway
Commission, public accounting firms'
responsibilities to external users are
greatly increasing. "The public expects auditors to prevent publication of
financial statements that are misleading, regardless of the cause." 16 Supply
commitments are an area that existing
GAAP does not address, which could
be affecting the profession's ability to
meet public expectations.
■
Michael T. Dugan, DBA, CPA, is the
Taylor Professor of Accountancy at Auburn University. He is a member of the
West Alabama Chapter, through which
this article was submitted. He can be
reached at School of Accountancy, College of Business, Auburn University, Auburn, AL 368495247
D. Wade Hughes is a CPA.
'American Institute of Certified Public Accountants
(AICPA), AccountingResearch Bulletin No. 43: Restatement and Revision ofAccounting Research Butletins, New York, 1953.
'Texaco, Inc., "Notes to Consolidated Financial
Statements," Texaco, Inc. 1980Annual Report,White
Plains, N.Y.
'American Petroleum Institute, Basic Petroleum Data Book, Washington, D.C., 1981.
'Ibid., Section XIIL Table 2a.
'Op. cit., Texaco, inc., 1981.
'M. Eaker and K. Ferris, "Long -Term Supply Agreements: A New Albatross ? ", Financial Analystsjournal, November - December 1982, pp. 7473.
'Financial Accounting Standards Board (FASB),
Statement ofFinancial Accounting Concepts No. 6:
Elements ofFinancial Statements,Stamford, Conn.,
1985.
'Financial Accounting Standards Board, Statement of
Financial Accounting Standards No. 5: Accounting
for Contingencies,Stamford, Conn., 1975.
'The only circumstance under which a supply commitment would not be classified as a probable contingent liability would be a situtation where the supply contract does not bind the supplier because it
may be subcontracted out or sold off to another supplier.
`Op. cit., FASB No. 5.
"Op. cit.,AICPA, 1953.
"R Murdock and R. Stephens, "Note Disclosure in
Compiled Financial Statements," Ohio CPA Journal,
Spring 1987.
"H.D. Lowe, "Standards Overload," MANAGEMENT
ACCOUNTING®,Institute of Management Accountants (formerly National Association of Accountants), Montvale, NJ., June 1987.
cit., Murdock and Stephens, 1987.
"op.
'IF-H. Bertholdt, "Public Expectations--Meeting
the Challenge," CPA Journal,August 1986.
Is this article of interest
to you? If so, circle
appropriate number on
Reader Service Card.

Yes
62

No
63

MANAGEMENT ACCOUNTING /JULY 1991

BY 11-VVOON KIM AND
ARAN T. SADHWANI
tatistics on shrinkage rates and
causes of shrinkage in merchandising companies are widely
published. The average shrinkage rate reported by department
stores and specialty stores is approximately 2% —theft by customers is reportedly the major cause.
But what about the inventory problems of manufacturing companies?
These companies also are plagued by
prolonged inventory problems, but
very few empirical data about the problems are available. In fact, the inventory record has far more important implications for manufacturing
companies than for retail companies
because many management decisions— purchasing raw materials, pricing products, hiring workers, and
scheduling production —are based on
current inventory levels.
Inventories are nonmonetary assets
purchased for future benefits such as
production and sales, so the opportunity cost of inventory shrinkage is lost
production and /or lost sales. Chronic
inventory shrinkage can be a sign of
serious internal control problems,
even sometimes of inefficient management of a company's assets. Robert J.
Shaw of KPMG Peat Marwick is of the
opinion that "no single event does
more to undermine confidence in company operating systems or raise quesMANAGEMENT ACCOUNTING /JULY 1991

tions regarding the diligence and
sometimes competency of management than inventory shrinkage."
THESURVEY
o add to the general knowledge in
the area of inventory shrinkage in
manufacturing companies, we
carried out a survey of manufacturing
companies concerning their inventory
discrepancy problems. We mailed a
questionnaire to the plant controllers
of several hundred manufacturing
companies. It was designed to collect
information regarding the characteristics of each company, the magnitude
and causes of inventory discrepancy,
the internal treatment of inventory
losses, and any other comments related to inventory management. The
questionnaire also was distributed at
RAA cost accounting conferences. In
total, 224 companies responded, resulting in 203 usable responses.
In analyzing the collected data, we
divided the sample companies into
three groups: small, medium, and
large. Companies with annual sales
volume of $100 million or above were
classified as large companies, companies with annual sales volume between
$30 million and $99 million as medium
companies, and companies with annual sales volume below $30 million as
small companies. According to this
classification, there were 53 large companies, 77 medium -sized companies,

and 73 small companies. Average annual sales, average annual shipments
at cost, and average inventory value for
the sample companies in each category are shown in Table 1.
SURVEYRESULTS
able 2 shows the most recent inventory loss or gain when comparing reconciled physical inventory
to accounting records for the total
sample as well as for each category of
the sample companies. Overall, 139
companies (68.5% of total sample) report an inventory loss. The average inventory loss is $521,952, ranging from
$30 million to $478. It is interesting to
note that 55 sample companies report
an inventory gain, which constitutes
27.1% of the total sample of 203 companies. The average gain for all sample
companies amounts to $178,562 in the
most recent year, ranging from $1 million to $190. For medium -sized and
small companies, the absolute dollar
amount of gain exceeds the absolute
dollar amount of loss.
Only nine companies (4.4% of total
sample) report no inventory gain or
loss in the most recent year. The fact
that inventory gains as well as losses
are prevalent in the sample companies
indicates that such gains and losses
are caused mainly by inventory errors,
not by inventory thefts. This argument
is supported by further evidence discussed below.
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large companies tend to have more sophisticated inventory reporting systems. For most manufacturing companies (large, medium, and small),
unlike for retailers, theft is not a major
concern. Only 1.1% of total inventory
discrepancy is attributed to theft.
Typical sources of inventory errors
for manufacturing companies included
unreported scrap, misreported labor,
misreported production counts, unrecorded engineering changes, substituted materials, and inaccurate cost standards, For all sample companies,
almost 30% of total inventory discrepancy is caused by misreported production counts, as demonstrated in Table
4. This factor is followed by 21.8% for
unreported scrap and 10.8% for inaccurate cost standards.
Many sample companies cited other causes, which made up 17.9% of the
total discrepancy. The causes included
inaccuracy of measuring devices or
methods, shipping errors, vendor
shortage /overage, inaccurate material
usage (misreported materials), inaccurate bills of material, computer program problems, obsolescence, and unreported internal use. Among them,
shipping and receiving errors were
most common. Parts and materials returned to vendors and items returned
by customers often were not recorded
properly. Shortages on incoming materials from vendors were a major concern of many sample companies. Over shipment of finished goods was also a

For all sample companies, the percentage of average inventory loss to
the average inventory value is 1.03 %,
and the percentage of average inventory gain is 0.35% (Table 3). For large
companies, the average loss and gain
are 0.97% and 0.19% respectively. But
we observed that two things happen as
the company gets smaller. First, the
percentage of the inventory discrepancy (either loss or gain) gets larger. The
loss was 0.97% for large companies,
1.87% for medium -sized companies,
and 2.49% for small companies. The
gain was 0.19% for large companies,
2.01% for medium -sized companies,
and 4.36% for small companies.
Second, the percentage of the gain
becomes greater than that of the loss
as the size of the company decreases.
For example, small companies had an
average loss of 2.49 %, while the average gain was 4.36 %.
Factors causing inventory gain or
loss can be classified in three broad
categories: errors, theft, and others.
The percentage of each factor to total
gain or loss is shown in Table 4. Overall, more than 80% of the total inventory discrepancy in the responding
companies was attributed to some type
of inventory- related error. As the size
of the companies decreased, the ratio
of the percentage of errors to the total
discrepancy increased. It is 76.3% for
large companies, 80.7% for medium sized companies, and 82.6% for small
companies. This is probably because

TABLE 1 /SALES, SHIPMENT, AND INVENTORY OF THE
SAMPLE COMPANIES (in thousands o f dollars)

$

$

$
$

1,348,066
33,065
11,208

$

$

373,725

$

$
$

---------------------------------

5,399,534
50,470
16,113

$

Large companies (53)
Medium -sized companies (77)
Small companies (73)

1,434,669

$

Total sample (203 companies)

Average
Invento ry

$

Average
Shipment

Average
Sales

50,644
180,887
6,761
2,373

TABLE 2 /INVENTORY LOSS OR GAIN
Average
Lo ss
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$
$

$

$

$

$

$

Large companies
(number of companies)
Medium -sized companies
(number of companies)
Small co mpanies
(number of companies)

No
Loss /Gain

178,562
0
521,952
(55)
(9)
(139)
--------------------------------0
338,357
1,746,516
(3)
(14)
(36)
141,727
0
126,830
(22)
(2)
(53)
103,468
0
59,094
(19)
(4)
(50)
$

Total sample
(number of companies)

Average
Gain

TABLE XINVENTORY
LOSS OR GAIN
(percentage to average inventory
value)
Average Average
Lo ss
Gain
Total Sample

1.03

0.35'

Large companies
Medium -sized
Small

0.97
1.87
2.49

0.1
2.01
4.36

problem for some. A few sample companies stated that the reasons for inventory discrepancy were unknown.
The sample companies were asked
whether they attempted to build a
"cushion" into their inventory costing
system to offset any anticipated discrepancy. Ninety -two companies
(45.3 %) said yes, and 111 companies
(54.7%) said no. For those companies
that build in a cushion, the cushion
represents, on average, 2.17% of their
total inventory cost. One company said
that inventory problems could be identified and solved after eliminating the
cushion.
It has been an accounting practice
of many store managers in retail companies to cover up shrinkage losses,
usually by not recording price increases so that the losses reported to
top management are understated. The
sample companies were asked where
and how they bury inventory losses
and gains. Most companies report that
they do not bury or disguise inventory
discrepancies but recognize them in a
separate account. The survey identified several interesting accounting
treatments currently used by manufacturing companies. They can be categorized in two broad groups: the allowance method and direct charge -off
method.
The allowance method provides for
a reserve throughout the year based
on some percentage of production or
Wes value for potential physical loss
or gain. This reserve is identified separately on the balance sheet and may
be reversed at the end of the year if not
used. Some companies use two separate reserve accounts built into the
cost of sales to record inventory discrepancies: inventory shrinkage reserve and obsolete inventory reserve.
The direct charge -off method allows writing off an inventory loss as a
period expense (e.g., miscellaneous
expense) or as a direct charge to the
cost of goods sold. Companies sometimes allocate inventory losses or
MANAGEMENT ACCOUNTING/JULY 1991

gains to raw materials, work-in-process, and finished goods. A few companies use one method for finished
goods (e.g., allowance method) and
the other method for raw materials
and work -in- process (e.g., direct
charge -off method).
Either of these two methods can be
used for each department or product
We found that many companies use
these methods in conjunction with
standard cost systems. Inventory discrepancies are reflected automatically
in the variances of materials, work -inprocess, and finished goods.
The direct charge -off method is
simple and easy to use because basically only one adjusting journal entry
is required to record any inventory discrepancies. However, a physical count
is necessary to make an adjustment to
the inventory accounts. Those companies that keep a good record of inventory discrepancies can use the allowance method to estimate inventory
gains or losses at any time for making
business decisions and for preparing
interim financial statements.
In spite of its theoretical advantages, a serious potential problem in
using the allowance method is that an
estimated gain or loss at some time
during an accounting period can be
very different from the actual gain or
loss incurred by the end of the period.
There are two reasons for this discrepancy: Most errors occur randomly,
and positive errors will be offset by
negative errors.
CONTROLLINGINVENTORY
ERRORS
n financial accounting, a major objective of inventory measurement is
to determine income by matching
appropriate costs against revenues
(Accounting Research Bulletin No.
43). In this context, controlling inventory errors is important because net income is affected directly by the ending
inventory. For example, understating
the ending finished goods inventory
will result in an overstated cost of
goods sold, which in turn will result in
an understated net income. The total
of assets and owners' equity in the balance sheet also is misstated by the
same amount. For the purpose of management accounting, however, inventory errors have by far more complex
implications for the company because
many business decisions are based on
the current inventory levels.
The first step in controlling inventory errors is to identify the causes of
MANAGEMENTACCOUNr1NG /JULY 1991

errors within the company. East all possible sources of inventory losses and
gains and then find the major factors
that drive them based on historical data concerning inventory discrepancies.
Figure 1 lists key points to be checked
along the operation process of a manufacturing company. At each checkpoint, employees as well as vendors
and customers can make errors in
quantity, price, and item numbers.
Typical employee errors include miscounting, misrecording, and miscosting. A breakdown of the total discrepancies by inventory type, location, cost
element, and operation would be most
helpful.
Once problem areas are identified,
an internal control system must be developed to correct the problems and to
prevent the same errors from recurring. Tight controls on the following
areas in particular are essential: accounts receivable, accounts payable,
credit refunds, debit memos, price
changes, and vendor returns. For inventories vulnerable to errors, it is recommended that a physical inventory
be taken more often. Even companies
with well - developed inventory control
systems have some unavoidable inventory errors -it is practically impossible to eliminate all of them. Hence, it
is sometimes beneficial to count inventories more often than once a period.
Because inventory errors accumulate throughout the period until the inventory is physically counted and reconciled with the book, if the errors are
not detected and corrected soon they
can contribute to additional and sometimes more complex problems. It is assumed that throughout each accounting period, errors will occur
continuously and at random. In each
period, the absolute value of inventory
errors will get larger throughout the

period and then drop to zero at the end
of the period after reconciliation. From
the beginning of the next period, errors will start to accumulate again. In
this kind of situation, managers who
make business decisions during the
latter half of each accounting period,
based on unreconciled inventory levels, can be seriously misguided due to
large inventory errors. If the company
takes inventory twice each period, the
maximum total value of accumulated
errors during any period will be reduced by one -half. Managers will have
more accurate information on inventories and can give more immediate attention to problem areas.
Because the plant manager has the
ultimate responsibility for the floor operations, the manager must be responsible for the controllable inventory errors. Errors made by outsiders (i.e.,
vendors and customers) traditionally
are regarded as uncontrollable by the
manager. In the long run, however,
these external errors also must be the
plant manager's responsibility. The
manager has an obligation to inform
the external parties of their errors and
to take necessary action if they do not
improve. Companies that suffer from
chronic inventory problems need to incorporate inventory discrepancies formally into their performance evaluation system. Ratios such as the
inventory error percentage to the average inventory value can be computed
for each product and department as a
performance measure.
If the plant manager is usually busy
with other daily operations and is not
an expert in reducing inventory discrepancies, it is recommended that an
inventory discrepancy committee be
formed. This committee would be in
charge of reviewing and evaluating inventory error reduction efforts of indi-

TABLE 4/CAUSES OF INVENTORY DISCREPANCY
(percentage to total discrepancy)

Total
Errors:
Unreported scrap
Misreported labor
Misreported production counts
Unrecorded engineering changes
Substituted materials
Inaccurate cost standards

Large

Medium

Small

21.8
25.2
20.2
21.0
7.1
5.7
8.6
6.7
28.5
27.4
28.4
29.3
5.2
3.3
5.2
6.5
6.9
5.4
7.8
7.1
10.8
9.3
10.5
12.0
80.3
76.3
80.7
82.6
Theft
1.1
1.2
1.1
0.9
Others
17.9
21.7
17.5
15.6
Total
99.3
99.2
99.3
99.1
Note: The table does not include sample companies with no inventory gainiloss, so the total sample
numbered 194 companies: 50 large, 75 medium - sized, and 69 small. Total percentages do not add up
to 100% due to rounding.
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FIGURE VCHECKPOINTS ALONG THE OPERATION
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vidual line managers and would recommend changes to the line managers
and top management. The committee
would be especially useful for large
manufacturing companies because the
larger the company, the larger the inventory and, consequently, the more
complex the problem of retraining various divisions in their areas of responsibility regarding inventories.
In connection with internal control
and performance evaluation systems,
it is important to develop a good accounting system to trace the inventory
record. Under a periodic inventory
system, it is difficult to measure inventory loss because the inventory account is not updated daily. The actual
ending inventory is determined by
count and is subtracted from the
goods available for sale to get the cost
of goods sold. Hence, the cost of goods
sold will include any inventory shrinkage occurring during the period.
The inventory records are updated
continuously under perpetual inventory systems. Here the records should
show the proper balances on hand at
all times. At any time during the accounting period, a physical count will
reveal inventory gains or losses accumulated from the beginning of the period to date.
A seemingly passive but very effective approach for reducing inventory
errors is to reduce inventories. Inventory errors occur because of the existence of inventories. Hence, the number of inventory errors will depend on
the amount of existing inventories. As
inventories decrease, inventory errors
probably will decrease in the same proportion. The just -in -tune (JIT) inventory control technique is used widely
by many manufacturing companies in
the United States in an attempt to reduce inventories.
Retail businesses have been using
bar codes for many years to improve
accuracy and timeliness in inventory
control. Bar codes are electronic symbols that can be read and processed in
an integrated computerized system.
Manufacturers also can use bar codes
to establish an up-to -date inventory database from the shop floor.
Some factors not directly related to
inventories also can affect inventory
errors. One sample company whose inventory discrepancy was nil during the
past four years mentioned that extensive cycle counts, low employee turnover, and high employee morale contributed to virtual elimination of
inventory shrinkage or errors. Low
employee turnover is one of the key

items that can keep inventory errors
(especially human errors) consistently
at a minimal level.

