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Is there really a difference
between one accounting system
and another?

Our General Ledger, Accour
Payable. Accounts Receivabl

On the surface, most accounting software appears to
perform the same functions. Offering the same bells and
whistles. But there is more to investing in a major
accounting system.
We know. We're Collier- Jackson. Seasoned veterans.
With over 5,000 installations since 1975, on Hewlett Packard's 3000 and Digital Equipment's VAX

Fixed Assetsand Purchasing
software work individually c
together. Easily With
minimal MIS support,

series computers.
The product of all that experience?

Our Collier - Jackson hotlineis available
around the clock if you have questions.

World Class Series"" from Collier-Jackson.
General Ledger, Accounts Payable, Accounts
Receivable, Fixed Assets and Purchasing
software. All working individually or
together. Designed to run even the most
so p h i s t i c a t e d c o m p a n y o p e r a t i o n s w i t h ,art
greater accuracy and increased flexibility.
'
Our World Class Series includes an
Executive Information System (EIS) that lets you
download key management information into your
PC for easy manipulation and analysis,
Other productivity tools include PC -to -host links and
a powerful report writer. And our World Class Series
Payroll and Human Resource software
dovetails. Perfectly.
But the biggest difference goes far beyond.
As part of CompuServe, an H &R Block company,
we have the resources to take you through
implementation and training. Right into
tomorrow. With a commitment to long -term
relationship building. That's world class, too.
When you look at it this way, it's what really
separates one accounting system from another. Call us
now at 813 - 872 -9990 and discover the difference.

EIS is a powerful tool you'll use
every day.

Collier - Jackson has been developing
accounting software for medium-to-large
companies formore than14 years.
,

World Class Series Personneland Payroll
software dovetails perfectly with our
accounting software.

CompuServe

Collier - Jackson

VAX is a trademark of Digital Equipment Corporation.
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CMA PROFILES IN SUCCESS

Kevin V. Fitzgerald, CMA
Senior Consultant
IBM Corporation

The Kevin Fitzgerald success story ...
If holding increasingly more responsible positions with one company over 25 years is
evidence of attainment of professional success, then Kevin Fitzgerald has arrived.
Employed by IBM Corporation, Kevin is now Senior Consultant responsible for
formulating IBM's worldwide accounting strategy. He also teaches Financial and
Managerial Accounting courses at Pace University in Westchester County, New York.

Why he has made the Certified Management Accountant
(CMA) designation part of it ...
His attainment of the CMA is an achievement that Kevin does not take lightly, and
neither does IBM. 'IBM is dedicated to the training and development of its employees.
Programs such as our in -house CMA review course help financial employees broaden
their expertise and keep abreast of new developments in their field. And that's extremely
important today. If you are going to be a management accountant, you must get a CMA.
The CMA is not a choice designation for a management accountant."

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 ..
..
p6EM� c� T
,

C M A
1 7� i /� �,y
t\ . •��

:; Three Letters That Spel l Success
1- 800 -638 -4427

'
. .vie:sy~

MA

Certified

Institute of Management Accountants

Ma n a g e m e n t

fo r m e r ly

Accountant

National Association of Accountants
CMA Program 10 Paragon Drive, Montvale, NJ 07645 -1759
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LETTHEBUYER
BEWARE

Cover. The omnipresent spreadsheet
can present problems for the unwary
management accountant. See p. 52.
Cover photo by AFI /Jos. Palmieri.

BY ALFRED M. KING,
CMA, AND MARION B.
YOUNGERS
When is a bargain not a bargain? Answer: when a financially distressed company
sets its asset prices too low.
During bankruptcy creditors can demand the buyer
not only give back the asset,
but pay restitution as well!
Two valuation analysts describe how to determine fair
market value.

30
SHOULDTHEIMA
REQUIRE
MANDATORY
CONTINUING
EDUCATION?
BY PAUL H. MIHALEK,
CARL S. SMITH, CMA;
AND THOMAS A.
MORRISON, CMA
Would a continuing education requirement enhance
the professional standing of
the IMA? A recent survey of
IMA members identifies attitudes about continuing
education requirements.

BY HOWARD P. ROTH,
CMA, AND A FAYE
BORTHICK, CMA

33
ACTIVITY-BASED
COSTINGFOR
MARKETING

MANAGEMENT ACCOUNTINGO (ISSN
0025 -1690) is published monthly by
the Institute of Management Accountants, formerly the National Association of Accountants, 10 Paragon Dr.,
Montvale, NJ 076451760, (201)5739000. Price $10.00 per copy. Subscriplion 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 076451760. Allow
six weeks for change. IMXs telex
number is 9102509487; facsimile number is 201- 573.0639. POSTMASTER:
Send address changes to MANAGE•
MF,NT ACCOUNTING®, Montvale, NJ
076451760.