THEMANAGEMENT
ACCOUNTANT'SROLE
nventory errors come as a surprise
to management because the errors
are determined after a physical
count at the end of the accounting period. Net income reported in monthly
and /or quarterly statements can be
wiped out quickly by inventory shrinkage. On the other hand, net income
can be increased unexpectedly by inventory gains. In fact, some of the sample companies stated that top managers are happy with inventory gains
even though they know that these
gains were caused by accumulated inventory errors or some other internal
control problems. From the perspective of inventory control, however, inventory gains are as bad as inventory
losses because both are caused by
control problems.
Because negative errors will be offset by positive errors during a specific
period, the total number of inventory
errors actually occurring can be much
greater than the percentage reported
in this survey. Management should
pay close attention to inventory errors
and develop a measure to control them
as needed. Our recommendation as
the end result of this survey is that a
separate inventory error - tracking de-

Shipping finished goods

vice be established as a subsystem
within the company's overall inventory
control system.
In the process of controlling inventory errors, the management accountant will play a vital role. Information
on inventory errors for each division
and /or each product should be channeled through the company's management accounting information system.
The information on inventory errors in
the past is a very useful database in establishing an inventory control system. Overseeing the procedure of inventory- related transactions such as
accounts receivable, accounts payable,
and customer returns should be a responsibility of the management accountant. If an internal committee is
formed, the management accountant
should be a key member to provide
necessary information and participate
in the decision- making process.
■
R -woon Kim is associate professor of ac-

counting at the University of Akron.
Arjan T. Sadhwani is professor of accounting and information systems at the
University of Akron. He can be reached
at (216)972 -6235. Both authors are
members of the Akron Chapter, through
which this article was submitted.
Is this article of interest
to you? If so, circle
appropriate number on
ReaderService Card.

Yes
60

No
61

MANAGEMENT ACCOUNTING /JULY 1991

FAS1050
0

An Industry Perspective
Afresh insight onfinancialrisk is possible.
BYJOSEPH L.PASQUINELLI,CMA
Certificate of Merit, 1990.91
he Financial Accounting
Standards Board issued
Statement No. 105, "Disclosure of Information about Financial Instruments with Off- BalanceSheet Risk and Financial Instruments
with Concentrations of Credit Risk," in
March 1990. The standard is effective
for financial statements issued for fiscal years ending after June 15, 1990.
Although the data - gathering and analytical effort required for companies to
comply with the standard may seem tedious, the information uncovered can
help them with strategic planning and
other areas of decision making.

key in applying the first part of the
standard is to review those financial instruments that are excluded from the
disclosure requirements as listed in
paragraphs 14 and 15 of the statement.

The items excluded in paragraph 15,
such as leases, still must be reviewed
for concentration of credit risk disclosures.
Some of the financial instruments

GENERAL REQUIREMENTS
AS 105 deals with disclosures of
two distinct types: one, disclosures on off - balance -sheet financial instruments, and two, concentrations of credit risk for all financial
instruments. The statement defines a
financial instrument as "cash, evidence of an ownership interest in an
entity, or a contract that both:
a. Imposes on one entity a contractual
obligation (1) to deliver cash or another financial instrument to a second entity or (2) to exchange financial instruments on potentially
unfavorable terms with the second
entity, and
b. Conveys to that second entity a contractual right (1) to receive cash or
another financial instrument from
the first entity or (2) to exchange
other financial instruments on potentially favorable terms with the
first entity."
The definition of a financial instrument seems to include all business
transactions with third parties. The
MANAGEMENT ACCOUNTING /JULY 1991

FAS 105 gives industrial firms a fresh perspective. Above, Alcoa recycling plant in
Tennessee.
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excluded from both disclosure and
credit risk information are insurance
contracts; unconditional purchase obligations, such as taker- -pay and
throughput contracts, already being
reported under FAS 47; employers'
benefit plans; financial instruments of
a pension plan when reported under
FAS 87; and financial instruments held
for extinguished debt covered by Financial Accounting Standard No. 76.
Paragraph 14, footnote 9, eliminates the majority of the financial instruments for industry: open purchase
commitments, power contracts, supply
contracts, service contracts, and all
miscellaneous type transactions entered into daily as part of a company's
regular operations. These items still
must be reviewed to ensure that payment is not required if the supplier
cannot deliver, but this review is much
easier than trying to quantify future
costs under some of the more complicated contracts that can be written.
Numbers developed for commitments
for long -term power or supply agreements would be meaningless, and the
dollar amounts would be frightening to
the reader without a complete disclosure of management's intent and expectations for each contract or business operation.

create a reportable financial instrument. The financial instrument can be
written or oral, and you can anticipate
many questions if your request for information is not clear. You'll need information for all unconditional purchase contracts and for contracts that
include requirements for your company to pay if the third party does not
meet its requirement under the contract,
At this point, the data you have collected will be voluminous, but, in most
cases, very few of these transactions
will require disclosure. Most companies, when entering into a take -or -pay
contract, will not sign a commitment
containing a clause that requires payment if the third party does not perform. These types of contracts are a
form of financing and would, in most
cases, be disclosed under FAS 47.

Once unconditional
contracts are
under control, take
a look atfinancial
guarantees.

DATA GATHERING AND

ANALYSIS
n preparing to adopt this standard,
corporate accountants should review these five areas of financial instruments:
• Unconditional purchase obligations,
• Guarantees,
• Treasury initiated financing instruments,
• Forward exchange contracts,
• Assets recorded at less than face
value.
This approach presents an opportunity for a company to take inventory of
all unconditional purchase obligations.
Most companies do not have centralized data on their business commitments, and until there is a problem
with a shutdown or a sale, these items
are overlooked and can create hardships such as additional unforeseen
costs. If your company is like most others, the first step in applying FAS 105
is to request information from the operating locations and functional areas
such as purchasing. Any area that can
initiate contracts with third parties can
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Now that the unconditional contracts are under control, the next step
is to gather data on all financial guarantees. This information is available
for most companies. For some, it already is required for disclosure. Others would need these data for loans or
commitments in dealing with their
banks. You can ask for this information at the same time you request the
unconditional purchase obligations,
and you probably will receive hard data that require little analysis.
The next area that should be reviewed is the financing of your organization. If your company is aggressive
in the financial market and has entered
into interest rate swaps, currency exchange contracts, or other financial type transactions not recorded on the
financial statements, this area can be
quite involved. The accountant will
have to sit down with treasury operations to sort through the data. Most industrial companies will have had little
exposure to this area. Multinational
companies might have some forward
exchange contracts, and this information should be available.
Exchange contracts for purchases

or hedging activities also are required
to be reported under the new standard.
Although you would think that they
are covered under FAS 52, they must
be disclosed under FAS 105. I believe
this information is meaningless because of the nature of the contracts.
You would not perform under your requirement if the third party defaulted.
In most of the contracts the transaction is simultaneous. One party exchanges one currency for another,
and, in many cases, only the net impact
of the transaction physically takes
place.
The final area of review is the unbalance -sheet items. Each item within
the various balance sheet classifications should be checked to ensure that
the reported amount (excluding the
impact of foreign currency translation)
is the maximum amount of loss the entity can incur. An example of what
must be disclosed would be a receivable discounted and measured at
present value. If the third party defaulted, the loss would be greater than the
amount reflected in the financials.
At this point you should have all the
information necessary for the disclosure covering the off- balance -sheet financial items required by paragraph
17. Each one has to be grouped by
class, and disclosures include the face
or contract amount; nature and terms,
including a discussion ofany credit or
market risk associated with the instrument; cash requirements; and the related accounting policy. For purposes
of disclosure, the groups mentioned
above should be sufficient although receivables should be classified between
current and noncurrent.

CONCENTRATIONS OF
CREDIT RISK
his disclosure includes all financial instruments, both off -balance -sheet and on- balancesheet, except for those already
disclosed items mentioned earlier and
listed in paragraph 14 of the standard.
What is a concentration of credit risk?
What is required in the disclosure?
The standard requires separate disclosures for off - balance -sheet financial
instruments of the amount of accounting loss that the company would incur
if the third party would be in default
and the company's policy of requiring
collateral or other security to enhance
its position. For on- balance -sheet financial instruments, the standard requires disclosures only for significant
concentrations of credit risk.
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Off- balance -sheet credit risk disclosures would be required only for material items or items the company discloses. They can be part of the
disclosures of the items and should
present little problem once the item is
identified.
On- balance -sheet financial instrument concentrations are a problem of
identification. In regard to the balance
sheet, a recorded financial instrument
would be cash, short-term investments, and any receivables. A concentration would include any instance
where an individual or group could
have a negative impact on your company. Group concentrations can exist if
the parties have similar economic
characteristics, such as the steel, automotive, or other similar industry ties,
where an industry problem could create a significant credit loss because of
nonperformance. Also, problems regarding geographic regions should be
reviewed and disclosed, such as concentrations of industry in the northwest region of the United States, concentrations in other countries, or other
breakdowns that could lead to nonperformance if an economic downturn or
regional problem develops.
FAS 105 does not give any answers
to the question, "What is a concentration of credit risk ?" although the initial
Exposure Draft gave measurable
guidelines for disclosure. Paragraphs

171 and 172 of the Exposure Draft issued November 30,1987, noted that
the Board believed minimum quantitative thresholds would produce comparable disclosures among entities. The
Exposure Draft defined disclosure
thresholds as 10% of total assets for entities with little or no debt leverage and
20% of equity for those entities that are
highly leveraged. Based upon this
threshold, most companies should be
aware of any significant customers
that could impair operations. A review
with management, credit operations,
sales, and treasury operations can uncover situations that should be disclosed. Information on concentrations
of credit risk is required, even in those
cases where management believes
there is no risk of default. In the case
of receivables where the company requires letters of credit, concentrations
of risk still must be disclosed. As part
of the disclosure, the company should
state that the letters of credit reduce
the exposure.
Most companies will find that the
majority of financial instruments into
which they have entered are excluded
because of the third -party performance requirement. Although FAS
105 will require some additional work
for an industrial -type company, it also
will present that company an opportunity. It can provide a means of capturing data on off- balance -sheet commit

ments for management.
Companies should apply the standard using a two-part approach. First,
all data on the off-balance-sheet financial instruments should be gathered.
For most companies this information
is not centralized, so management may
be surprised at some of the information that can be uncovered. In applying
the second requirement, companies
should look for the exceptions or
known concentrations of risk. Testing
of the large concentrations of credit
risk could prove that they do not need
to be disclosed and that the balance of
items can be ignored because they
would be immaterial.
Although most companies do not
like new accounting requirements,
FAS 105 has the potential to give management and investors a fresh perspective on financial risks associated
with their companies.
■
Joseph L Pasquinelli, CMA, is senior
staffaccountantfor the Aluminum Company of America in Pittsburgh, Pa. He
is a member of the Pittsburgh Chapter,
through which this article was submitted.
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The computer control room of this Alcoa cold mill runs all operations. FAS 105 requires work —but presents opportunity.
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COSTACCOUNTINGSTANDARDS

Putting the
Pieces Together
Understanding
how the standards
are linked will
prepare youfor a
new Board.
BYDARRELA.SOURWINE
any people think that Cost
Accounting
Standards
(CAS) are an esoteric
group of accounting rules
that apply to a limited part of the private sector. Furthermore, a list of the
standards (see Table 1) could give the
impression that they are 19 separate
rules that are not interconnected. Both
impressions are false.
CAS provides for increased objectivity in allocating costs where little
or none existed. The major
thrust of the standards is the equitable allocation of costs based
on a causal or beneficial relationship. Recent articles on activity-based
accounting reflect many of the same
ideas published by the Cost Accounting Standards Board (CASB) in the
1970s.
The standards, just like activitybased accounting, are necessary because the field of cost accounting has
fallen in line behind financial accounting and generally accepted accounting
principles (GAAP). Financial accounting principles are designed for financial reporting purposes and not improved product costing. Accordingly,
they do not address cost allocation
techniques nor the allocation of period
costs to the product. Thus the door
was open for arbitrary and simplistic
allocations that have resulted in disastrous product decisions.
Although CAS initially was applica44

ble only to a limited number of defense
contractors, a new law that broadens the coverage was signed in
November 1988. Public Law
100 -679 creates a new CASB
and also extends CAS coverage to all government contracts in excess of $500,000.
For this reason alone it behooves
all companies that expect to contract
with the government to become familiar with the standards.
Furthermore, the standards contain
objective cost accounting concepts
that can be used for product costing
purposes to move us closer to more accurate product costs and better decisions. The following discussion of the
interrelationships among the standards will pull together what appear to
be 19 disjointed concepts. Figure 1 is
an overall picture of how the standards
are related.
Grouping the standards by characteristics they have in common facilitates the understanding and implementation of each standard. The first
category comprises those standards
that are general in nature and provide

criteria for the use of overall contract
cost accounting concepts. Another
classification contains the standards
that involve fixed asset accounting. A
third grouping involves the allocation
standards that provide criteria for indirect cost pools and allocation bases.
Deferred compensation is the common thread that runs through another
category. The final group could be
called miscellaneous because each
standard discusses a specific cost element
Each category addresses problems
that have not been resolved by traditional cost accounting. These same
problem areas need to be addressed
through activity-based accounting concepts if accurate product profitability is
to be attained.
ESTABLISHING THE
GROUND RULES
tandards in the general category
are applicable to the overall cost
accounting system and are referred to as the consistency standards.
In order to compare products, departMANAGEMENr ACCOUNTING /NLY 1991
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ments, divisions, and so on, one must
type of cost and enhances equitability.
Prior to the standard, similar costs
apply cost accounting methods consisDouble counting occurs when a cost is could have been accounted for differtently. Thus CAS 401 requires that the
allocated to a cost objective without
ently for different types of contracts.
practices used for estimating be the
eliminating like items from indirect
For example, contract management
same as those for accumulating and re- cost pools that are allocated to the
costs could have been charged directly
porting.
same cost objective.
to cost -type government contracts but
Another requirement of the same
CAS 402 requires that all costs inindirectly to fixed -price government
standard states that the practices used
curred for the same purpose in like circontracts and commercial work. The
in accumulating and reporting shall be
cumstances must be treated either as
result could be a higher charge for the
consistent with those used in estimatdirect costs only or as indirect costs
same type of cost to the cost -type coning. This second requirement gives
only. This consistency precludes antract.
the appearance of creating a closed
other type of overcharging.
CAS 405 provides for the accountloop with no opportunity to make
changes. But there is another provision that does allow for changes made
TABLE 1 /COST ACCOUNTING STANDARDS
in accordance with the Cost Account401 Consistency in estimating, accumulating, and reporting costs;
ing Standards Board rules.
402 Consistency in allocating costs incurred for the same purpose;
CAS 401 assures the consistency
403 Allocation of home office expenses to segments;
from one period to another of the prac404 Capitalization of tangible assets;
405 Accounting for unallowable costs;
tices used in classifying costs as direct
406 Cost accounting period;
or indirect and the allocation methods
407 Use of standard costs for direct material and direct labor;
used. With respect to individual con408 Accounting for costs of compensated personal absence;
tracts this consistency will facilitate
409 Depreciation of tangible capital assets;
the comparison of the proposal with
410 Allocation of business unit general and administrative expenses;
411 Accounting for acquisition costs of material;
the costs of performance and will en412 Composition and measurement of pension cost;
hance financial control, accountability,
413 Adjustment and allocation of pension cost;
and reliable cost estimates.
414 Cost of money as an element of the cost of facilities capital;
Prior to the enactment of this stan415 Accounting for the cost of deferred compensation;
dard, contractors could make changes
416 Accounting for insurance costs;
after contract award, affecting cost
417 Cost of money as an element of the cost of capital assets;
418 Allocation of direct and indirect costs;
classification and allocation methods,
419 Not published;
to improve the profitability of various
420 Accounting for independent research and development costs and bid and
contracts. For instance, a contractor
proposal costs.
could shift costs from a fixed -price contract to a cost-type contract by making a change
not considered at the
FIGURE 1/OVERVIEW OF CAS
time of negotiations. As a
result, the contract terms
Home Otfice
would have permitted
403
the recovery of these additional costs not previously considered while
Div A
Div B
Div C
increasing the profit on
the fixed -price contract.
Two other standards
( 401, 402)
are concerned with the
Direct
405, 406,
Indirect
classification of costs as
418
direct or indirect: CAS
402 and 418. CAS 402 is
general in nature and is
concerned primarily with
LAi
_0 M 07
the consistency, while
/407
407
CAS 418 is more specific
in its discussion of pools
and bases.
Net Book
The purpose of CAS
Value
402 is to ensure that each
type of cost will be alloAbsence
cated to final cost objec4t6
412Jd13
Oomj'er Mlon
d15
408
tives (contracts) only
once (either directly or
Capttafized
Deprecietlon
indirectly) and on only
Coat
409
one basis. This proced i k4 1
dure precludes double
counting of the same
I
I
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ing treatment of unallowable costs.
Certain costs such as interest expense
are deemed unallowable. This standard does not determine the allowability of costs, which is a function of the
procurement or reviewing authority,
but after costs have been designated
as unallowable it provides criteria for
the allocability of such costs.
All costs, regardless of their allow ability, are allocable to cost objectives
based on their beneficial or causal relationships. Thus all unallowable costs
are subject to the same cost allocability treatment as allowable costs. Accordingly, if these costs are normally
a part of an indirect cost allocation
base, they should remain a part of that
base and absorb their fair share of the
costs in the pool. The standard also requires the identification and exclusion
of unallowable costs from any billing,
claim, or proposal applicable to a government contract.
CAS 406 is another standard written to enhance consistency, uniformity, and comparability. The standard reduces the effects of fluctuations in the
flow of costs within each cost accounting period by providing that indirect
cost allocation rates be developed to
represent a full period. In some instances an indirect function does not
exist for an entire period. In these situations there is an exception to this requirement if certain criteria are met.
CAS 406 requires that the cost accounting period be the fiscal year except when, upon mutual agreement
with the government, the use of another fixed annual period is an established
practice, and it is used consistently. An
example is the model year used in the
automobile industry. The standard also provides for another exception to
the annual period requirement when
there is a change of periods. In this
case a transitional cost accounting period can be less than 12 months but
cannot be more than 15 months.
CAS 407 is another standard that
applies to the cost accounting system
as a whole even though it discusses only standard costs for direct material
and direct labor. This standard was
written because the CASB believed
that standard -cost accounting practices had not been well defined in government procurement regulations.
The use of standard costs for overhead
and service centers was under research when the original CASB went
out of business.
Two major requirements of CAS
407 are that variances be allocated to
cost objectives at least annually and

Capitalized
Cost
(CAS 404)

— Depreciation
(CAS 409)

o Net Book Value
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CAS 414 COM Rate
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that standard cost and related variances be accounted for at the production unit level. The CASE defined a
production unit and set forth a specific
requirement to preclude allocating the
variances over the entire plant or all
production. Accounting for the variances at the production unit level relates the variance to the production
unit that caused it thus enhancing objectivity.
To improve objectivity and comparability it is necessary to narrow the
latitude of accounting alternatives provided under GAAP. The Financial Accounting Standards Board (FASB) did
so when it rewrote the pension accounting rules. Accounting Principles
Board (APB) Opinion 8 provided considerable latitude, which was narrowed significantly by FAS 87,
The CASB accomplished the same
feat when it wrote the standards discussed in the following sections. By
narrowing the alternatives the CASB
eliminated arbitrary techniques that
had caused the inequitable allocation
of costs.

FIXED ASSET ACCOUNTING
STANDARDS
he area of fixed asset accounting is predicated on the matching concept /principle. Expenses are matched with the revenue
generated from those expenses. Accordingly, if an item benefits more
than one accounting period, its costs
should be amortized over its useful life
to those periods that benefit from its
use. Considerable latitude within this
principle affects the cost assigned to
each period, so CAS 404 and 409 were
written to narrow the alternatives.
Two other standards, CAS 414 and
417, went beyond the bounds of GAAP
to provide for imputed costs for a fair
return on a contractor's investment in
assets. These two cost -of -money standards are intertwined with CAS 404
and 409, as shown in Figure 2.
CAS 404 was written to narrow the
latitude contractors had in determining whether to capitalize or expense
the cost of an item. Prior to the standard, capitalization was governed by
the materiality principle so that two
contractors manufacturing the same
product could account for the cost of
a piece of equipment differently. A
small contractor might capitalize the
equipment and depreciate it over its
useful life. A large contractor, on the
other hand, most likely would expense
the cost of the equipment if the cost
were determined to be insignificant.
The different accounting treatments of the same cost led to a lack of
uniformity among contractors in the
same industry. Various contractors
could have significantly different costs
for the same product. The lack of specific guidance caused problems between contractors and the government
concerning the equitable determination of costs attributable to specific
contracts. CAS 404 narrowed the gap
in GAAP by establishing specific capitalization criteria.
The standard provides criteria for a
minimum capitalization threshold.
The minimum life is two years, and the
minimum value is $1,000. Contractors
can establish lower minimums if desired. Both criteria must be met before
any acquisition is capitalized. Thus, if
a contractor uses two years and $1,000
and purchases a piece of equipment
that costs $5,000 and has a life of five
years, the equipment must be capitalized. However, if another item is
bought for $5,000 with a life of 18
months, it is not capitalized.
When CAS 404 originally was writMANAGEMENT ACCOUNTING /JULY 1991

ten, the minimum dollar value was
$500. It was later raised by the original
CASB to $1,000. After CAS was incorporated into the Federal Acquisition
Regulation (FAR), this minimum
amount (as published in the FAR) was
changed to $1,500. The legal status of
the change was questionable, however, so the new CASB needs to resolve
this issue.
CAS 409 picks up where CAS 404
stops and addresses several aspects of
depreciation. The first involves the appropriate depreciation charged to each
period. The next concerns the allocation of depreciation to cost objectives.
Another provision addresses the disposition of fixed assets.
The appropriate depreciation
charge involves an estimate of the service life and the depreciation method
to be used. Estimated service lives
shall be reasonable approximations of
the expected actual periods of usefulness. The standard does not specify
the depreciation method to be used,
but it does provide criteria for selecting the appropriate method. The method selected shall reflect the pattern of
consumption of services over the life of
the asset.
Depreciation may be charged directly to cost objectives if made on the
basis of usage and only if depreciation
costs of all like assets used for similar
purposes are charged in the same
manner. Otherwise depreciation can

be charged indirectly as part of the
cost of an organizational unit or included in appropriate indirect cost pools.
Gains and losses on disposition of
tangible capital assets shall be assigned to the cost accounting period of
the disposition except in an exchange
or where gains and losses are processed through accumulated depreciation. The gain to be recognized for
contract costing purposes is limited to
the difference between the original acquisition cost of the asset and its undepreciated balance. Thus the government cannot benefit from the effects of
inflation. Gain recovery is limited to
the extent that depreciation was
charged to the government.
The next two standards dealing
with the cost of money represent a significant departure from GAAP. Both
CAS 414 and 417 provide the contractor a return for the significant investment in fixed assets. Accounting principles for financial reporting do not
require explicit recognition of this type
of cost of money. Accordingly, an imputed cost is calculated and recorded
by way of a memorandum entry in the
accounting records.
CAS 414 provides a return for existing assets used in the performance of
a contract. It is calculated using a Treasury rate of interest applied to the net
book value of assets associated with
each indirect cost pool. The cost of
money is allocated to contracts over
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the same base used to allocate the indirect cost pool with which it is associated.
CAS 417 is an imputed cost for the
contractor's investment in assets under construction. It also uses the semiannual Treasury rate applied to a representative investment amount that
considers the rate at which construction costs are incurred. This cost of
money figure becomes part of the capitalized cost of the asset and is recovered through depreciation when the
asset is placed into service.

COST ALLOCATION
STANDARDS
dditional evidence of the
CASB's attempt to increase objectivity and uniformity to
achieve equitable cost allocations can
be seen in this section. A causal or beneficial relationship is the underlying
concept of the allocation standards.
This same concept is the basis for activity-based costing /accounting.
The problems that existed prior to
the writing of the standards in this section could be grouped into two areas:
pools and bases. Prior to CAS there
was no perceived need for sophisticated cost accounting or allocation systems. This way of thinking led to large
indirect cost pools allocated over arbitrary bases such as all overhead allocated over a direct labor base. The
writings of the 1980s have shown this
method caused disastrous product decisions based on erroneous product
costs. In the 1970s the CASB wrote the
standards that brought about the allocation of costs based on a causal or
beneficial relationship.
The first step in rectifying the problem with the pools and bases is to "purify" the pools. Next, the remaining
costs are accumulated into logical, homogeneous pools. Finally, appropriate
bases should be selected for the allocation of each pool.
Applying this methodology to CAS
403, one can see how the allocation hierarchy (direct, indirect, residual) was
developed. Prior to this standard all
costs in the home office expense /corporate general and administrative
(G&A) pool were treated as residual
and allocated to segments over a base
of sales or cost of goods sold. To separate and "purify" the costs in this pool
the CASB established a hierarchy to
classify and allocate the costs. This hierarchy achieves one of the purposes
of the standard —to limit the amount of
expenses allocated as residual.
47

The first tier of the hierarchy conbased on criteria established by the
cerns a direct allocation to segments.
standard. This pooling of costs created
As much as possible, costs are to be
a major concern that there would be
identified specifically with the segtoo many cost pools. However, the
ments that caused or benefitted from
number of pools depends on the applithem. Next, the remaining costs are to
cation of the concept of homogeneous
be grouped in logical and homogepools.
neous expense pools and allocated over appropriate bases that follow the criteria provided in the
FIGURE 4 /DEFERRED'
standard. Any costs remaining afCOMPENSATION STANDAR
ter these two steps are classified
as residual and are allocated to
Costs
segments by means of a base that
Earned Now
is representative of total activity.
Paid Later
If the residual expenses exceed
the operating revenue threshold
criteria, they must be allocated
using a three -part formula (payPersonal
Pension
Deferred
roll, revenue, assets) referred to
Absence
412/413
Compensation
as the Massachusetts formula.
408
415
The allocation criteria in the
standard are activity based. Staff
management expenses are allocated over a base representative of the
This standard also uses both activspecific activity being managed. Lane ity-based and volume -based measures
to allocate costs. It has provisions for
management costs are allocated using
a base representative of total activity.
segregating indirect costs into two major pools. One major pool includes the
Residual expenses are allocated using
a base representative of total activity or
costs of management or supervision of
activities involving direct labor or diby a formula that represents the major
rect material. Another category conareas of management emphasis or accerns those pools that do not involve
tivity.
management or supervision of direct
The standard does not prescribe
specific bases but instead provides cri- costs.
Pools in the first category are alloteria for the selection of an appropriate
cated using a base that represents the
base; however, some illustrative bases
activity being managed or supervised.
are volume based. Applying the allocation criteria in the standard, these vol- The standard provides the following
ume -based measures can be converted
volume -based measures to represent
this activity: direct labor hours, direct
to activity-based measures without
causing a violation. For example, inlabor dollars, machine hours, units of
production, material cost. Pools in the
stead of allocating the costs of a persecond category are allocated over a
sonnel department by number of peobase selected by applying another hiple or payroll, the costs can be
allocated using activities such as hirerarchy of measures: resource consumption, output, services received.
ing, training, counseling, and mainThe purification process is applied
taining records.
to the G&A pool through the definition
When the costs of the home office
and provisions of the standard. CAS
are allocated they are not recorded
automatically in the segment's G&A
410 narrowly defines as G&A those
costs of general management and adpool. Instead, the costs should flow to
the respective pools to which they are
ministration incurred for the business
unit as a whole. The definition elimirelated as shown in Figure 3. Again,
the purification process is performed
nates from G&A those management
at the segment /business unit level as
expenses whose beneficial or causal
relationship to cost objectives can be
provided for in each of the following
measured more directly by a base othstandards.
er than cost input. These costs are alCAS 418 continues to purify service
center and overhead pools by requirlocated in accordance with CAS 418,
while the remaining costs, which are
ing that indirect costs be accumulated
"true G&A," are subject to CAS 410.
in homogeneous cost pools. The
Because G&A benefits the business
pooled costs then are allocated to cost
unit as a whole, the base should repobjectives in reasonable proportion to
the beneficial or causal relationship of
resent total activity. Thus, the CASB
selected cost input rather than cost
the pooled costs to cost objectives
48

output (cost of sales) as more representative. Three variations (total cost
input, value added, single element)
were provided to preclude distortions
and inequitable allocations caused by
the inclusion of certain cost elements.
Cost input is used to allocate another category of costs that benefit
the business unit as a whole. CAS
420 covers the allocation of independent research and development (IR &D) costs and bid and
proposal (B &P) costs to final cost
objectives. Because these costs
are of general benefit to a segment they are similar in nature to
G&A. Accordingly, these projects
do not receive an allocation of
G&A and are allocated to final
cost objectives over the same
base used to allocate G&A.
All of the allocation standards
contain a special allocation provision. If a cost objective receives
more or less benefit from an indirect
cost pool than is reflected by the allocation of such costs, then the government and contractor may agree to a
special allocation. Again, the key is the
relationship between the allocated
costs and the benefit received, which
is the basis for the allocation standards.

DEFERRED COMPENSATION
STANDARDS
he following standards focus
more on the measurement and
assignment of costs than they
do on the allocation of the costs because of the nature of the problem
they address. Each cost they deal with
is part of some indirect cost pool the
allocation of which already has been
discussed.
The accounting problem addressed
by each of the standards in this section
is the matching of costs with the revenue generated from the incurrence of
the costs. Matching relates to the assignment of a cost to the appropriate
accounting period and thus depends
on the accounting basis /method —cash or accrual. The measurement of the cost is another problem
that also is affected by the cash or accrual method.
These standards resolve the issue
of the timing of the recognition of
costs. The development of the standards in this category was begun as
part of the study of the larger subject
of accounting for labor costs. The common thread that links each of these
standards involves some form of de-

T
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ferred compensation (that is, earned
now, paid later) as shown in Figure 4.
Research into this area showed that
the tax laws had considerable influence in determining when a cost would
be recognized. Similar costs were
treated differently, resulting in a lack
of uniformity. To correct this situation
the CASB established specific rules for
the recognition and measurement of a
liability and corresponding expense.
The first of these standards involves compensated personal absences such as vacation and sick leave.
CAS 408 was written because the tax
laws and existing procurement regulations had a tendency to steer the recording of these costs to the cash basis. They permitted but did not require
the use of the accrual method. This
standard requires that the cost of compensated personal absences must be
assigned to the periods) in which the
entitlement was earned (the accrual
basis).
CAS 415 is another standard that
closely follows the requirement of CAS
408. The cost of deferred compensation shall be assigned to the cost accounting period in which the contractor incurred an obligation to
compensate the employee. Prior to
this standard there was a wide range
of acceptable accounting methods to
include the cash basis under the Internal Revenue Code. Specific criteria are
provided for determining the existence of a valid obligation. If the criteria are not met, the cost shall be assigned to the period(s) of payment.
For awards requiring future service,
the obligation is incurred as the future
service is performed.
Pension cost is another form of deferred compensation addressed in two
standards. CAS 412 concerns the measurement and assignment of these
costs, while CAS 413 covers the allocation of the costs.
Prior to CAS 412 the measurement
of pension cost was governed by the
Accounting Principles Board Opinion
8 (APB 8) and the Employee Retirement Income Security Act of 1974 (ERISA). APB 8 provided a wide array of
methods that could be used to measure pension cost. A fundamental concept of this opinion is that the annual
pension expense is separate from the
funding because prior to APB 8 pension cost was based on funding. ERISA
on the other hand established minimum funding standards but did not address the measurement and assignment of pension cost. CAS 412 limits
the actuarial methods that can be used
MANAGEMENT ACCOUNTING /JULY 1991

to measure pension expense. A funding provision was written to assure
proper assignment. The CASB believed that funding was strong evidence that an obligation existed.
The provisions of the standards in
this section narrowed the latitude in
measuring and assigning costs provided under GAAP and the IRC. The last
two standards concern the management and assignment of costs, but they
did not fit neatly into any one of the
previously mentioned categories.
MISCELLANEOUS STANDARDS
ategorizing the two remaining
standards as miscellaneous is
not intended to mean that they
were written as an afterthought. They
did resolve specific issues, but there is
no common thread linking them to the
other categories.
Although inventory costing methods are covered by GAAP, the CASB
wrote CAS 411 to complement existing
requirements and because of the absence of a requirement that the same
method be used for similar categories
of material within the same business
unit. The standard specifies five methods that can be used; the method selected shall be followed consistently.
CAS 416, like CAS 414 and 417,
went beyond GAAP and traditional
cost accounting in recognizing a cost
for self- insurance. FASB Statement 5
does not recognize this type of imputed cost. Prior to CAS 416, actual
losses were recognized in the period in
which they occurred. Under this standard a long -term average loss is assigned to all periods without regard to
the chance distribution of actual losses. Insurance costs are allocated to
cost objectives on the basis of the factors used to determine the cost.
PUTTING IT ALL TOGETHER
ne of the keys to understanding
the Cost Accounting Standards
is to be knowledgeable about
the interrelationships among the standards in each category. Each group attacked a particular set of accounting
problems.
The same types of problems are
arising again in new issues currently
before the new CASB. Some of the
problems are internal-use software
capitalization, uncompensated overtime, purchased labor, and postretirement health benefits. Knowing the approach the previous CASB took in
resolving specific problems will assist

0

in understanding future standards.
The accounting treatment for the
purchase or development of internal use software is not specifically addressed by GAAP, so there is a lack of
uniformity. Internal -use software falls
into the area of capitalizing versus expensing and will be subject to the same
scrutiny as other costs in this area.
Both uncompensated overtime and
purchased labor would be grouped
with the allocation standards because
both concern problems with pools and
bases. Uncompensated overtime deals
with the elements of the base, that is,
40 hours versus total hours. Purchased labor involves the charging /allocation of these costs to contracts and
the inclusion in certain bases.
Postretirement health benefits is
another form of deferred compensation that will be subject to the same accounting treatment as other costs in
this area. These costs have been treated under the cash basis of accounting
in the past. Their conversion to the accrual method may involve actuarially
determined amounts with a possible
funding provision.
Several organizations have sent the
new Board their wish list, containing
issues they consider important. The
first order of business most likely will
be to fix the existing standards to
bring them up to date. Next, the new
issues will be researched and resolved. Given the decrease in defense
contracts, the political environment
may be much hotter for the new Board
than it was for the first one (not that it
was without political problems).
The political environment, current
literature (i.e., activity-based costing),
and past approaches will be used to
temper future cost accounting standards. Knowledge of the past may help
in foreseeing the future. Identifying
particular groupings of the standards
will facilitate understanding how the
standards are linked together.
■
Darrel A. Sourwine, CPA, is president
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a Certified Cost Analyst and teaches the
Defense Cost Accounting Standards
Workshop at the Army Logistics Management College. Previously he was an
auditor with the Defense Contract Audit
Agency.
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Decision Support Software
For Capital Budgeting
It can helpquantify intangible benefits of capital investments.
BYDAVID E.STOUT,MATTHEW.LIBERATORE,
AND THOMAS F. MONAHAN
Certificate of Merit, 1990 -91

raditional capital budgeting models do not provide
a formal framework to ensure that all relevant factors are considered and their interrelationships
measured. With typical investments in new manufacturing technology, for example, traditional decision models (such as net present value and internal rate of return)
provide only an appropriate starting point in the analysis.
What is needed in evaluating such investments is a decision
support system that can supplement—not replace —traditional capital budgeting models by structuring the decision
process in a consistent and formal manner. The Analytical
Hierarchy Process (AHP), developed by Thomas Saaty,'
provides a decision analytic framework that can build on traditional capital budgeting decision models.

can serve as the vehicle to encourage a dialogue among accountants, marketing managers, engineers, and others,
rather than having each functional area sign off independently on proposal requests.
How does the AHP work? Basically, the AHP is operation alized through a sequential process of pairwise comparisons. These comparisons represent statements of managerial preferences in a forced - choice format. Specifically, the
AHP requires managers to prioritize factors at various stages in the decision process, which leads to an overall ranking
of investment alternatives. The AHP also offers a measure
of the consistency of these judgments, which is helpful in
highlighting potential problems with managers' logic and
thinking. In our view, the real advantage of AHP is that it
helps managers better understand the process they use in
reaching investment decisions. This enhanced understanding has the potential to improve managerial decision - making
skills as well as the quality of the resulting decisions. The
AHP is illustrated in the following hypothetical example using dedicated microcomputer software.