39
AREYOUDISTORTING
COSTSBYVIOLATING
ABCASSUMPTIONS?

26
CALCULATING
PENSION
OBLIGATIONS

BY RONALD J. LEWIS
Those who concentrate only on production costs overlook a significant portion of
the total costs of many manufactured products: physical distribution. Here is how
ABC techniques can be applied to marketing costs.
Certificate of Merit,
199x91.

Do you know if your activity -based pools are homogeneous? Whether your costs
vary with activity levels? If
you're not sure, beware —you may be distorting product costs by violating one or both of these
assumptions underlying activity-based costing. Fortunately, you can test the assumptions with regression
analysis on a PC, as explained here.
Certificate of Merit,
1990 -91.

BY JIM HAMILTON
Complying with SFAS No.
87, "Employers' Accounting
for Pensions," is more complicated than it appears at
first glance. Here's how one
corporate controller solved
the problem.
Certificate of Merit,
1990.91.
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The end of the road
for o

ATBIT ate Calling Card
Essential to the business on the move.
Not all pay phones automatically connect you with AT &T. At some,
operator service commies you've never even heard of can charge your
company two to three times the AT &T price* But when you use
the AT &T Corporate Calling Card,you can be sure you're using
the quality AT &T network for all your long distance calls. So
overcharges on long distance calling card calls come to a
complete stops And you get the quality AT &T service you
want and prices you expect.
H your company has long distance bills of just J W or more,
you can save money on long distance calling card calls. Because
AT &T offers savings on calling card usage with the AT&TPW
WATS volume discount plan.
Cost control. Another AT &T advantage.
Whether you're a company of one or one hundred, you can get
AT&T Corporate Calling Cards for your company at no charge.

q 1
Q4 k'
pRQ� p�
to 7 s4

Call 1800 225 -6136, ext. 525.

AT&T

•Based�on�a�comparison�of�billed�charges�and�surcharges
of alternate operator service companies.
©1991,AT&T.
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43
BARTERING -AN
ANCIENTCONCEPT
REVIVED
BY ROBERT B. SWEENEY
AND JAMES M.
LUKAWITZ
Want to conserve cash?
Don't purchase that item.
Barter for it. Companies
have discovered that exchanging goods and services can be profitable.
Certificate of Merit,
1990-91.

52
DOCUMENTTHAT
SPREADSHEET!
BY HELEN M. SAVAGE,
CMA
There is an important fifth
step in the development of
spreadsheet files: documenting the spreadsheet.
Here are ways to document
files prepared for other users and methods to document areas of the model as
well as individual cells.
Certificate of Merit,
1990.91.

47
ELECTRONICDATA
INTERCHANGE:WHAT
ACONTROLLER
SHOULDKNOW
BY JACK M. CA:FHEY
EDI offers a number of Significant benefits over traditional paper -based systems,
including increased operating efficiency and improved
customer responsiveness. A
number of issues must be
addressed before a company may begin to use EDI effectively.
Certificate of Merit,
1990 -91.
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Rostenkowski holds hearing on tax deferral bill.
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'How do I leave a job ?'

16
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Tax extensions.

22
ETHICS

BY ROBERT M. YOUNG
Pizza Hut served up more
than a fast food when it adopted a point-of -sale computer.
More efficient operations became the house specialty.

Your organization needs an
information ethics program.

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.
MANAGEMENT ACCOUNTINGO is indexed in the Accoantants'Indexand 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
ABIANFORM (313)7614700. For
more information call (800)227 -8431.
Quantity reprints of any article in
MANAGEMENT ACCOUNIINGS or
back issues (subject to availability)
may be obtained from Special Order
Department, IMA.10 Paragon Drive,
Montvale, NJ 07645-1760.
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After all you
go through to
deliver the
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What will it take
to deliver the answers?
t isn't enough anymore to deliver
concise, complete, consolidated
financial reports.
Even if you could deliver them
early, it still isn't enough. Because

I

now, managers want to analyze,
scrutinize and theorize over your

numbers in ways you probably
didn't think possible when you
originally designed those reports.
You know the struggle you go
through just to pull the regular
reports together, what will you do
when your boss wants a detailed
analysis by product lines you
don't normally track? Or wants a
cost -of- -sales summary broken out
by operating unit and line of business that you don't normally report
separately? What will you do when
a reorganization has the executive

brass hungry to see new reports and
analyses — that afternoon?
To cope with demands like these,
you need more than just a good consolidation system. You need answers
you can only get with a system that
can meet the needs of consolidation
managers, business analysts, budget
directors and the executive staff. A
system that lets you access, integrate
and analyze data enterprise -wide.
That handles currency translations
and intercompany eliminations
automatically. That increases your
people's productivity, not their programming skills. That runs right on
your LAN or cooperatively with
your host computer.
That's the power of the intelligent financial and management
reporting solutions available from
Circle No. 10
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Comshare.
A family of
solutions, proven in
more than 2,000 installations
worldwide, that are helping people
deliver the answers everyone seems
to need. Right now.
If you're looking for help in
delivering the
answers, ask us about
■.
Comshare's software
0
tar'd
Management
a
na
g
Reporting
solutions. For a free
as a Strategic
copy of this white
Initiative
paper and seminar
information, contact