ANALYTIC HIERARCHY PROCESS
CAPITAL BUDGETING ILLUSTRATION
he analytic hierarchy process we chose as our framework for capital budgeting analysis is aptly described
by its name. The framework is analytical because it
breaks down the investment decision into component parts.
It is hierarchical because it organizes these components into
successive levels of importance. Finally, the framework is a
process because it provides a mechanism for evaluating the
interrelationships among parts sequentially. Unlike strict reliance on discounted cash flow models, which encourages
a "managing by the numbers" philosophy, the AHP emphasizes the decision - making processas well as the final investment rankings.
How does the AHP improve the investment justification
process? First, it allows the systematic consideration and
evaluation of multiple decision criteria. These criteria could
be financial, nonfinancial quantitative, or qualitative (intangible). Second, the AHP allows managerial judgments to be
included formally and systematically in the investment justification process. Third, as a process, the AHP enables managers to focus on those aspects of the decision that need refinement or have the highest degree of uncertainty. It
accomplishes
this
through the use of matrix weighting techv
niques. Finally, the AHP
is well suited to support
the growing movement
toward group decision
making in business. It

onsider a manufacturer of telecommunications devices that is reviewing proposals for investment in a
new technology for manufacturing one of its key components. The company believes that while projected cash
flows are critical to the investment decision, other intangible
benefits exist and somehow should be integrated formally
into the analysis. The alternatives the company is considering vary in terms of the level of technology and the degree
of computer integration required for the manufacturing process. Currently, the firm has minimal experience with advanced manufacturing technologies and is using several
semiautomated machine tools in producing the component
in question. At the same time, company executives are conscious of the fact that competitive pressures eventually may
require investment in advanced manufacturing technology.
Engineering has presented the following three investment alternatives: a computer numerically controlled (CNC)
machining center and two different flexible manufacturing
systems (denoted as FMS-1 and FMS -2). The CNC machinery can perform several of the required manufacturing operations (such as drill---I ing and milling) . The
two FMS alternatives
differ in their degree of
flexibility and reliability
and affect several additional stages in the manufacturing
process.

AUTOMA Can be used to measure
the degree ofinconsistency
in manage
g rialjudgments.
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Management is trying to determine which of the three alternatives to choose and has decided to use the personal
computer software package AUTOMAN in the decision making process.' Although other software packages that implement AHP are available for this purpose, AUTOMAN was
chosen because of its low cost and ease of application, as
well as the fact that it was developed specifically for evaluating automated manufacturing investment proposals.
AUTOMAN requires the following four -step process for
implementing AHP:
1. Model Specification —Specifically,project evaluation criteria must be identified and grouped into logical categories,
and investment alternatives must be specified.
2. Category and Criteria Weights —The relative importance
of categories and the evaluation criteria within each category are established through a sequential process of
pairwise comparisons.
3. Ratings of Investment Alternatives— Investment alternatives are assessed with respect to each evaluation criterion.
4. Investment Rankings — The ratings for each investment
alternative are combined with the criteria weights in order to produce an overall preference score for each alternative.
The ease with which the above steps can be implemented
will be illustrated next.

MODEL SPECIFICATION

Categories:
Criteria:
Alternatives:

Financial

Nonfinancial
Quantitative

Qualitative
(Intangible)

IRR Payback

Cycle Time
Throughput

Flexibility
Quality Risk

CNC

FMS -1

FMS -2

it consideration of nonfinancial and qualitative factors in the
analysis. To be sure, a portion of the nonfinancial and qualitative benefits of each investment alternative can be included in cash flow estimates. The remaining impact, however,
may not be captured readily in cash flow -based models such
as IRR.
PAIRWISE COMPARISONS
his step involves a series of pairwise comparisons in
order to establish the relative importance (weights)
of the categories and criteria in the model. These
weights ultimately will be used to develop overall ratings of
each investment alternative (step four).
We begin by establishing the relative importance of the
financial, nonfinancial, and qualitative categories using a
scale of 0.1 to 9.9. For example, if one category is judged to
be three times as important as a second category, a rating
of 3 is assigned to this comparison. We have found that attaching a verbal description of these degrees of importance
is helpful to managers in operationalizing the AHP model.
One such scale (Saaty,1982) is presented in Table 2.
With three categories, there are 3x3 =9 pairwise comparisons required. These comparisons can be organized in the
form of a matrix, as shown in Table 3. However, as discussed
below, only three of the nine pairwise comparisons must be
obtained directly from managers. AUTOMAN generates the
remaining six comparisons.
The results of pairwise comparisons for categories are
presented in Table 3 and can be explained as follows: It is
conventional practice to compare items in the rows to those
in columns. In our example, the financial category was
judged to be "moderately preferred" to the nonfinancial
quantitative category and therefore was assigned a rating of
3.
Because the nonfinancial quantitative category was
judged to be "slightly preferred" to the qualitative category,
it received a rating of 2. Finally, the financial category was
judged to be "strongly preferred" to the qualitative category
and therefore received a rating of 5. Because any category

TABLE 3 /PAIRWISE COMPARISON DATA
WEIGHTS FOR CATEGORIES
&

he first step involves model specification, that is, identifying categories, criteria, and investment alternatives. Criteria represent specific factors against which
investment alternatives will be evaluated. In traditional models, primary emphasis generally is placed on financial criteria such as IRR In AHP, financial as well as nonfinancial criteria are incorporated formally into the model. In our
example, criteria to be considered include IRR, payback, cycle time, throughput, flexibility, quality, and implementation
risk.
Logical groupings of these criteria constitute categories
in the AUTOMAN model. In the present example, categories are defined as financial, nonfinancial quantitative, and
qualitative Cmtangible).
Finally, the investment alternatives must be identified. In
our example, the alternatives are CNC, FMS-1, and FMS-2,
as discussed previously. Later, these investment alternatives
will be evaluated with respect to the criteria in each of the
three categories mentioned above. This model specification
can be represented as a three-tiered hierarchy (Table 1).
As illustrated in the table, one key advantage of AHP lies
in model specification. That is, while IRR ultimately may be
the most important factor in the model, AHP requires explic-

TABLE 1 /MODEL SPECIFICATION

TABLE 2 /MEASUREMENT SCALE
Verbal Judgment or Preference
Extremely Preferred
Very Strongly Preferred
Strongly Preferred
Moderately Preferred
Equally Preferred

Numerical Rating
9
7
5
3
1

NOTE: Intermediate values can be used to provide additional levels of
discrimination.

MANAGEMENT ACCOUNTING/JULY 1991

Criterion
Below

Financial
Nonfinancial
Quantitative
Qualitative

PAIRWISE COMPARISONS
As Compared To
Nonfinancial
Category
Financial Ouan'itative Qualitative Weights
1.00
3.00
5.00
0.648
1.00
2.00
0.230
1.00

0.122
1.000

is, by definition, equally preferred to itself, AUTOMAN places "ls" along the three diagonal slots of the pairwise comparison matrix, as shown in Table 3. It is not necessary to
fill in the bottom part of the matrix because these three entries are the reciprocals of, and therefore can be inferred
from, the corresponding entries in the upper part of the matrix. To summarize thus far. All AUTOMAN required was
three judgments supplied by the decision maker or the decision- making team.
A closer examination of Table 3 shows that the judgments
entered by management rarely are consistent. If they were,
the financial- qualitative comparison would have been rated
"6" and not "5 '. In many realistic situations, however, judgments are not exactly consistent. In fact, some inconsistency
is natural and often expected. For example, if A,B, and C are
football teams, and A is twice as likely to beat B, and B is
three times as likely to beat C, it does not necessarily follow
that A is six times as likely to beat C. A strength of the AHP
is that such seeming inconsistencies can be handled by the
method. In fact, software such as AUTOMAN can be used
to measure the degree of inconsistency in managerial judgments. If inconsistency exceeds predefined acceptable limits, AUTOMAN will suggest that some judgments might require modification.
The pairwise comparison process illustrated above is repeated for the criteria within each category to establish the
relative importance of each criterion. After all such comparisons were entered into the AUTOMAN program, it generated the summary information presented in Table 4 in panels
A, B, and C. Note that the 0.50 value associated with the flexibility-quality comparison in panel C indicates that flexibility
is judged to be half as important as the intangible portion
of quality.
AUTOMAN then processes the pairwise comparison data
given in Tables 3 and 4 and computes category and criteria
weights listed in the righthand column of the tables.' These
weights will be used later in step four in computing the overall rating of each investment alternative. Note that the criterion weights for IRR and payback in panel A of Table 4 sum

AUTOMAN requiresafour-step
process for implementing AHP.
TABLE 5 /PAIRWISE COMPARISON
RESULTS: QUALITATIVE CRITERIA
Flexibility Criterio n:
CNC
FMS -1
FMS -2

CNC
1.00

FMS -1
0.500
1.000

FMS -2
0.200
0.500
1.000

CNC
1.000

FMS -1
0.500
1.000

FMS -2
0.333
1.000
1.000

Quality Criterion:
CNC
FMS -1
FMS -2

Implementation Risk Criterion:
CNC
CNC
1.000
FMS -1
FMS -2

TABLE 4 /COMPARISON DATA &
WEIGHTS FOR CRITERIA
Panel A : Financial Criteria
Pairwise Comparisons
IRR
Payback
IRR
1.00
4.00
Payback
1.00

Panel B: No nfinancial Quantitative Criteria
Palrwise Comparisons
Throughput
Cycle T ime
Throughput
1.00
1.50
Cycle Time
1.00

Criterion
Weights
0.518
0.130
0.648

Criterion
Weights
0.138
0.092
0.230

Panel C: Qualitative Criteria
Palrwise Comparisons
mp emematT n Criterion
Flexibility Quality
Risk
Weights
Flexibility
1.00
0.50
2.00
0.038
Quality
1.00
2.00
0.060
Implementation
Risk
1.00
0.024
0.122

to the financial category weight in Table 3. In our example,
financial factors account for 64.8% of the total criteria weight
in making the decision. Eighty percent of this amount
(51.8%) relates to the impact of IRR, while the remaining
13.0% captures the impact of payback. All these computations are done automatically by AUTOMAN with only five
pairwise comparison judgments required of management
(Table 4).

RATING ALTERNATIVES
n step three, rating alternatives, each of the three investment alternatives is rated with respect to the seven justification criteria. Either of two rating methods may be
used: direct input of pairwise comparisons using the scale
presented in Table 2 or pairwise comparisons generated
based on estimated performance data (e.g., estimated IRRs
or estimated cycle times) provided by managers.
The three qualitative criteria (flexibility, quality, implementation risk) required direct input of pairwise comparisons using the scale given in Table 2. The pairwise comparisons used in our example are given in Table 5.
In our example, we provided AUTOMAN with estimated
performance data (months, hours, etc.) for the remaining
four criteria (IRR, payback, throughput, and cycle time).
These data are given in Table 6.
Regardless of the rating method used (direct input of
paired comparison data or input of estimated performance
data), AUTOMAN processes the data and generates ratings
of each investment alternative with respect toeachof the seven decision criteria. For our data, the ratings generated by
AUTOMAN are presented in Table 7.
OVERALL RATING

FMS -1
6.000
1.000

FMS -2
8.000
3.000
1.000

n step four, AUTOMAN calculates the overall rating for
each investment alternative and then rank orders the alternatives. The process used by AUTOMAN can be explained as follows. For a given investment alternative such
MANAGEMENCACCOUNTING /JULY 1991

as CNC, its criterion rating
with respect to IRR (.357,
Table 7) is multiplied by the
weight assigned to the IRR
criterion (.518, Table 4, panel A). This process is repeated for each of the six remaining criteria. Finally,
the results of the seven mul-

CNC
25%
36
10
24

tiplications are added together by AUTOMAN to
generate the overall rating for the CNC alternative (.308).
The output of this final step for all the investment alternatives is presented below:
Alternative

Rating

FMS-2
FMS-1
CNC

.375
.317
.308

Rank

These final project rankings reflect all the financial, nonfinancial quantitative, and qualitative factors that are presumed to influence the cap-

ital budgeting decision.

have to fall below 15% before another investment alternative would be preferred. The sensitivity of
IRR to the project rankings
could be shown graphically
using standard spreadsheet
software such as Quattro
Pro (see Pit re 1) The
manager then could consid-

TABLE 6 /PERFORMANCE DATA

r

er the likelihood of such an
occurrence in evaluating this investment decision. Obviously, this same type of sensitivity analysis could be conducted

with respect to any input factor in AUTOMAN to determine
its impact on the final investment rankings. We believe this
type of flexibility would greatly enhance a manager's understanding of the capital investment decision process.*
■
David E. Stout, Ph.D.,isassociate professor of accountancyat
Villanova University. He may be contacted at (215)6454048.
MatthewJ. Liberatore, Ph.D., is professor and chairman of the

department of management, Villanova University.
7Aomas F. Monahan, Ph.D.,
CPA is associate professor of

FIGURE 1 /SENSITIVITY AN

SENSITIVITY
ANALYSIS

INVESTMENT RANKINGS VS. FMS -2 IRR
0.38

ote that the above
rankings are different from those provided using financial measures only. According to
both the IRR and payback
measures, CNC had the
highest ranking of all three
investmentalternatives (Table 6), yet the FMS-2 investment had the highest overall investment rating. This
result is due to the domi-
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-a- FMS-2

Alternatives
FMS-1
.329
.319
.263
.333
.276
.387
.166

FMS -2
.314
.255
.632
.444
.595
.443
.073

1
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1
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1
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1
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1

'Thomas L Saaty, Decision Making
for Leaders,Lifetime Learning Publications, Belmont, Calif., 1982.
'The AUTOMAN software program
1
1
1
I
,
i
was developed by Stephen F. Weber,
Office of Applied Economics, National
Institute of Standards and Technology, United States Department of
Commerce, Gaithersburg, Md. The
AUTOMAN software is available for
-9- FMS-1
-0-CNG
$12.95 from the Special Order Dept.
of the IMA, (800)638.4427. It comes
with a user's manual and a 51/4" program diskette.To be analyzed in an
AHP context, investment alternatives
must be either mutually exclusive or independent (that is, not affected by the acceptance of other investment alternatives).
'A set of weights must be developed so that the ratios implied by the pairwise
comparisons given in Tables 3 and 4 are satisfied to the greatest extent possible.
Looking at the pairwise comparisons in Table 3, we see that the financial category
weight should be about three times as large as the nonfinancial category weight.
Turning our attention to the righthand column of Table 3, we see that .648 (the
financial category weight) is close to 3 x .230 (the nonfinancial category weight),
as expected. Similarly, the financial category weight is about five times the qualitative category weight (i.e., .648 is close to 5 x. 122), and the nonfinancial category
weight is about twice the qualitative category weight (.e., .230 is close to 2 x .122) .
These pairwise comparison relationships cannot be satisfied exactly because of
the inconsistency in these judgments (inconsistency is discussed in the main body
of the article).
For example, perfect consistency in Table 3 would require a judgment of "6"
instead of "5" for the financial to qualitative category pairwise comparison. Fortunately, a computational method based on matrix algebra concepts can process
inconsistent judgments and develop good estimates of the weights (see Saaty,
1982, for more details).
'For managers who would prefer to work with AHP in conjunction with a more
complete decision support system, PC software systems such as Expert Choice
(Expert Choice, Inc., Pittsburgh, Pa.) are available.
I

1

TABLE VRATINGS BY CRITERIA
CNC
.357
.426
.105
.222
12 8
.169
.761

J -

I

1

nance of FMS -21n the nonfinancial and qualitative ratings, with the exception of implementation risk. Without the
formal consideration of these factors in the AUTOMAN analysis, we believe these items would not receive adequate consideration in the investment decision process.
Another strength of the AHP approach as implemented
through AUTOMAN is the ease with which a sensitivity
analysis can be performed. In this illustration, we completed
a sensitivity analysis with respect to the IRR criterion. Our
analysis indicated that the projected IRR of FMS-2 would

Criteria
IRR
Payback
Throughput
Cycle Time
Flexibility
Quality
Implementation Risk

1 - - 1
,

accountancy at Villanova
University.
Professor Stout is a member
of the Trenton Chapter,
through which this article
was submitted.
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LUCAPACIOLI,
0

Accounting's Renaissance Man

His 500-year-old treatise is thestandardforprofessionals today.
BY WILLIAM L. WEIS AND
DAVID E. TINIUS
Quick! Who invented double -entry
bookkeeping?
■ (a) Arthur Andersen,
• (b) Fra Luca Pacioli,
• (c) A 15th century Italian businessman,
• (d) None of the above.

1494 that it immediately became
the standard system for keeping accounts. It remains so to this day:
Our modern accounting systems
are based substantially upon Pacioli's writings, earning him the epithet, "Father of Accounting."
Who was Pacioli, and how did he
become the patriarch of our field?
The answers reveal a man of surprising talents and endeavors, a
quintessential "Renaissance man."

f you said Arthur Andersen,
you ascribe entirely too much
"FROM THETIMEOFSOFT
importance to the 20th centuFINGERNAILS"
ry. If you said Fra Luca Pacioli
relative or neighbor watchor a 15th century Italian businessman, you're 500 years closer. But
ing young Pacioli might have
predicted that the boy would
the real answer is "(d) None of the
go far in the field of mathematics.
above." Historians have found
Born into the modest family of Barrecords of debits and credits dating
tolomeo Pacioli in Sansepolcro, Itato the 12th century.
ly, in 1445, Luca soon began to set
The 15th century does figure
himself apart from other boys his
prominently in the history of bookkeeping, however. We suspect that
age. It was uncommon for the sons
of poor families to continue their
double -entry bookkeeping —or
education past the age of 16, so, afsomething very close to it —was in
ter religious and mercantile trainwidespread use throughout Italy in
ing with Franciscan friars, Pacioli
the 1400s. As Europe emerged
Luca
was apprenticed to a prominent
from the Dark Ages, business
Sansepolcro businessman. But he
boomed. Advances in technology
vent double -entry bookkeeping, he
was determined to shape his own desmade new endeavors possible, and the
described it in such detail and clarity
tiny. In his own words, he had had an
spirit of exploration took those venin a monumental work published in
affinity for mathematics "from the time
tures to far-flung ports. Construction,
I had soft fingernails," and it
shipping, trade, and countsoc
was this love for the science
less other forms of comand theology of math that
merce flourished in the burled him to abandon the apgeoning Renaissance
prenticeship and pursue a
economy.
life of scholarship. He was
How was all this busiencouraged by one of the
ness activity recorded? Alleading figures of the Rethough several systems
naissance, reknowned
were developed by mathpainter Piero della Franceematicians and businesssca, who adopted Pacioli as
men to summarize and
his protege.
communicate business
As the first "realist in coltransactions, only one suror," Francesca was admired
vived to become the stanand imitated throughout Itdard system we use today.
aly. He also was one of the
That we owe to the work of
first "artist-humanists" of
Fra Luca Pacioli, a multitalthe century, learned in Lat
ented mathematician,
l and p h'I1osopher.
schoar,
Depiction of Luca Pacioli as a young man Instructing the young
m and mathematics, an accomplished poet and cosAlthough Pacioli did not inboys of the Rampiosi family in Venice, Italy.
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mographer, author of books on perspective and form, and occasional architect. His friends and patrons included some of the most prominent artists
and architects, such as Brunelleschi,
Donatello, Uccello, and Alberti; religious leaders at the Vatican; and political leaders, including Federigo, Duke
of Urbino. Pacioli frequently would accompany the artist across the rugged
Appenine mountains to the Duke's
court where they would spend hours
in the expansive library. Such visits increased Pacioli's dedication to scholarship and knowledge and implanted the
importance of perspective, geometry,
mathematics, and scholarship firmly
in his young, fertile mind.
THE COSMICSIGNIFICANCE
OF NUMBERS
erhaps Francesca's greatest gift
to Pacioli was his introduction to
Leone Battista Alberti, whose
ideas shaped the young man's thinking in mathematics and philosophy. Although remembered as an architect,
Alberti primarily was a writer and a
scholar. Highly educated in classical
literature and philosophy, he was a humanist and a man of the world. He
wrote treatises on painting and architecture and designed several significant buildings and churches. A brilliant and creative thinker, he was close
to the leading artists of the day and
was friend to several popes.
He arranged for Pacioli to leave
Sansepolcro for the scholarly life in
Venice. At Alberti's urging, wealthy
Venetian businessman Ser Antonio de
Rompiasi employed Pacioli as house
tutor for his three sons. The young Pacioli, now in his early 20s and still a student, divided his time among teaching,
studying mathematics, and visiting the
University of Padua where he was exposed to the university environment,
within which he would spend most of
his life. This combination of influences
spurred him to write his first manuscript, a study of algebra.
When Rompiasi died in 1470, Pacioli sought out the aging Alberti, first in
Tuscany and then in Rome. The two
years they spent together before the
old man's death charted the course of
Pacioli's later endeavors. Central to Alberti's work was an abiding belief in
the "God -given validity of mathematically determined proportions. "' All
mathematics, architecture, and art, he
believed, were divinely inspired, their
form determined by divine or cosmic
significance. Pacioli absorbed this beMANAGEMENT ACCOUNTING/JULY 1991

lief, which became central in his own
creations. In fact, not long after Alberti's death, Pacioli took the vows of the
Franciscan Order and, for the rest of
his life, emphasized the moral and
spiritual nature of his work. In a philosophy that shaped modern accounting
somewhat less than double-entry
bookkeeping, he declared, "The purpose of every merchant is to make an
honest and legitimate profit for his living. Wherefore they must begin all
their transactions in the name of God
and put his holy name on every account." He prefaced his own accounting records with "a name de dio" and
often wrote "a sui laude et gloria (for
the praise and glory of God)" at the
end of his calculations.
Instrumental to Pacioli's influence
on economic history was his writing in
Italian rather than Latin, the traditional
language for scholarly work. By publishing in the native tongue, Pacioli
reached shop owners and businessmen as well as scholars, giving his ideas broader reach —and more practical
use—than they would have otherwise.
As a teacher, he also stressed the importance of putting theory to practical
use, applying mathematical principles
to business, and explaining ideas in
common terms. These emphases distinguished him from his peers and enabled him to influence the world of
business.

the Summa was hailed as a masterpiece. Said to be "the most exhaustive
and widely read mathematical work in
the whole of Italy,"' it established Pacioli, then 49, as a celebrity scholar. So
important was the Summa that it was
one of the earliest documents in Venice to be printed by the Gutenberg
method. Those original volumes, remarkable in their printing quality,
have retained their color, texture, and
clarity for nearly 500 years, solidifying
Pacioli's place in history.
Pacioli still would not have earned
the epithet, Father of Accounting,
however, had it not been for a favor the
scholar did for his friend and patron,
Duke Federigo. To aid the Duke and
his subjects in their business transactions, Pacioli included a short section

THE SUMMA
acioli also began his teaching career in earnest after Alberti died.
His first university position was
in 1475 in Perugia where he became
the first lecturer to fill a chair in mathematics. For the next 15 years, he
taught in Perugia, Zara (now Zadar,
Yugoslavia), Naples, and Rome. By
1486, Pacioli had been awarded the
15th century equivalent of a doctorate
in mathematics.
Pacioli also delivered sermons, met
with popes, and wrote. He even posed
for Piero della Francesca as the figure
of St. Peter the Martyr in the "Madonna of the Egg." The Duke Federigo
praying before the Virgin also is represented in this altarpiece, which illustrates the link between Pacioli and the
Court of Urbino, an association that
was pivotal to Pacioli's greatest work,
the Summa de Arithmetica,Geometrica, Proportioni et Proportionalita,and
to his reputation as the Father of Accounting.
A comprehensive treatise on mathematics, geometry, and proportion,

Authors Bill Weis (I.) and Dave Tinlus trying
out }or the lead role in "Unsung Hero."

in the Summa on financial recording:
"In order that the subjects of the most
gracious Duke of Urbino may have
complete instructions in the conduct
of business, I have determined to go
outside the scope of this work and add
this most necessary treatise."
What followed was a detailed description of the Venetian Method, an ingenious system for recording and summarizing the results of commercial
activity. It is the system we generally
refer to today as "double -entry bookkeeping," and it established Pacioli as
accounting's sage. For the next 30
years, this chapter, called "Particularis
de Computis et Scripturis," was the
discipline's only guide. It was translated into Dutch, German, French, English, and Russian and was used as a
65

PACIOLIVIDEOIS
AVAILABLE
he Pacioli Society, an educational
foundation dedicated to broadening the perception of the roots of
accountancy, has produced a 27 -minute video titled "Luca Pacioli: Unsung
Hero of the Renaissance," about the
Renaissance beginnings of the accounting profession. Pacioli, a contemporary of Leonardo da Vinci, was a
Franciscan monk considered to be the
father of accounting. This video is
available on loan from the IMA library
by calling 800 - 6384427. The IMA Metextbook for teachers and as a manual
for merchants.'

LEONARDODAVINCI
acioh's story does not end here.
Among the readers of the Summa was an artist in the Court of
Milan named Leonardo da Vinci. So
taken was he with the work that he encouraged his patron, Lodovico Sforza,
to bring Pacioli to Milan to serve as
Leonardo's tutor in mathematics and
proportion. Sforza complied, and the
two developed a friendship that would
mark both lives and careers.
Seven years his senior, Pacioli
served as da Vinci's mentor, instructing him in mathematics, geometry,
and proportion. Pacioli is mentioned
several times in da Vinci's notes from
this period, and his teachings may
have been instrumental to the technical and developmental leaps in da Vin ci's work during those years in Milan,
especially the area of perspective.
The relationship was equally beneficial to Pacioli. While the two men
were together, Pacioli reached the
apex of his productivity and fame. He
may have written as many as 11 books
on algebra, geometry, mathematics,
military games and strategies, chess,
magic squares, card games, and accounting., Whenever he lectured in
Venice, Florence, or Pisa, he packed
the halls with the most famous people
of the time.'
In all, the men were together 10
years, during which each produced
one of his greatest works. Leonardo da
Vinci completed his painting of 'Me
Last Supper." Pacioli published De Divina Proportione, a treatise on the spiritual significance of mathematics, geometry, and proportion, and illustrated
by Leonardo.
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From the final video --Luca Pacioli with
children at a Franciscan monastery.

mortal Education Fund is a sponsor of
this video.
■
The records of Pacioli's last years
are hazy. In 1510, he was named Commissaris (or head) of his monastery in
Sansepolcro. In 1514, he was called by
Pope Leo X to teach mathematics at
the University of Rome, where the
Pope intended to create a faculty "second to none."e Whether Pacioli fulfilled this assignment is unknown. He
was 69 at the time, and history fails to
record his life thereafter. Although
facts about his death are sketchy, the
date is believed to be June 19, 1517.

cause one of the hallmarks of that period was the pervasive cross-fertiliza tion of ideas. Science, business, engineering, and art, far from being the
separate disciplines we study today,
were intimately related. Mathematics
was central to them all. Pacioli, with
his sharp intellect and his affinity for
math, formed connections among
these fields and his colleagues working in them. He was part of a brotherhood of scholars in which members
nourished each other's ideas and copied each other's discoveries to preserve them for further study. They
cared less about ownership of ideas
than sharing them. In the act of dissemination, few Renaissance intellectuals were more productive or influential than Luca Pacioli, the consummate
Renaissance man.
■
Drs. Weis and Tinius are professors of
accounting in the Albers School of Business at Seattle University. Dr. Weis is

the Robert D. O'Brien Professor of Business, and Dr. Tinius is the chairman of
the Department of Accounting. They cochair the Treatise Quincentennial Com-

mittee of the Pacioli Society, charged
with planning the activities to commemorate the 500th anniversary of the publication of Pacioli's treatise, theSumma.

PACIOLFSLEGACY
acioh's description of the double -entry bookkeeping system
standardized commerce as one
business could follow the transactions
of another. His "Computis" codified a
system of reliable record keeping and
established a basis of financial understanding that made all subsequent
global investment possible. For example, as trade and exploration developed in the 15th century, Pacioli s system made it possible to record
investments in and results of voyages
of discovery, which was essential for
attracting the participation of wealthy
merchants. Without it, trade with the
New World and the Far East would
have been slowed substantially.
The same is true for investments.
Without a reliable system for recording profits and losses, no new invention, no new technology, no new business —large or small—would be able
to get off the ground. As business
thrives, so does the economy. Who
could have guessed that a small favor
to help a friend would become key to
the economic growth and stability of
the nations of the world?
Pacioli was able to play such a
prominent role in the Renaissance be-

'H.W. Janson, History ofArt Prentice -Hall, Inc., Englewood Cliffs, 1962, p. 329.
'R. Gene Brown, Pacioli on Accounting, McGraw Hill, New York, 1963, p. 3.
'Abdel A. Agami, "Luca Pacioli," Lives ojFamousAccountants, pp. 3334.
`Agami, P. 33.
'Brown, p. 16.
'Brown, p. 16.
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The New Systems
Auditability and
Control Report
Controls have been improved since thefirstSAC report in 1977.
BY HUGH L. MARSH, CMA, CIA
fter nearly 15 years, the revision of the landmark
study Systems Auditability and Control,referred to
as SAC, has been published. It may well be the biggest single audit - related research project ever undertaken. The original was researched by Stanford Research
Institute in the mid -70s under a grant from IBM and was
published in 1977.
Changes since the '70s have been so great that to follow
the same format in the revision required 12 volumes instead
of the original three. The report is intended for anyone working with systems and computer facilities in any type of organization.
The basic thrust throughout the report is to identify audit
risks and determine ways to control them. A number of special techniques are used to enhance readability. An example
is the "onion skin" approach that examines each layer of the
technology in sequence, just like peeling layers from an onion. In this manner readers find the level that fits their background and the way they intend to use the information.
More technical or product - specific information is placed in
"focus boxes" alongside the text or, if longer and more complex, in an appendix.

Attendees at the IIA's Systems Auditability and Control Preview
Conference in February in Orlando received a report on the major
findings of the project before it was released to the general public.

visits. These all -day site visits included discussions with top level management and detailed reviews of the drafts with senior staff personnel. Here again the group included 12 from
Europe and three from Japan to ensure a truly world -class
product.

THE RESEARCH

WHY SUCH A LARGE REPORT?

fter an initial grant of $500,000 from IBM, donations
for the research came in from a large number of supporters. More than 400 companies worldwide provided assistance, and contributions, including donated time and
travel expenses, have been estimated at $7 million. While
much of the research and writing was performed under a
contract with Price Waterhouse, teams with worldwide representation also were organized for each of the 10 major areas. A special team was set up in Europe and one in Japan
to help in the collection of information from those areas. In
addition, 400 extensive questionnaires were sent to selected
organizations; the response rate was more than 70%.
The review teams held meetings throughout the drafting
process. Forty -two companies that were considered to have
expertise in a particular field were selected for on -site team

n the years since the first report, growth in all areas of
technology has been so great that the revision had to expand accordingly. The growing dependence on computer-related technology has transformed the computer from
an accounting and finance tool to a vital part of an organization's strategic development and direction. In many cases,
information technology not only plays a critical role but
makes the difference between mediocrity and leadership.
For example, the sheer growth of giant databases such as
the airlines' databases for reservations, fares, mileage programs, loading, and routings is far beyond anyone's dreams
in the '70s.
Can these giant databases be controlled? They
can —some of the very top organizations in the world are doing it without interfering with the process, the product, the
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customer, or the supplier. The SAC study teams actually sat
down and talked with major bankers who were moving billions of dollars every day and with airlines that move millions
of passengers who have tens of millions of personal records.
They sat down not only with representatives of U.S. government offices but with the auditor general of Canada to learn
how controls and audits can function with large databases
and complex purchasing systems.

THE FIELD INTERVIEWS
n many cases, we found through the field interviews that
the best are getting better and are on top of the control
and audit responsibility. In many of the interviews with
top management in Europe, Japan, and North America, however, we discovered that managers are concerned about the
need to integrate the planning, design, and implementation
of complex systems with the strategy of an organization. Senior managements feel that this process is the most important challenge of the 1990s and beyond. They fully appreciate the value of data in their systems and continue to be
concerned for the quality of their security. They need to be
assured that the contingency planning is not only in place
but represents a realistic way of limiting potential losses in
the event of breakdown, fire, or loss of utilities.
Both controllers and general management pointed out
the considerable improvement that has been made in controls since the first SAC report, at least in part because of
managements insistence. The increased competition
among suppliers to address control and audit issues also has
contributed to the improvement. Many businesses have
found that survival itself may well depend not only on the
quantity of information and its timeliness but also on its absolute accuracy.
Internal audit itself has improved and expanded its horizons substantially with the passage of the Foreign Corrupt
Practices Act a few months after the first SAC was published
and the continued support of audit committees not only by
the Securities & Exchange Commission (SEC) but by most
financial and accounting organizations including the AICPA,
FEI, IMA, and IIA. This support was expanded 10 years later
with the issuance of the report of the Treadway Commission
(National Commission on Fraudulent Financial Reporting),
which spelled out in greater detail the responsibilities of au-

dit committees and the expectation that they will work closely with the internal auditors as well as the public accountants.
The field interviews also pointed out a number of additional concerns that management has regarding technology.
Managers worry about the inefficient use of resources not
only by newly developing systems but by those already in
place. They wonder if change controls over systems are tight
enough. They express concern about systems that may be
wonderful in themselves but do not meet the needs of the
organization in general or even of the user for whom they
were developed.
Management also expressed a need for more and better
audit coverage in a number of areas such as:
• Knowledge -based systems,
• Imaging,
• Electronic data interchange (EDD,
• Telecommunications,
• Computer - assisted systems engineering (CASE),
• Security,
• Contingency planning,
• Operating systems,
• Distributed database systems,
• Local and wide area networks,
• End user computing including micro,
• Change controls.
THE SURVEY
he SAC survey disclosed several trends and developing concepts. For example, internal audit departments indicated increased emphasis on technology
areas as well as operational audits, but financial auditors still
compose the largest single group. One concept that continues to develop is the multipurpose auditor. This idea came
from the integration of the information systems audit work
into the financial and operational areas.
Integration of different types of audit and the related
skills continues to be a trend but may be more of an ideal
that an accomplishment in most organizations. Only 27% of
companies that had attempted integration reported major or
complete success in achieving the additional training and
skill requirements to cover all aspects of audit. Note, how-

Several members of the SAC project teamgather at a meeting In Orlando.
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ever, that while complete success is very difficult to come
by, nearly everyone is making a try. In the survey results
92% indicated they have attempted some level of integration.
The survey agreed in many ways with the information collected from the on -site interviews with management. It was
clear from the research that there continue to be concerns
about:
•�Unauthorized�access�to�systems,
•�Data�accuracy�and�integrity,
•�Business�interruptions,
•�Ability�to�recover�from�failure,
•�Systems�that�do�not�perform�to�needs,
•�Inefficient�use�of�resources,
•�Lack�of�skilled�personnel.

trols over the environment without losing sight of the overall
management objective of improved efficiency and effectiveness through the use of the new technology.