Chris Kelly:
1- 800 - 922.7979
(In Canada 1- 800 -541 -1780)

00&JS1+SJ; AF.
3001 S. State St., Ann Arbor. MI 48108 313- 994 -4800
Z Copyright 1991, Comshere Inc. CFDC05
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BOLD STEPS FOR RESEARCH

(USPS327.160)
OL I)MfI NO.5 NOVEMBER 1991

In my September Perspectives column, I mentioned Former President Ernie Huband's pursuit of the Certified
Management Accountant designation.
I am extremely pleased to extend my HEARTIEST
CONGRATULATIONS to Earnest A. Huband, CMA, for
his successful completion of the examination. Ernie has
taken a giant BOLD STEP for this great professional organization. His effort will be remembered for years to
come. Ernie wasn't required to become a CMA. His career has been a success. Why would he do this? BECAUSE HE KNEW IT WAS THE RIGHT THING TO DO. He has set a standard for every member of the IMA. I encourage every member to follow
Ernie's lead.
Continuing discussion of our BOLD STEPS TOWARD THE FUTURE, this
month I will focus on the third BOLD STEP. That BOLD STEP is as follows:
Take BOLD STEPS by renewing the BOLD STEPS 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.
For a professional organization to be the leader in its profession, I believe,
it must have a strong research program to ensure that its membership has
the benefit of the best minds in the profession. Such a program, which is on
the "cutting edge, yet application oriented" provides members of the profession with practical guidance and standards to practice the profession.
IMA has a longstanding record of such a research program, and that program was confirmed five years ago with approval of its BOLD STEP RESEARCH PROGRAM, which made a five -year, $1 million commitment to research in management accounting. In June 1991, IMA's Executive Committee
and National Board of Directors renewed a commitment to BOLD STEP research. More evidence of IMA's strong commitment to its membership to continue to be the leading professional organization for management accoun-
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If the IMA is to be the premier professional organization representing management accountants as we move forward toward the 21st century, it is critical
that we continue to sponsor quality research on which standards for financial
decision making can be based in the future. This effort must recognize the
need to be innovative and yet practical as it searches out answers to the many
new challenges which surely will be presented during the century.
I would like to take this opportunity to express my gratitude to the Committee on Research, the Executive Committee, and the National Board of Directors for their leadership in continuing to set the pace for BOLD STEPS
TOWARD THE FUTURE.

Montvale,�NJ�07645.�1760—�Doryne�Gerstein,�IMA,
10 Paragon Dr., (201) 573.6275, (Pax 201573-0639)

6s Altos, CA 94022 Judy Harway, The J.M. Han
way Corp., 4692 El Camino Real, Suite 210, (415)

&6r7411. (Pax 415.9(37.4515)

Irvine, CA 92714- -Dosia Bell, Kay Young & Associates, 4330 Barranca, Suite 101 -239, (714) 5514924.
ax 714-651 -0139)
L a
J
ago, IL
Bischoff, Phyllis Karans, Karaban Labiner Associates, 333 North Mich Ave.., (312) 236.6345. (Fax 312 - 236.1079)

Concord,�MA�01742�—�Barbara�Arnold.�Warren�Arnold, BHA Associates, 18 Main St., (617) 259 -9207,
(617) 259.8103. (Fax 617.2S9.9883)

Donald W. Baker
President, 1991 -92

Ruthoriration to photocopy items for internal or personal use, or the internal or personal use of specific
clients, is granted by the IMA to libraries and other
users registered with the Copyright Clearance Center (CCC) Transactional Reporting Service, provided
that the base fee of S 1.00 per copy, plus IOC per page,
Is paid directly to CCC, 27 Congress St., Salem. MA
970.0025-1690190 $1.00 + lik
C 199I by the institute of
Mt Accountants

V /BPA
v

•

intro
The
S
That
's
Behin
* Amlencas
Successffil Compames,
you

From the canyons of Wall Street to the
Sun Belt to Silicon Valley.
Wherever you find successful
11 find something else:
companies
The Masterpiece® series of
financial software.
It's the most
advanced and integrated
accounting solution ever
developed. Across all of CA' compurpw
The00Srurefor
The9Rsprotects
your major
1 hardware
andenhancesrhe
platforms (IBM mainvaluc q/'every CA
sq%twaresoludon.
frame and midrange,
Digital VAX, Unisys, and Data
General) Masterpiece delivers a single,
comprehensive, approach to all of your
financial needs. An integrated series
of high - performance Masterpiece
modules address: General Ledger and
Financial Reporting, Purchasing and
Payables Management, Receivables
and Credit Management, Fixed Asset
Accounting, Order and inventory
Management, and Project and Labor
Cost Tracking.
Because its built on top of a
relational foundation, Masterpiece
delivers superior integration and
performance. It's also easily tailored
to your company's specifications and
offers a unique custom reporting
facility along with distillation,
analysis, data manipulation and
outstanding presentation tools.
Call 1- 800 - 645 -3003 for complete information on Masterpiece. Call
today and learn the difference between
software for accounting —and software
for success.