KEY RISKS IN MAJOR AREAS
n regard to computer resources, a key concern was unauthorized access, which may include improper changes
to either the information or the system itself. Most respondents felt that the risk would either continue at the
same level or increase in the future. Access controls, general
security, change controls, and segregation of duties were
the most effective ways to offset the potential problems.
When resources make up the heart of the system they
often make up the heart of the organization, and for this reason one of the great con -

Regardless of the size of
the organization, most audit
groups are planning to in-

w"y� 2 °`rte`' h'

crease the au dit co verage in

,W

all technology areas.'Me increased use of computer -assisted systems engineering
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minimize the effect of failure. So many things can go
wrong in a major installation that prevention always
must be coupled with recovery plans so that failure is
rare and damage is contained.
In the area of systems
development and information management, by far the
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greatest concern was failure to meet objectives, eiMassachusetts Mutual Life Insurance Co-'s Rick Amenta, whose
ther through unsuccessful
company provided the first printing free, speaks with Hugh Marsh
system
development or lack
(right), author.
of tie-in to the needs of the
of emerging technologies
organization and its goals
that keep even the most experienced auditors running to
and priorities. Here again the vast majority felt that this risk
stay even with the changes occurring around them.
either would stay the same or increase in the future. Systems
Long overlooked by most organizations are local or depersonnel strongly supported better long -range planning
partmental computers and local area networks that keep exand improved quality of supervision and overall managepanding as data processing becomes more distributed to the
ment. One of the ways to reduce the risk in this area was
users. Work stations, minicomputers, microcomputers, and
the introduction of better systems development tools and
all types of personalized computing power continue to inmethods such as computer - assisted systems engineering
crease at alarming rates. Audit departments now realize that
(CASE). Concerns were expressed, however, about CASE
risk may be high in some of these areas. The person in
tools, which provide greatly enhanced ability to create new
charge may have limited experience in the controls needed
programs at both a lower cost and a faster rate. The problem
to protect the system and the data and to recover from failmost often mentioned was that a tool now exists that can creure. While this area presents some new challenges to the
ate the largest possible problems in the shortest period of
auditors, they are developing the techniques and skills to
time.
provide coverage with minimum disruption to the ongoing
In the business systems area, one of the highest risks was
operation of the departments. The first choice to mitigate the
inaccuracy, for which better controls over input and output
risk in the local systems operations was to improve policies
would provide a solution. Improved quality of testing and
and procedures for controlling them, but in this area more
standards also can help.
than 75°,x, of the respondents reported using this control eiIn the area of telecommunications, the continuing conther only partially or not atall.
cern of auditors was that the system might fail, leading to
Business systems still receive a large share of technology
business interruption. In this area, as in many others, the
audit time, including not only the financial areas but other
message from the research was that the risk either would
departments as well. Using advanced database technology
continue to be the same or get worse. Ways to offset it came
in the human resources departments finally has made it posout clearly on the side of better contingency planning, with
sible to control payroll, savings plans, retirement plans,
some support for a higher level of performance and capacity
health benefits, and the multitude of employee services and
planning.
benefits through modern technology. Putting all this inforIn the areas of emerging technologies, auditors and sysmation in a database system is highly efficient but also contems personnel feel that if there is one weakness it is in the
centrates the risk. The challenge is to ensure adequate conarea of training and development of skilled personnel. While
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to 22% of the companies still
improving staff continues to
use test decks, from the earbe just as difficult as it alTABLE VEMERGING TECHNOLOGIES
ways was, the problem does
liest days of audit, in the daSystems Development
Computer -Aided Software
seem to concentrate in the
ta processing area. They
Engineering (CASE)
Object - Oriented Software
have been modernized but
newly developing areas of
the technology.
still carry the old title from
CD -ROM, WORM,
Storage Technology
WMRM (erasable)
the time they were actual
The Systems AuditabiliProcess Technology
Cooperative Processing
decks of cards.
ty and Control project team
Fault Tolerant Computers
It should be clear from
found that the best way to
Fast - Packet S.25
Telecommunications
the above lists that internal
approach control as each
ISDN Integrated Services Digital
audit departments recognew technology emerges is
Network
nize the importance of techto separate new from old.
Distributed Database Management
Database Technology
nology not only in the area
We found that in almost evSystems (DDBMS)
they cover but to a very
ery case, new technology
Object Oriented Database
large
degree in the tools
consisted of a grouping of
Voice, Biometrics, Image Processing
Interface Technology
they use to improve quality
old technology with an addVision Technology
as well as efficiency and efed feature that was new or
Natural Language Understanding
Expert Systems
fectiveness.
a new twist to an old idea to
Learning Systems
Robotics
make it work better. With
this -oncePt in mind it beEMERGING
comes much easier to adTECHNOLOGIES
dress each new technology
at are the technologies
and determine the control needs
f most interest in the'90s
and the audit approach. Most of the
d beyond? While it is
decisions are already made as we
not possible to condense one entire
follow proven methods, and all that
volume of the report (Emerging
is necessary is to integrate the conTechnologies), it is possible to give
trols and audit coverage of that part
some key highlights, shown in Taof the emerging technology that is
ble 1.
truly new.
In addition to this technology
will come a drive for standardizaARE AUDITORS KEEPING
tion, for decentralization, for a conPACE?
tinuation of the explosive develop -
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I Systems Auditability and Control package.

frequently mthe forefront of the
changes in technology. This applies not only to the tools and techniques to perform the audits but the technology to manage the department in a more
efficient way. In the course of the survey work we found
some change in direction. Today's technologies to improve
the audit department's performance include:
• Specialized audit software,
• Spreadsheet and word processing,
• Downloading,
• Access control software tools,
• Risk assessment software,
• Microcomputer database programs,
• Information retrieval software,
• Generalized audit software,
• On -line editors /tools,
• Electronic workpapers,
• System -level utilities,
• Flowcharting.
Some of the techniques being used in a limited number
of organizations were:
■ Embedded audit modules,
■ Integrated test facilities,
■ Optical scanning,
■ Computer -aided software engineering tools (CASE),
■ Decision support or knowledge -based systems.
In contrast to these new technologies we found that close
60
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servers. International standards
groups are making real progress and become more critical
as development continues in other areas. We are seeing
progress in both official and quasi - official standards that apply not only to hardware but to software and especially to
data access and manipulation. There appears to be almost
no end to decentralization with modern work stations joining
hands with database servers—computers dedicated to the
functions of organizing, accessing, and controlling data.
The foregoing has been only a sample of what you may
expect to find in the SAC report. It is certainly the hope of
the Institute of Internal Auditors Research Foundation, the
many financial supporters, the hundreds of organizations
throughout the world, the research consultants from Price
Waterhouse, and the extensive teams of reviewers that the
report will become one of the truly great research efforts in
the field of technology control and audit for years to come. ■
Hugh Marsh, CMA, CIA, is the project director for The Insti-

tute of Internal Auditors' project on Systems Auditability and
Control. He recently retired as director of internal audit at AL
COA and is now a consultant. He also served as one ofsix commissioners on the National Commission on Fraudulent Financial Reporting (Treadway Commission). Mr. Marsh is a
member of the Nashville Chapter and is a former national director of IAA. He can be reached at (615)824-2781.
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ETHICS
HOWARDL.SIERS,EDITOR

CHANGES AND
CHALLENGES
ithout doubt, the most important recent event affecting our
organization is the name
change from the National Association
of Accountants (NAA) to the Institute
of Management Accountants (IMA). It
is much more than a name change —it
is formal recognition of the professional orientation of our membership and
of our commitment to continuing excellence in the quality of our contribution to the profession. There are a
number of definitions of "management
accountant." The one constant in any
and all of them, either written or implied, is a commitment to high standards of ethical conduct. Although the
name change represents a significant
new chapter in our history, ethics remains the cornerstone of our organization and of our profession's contribution to society.
In addition to the name change,
there will be some other modifications. Stan Pylipow will have completed his year as president of our organization and will become chairman. His
year was, perhaps, one of the most significant and successful. It was a year of
both challenge and opportunity. Under
Stan's able leadership, our organization successfully met every challenge
and took advantage of every opportunity that arose. It was a year of transition —the foundation was planned and
developed carefully using the talents,
knowledge, and efforts of our IMA
leaders and professional staff, fully endorsed by our membership. But the
real credit for this very successful transition year goes to one man—Stan Pylipow, president, 1990-91. In the words
of a former boss, Stan's feat was comparable to "turning the Queen Mary
around in a stream without touching
either bank." Congratulations, Stan!
MANAGEMENT ACCOUNTING /JULY 1991

Nett Holmes

Our Institute of Management Accountants (IMA) will move forward under the capable direction of our new
president, Don Baker. At this critical
time, we are blessed with talented
leadership committed to our professional and ethical goals. All of us are
confident that the IMA will continue to
grow and prosper and will be the preeminent organization for our profession.
I want to mention one other change.
Effective July 1, 1991, Neil Holmes became chairman of the Committee on
Ethics and will become editor of this
column in August. Although I officially
retired from Du Pont at the beginning
of 1987,1 continued my activities in
IMA's ethics program because I felt
there were still some contributions I
could make to the profession that has
been such an important part of my life.
However, the time has come to "smell
the roses, play some golf, and enjoy retirement." Best wishes for continuing
success to Neil Holmes and his hardworking Committee on Ethics.
Now it seems appropriate to pause
and reflect on our ethics accomplishments and on what might be the future
ethics challenges for our members.
IMA's Standards of Ethical Conduct
are recognized and accepted throughout the profession. Our awareness programs are helping members cope with
the increasingly complex problems in
our litigious society. Our ethics counseling network is proving to be a significant member service. The Committee on Ethics is working on a full
platter of important ethics initiatives.
Let's consider the future. My many

years of active involvement in the ethics area convinces me that, with minimal exceptions, our entire membership is committed to high - quality
ethical standards. Unfortunately, the
increasingly complex demands placed
on our profession will pose even greater ethical dilemmas for our members.
Aside from the minute number who allow themselves to become involved in
questionable ethical situations, either
by intent or by failure to fully understand the ethical dimensions of their
activities, a much larger group will be
faced with resolving ethical dilemmas
created by others who fail to understand the ethical standards that we demand of all IMA members. 'Me challenge for IMA will be to do an even
better job of preparing members to
recognize and cope with ethical dilemmas and to stand by and assist our
members in times of ethical crises.
I am confident that the IMA, its
members, and its leadership are up to
the task.
■

1- 800- 6ETHICS
Howard L Siers is former chairman of
the IMA Committee on Ethics. He is now
a consultant to the Committee ofSponsoring Organizations (COSO),sponsors
ofthe Treadway Commission on Fraudulent Financial Reporting.
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C
MA
NEWS
WHY PUBS UE

period subsequent to passing the exam Thls article answers some questions commonly asked about the CE
requirement

CONTINUING
EDUCATION?

Q What types of topics are valid for CE

CATHERINEREILLY,EDITOR
ontinuing education (CE) is
part of a professional's growth
and career development CMAs
and all management accountants should participate regularly in
CE. You owe it to your employer, yourself, and your profession.
Consider this hypothetical situation. Suppose a very promising individual graduates from medical school. He
immediately secures a position with a
prestigious hospital and begins to
practice medicine. His workload increases steadily while his free time decreases. Soon the new doctor stops
reading medical journals. He can't find
the time to attend seminars. He begins
to fall behind in his knowledge of current medical innovations.
"How can I find the time," he rationalizes, "when I have so many other
things to do? I'm far too busy practicing medicine. Besides, I earned my degree and I'm well established in my
field."
Such a physician wouldn't last very
long in the real world. This is an extremely dangerous conclusion if one is
seeking success in any field, including
accounting. And yet, strangely
enough, this is exactly the way some
accountants approach their careers.
All professionals owe it to themselves to maintain an ongoing, up-todate knowledge of their field and the
changes in their industries. This is particularly true for CMAs (as well as other certified professionals) because the
Certificate is evidence of their commitment to continuing professional development Additionally, continuing professional education is a requirement
for these individuals to maintain their
certification.
To remain in good standing, CMAs
and those candidates who have completed all four parts of the exam must
complete 90 hours of continuing education (CE) activity in each three -year
82

credit?

A Credit will be given for subjects relevant to the CMAs career development and related to employer
needs. Such qualifying subjects include management accounting, corporate taxation, finance, computer
science, system analysis, statistics,
management skills, insurance, marketing, and business law.
Q What kinds of programs qualify?

A The Institute of Certified Management Accountants grants credit for
programs sponsored by educational organizations, business organizations, and professional and trade associations at the local or national
level, as well as employers' in -house
programs. Programs may be in the
form of courses, seminars, workshops, technical meetings, or self study packages. Technical speeches and articles published by CMAs
also will be considered for continuing education credit
Q I can't take time from work to attend
CE courses. What are my options?

A Self -study courses are a good alternative. They can be completed on
your own time and at a pace you set
yourself. Evening courses at colleges and universities in your area
may be of interest, as well as inhouse programs. The ICMA also
makes available a chance to earn
CE credit at home by completing
part of the CMA exam on a take home basis. Many outstanding opportunities exist. The challenge is
to use your imagination when looking for sources of CE credit
Q As a CMA, what happens if I don't
keep up with the continuing education requirement?

A The Certificate of CMAs who are
delinquent with respect to continuing education will be suspended. To
remove the suspension, the CMA
must meet the 90 -hours requirement The Certificate will remain in
a suspended state when the CMA
commits to earning at least 30
hours per year until the 90 -hour requirement is met If the commitment is not made or the 90 -hour requirement is not met, the
Certificate will be recalled.

Q I'm not certified. What is the value of
continuing education for me?

A Well, this is an important matter.
Some people feel that if it isn't required, why bother? The answer is
clear. Today's business world is in
a state of constant change. Things
move at a frightening pace, and if
you're not careful, you could end up
like the doctor mentioned earlier.
Keeping up with current developments in accounting is too important to ignore. Maintaining your
professional competence makes
you a more valuable employee.
And while we're on the subject, if
you're not already a CMA, why not
consider becoming one? The CMA is
prepared to be successful in today's
complex and competitive business
world. Possessing specialized skills
and professional expertise, the CMA
looks to the future as an influential
member of the management team, employing effective decision - making
skills to solve problems, confront challenges, and contribute to the overall
success of an organization.
The CMA program centers on the
dynamic role the management accountant plays in the world of contemporary business. The program stresses
all aspects of business, focusing on the
key principle of effective decision making—the development and analysis of
information.
In today's business world, which is
filled with mergers, acquisitions, and
the inevitable layoffs, it is important to
let your employer know that you are
committed to your career. Corporate
sponsorship of the CMA program is
growing daily (there are now more
than 90 CMA Corporate Sponsors),
and employers across the country recognize the value of the CMA designation.
Whatever your reason, be it for advancement in your career, to fulfill a requirement for maintaining professional certification, or for your own
personal satisfaction, continuing education is vital for every professional accountant. Make sure that it is a priority
for you.
■
Catherine Reilly is marketing manager,
IMA/CMA programs.
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INTHE LIBRARY
ACTIVITY ACCOUNTING: AN
ACTIVITY-BASED COSTING
APPROACH
James A. Brimson, John Wiley & Sons,
605 Third Ave., New Yo rk, NY 1 01 58 ,
1991, 214 pp.—
Five years ago,

AcTivin

readers of this A
cc M m
magazine had
not heard of acs
tivity accountc
. h
ing. Two years
ago,
articles
were being published
stating
that activity accounting was a
solution to many
problems with existing accounting
systems. Now the basic concepts are
well established, yet even today few organizations actually have installed activity acc o u n tin g o r, as it is p erh ap s

more commonly known, activity -based
costing (ABC). Enough companies,
however, have experimented with and
actually used activity-based costing so
that interest is widespread and growing. Seminars, conferences, and articles on the topic are coming at an ever increasing rate. Jim Brimson,
co-author of the 1988 volume, Cost
Management For Today's Advanced
Manufacturing: The CAM-1 Conceptual
Design, now has written the first book
devoted wholly to the subject of ABC.
After two introductory chapters,
Mr. Brimson gets to the heart of the
matter: defining activities, activity accounting, business processes, and cost
managem en t. His next ch ap ter pro-

vides a focus as to why an emphasis on
activities is th e m ost appropriate basis
for develop ing an accoun tin g system .

In short, activities drive costs. Determining the cost drivers, which are the
factors that cause cost, is the critical
difference between activity accounting
and conventional accounting. `"Too often controllers focus at the point of
cost occurrence, without adequate
MANAGEMENT ACCOUNTING /J1l1X 1991

consideration of cost drivers." Brim son uses this example: "It is common
practice to measure engineering cost
in overhead and allocate it to products
on the basis of direct labor. Thus, high volume products with the largest proportion of direct labor absorb the bulk
of engineering cost." Obviously this relationship is not valid. Low- volume
parts typ ically require more engineer-

ing effort.
The chapter on activity analysis
may be the most valuable part of the
book. Readers of this magazine would
agree that an activity approach makes
sense, but just how do you define activities? Brim son provides a step-by-

step approach to solve this problem.
He then looks at measuring the cost of
activities, calculates that cost and, finally, traces activity costs into specific
product cost.
This book should accomplish at
least three objectives for readers. It
will provide them, in one place, with an
overall understanding of activity accounting. It will help them define and
understand what activities are and
how to analyze them. Then, finally, it
will help them understand how a
knowledge of activities and activity
cost can be used in business situations. The book's emphasis is devoted
to understanding the procedures and
methodology of activity accounting;
less space is devoted to specific implementation. Some companies may be
able to install an activity accounting
system just by using this book. Others
will want some outside consulting help
in installation. Even with the use of
consultants, however, this book
should prove extraordinarily valuable.
As a special service to IMA members, this book can be ordered from
IMA. Mail your request to Special Order Dept., IMA, 10 Paragon Drive,
Montvale, NJ 07645 -1760 or call 1-800638- 4427. All orders must be prepaid
by check or credit card. The price is
$49.95 plus $3 shipping and handling.
Alfred M. King

CONTROLLERSHIP:THEWORK
OF THE MANAGERIAL
ACCOUNTANT
Fourth edition, James D. Willson, James
P. Colford, John Wiley & Sons, 605
Third Ave., New York, NY 10158, 1990,
1,218 pp. —This is an outstanding
work that deserves a spot in every personal or professional library. After all,
any volume that quotes at length from
IMA's Statements on Management Accounting obviously is aimed at our
membership.
The format of the volume is
straight - forward. After some introductory chapters, including a useful one
on organizational structure for effective controllership, the authors talk
about internal control, internal audit
responsibilities, and international operations.
The heart of the book is in two areas— budgeting and profit planning,
and controlling various operating activities including sales, distribution
costs, manufacturing, and R &D. A useful chapter that might have been
"beefed up" deals with planning and
control in service companies, which
are now a greater part of GNP than
manufacturing.
Significant space is given to each of
the major asset and liability categories
of a business. The authors follow this
section with highly useful material on
development and preparation of reports to management, shareholders,
the general public, and governmental
agencies. Finally, the administrative
aspects of controllership such as
monthly closings, preparation of accounting manuals, tax and insurance
records, and physical inventories are
covered.
In summary, this is an excellent reference work. No one will ever read the
entire book from cover to cover, but
probably it is the best reference of its
kind. The new edition has been revised thoroughly and is now up- to-date
and strongly recommended.
AMK

THE BANKRUPTCYWORKOUT,
AND TURNAROUNb MARKET:
DIRECTORYANDSOURCE
BOOK
A. David Silver, Harper Business Publishers, 10 East 53rd Street, New York,
NY 10022, 1991, 487 pp.— "Workout
consultants or bankruptcy lawyers are
generally called upon too late to do
their most effective work." This book
63

is very valuable—but ideally, only to a limited number of
prospects. The
number of comMAM
panies facing financial difficulties who are thus
candidates for
workout is increasing, however, as the recession goes into its second year.
The author begins with an analysis
of the primary causes of business failures, then focuses on key crisis management strategies. The most valuable
chapters are how workout consultants
operate and where they can be most effective. A relatively brief final chapter
goes into the basic principles of bankruptcy.
The final two-thirds of the book is
a detailed listing of workout consultants and bankruptcy lawyers. While
the author does not make any recommendations, the listing shows client
references for each firm and areas of
specialization. For those firms seriously contemplating hiring a workout consultant and getting advice from a bankruptcy lawyer, this book has extremely
valuable material.
AMK

GET THE RIGHT JOB IN 60
DAYSORLESS
Richard H. Beatty, John Wiley & Sons,

605 Third Ave., New York, NY 10158,
1991, 198 pp. —In today's economic
environment this book should have
great appeal for many readers. The
bad news is that neither the author nor
the publisher is providing any guarantees. The good news is that Mr. Beatty
has some hard - hitting, effective advice
for job hunters. While much of the material is common sense and is discussed in other books and articles, two
valuable chapters are unique. They
deal with telephone techniques for
"getting past the secretary" and "the
networking phone call." This material
takes up about 40% of the book and is
well worth the price by itself. Other
chapters deal with preparation of a resume, responding to advertisements,
and developing a direct mail campaign. In the final analysis the author
believes that networking may be the
best source of a new job, but he says
that all avenues need to be explored.
AMK
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THEENDOFLAISSEZ-FAIRE:
NATIONAL PURPOSE AND
THEGLOBALECONOMYAFTER
THECOLDWAR
Robert Kuttner, Alfred A. Knopf, 201
East 50th Street, New York, NY 10022,

1991, 304pp. =This thoughtful, somewhat controversial, book demands serious reading that will repay the effort
several times over because of its global
perspective. The author, economics
correspondent for The New Republic as
well as a columnist for Business Week,
may be considered a bit on the liberal
side by some readers, but his ideas are
interesting and insightful. Although he
says he supports the free market system, he also emphasizes the need for
significant government
economic policies to
enforce a set of
economic rules. T 11 1: E N 1 1 l► r
He believes that
1.1US14TZthe West has had
an official commitment to laissez-faire but that
in the current
economic global
environment,
this process is not sufficient. He sets
forth new goals and policies of shared
global dominion and "healthy" economic nationalism and analyzes what
he thinks America's economic policies
can and should be in the 1990s.