0199OComputer Associates International, Inc.,
711 Stewart Avenue, Garden Ciry, NY 11530-4787.
All trade names referenced are the trademarks or registered
trademarks of the respective manufacturer.
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WASHINGTONREPORT

STEPHENBARLAS,EDITOR
"Anytime you eliminate deferral, it
does not make multinationals happy,"
she explains. Rostenkowski and
House Majority Leader Richard Gephardt (D.-Mo.) sponsored legislation
in 1990 that would have given the Internal Revenue Service greater access
to foreign company records. The Dorgan /Obey bill is an even tougher approach. What gives it a better chance
of passage than its 1987 predecessor
are reports issued in 1990 by the IRS
and General Accounting Office. The
IRS report, for example, showed that
foreign corporations reported about
$550 billion in gross sales in the United
States in 1986 but reported negative
taxable income of $1.5 billion.

Rep. Byron Dorgan

ROSTENKOWSKI
HOLDS HEARING
ON TAX DEFERRAL
BILL
omewhat out of the blue, the
House Ways & Means Committee held hearings in early October on a bill that would end deferral for
U.S. shareholders on income of controlled foreign corporations attributable to property imported into the
United States. Rep. Byron Dorgan (D:
N.D.) and David Obey (D.-Wis.) are
the prime sponsors of the bill, which
was introduced in early August.
The fact that Ways & Means Chairman Rep. Dan Rostenkowski (D.-M.)
agreed to hold hearings so quickly
gives the legislation some momentum,
according to Monica McGuire, director of taxation at the National Association of Manufacturers (NAM). She
says a similar bill was introduced back
in 1987 and that the NAM opposed it

SEC'S BREEDEN
TADS TIME
NAMING CHIEF
ACCOUNTANT
Securities & Exchange Commission
Chairman Richard Breeden is taking
his time appointing a new chief accountant. Soon after Ed Coulson left
the job in January 1991, George Diacont, one of his assistants, was named
acting chief accountant . Diacont could
be named Coulson's permanent replacement. A number of heavyweights
also have applied for the job. Jerry Sullivan, executive director of the Public
Oversight Board, is one of them.
"I am curious to know why a decision has not been made," Sullivan
says. He and other applicants were interviewed by Linda Quinn, director of
the SEC division of corporation finance, and James Doty, the SEC general counsel. But all candidates are in
the dark. An SEC spokesman says
Breeden is still making up his mind.
One accounting industry executive
who has not applied for the job but
who served in the chief accountants
office in the recent past says, "It is tak-

ing a very long time for that appointment to happen."
Five years ago, perhaps, Breeden
could have argued that Diacont was
doing a good job and that appointing a
permanent chief accountant was not
that important. Now corporate financial accounting has become a very hot
issue on Capitol Hill because of the
BCCI case and the Wyden bill. Some
in the profession feel it is critical to
have a Breeden -sanctioned official in
the chief accountant' s job, especially
as the deputy chief accountant position
has been open since before Coulson
left.

CASB RELEASES
CONTROVERSIAL
STAFF DRAFTS
The Cost Accounting Standards Board
(CASB) has put out two drafts which
have set off fireworks in the offices of
accountants for defense contractors.
Pyrotechnics may be premature,
though , because the drafts set out options—they don 't make decisions. One
draft deals with the issue of "stepped up" assets and the other with defined
benefit pension plans. Elaine Guth, an
attorney with the Manufacturers Alliance for Productivity and Innovation
(MAPI), says both drafts are equally
controversial, particularly because defense companies are selling off segments of their businesses as the prospect for U.S. defense spending looks
bleaker. On stepped -up assets, the
CASB does not think the federal government should have to pay depreciation on an asset that is purchased from
one government contractor that
bought it from another and that was
depreciated by the former owner. "We
expect this to be extremely controversial," says Rein Abel, director of research for the CASB. Muddying the
water is a Federal Acquisition Regulation (FAR) cost principle (effective July 1990) that attempts to specify t e
bases for allowable amortization calculations applicable to capitalized costs
of assets recognized as a result of business combination. The second CASB
staff draft addresses the issue of accounting for the pricing of fully funded
defined benefit pension plan costs in
government contracts.
■
Stephen Barlas is a journalist with more
than 13 years of experience reporting
from Washington, D.C.
MANAGEMENT ACCOUNTING/ NOVEMBER 1991