,„,
'
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AMK

REGAINING
COMPETITIVENESS:PUTTING
THEGOALTOWORK
Revised edition, M.L. Srikanth and
H.E. Cavallaro, Jr., Spectrum Publish-

ing Co., 1062 Barns Road, Wallingford,
CT 06492, 1990, 207 pp. —Based on
Eli Goldratfs The Goal, this book is designed to expand the points made in
that seminal work. One of the
strengths of Regaining Competitiveness
is a list of "action items" provided by
the authors in an attempt to generalize
Goldratt's recommendations for other
organizations. Although not designed
as a textbook, it could be used in a college or graduate -level program in conjunction with Goldratt's original work.
Individuals who are planning to review
their own firms' systems of production
control processes could do themselves
a favor by reading both 7&e Goal and
Regaining Competitiveness.
AMK

THEPCVIRUSCONTROL
HANDBOOK,SECOND
EDITION
Robert Jacobson, Miller Freeman Publications, 600 Harrison Street, San Fran-

cisco, CA 94107, 1990, 162 pp.T h i s
fairly technical book was written for
knowledgeable PC managers or sophisticated users. After describing
computer viruses, the author immediately jumps into procedures for responding to virus infections, particularly the most common, well -known
ones. He also includes detailed instructions on how to "disinfect" PCs
and outlines policies and procedures
for organizations to use to prevent virus infections in the future.
Mr. Jacobson, a computer security
expert and president of International
Security Technology, a developer of an
anti-virus software program, notes that
it is an unfortunate commentary on today's society that individuals seem to
devote time and resources to develop
viruses which affect others adversely
for no conceivable personal gain.
Luckily, people such as Mr. Jacobson
are hard at work helping us develop
protection.
AMK

LEGALCAPITAL
third edition, Bayless Manning with
James J. Hanks, Jr., Foundation Press,
615 Merrick Ave., Westbury Press, Westbury, NY 11590 -6607, 1990, 213

pp.The need for a book on the definition and attributes of legal capital
may not seem to be a necessity at first
glance. As the authors point out, however, accountants do need a knowledge of the legal attributes of capital
for such things as distributions to
shareholders, creditor protection, and
the relationship between shareholders
and the corporation. The authors cover such topics as asset writedowns,
stock repurchases, distributions in
kind, and transactions between corporations and their shareholders. The
book is a useful reference work.
Members may borrow books listed in this
section by telephoning Elaine Goldman,

manager of library services, at (201)
573-6235.
Is this article of interest
to you? If so, circle
appropriate number on
Reader Service Card.
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TRENDS

IN MANAGEMENT
ACCOUNTING

served as a member of the Research
Committee since July 1984 and was
part of the team that helped IMA President Don Baker develop the "Bold
Step" program. Dave has indicated
that his major goal will be the sponsoring of Bold Step research characterized as on "the cutting edge, yet application oriented" that: (1) is useful to
IMA members on both emerging management accounting issues and identifying possible solutions to existing
management accounting problems
and (2) enhances the professional status of the IMA.
In addition, Mr. Vogel has enumerated specific goals for the Committee
for the 1991 -92 year. They are:
1. Successfully complete projects in
process and review new proposals.
2. Evaluation of the Bold Step topic
guide to ensure proper current focus and issuance of any revised
guide to the research community.
3. Partnership with other professional
associations on research projects
whenever possible. Mutual interests will be explored in the areas of
funding, project management, and
distribution of the research results.
4. Enhanced campus presence of
IMA. Dialogue with educators will
be continued whenever possible to
encourage (a) research project proposals and (b) student involvement
in research activities via a program
being implemented in 1991 -92.

Dave Vogel

RESEARCH
PATRICK L. ROMANO, CMA,
EDITOR

VOGELNAMEDCHAIRMANOF
THE 1991.94 RESEARCH
COMMITTEE
resident Donald Baker appointed David W. Vogel Chairman of
IMA's Committee on Research
for the 1991 -92 Institute year. He replaces Fred Newton, who has chaired
the Research Committee since July
1989 and will now chair the Cost Accounting Standards Committee of the
Management Accounting Practices
Committee of IMA.
Mr. Vogel is consultant-accountant
in the Finance Department of E.I. DuPont de Nemours & Company. He has
MANAGEMENT ACCOUNTING /NLY 1991

■ W. Ron Ragland, director of business systems, Martin Marietta Energy Systems, Inc.;
■ Richard Troxel, president, Capital
Accounting;
■ Mary V. Williams, Hewlett- Packard
Company;
■ Robert C. Young, finance consultant, Digital Equipment Corporation.
ACADEME
• Jack C. Bailes, professor, Oregon
State University;
• David R Koeppen, associate professor, Boise State University;
• Charles D. Mecimore, professor,
University of North Carolina;
• Grover L. Porter, professor, University of Alabama;
• Michael Robinson, professor, Baylor University;
• Arjan T. Sadhwani, professor, University of Akron;
• Gary L. Sundem, professor, University of Washington.
PUBLIC ACCOUNTING
• John H. Atkinson, Jr., CMA, senior
manager, KPMG Peat Marwick;
• James P. Conley, partner, regional
director of accounting and auditing,
Ernst & Young.
NONPROFTI'
■ Ray Vander Weele, CMA, administrator, Christian Reformed Church
Pension Fund.

Twenty-one IMA members from a
cross section of the membership constitute the 1991 -92 committee. Ten are
from industry, seven from academe,
two from public accounting, one from
government, and one from nonprofit.
Names and affiliations of the 199192 Committee are:

GOVERNMENT
■ Robert J. Melby, manager, Defense
Contract Audit Institute.

INDUSTRY
• Paul Danesi, division controller &
finance manager, Texas Instruments, Inc.;
• David W. Goodrich, senior tax accounting analyst, Columbia Gas
System, Inc.;
• John Karabec, manager of accounting, IBM World Trade —Latin
America;
• Robert C. Miller, corporate assistant controller, The Boeing Company;
• Linda M. Onis, vice president,
North American Finance Group,
Citibank N.A.;
• Alva C. Pipkin, vice president–finance, Coors Brewing Company;

Professors Godfrey and Hass of
George Mason University.

JUSTPUBLISHED
■ Private Sector Financial Performance Measures and 7]keirApplicability to Government Operations by

Jointly sponsored by the Association of Government Accountants
(AGA) and the Institute of Management Accountants (IMA), this report
provides a number of principles to
guide the successful application of
business - oriented financial performance measures in a government operation to improve the efficiency of service delivery without jeopardizing
service delivery, timeliness, or quality.
It also discusses several innovations in
governmental resource allocation and
cost management practices based on
business financial performance mea65

cures and several challenges for financial management professionals in both
the private and public sectors that
emerged from this research.
As a public service, five complimentary copies of this research report
were sent, along with a cover letter
signed by the Presidents of IMA and
AGA, to the Secretaries of all departments of the federal government, and
to the heads of selected other government entities.

present value of a warranty obligation
should be recognized.
The Management Accounting Practices Committee recommends that, after the Board has tabulated views of respondents, it publish a "research
report" because it is highly unlikely
that a workable comprehensive application of present value methods will
emerge from the project.
The complete comment letter, including responses to the detailed issues, may be obtained at no cost by
writing to Lorraine Lupinski at the
IMA office in Montvale.

Patrick L. Romano, CMA, is director of
NAA research.

GASBPROPOSESACCOUNTING
FORCOLLEGES

MANAGEMENT
ACCOUNTINGPRACTICES
LOUIS BISGAY,CPA,EDITOR

RATZLAFFHEADS
MAPCOMMITTEE
tanley A. Ratzlaff,Los Angeles,vice
president and controller of Pacific
Enterprises, and a member of
IMA's Management Accounting Practices Committee, was appointed chairman of that Committee effective July 1.
He replaces Robert G. Weiss, who was
elected to the newly formed IMA position of vice president, professional relations.
Mr. Ratzlaff began his career with
Shell Oil Company. After spending
some time with Ernst & Young, he
moved back into industry, holding increasingly significant controllership
positions within the petroleum industry. He left Occidental Petroleum Corporation as vice president and controller in 1984 to accept employment with
Pacific Enterprises, the California based parent company of (a) the nation's largest natural gas distribution
facility, (b) a company that explores
for and produces oil and gas in the
United States, Canada, and the Dutch
North Sea, and (c) a chain of more
than 1,000 drug and sporting goods retail stores.
In addition to his activities on behalf
of IMA, Mr. Ratzlaff is active in a variety of other organizations. They include the Board of Advisors, University of Southern California School of
Accounting; Financial Executives Institute; American Petroleum Institute
Accounting Committee; and the California Society of CPAs. He is also affiliated with the California Museum of
66

Stan RaWaff

Science and Industry and chairs the
board of directors of the Union Rescue
Mission.
Mr. Ratzlaff, a certified public accountant, is a graduate of San Jose
State University.

MAPCOMMENTSONPRESENT
VALUEMETHODS
he Institute of Management Accountants' Management Accounting Practices Committee acknowledged in comments to the
Financial Accounting Standards Board
the fundamental and pervasive economic notion that the time element
has a bearing on value. In commenting
on the Discussion Memorandum on
present -value methods, the MAP Committee observed that, for those exceptional cases in which a direct measurement of the basis of an economic event
is not available, the reported results
should reflect the economic difference
between paying for costs today and,
e.g., in five years.
The Institute of Management Accountants supports a "situational" approach in which, after initial recognition, accounting is situation - specific. A
reasonable degree of tolerance needs
to be built into conceptual guidelines.
In balancing precision and meaning, historical cost financial statements
should generally employ discounting
techniques for initial measurement of
any transactions involving settlement
in a future period and for which a more
precise value is not available. This
would mean, for example, that the

he Governmental Accounting
Standards Board issued a proposed Statement that, if adopted,
would provide guidance on the accounting and financial reporting models to be used by governmental colleges and universities. A public
hearing on the exposure draft is scheduled for July 21 in Nashville in conjunction with the annual meeting of the National Association of College and
University Business Officers.
Two accounting and reporting models related to governmental colleges
and universities currently exist: (a)
one developed by the American Institute of CPAs in its industry audit guide
and statement of position, modified by
FASB and GASB pronouncements,
and (b) a model established by the National Council on Governmental Accounting, modified by subsequent
GASB pronouncements. The proposed
Statement would permit use of either
model.
GASB believes that adoption of this
proposed Statement may ultimately
lead to one comprehensive accounting
and reporting model for colleges and
universities. Meanwhile, its adoption
would seem to raise the spectre of
three sets of financial reporting standards in place for comparable entities—FASB standards for private
schools, and two sets of standards in
use by public institutions —a situation
ripe for criticism.
■
Louis Bisgay, CPA, is director, management accounting practices.
Is this article of interest
to you? If so, circle
appropriate number on
Reader Service Card.
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Today companies in all industries are focusing on
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Mauto:

wa y s t h e y c a n im p ro ve q u a lit y in t h e w a ke o f
increasing domestic and foreign com petition. They
realize the need to implement a quality -cost reporting
system to support effective ongoing operations.
To answer this need, IMA sponsored research by
KP M G Pe a t Ma r w ick t o s t u d y a n d in t er view a
nu m b er of co m p an ie s that had su cc es sf ully
implemented a cost of quality reporting system. This
study would build on an earlier NAA research report
(1987), Measuring, Planning, and Controlling Quality
Costs, by Wa yn e Mo rs e, H ar old Ro th , and Kay
Poston.
This research produced som e surprises. In each
case study com pany the KPMG researchers found
that implementing cost of quality reporting did not
depend upon a structured cost of quality approach.
Instead, these operation -driven system s supported
quality initiatives and ongoing process improvements
rat her t han fo cu sin g on con tr ollin g t he wo rk of
engineers and shop floor personnel.
This book stresses the linkage between continuous
organizational improvement and quality. Discovering
how the four companies studied have successfully
measured, reported, analyzed, and applied the cost of
qua lity in both m a n uf a ct u rin g and se rvic e
en viro n m en t s w ill h e lp m an a ger s in t e re s t ed in
improving quality in their own companies.
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Charge to my credit card:

Institute of Management Accountants
10 Paragon Drive

Montvale, NJ 07645.1760

Phone: 1. 800-636-4427
In New Jersey, 1-201-573-6278

Please send me
CURRENT TRENDSIN COST OF QUALI1Y1 inking the Cost
of Quality and ContinuousImprovement ® $34.95 each
Total books:

Total price:
Less 20% (if applicable):'
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All orde rs under $25
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Service (UPS). You should receive delivery within one week. Minimum
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OFFICE
TECHNOLOGY
CLAIREBARTH,EDITOR

SOFTWARE
Accounting Wiz Corporation has released Accounting Wiz, software designed to control the daily accounting
functions for almost any type of business. The modules are order entry, invoicing, purchase orders and inventory, accounts payable, general ledger,
sales analysis, and payroll. The package works in real time, so if a user
makes a change to a sales order or invoice, all the related files are updated
simultaneously. Permission to make
changes can be limited to authorized
managers only, and the system provides password protection at all levels.
The Accounting Wiz software can display a previously added invoice on the
screen as many times as needed within
the same month, until the final journals for the month are printed. It requires an IBM PC/XT /AT or PS /2 or
compatible and comes in single -user
or multiuser versions.
Circle No. 35
Great Plains Software has issued
version 6 of its Great Plains Accounting Series. The new version includes
more than 100 product enhancements
and a new module, System Manager
with Executive Advisor. The new module lets users automate repetitive tasks
such as month-end closing and gives
them more than 70 financial and management charts, graphs, and tables
based on data contained throughout
the Accounting Series. Great Plains also has added a number of enhancements that improve the overall network performance and transaction
processing speed.
Circle No. 36
RealWorld Corporationhas released
RealWorld Service Manager,® an entry-level accounting package that
68

helps the small service business owner manage service operations, supervise technician scheduling and production, and track customer
information. The software, in combination with the accounting aspects of either RealWorld Point -of -Sale Plus or
Practical Accounting System, generates work orders, updates accounts
and inventory, prints invoices, provides service history, tracks incomplete work orders and billable hours,
prints labels, reports repair history,
and prints daily activity reports.
Circle No. 37
CPAid has introduced the CPAid
ART (Accounting for Income Taxes)
Analyzer, software that computes current and projected deferred tax liability per SFAS 96, shows effects on reversing scheduled temporary
differences, prepares reconciliation of
annual addition to deferred tax balances, and prepares cumulative onetime adjustments required when making the change from APB 11 to SFAS
96. The package also prints reports of
deferred tax liability by year and in total. It can be used by itself or integrated with the CPAid Master Fixed Asset
program and comes in a Small Business Edition, a Comprehensive Edition, and as a Custom Spreadsheet
Template (which requires Lotus 1 -2 -3
or Quattro Pro). CPAid will provide
purchasers free automatic updates,
through April 30, 1992, for each new
FASB exposure draft or new standard
that affects SFAS 96.
Circle No. 38
Aldus Corporation has brought out
PageMaker 4.0 for Microsoft Windows
3.0. It has more than 75 new features,
including a built-in word processor
and professional typographic controls.
In the Story Editor®, a text -only win-