$3,6 biUion, It's a lot of
moneytowaste.
According to Me Wall
Street Journal, American business overspends on overnight
delivery by $3.6 billion annually.
This guide tells why, and how
your company can cut delivery
costs without cutting corners.
You'll learn why cutting
costs is not just a question of
who you ship with, but how
you ship with them. How
smart companies, by re -examining priorities and using all
their options, are saving and
still meeting deadlines.
For example, you'll discover how UPS Next Day Air's'
provides guaranteed 1030 a.m.
delivery, complete with computerized tracking, at savings of up
to 40°%0 over what other companies typically charge*
For your complimentary
copy, mail this coupon or call
1 -800- 232 -4877, Ext. 558.
F- — — — — — — — - MA:
Please send me "An accountant's guide to
cutting the cost of overnight delivery."
Mail to: United Parcel Service,
P.O. Box 10525, Rochester, NY 14610.
What is your weekly shipping volume:
Overnight letters?
Overnight packages?
Carrier usually used?
Name
Il I[Ie
Firm

St at e

Zip

' 1p$

Phone

Vkrun the
the sWpping
'See the current UPS Air Sernce Guide for complete guanmee and time -in- transit deuils. ©1991 United Parcel Service of America, Inc.
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LETTERS

meet. Requests must include:
Full name as it is to be printed on the
certificate,
Membership number,
Complete return address,
Daytime phone number,
A check for $2 (do not send cash).

Certificates will be replaced at a cost of
$2 each. Make checks payable to IMA.

Please type or print legibly. Allow 4-6
weeks for requests to be processed.

ROBERTF.RANDAL[,EDITOR

NAMECHANGE
ow that the National Association of Accountants has become the Institute of Manage ment Accountants will membership
certificates with the new name be issued?
Howard W. Franklin
Arlington, Va.
Members who wish to replace their
NAA membership certificates with an
IMA certificate should write to the IMA
chapter and council operations depart-

niously raise their hands crying, "I was
only following orders," as though that
absolved them from all ethical and
moral standards.
The last paragraph should be totally
eliminated. Having resigned from the
organization as indicated in the prior
paragraph, an appropriate memorandum should be submitted to the responsible civil authority such as the
IRS, SEC, FDIC, etc. The accountant's
responsibility to pursue social justice
and community welfare cannot be satisfied by merely washing his hands.

J.L. Klein

ACCEPTING
RESPONSIBILITY

St. Paul, Minn.

I read with interest and pride the
"Standards of Ethical Conduct for
Management Accountants" in the August issue of MANAGEMENT ACCOUNTING® until I came to the last
paragraph. Then we tell the
world —the accountant is a spineless
paper tiger.
The country is asking how the corruption that has led to the S&L, Bank,
and Pension Fund scandals could be
concealed so long. The accountants,
auditors, treasurers, controllers, and
financial vice presidents ... sanctimo-

-MERGING ASSOCIATIONS
I reread with concern The Wall Street
Journal Quly 9, 1991) article on "Two
Associations Compete to Dominate
Growth Sector: Management Account ing" reprinted in MANAGEMENT ACCOUNTING® (August 1991).
A possible way for IMA to combat
the escalating turf battle between professional organizations over dominance in the growing field of manage ment accounting is to have the leaders
of these two professional organiza-

Traveletter Direct automated expense management system
Now there's a simpler, more direct approach to
ME expense management that gives you unprecedented control. aaveletter Direct.
'Itaveletter Direct enables your employees to
report expenses electronically by phone. This design

streamlines the ME process, provides timely
management reports and reduces labor- intensive
accrual and reconciliation efforts. Employees are
reimbursed via ACH direct deposit. The result is
better control with significant savings.

UNCOMPENSATED
OVERTIME
We read with great interest the article
on "Uncompensated Overtime" published in the August 1991 issue of
MANAGEMENT ACCOUNTING®. This

article and other interesting articles
published in MANAGEMENT ACCOUNTING® clearly demonstrate that
the IMA is on the leading edge in ad-

dressing important accounting issues.
Uncompensated overtime is an issue
that not only affects government contracts, but has significant impact in the
private sector when accounting for
professional labor such as scientists
and engineers.
We believe that the article correctly
identifies the primary issue related to
accounting for uncompensated over time. As the article clearly points out,
the true accounting issue relative to
uncompensated overtime is one of the
benefits received. Where a cost objective receives the benefit of productive
labor, the cost objective should be
charged with a proportionate amount
of the associated labor costs consistent
with the benefits received. Hence, the
underlying issue is whether 40 -hour
accounting or full-time accounting are
based on business decisions and do
not relate to sound cost accounting
theory. These arguments, i.e., artiflcially deflated hourly rates, inequities
in competition, cost or systems changes, etc., do not make a convincing case
for use of 40 -hour accounting when a
significant amount of uncompensated
overtime is present. Conversely, fulltime accounting (1) provides for a
clear and complete audit trail, (2) as-

-Itaveletter Direct also increases cash management opportunities by separating and scheduling
credit card payments. So you gain Interest income
in addition to control.
Take direct control of your ME expenses.
Call Ztaveletter Direct today to arrange a system
demonstration.

sures that all cost objectives receiving
the benefit of exempt labor receive an
equitable share of labor, and (3) provides for the basis of true and accurate
historical costs from which future cost
may be estimated. We believe that
these reasons clearly indicate the preference of full -time accounting for the
costing of uncompensated overtime.
William J. Sharkey
Assistant Director
Policy and Plans
Defense Contract Audit Agency
Alexandria, Va.

ANOTETOREADERS
If you don't receive your copy of MAN AGEMENT ACCOUNT NGe at the

same time of the month as usual, don't
worry. As part of cost savings negotiated, ourprinter agreed that if the IMA
consented to the production of the
magazine during a slack period —the
beginning, not the end, of the
month—it would offer us a discount.
Under our new schedule, which we are
gradually adopting, the magazine will
be dropped in the mail no later than
the 12th of each month of issue.

GMAO

■

tions, and perhaps the leaders of other
organizations with related constituencies, meet to discuss the possibility of
a friendly merger into one organization. The merged organization would
serve the needs of all information management executives in private industry. Thus, perhaps, the enhanced organization might be named the Institute
of Information Management Executives (TIME).
If we consider the holistic needs of
the entire accounting profession, we
will wash our dirty linen in private rather than taking unilateral actions that
encourage reporters to wash it in public.
Grover L. Porter
Huntsville, Ala.
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7301 Ohms Lane, Minneapolis, MN 55439
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KATHY WILLIAMS, EDITOR

LOCKHEEDCONTROLLER
NAMEDTOFASO
obert H. Northcutt, Jr., vice
president -controller of the
Lockheed Corporation, has
been named the seventh member of
the Financial Accounting Standards
Board. His term would expire June 30,
1996. He is replacing C. Arthur Northrop, former treasurer of IBM. The
board of trustees of the Financial Accounting Foundation also announced
that it would reappoint Dennis R. Beresford to a second five -year term as
chairman when his current term expires June 30, 1992.
Northcutt, 57, joined Lockheed in
1963 as a senior accountant and held
various other positions in the company
until he was appointed vice president - controller in 1978. A CPA, before
Lockheed he worked for a small Atlanta -based accounting firm. He holds a
B.A. degree from Emory University
and an MBA degree from Georgia
State University.
A current member of the FASB's
Advisory Council, Northcutt also is a
member of the Financial Executives

% % ft YOUr

Own Practice
Comprehensive makes it happen. Prime territories are
available for qualified accountants to own a Comprehensive
franchise offering accounting services to the dynamic, growing
small and medium -size business marketplace.
Comprehensive's proven system is the result of 25 years in
nationwide franchising. Training, equipment, software and
marketing support are provided. Applicants should have a net
worth of $100,000 with SOM liquid. Write or call today:

1- 80323 -9M

COMPR EH ENS IV E`
BUSINESS

SERVICES,

1925 Palomar Oaks Way, Attn:

INC.

Suite 105, Carlsbad,

CA 92008
Name:
Address:
City/State /ZIT'
Telephone: ( —)

Best time to call:
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IMAMEMBERS JOIN THE
COMPUTERREVOLUTION
ore than 93% of the members
of the Institute of Management Accountants use computers in their work. Whether it's a
personal computer at their desks
(61.3 %) or nearby (25.9%) or a terminal
connected to a mainframe/minicomputer (47 %), management accountants
are glued to their monitors daily. Only
6.3% don't use any kind.
The amount of time these computer
mavens spend at their terminals is
evenly across the board. Alspread
most 21% (20.996) use the computer 20 or
more hours a week; 11.4% use it 15 to 19
hours; 192%, 10 to 14 hours ; 17.3%, five
to nine hours; 12.2%, two to four hours;
and 1996, fewer than two hours.
In addition, 81.3% of the respondents' companies own or lease a mainframe or minicomputer; 21.1% own or
lease a mainframe; 22.3% own or lease
a minicomputer, 37.9% own or lease
both; and 18.7% don't have either.
These just - released statistics are
part of a brand -new readership study
of a random sample of DMA members
conducted for MANAGEMENTACCOUNTING® magazine. For further information, you may contact Robert F.
Randall, editor.

accounting practices, asking for both
1989 and 1990 facts and figures on revenue, net income, partners, staff professionals, compensation, fees, charge
hours, practice mix, retirement plans,
and other information.
The Big Six retained their dominance, he said. In order of revenue
they are Arthur Andersen & Co., Ernst
& Young, Deloitte & Touche, KPMG
Peat Marwick, Coopers & Lybrand,
and Price Waterhouse. The largest
nonnational firm is Baird Kurtz & Dobson, a 696- member practice based in
Springfield, Mo., which reported net
revenue of $53 million.
For more information, contact Arthur Bowman, Hudson Sawyer Professional Services Marketing in Atlanta,
Ga., (404) 2649977.

fairly

NEWS

Institute and its Committee on Corporate Reporting and serves on the board
of advisors to the University of Southern California's school of accounting.