dow, users can type stories, edit imported text files, and verify spelling, all
without leaving PageMaker. Users can
attach graphics and rules to text so
that artwork moves with the copy, and
a new Book feature combines multiple
PageMaker files for chain - printing. Users can generate indexes and tables of
contents across documents. Word and
letter spacing can be changed. Page Maker 4.0 is compatible with a wide variety of word processing, spreadsheet,
database, and graphics file formats.
The recommended system configuration is an 80386 -based DOS-compatible computer with a 40MB hard disk
and at least 2MB of RAM. It also requires a Windows 3.0- compatible
graphics adapter card and monitor, a
mouse, and Microsoft Windows 3.0.
Circle No. 39
InterCoastal Software Corporation
has introduced the AFTER T &E accounting system, a PC -based travel expense accounting system designed to
be used with any IBM or compatible
computer using MS -DOS. The AFTER
system can handle all aspects of employee travel expense reporting including employee advances and expenses, drafts, and vendor
reconciliation. The system sets up an
account for each corporate traveler to
which debits and credits are posted. It
provides rapid reconciliation and reimbursement to employees for travel -related expenses and produces a complete audit of each travel expense.
Circle No. 40
Prentice Hall Professional Software has added adjusted current earnings (ACE) depreciation calculations
to the latest version of its Depreciation
System for accounting professionals.
The system calculates clients' adjusted
current earnings depreciation, compares results against the alternative
minimum tax depreciation (or federal
depreciation, if applicable) for each asset, and notes the differences in a new
Schedule of Adjusted Current Earnings report. The software automatically sets up the information it needs to
calculate ACE for a client whose current processing year began in 1990.
For a client whose current processing
year began in 1989 or earlier, ACE information will be created automatically
when 1989 is closed. The software is
available for both IBM PC and compatible computers (version 2.16) and for
IBM AS /400 and System /36 midrange
computer systems (version 4.45).
Circle No. 41
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EQUIPMENT
Konica Business Machines U.S.A.,
Inc. has introduced its 9028 digital
full -color copier. The 9028 incorporates digital and laser technologies
and works as a dual- function copier because it also can produce black -andwhite copies at the rate of 28 per minute. The copier produces full -color
copies on plain paper from full -color
originals. To convert a black -and -white
original to color, the user circles areas
to be changed with a felt-tipped marker of any color. The 9028 then will color convert the marked areas to the colors indicated without copying the
circle. The 9028 offers zoom reduction /enlargement from 50% to 400% in
1% increments. The user also can reduce or enlarge horizontally or vertically to make the image fit available
space. A reverse image function
makes it possible to reverse various
portions of the page. Other standard
features include mask and trim, screen
pattern, frame /fold erasure, book
copy, image shift, image shift with reduction, job memory, auto shutoff, and
auto reset Three 500 -sheet paper trays
accommodate various paper sizes. A
50 -sheet automatic document feeder is
optional.
Circle No. 42
Apple Computer, Inc. has introduced two low -cost printer"e Apple StyleWriter® and the Apple Personal LaserWriter® LS. The
StyleWriter is a thermal ink jet printer
designed for individual users who
don't need to print lot pages per day.
It produces near - typeset quality output-360 dots per inch —and prints
graphics and text at any size in a variety of different typestyles. Four font
families are included with the printer.
Paper and envelopes can be inserted
manually, although a sheet feeder is
included with the printer. The StyleW-

riter is about the size of a shoebox.
The Personal LaserWriter IS prints laser -quality letters, graphics, and
charts at a near - typeset -quality resolution of 300 dpi. Most types and sizes of
paper as well as transparencies, envelopes, and labels can be used with it
It prints in a variety of type styles in
four font families. The Personal LaserWriter LS requires only 512K of RAM
to print full pages of text and graphics.
A special chip in the printer enables
the computer to transfer data through
the serial port at a high rate of speed
so that documents are printed fast
The minimum system requirement for
the StyleWriter is any Macintosh with
at least 1MB of memory and System
Software 6.0.7 or later. The Personal
LaserWriter LS requires any Macintosh with at least 1MB of memory, System Software 6.0.7 or later, and a hard
disk.
Circle No. 43

PUBLICATIONS
The U.S. Government Printing Office has released the 1991 Economic
Reportofthe President, together with
the Annual Report of the Council of
Economic Advisers. The 411 -page report discusses the sharp oil price rise
triggered by Iraq's invasion of Kuwait,
the savings and loan crisis, and market
reforms in Eastern European and Latin
American economies. It analyzes the
importance of international trade and
investment as engines of economic
growth and describes current and prospective monetary policy, the new budget legislation, and principles for
sound fiscal policy. The report, stock
number 040-000-00554 -4, is available
for $12 from Dept 36-JS, Superintendent of Documents, Washington, D.C.
20402 -9325; (202) 783 -3238.
Circle No. 44

The American Management Association has available the catalog of its
seminars to be held through December 1991. The seminars cover such
topics as management skills, sales and
marketing, information systems, and
finance and accounting and will be
held at various locations. For this and
other specialized course catalogs, contact AMA, 135 West 50th St, New York
NY 10020; (518) 891 -0065.
Circle No. 45
The National Corporate Cash Management Association has published
the Implementation Guide for Customer
Account Analysis Transaction Set

(822), a guide for corporations and
banks interested in using electronic
data interchange (EDI) for bank account analysis reporting so corporate
bank clients can receive bank charges
electronically in a format that can be
loaded into a database. The NCCMA
produced the guide in close cooperation with the American National Standards Institute (ANSI), as part of the
NCCMA's on -going effort to promote
industry-wide standardization of account analysis reporting. The guide
has three main sections: a general introductory and information section;
ANSI transaction set tables and a segment-by-segment set of instructions
for implementing details of the transaction set; and examples of implementation that illustrate how different paper formats can be translated into the
electronic format For more information, contact Frank Curran, NCCMA
Director of Standards and Government Relations, (301) 907 -2862.
Circle No. 46
Price Waterhouse has issued two
publications that address the implications of Financial Accounting Standard
106, Employers' Accounting for Postretirement Benefits Other Than Pensions. They are a special issue of Accounting Events and Trends (AET) and

OPEB. The New Direction— Understanding and Applying FAS 106. The
special issue of AET is designed to an-

swer questions about the impacts and
options of FAS 106. The second publication, a comprehensive guidebook,
outlines specific planning recommendations that can help employers mitigate the cost of providing benefits.
Circle No. 47

Apple's Pers onal Laser Writer® LS and StyleWrite r® printers.
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CMA PROFILES IN SUCCESS

Sheila M. Buska, CMA, Chief Financial Officer /treasurer
Cro wn Chemical Corporation, Chula Vista, CA.

The Sheila Buska success story...
After a highly successful and rewarding career as a wife and mother of four, she returned
to college to complete her degree and begin a new career in accounting. Way she's
CFO of a leading chemical company.

Why she has made the CMA (Certified Management
Accountant) designation a part of it...
About her CMA, Sheila had this to say... "It was the appropriate certification to enable
me to reach my goal ... It gives me pride in my chosen field."

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

nm7ki
`

CMA: Three Letters That Spell Success
1 -800- 638 -4427
Institute of Management Accountants
formerly
National Association of Accountants
CMA Program 10 Paragon Drive, Montvale, NJ 07645 -1759

ASSOCIATION
NEWS
KENNETH AURICHIO,EDITOR

GINGRICHURGES:
PURSUEQUALITY
Rep. Newt Gingrich (R.Ga.) urged management accountants to pursue quality
in order to make the United
States more competitive. He
outlined his suggestions at
the Spring 1991 Corporate
Financial Management
Conference in New York
City sponsored by the Institute of Management Accountants and KPMG Peat
Marwick.
Gingrich's five steps to
quality are:
1. Ask customers what
they want. The customer
defines quality.
2. Set zero defects as the
standard. Not 99.9%, but
100% is the correct goal for
creating the right commitment, attitude, and standard.
3. Work to meet the customer's desire in the shortest possible time. A short
cycle of order to delivery
tends to minimize errors
and maximize customer satisfaction.
4. Focus on systems improvements rather than on
personal behavior because
95% of productivity improvement comes from a systems
approach and only 3%
comes from focusing on
people.
5. Involve every employee /participant as a stakeholder in achieving quality.
A sixth and most important step, he added, is to
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make it fun and recognize
people.
In a keynote address,
James C. Richards, president of Southwire Company, Carrollton, Ga., gave a
dramatic account of how
one billion- dollar company
pulled itself back from the
brink of bankruptcy. The
largest copper and aluminum wire manufacturer in
America, Southwire was
founded by Roy Richards. It
was taken over by his two
sons, Roy and James, after
his death in 1985. As President James Richards noted,
"At one point we were literally 24 hours away from filing for bankruptcy." The
company's recovery strategy revolved around two key
elements: focus and innovate. The brothers realized
their business was making
wire, so they shed operations unrelated to the core
business and purchased
other businesses that were
related to wire production.
On the second strategic
track out of the morass of
debt, the company innovated by developing new products, streamlining customer
service, and emphasizing
quality. Mr. Richards advised similar troubled companies to discover real
needs, remain flexible, innovate to maintain control,
and shop for lenders and investment banks. The bottom line, he summed up, is
"We run Southwire and the
banks don't"
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Oakland East Bay.
Bernard E. Kinney,
Minneapolis Northstar.
Barbara A. Kreiser,
York.
Neal Kronika,
Cleveland.
Nicholas W. Marinelli,
Morris Essex.
Harold Milligan,
Calumet.
Edward N. Morris,
Massachusetts North Shore.
Edward S. Novotney,
Wheeling.
Loren W. Odell, Jr.,
Los Angeles,
Richard E. Page,
Merrimack Valley.
Vinson A. Parsons,
Asheville.
James M. Peak, Jr.,
Chattanooga.
A.T. Pearson,
Seattle.
Kenneth O. Roberts,
North Penn.
Delwin F. Ross,
Madison.
Harold R. Sharpless, Jr.,
Northwest Arkansas.
John M. Swol,

Detroit.
Archie L. Tertian,
Connecticut Gateway.
William C. Thompson,
New Hampshire,
Richard S. Thompson,
Fort Lauderdale.
Jack Thornton,
Fort Worth.
Robin T. Thurlow,
Delaware.
Wayne L, True,
Member -at- Large, USA.
Milton C. Unruh,
Michiana.
John J. Van Oss,
Dayton.
Charles R. Veeley,
New Haven.
Stanley Welaish,
Member -at- Large, USA.
Donald M. Whitney,
Syracuse.
John A. Yeakel,
Albuquerque.

IN MEMORIAM
Mark Altman,
Mass Route 128, 1989.
Leland L. Baker, 80,
Miami, 1976.
Larry R. Bellavita, 48,
Southwest Florida, 1975.
Harland E. Blanchard,
80, Bangor - Waterville, 1974.
Donald R. Brown, 52,
Alaskan, 1968.
E.M. Campbell, 72,
Jamestown - Warren, 1981.
David R. Clements, 79,
Birmingham- Vulcan, 1977.
Geraldine M. Coats, 69,
Mobile, 1973.
Roy E. Councilman,
Baltimore, 1968.
Bruce D. De Mars, 43,
San Antonio, 1991.
Keith Dutton, 64,
Houston, 1960.
H.T. Farr, 78,
Cleveland East, 1975.
Vmcente V. Garcia, 67,
Denver, 1976.
Paul E. Hamman, 79,
Detroit, 1976.
Stephen J. Howard, 68,
Joplin Tri,State, 1970.
Julie A. Myhren,
Member -at- Large, USA,
1989.
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OPPORTUNITIES
"DOWN UNDER"
LOOIQNG TO EXPAND TO
Australia? Research & ReQorting
offers market studies, industry/product reports, strategy
planning, commercial negotiations, other business intelligence
PLUS an informative monthly
newsletter. Full particulars via
airmail from Australian Doumunder, 10 Angorra Road, Terrey
Hills, Sydney, NSW, 2084 Australia.

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

COMPUTER
SOFTWARE

Okidata
Pacioli Society

12

Padgett Business Services
72
Sapling Software /IMA Conferences 5
Security Pacific
11
SoftIogic Solutions
C -2
QjMk1JW & & Associates, Inc. 12

4
7

Offers to: CLASSIC IMPORTS
LTD., CH -6332 Hagendorn, Switzerland.

CMAREVIEW
NEW ENGIAND CMA REVIEW will present classes in the
Boston area starting on September 4, 1991. For information, call
Professor john Slipkowsky,
CMA, CPA (508)685.6681.

BUSINESS
OPPORTUNITIES

READYFOR
YOUROWN
ACCOUNTING
PRACTICE?

SWITZERLAND. Swiss based
Company (ZUG) wishes to diversify. Interested in high quality
consumer based products. New
division can market Consumer
Health products (OTC). Only exclusive distributorships wanted.

Copy:All advertising must be
submitted in typewritten, double-spaced form. No telephone orders accepted.
Box Number. Write Doryne
Gerstein at MANAGEMENT
ACCOUNTING&

Display Clossifled:Onetwelfth page (one column x 2
3/8") is available at $395.

3
7
C-3
CA
70
61
1
17
15
56

5

DEPRECIATION /FIXED ASSET MANAGEMENT. IBM PC/XT/AT/PS2 and compatibles. Three books, all normal
methods,
custom
reports.
$175.00. MONEY BACK GUARANTEE. VISA/MC. SOFTLINK,
P.O. Box 2433, Stuart, FL 34995
Phone 407 - 6923123.

LET THE GOVERNMENT FINANCE your small business.
Grants /loans to $500,000. Free
recorded message: 707148 -0330.
(OR7)

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

Ear Systems, Inc.
IMA Insurance
Lawson Associates

PAGE

COMPREHENSIVES
can make it happen! Prime teni tories available to qualified accountants with a minimum net
worth of $100,000 /$40,000 liquid.
Proven system. Training, equipment and marketing support provided. Call today 1- 800 -3239000. Comprehensive Business
Services, Inc., Attn: MA, 1925
Palomar Oaks Way, Suite 105,
Carlsbad, CA 92008.

HELPWANTED
ACCOUNTING
PROFESSIONALS with current earnings in the $25K to $50K
range interested in positions in
the Central Pennsylvania area.
Professional placement by past
president of NAA Chapter. Send
resume or contact Bill Traum,
THE BYRNES GROUP, 149 West
Market Street, York, PA 17401,
800.444 -1745.

ALLOCATIONSYSTEM
PC- ACTIVITY BASED COSTING SOFTWARE. Intuitive design makes it easy to use. Afford able-only $895. Call Today for a
30 day full system -no obligation
trial. If not completely satisfied
just return the SYSTEM. MUNRO & WILDER, CPAs, 48340 West Kennedy Boulevard, Suite 333,
Tampa, FL 33609. (813)289-6313.

FAXYOUR
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to (201) 573.0639

Payments:Payment in U.S.
funds must accompany each
order. Mail copy to Doryne
Gerstein, MANAGEMENT AC-

COUNTING®, 10 Paragon
Drive, Montvale, NJ 076451760.
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Up to 50 words FREE * to
companies that are looking
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CMA certificates and so
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Take Us For A Test Ride .. .
ANC i.P,

It Leaves The "Best" Behind.

Fix ed As se
Ma n a g e me n t
Accounting System,
From E.F. Ha skell, of co urse!
tate4-the -Art Technology changes the world of Fixed Asset
Accounting with features that give you everything you need in
one surprising system. You don't have to be content with
limited function packages.

15. Over 28 standard reports (including F.A.S.B. 96) sortable on up to
five user - selected fields plus range criteria on 16 different fields. Print
only the data you wish and in the order you wish it! 16. Built -in Report
Editor with search /replace and column block cut and paste allows
easy editing of completed reports for those situations when, "if this
column was just over there." 17. Only Fixed Asset System with built -in
industry standard "SQL" Report Writer as an option. Design your
own reports and even your own relationships between records and
fields! Export data to ASCII, DIF, or CSV files for use with
spreadsheets or databases. Even design your own "templates" with
built -in editor. 18. Written entirely in "C" language for enhanced
speed and performance. 19. Single User and "true" multi -user version
(optional) with transaction logging and timestamping for most popular
networks, including Novell. 20. Designed with latest "SAV
techniques including pull-down windows and pop -up lists.
21. Unlimited capacity. 22. Store data on floppies or hard disk. Great
for accounting firms. 23. Written by CPAs, this is a continuing
evolution of our existing Fixed Asset Accounting System used
nationwide since 1978. Up to date through all tax laws.
24. Insurance Reporting System. 25. Mass changes and asset cloning
eliminate repetitive work. 26. No need to establish file sizes before
new client entry. It's all automaticl 27. Converts several popular
systems and ASCII.

S

See For Yourself Why You Should Switch:
1. Print any report, for any year, at any time. No need to
wait until after year end. 2. See all major calculations
including entire asset life history as assets are entered. No
need to print reports to correct mistakes. 3. "Real" help screens for
every important field including examples. Most operators never need
to refer to the manual. 4. No "codes" to learn, Methods like
"MACRS ", "ACRS ", "SL ", are spelled out, making data entry and
reports intuitive, S. 16- character asset ID. 6. Unlimited number of short
years. 7. Up to five sets of books for each asset (no wasted disk space
if you use less!). Federal, AMT, E&P, State, Financial and many
others. 8. Instant consolidated reports with no extra steps. A must for
proper reporting of consolidated groups, 9. Uses the latest "Al"
techniques to suggest proper useful lives and depreciation methods,
including AMT & ACE. Eliminates guesswork by less experienced
operators. 10. A comprehensive "Tax Law For Fixed Assets" section
included at no extra cost presents all tax laws since 1971 in
chronological order. 11. Automatic application of Section 179 Expense
12. Automatic application of MACRS "40% Rule" and mid - quarter
convention. 13. Automatic preparation of AMT & ACE figures with
totals presented for both pre -1987 and post -1986 for Form 4626 and
Form 6251 tie -in. 14. All reports print in detail or "Totals Only."
The money back guarantee
is your way to risk notlung.
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Justcall us with your order or
return this coupon then be
prepared to take us for a test
nde!
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You'l love the performance!
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11 0 East Missouri, #760
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(AZ residents add 6.7% sales tax)
Shipping and Handling add:

Please circle: Cash C.O.D. Bill Me VISA MasterCard
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$695

®$995
Multi -User Version
®

Phone Number
I
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F ixed As s et Manag ement Ac c o unting S ys tem:
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SINCE 1978, A CONTINUING
SUCCESS STORY.

$15.00
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800- 732 -3688

602- 277 -2534
FAX: 602- 234 -3644
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A temporary service that's all things to all people is a case of
th at o adage:Jack of all trades, master of none. At Accountemps, we
ld

specialize —in accounting, bookkeeping, finance and in or m a t io n
systems. Because we're financial professionals ourselves, we understand
your needs. Weonly do what we do best. Our expert temporaries are
available for a day, a weep, a month or longen One specialist or an entire
team. But d o n t just tape our word for it. In a national survey of
personnel executives, Accou n t em p s was ranked as the first choice by a five
to one margin. Find. out how much more accountable a temporary
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service can be. Ca ll Accou ntem ps.
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