BIG SIX FIRMS ARE
OUTPERFORMED
Ithough the Big Six still lead the
nation's accounting firms in total
revenue, they are falling behind
the largest nonnational firms in profit
percentages. On average, Big Six profits are estimated at 21% of net revenue,
while the largest regional and national
CPA firms produce a 30% profit margin, according to the results of the recently released BOWMAN 100, a "first
of its kind" report on the nation's 100
largest public accounting firms researched and published by Bowman's
Accounting Report.

Arthur W. Bowman, founder and
editor of this monthly newsletter for
accountants, talked to more than 150
of the largest U.S. accounting firms
and ranked the top 100 in order of their
1990 revenue. Bowman says his survey addressed operational aspects of

SLOANSCHOOLDEANSAYS
20% OF AMERICAN WORK
FORCEISILLITERATE
usinesws must brace themselves for this problem: 20% of
the entire American work force
may be functionally illiterate, Dr. Lester Thurow, dean of the MIT Sloan
School of Management, says. He has
been studying illiteracy and its effects
on the work force since the mid -1960s
when he served as a staff member of
President Lyndon Johnson's Council
of Economic Advisors. Dean Thurow
defines functional illiteracy as "persons who cannot read (and understand) at a fifth grade level."
Dr. Thurow points out that less
than 1% of the Japanese labor force is
functionally illiterate; Iranian students
pass Americans in vocabulary at age
14; American eighth graders rank in
the bottom tenth internationally in five
areas in which math skills were tested,
both in the 1980s and last year. "Modem economies need a mass well-educated labor force," he explains, and uses the just -in -time inventory system as
an example. He says JIT works better
abroad because literate assembly line
workers easily can be taught the simple math required. He says that skills
have become the competitive weapon
and that the U.S. school year needs to
he longer —it is 180 days compared to
Japans 240 days. "In an increasingly
technological society, skilled, noncollege, blue collar workers become
more and more important. Robots may
build the cars of the future, but skilled
human beings are going to maintain
and repair those robots," Dean Thurow emphasizes.
■
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Scott Paper CompanyISOn A
R oR With Fa stTax.
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One OfThe
America's Leading Paper Com_,,pames
Chooses
Leader In Automated Tax ystems.
"Our tax situation is very demanding
and when we need answers, we need
them fast," says Td Wenrich, Senior
Tax Manager, Scott Paper Company.
'We've got over 20 U.S. subsidiaries.
We have hundreds of state filings. So
we're constantly up against deadlines.
That's why System 5 from Fast -Tax
was the obvious choice for us.
'We needed a responsive system, and
one that was easy to learn and use. We

needed a system with strong state capabilities, and one that could handle a
complex, multi -tiered Federal return.
"During our evaluation process,
we discovered that System 5 had
all the features we needed. Everything is bu ilt into System 5, so
we don't need to bother with additional programs. And we don't have
toworry a bout unexpected costs
for enhancements.
Circle No. 19

"We found the technical expertise,
product capabilities and commitment
to client support we wanted all rolled
into one product— System 5— from
one vendor — Fast- Tax."
Scott is one of over 1,500 companies
using Fas t Tax. 'Ib get your tax department rolling, call 1 -800 FAST -TAX,
ext. 7332. In Toxas, 214 250 -7332.
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MANAGING
YOUR
CAREER
`LEAVING A JOB'
ROBERTHALF,EDITOR
I'm five years into the second job in my management accounting career. I think I'm
ready to move onward and upward, and am getting ready to launch a new job search.
I have nothing but confidence that 1 will succeed. What concerns me, however, is how
to leave my current employer once I've found another position. Leaving my last job
was excruciating. l gave them a month's notice, and during that month I was treated
as though 1 were invisible. l also sensed resentmentfrom someofmy colleagues (there
were a lot ofdisgruntled people at that company). They threw me a farewell party
at which 1 felt extremely awkward and would have just as soon skipped. And, they
heaped so much work on me during that final month that I could barely get out the
door when my final day arrived. There's got to be a better way to leave a job.

here are countless men
and women who put together a carefully conceived plan when looking
for a new job but who view
leaving a job as something
that "just happens." As
your experience vividly indicates, it
doesn't work that way.
Anyone planning to leave a job
should put some time and effort into
preparing for their departure. First of
all, acknowledge the fact that leaving
a job doesn't involve just packing up
your personal possessions, leaving a
list of unfinished projects, and shaking
hands. It is a complex and often
wrenching experience. If you've been
with the company for a substantial period of time, you've developed close relationships with a number of people.
They become, in a sense, a second
family. Leaving any family takes its
toll, and experiencing a range of emotions is natural and normal. The key is
how to manage them to accomplish
the departure goals you've set.
A reasonable notice period is appreciated because it gives the company
time to arrange for a smooth transition. On the other hand, depending on
the circumstances, a month may be a
long time to be a departing employee.
The proverbial lame duck syndrome
sets in. While you may find yourself
impossibly busy getting projects in order for your successor, you also sense
that people are not as interested in
your opinion as they used to be. That
can be a difficult pill to swallow.
How should you resign? Is a verbal
14

announcement to your boss sufficient?
I don't think so. He or she should hear
about it first, of course, but there
should also be a businesslike, follow up letter to go into your personnel file.
You should carefully decide when
to give your verbal resignation. Arrange for a private meeting with your
supervisor and try to pick a day and
time when spirits are high Oust don't
wait too long).
Be prepared to answer a number of
questions, beginning with whom in the
company you would recommend as
your replacement. You might be asked
to extend the month's notice you've
decided to give, or even asked to
change your mind. Be wary of the latter. Research conducted on this subject by Robert Half International
strongly indicates that those who are
talked into staying generally don't stay
very long.
Discuss with your boss the timing
of your announcement to others in the

company and to outsiders. If at all possible, accommodate the needs of your
employer in this regard.
In both your resignation to your
boss, and the announcement of your
departure to coworkers, be positive,
even though you might be leaving for
negative reasons. You have absolutely
nothing to gain —and everything to
lose —by bad mouthing individuals.
Leave on a positive note. It will pay dividends throughout your career.
Assuming you're leaving to take another job, certainly be open about that,
and exhibit the natural pleasure you
feel in having found another position.
But don't overplay it. Don't gloat to
others about the new and wonderful
job to which you're going.
Before telling your boss, be sure
you've given considerable thought to
the work that should be accomplished
before you depart. Develop a thorough
list of what you intend to complete before leaving and have it ready to discuss when you sit down with your
boss. You complain in your letter
about how much work they heaped on
you at the end. That could have been
avoided if you'd taken the lead and told
them what needed to be done. When
you don't have a firm plan in mind, it
leaves it open for others to decide how
to make the best use of your time.
If you're invited to attend a farewell
party, make up your mind to enjoy it.
As tedious as those events can be, they
reflect, for the most part, a sincere outpouring of affection and respect for
you. Accept that and use the opportunity to return it to those with whom
you've shared your working life.
Don't be dismayed if your employer
suggests that you take a month's pay,
but leave the next day. Company philosophies vary in this regard. Some
want to get an employee off the premises as quickly as possible. If it happens to you, understand the thinking
behind it It's not a personal insult. It
simply reflects corporate philosophy.
Let me stress one final thing. While
you're making all sorts of plans about
your future, don't shortchange the
need to plan how you "create" your
past. The company you leave —and
you — deserve the benefits such planning provides.
■
Mr. Half is founder of Robert Half International, Inc., a financial and data processing recruiting firm with 160 offices
on three continents. His latest book is

"Oh-oh, it's the controller —he's eight point
five on the Richter scale."

How to Get a Better Job in This Crazy
World (Crown Publishers).
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The 1992 HBJ Mier Accounting
and Auditing Guides.. .
For Those Who Are Serious
About Success.
11BJMilleriscommittedtoprovidingthe
finest professionalreferencesavailable.
We'vebuiltareputationforexcellencewith
ouroutstandingGAAPGuide,GARS
Guide,andCow7znmta1 GAAP Guide.
Ourguidesarefilledwithpractical examples,
illustrativeguidelines,andexpertanalysis
thaterl5urediecontinuedqualityof
vourwork.
upuaw services
WithourUpdateServioesyoureceiveup-to-tlne-

1992 GAAP Guide
'11-iemostauthoritativeand comprehensive

ninutecoverageofallFASBorGASB

accountingreferenceavailable. Promulgated GAAP

isdloroughlyexamined, expertlyanaly-zed,and
restatedin clear,easy-to-understand language.
1992 GRAS Guide
Ourguidepreparesyoufortoday'scomplex
auditingenvironment.AllSAS,SSARS,SOPS,and
manyotherrelated auditingtopicsarecovered
extensively.

1992 Governmental GAAP Guide
ThisLstheewntial toolforsuccessfullyperfoming
stateandlocal governmental accounting
procedures.AllpromulgatedgovernnnentalGAAPis

analyeaincludingGASBStatements10-14.

pronouncements.Tlieoriginalopinionpamagraplis
ofeachpronouncementarereproduced,then
analyzedandrestatedin clearlanguagetohelpyou
applythishighlytechnical material.Each service
comescompletewithasoftcovereditionofthe1992
C" Guideor1992 G(mrmmmildl GAAP
Guide.

Be serious about success.
Make IWMiller Guides partofyour
professional library today.
Call Toll -Free for ordering information

1-8(K)-543-1918
In AK and M0, call Collect 1- 314 -528 -8110

AIMJMILLER
Accounting Publications
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FINANCIALMANAGER
T.CARTER HAGAMAN,EDITOR

REFLECTIONSONTHEDJIA
pen a newspaper to
the business news.
Turn on the radio
and listen for the
business
report.
Chances are the first
thing you will see or
hear is what happened to the Dow
Jones Industrial Average during the
past session. Popularly known as "the
Dow," the Dow Jones Industrial Average (DJIA) has become a proxy for
market activity that is used by virtually
everybody in the country. Three thousand on the Dow was considered some
sort of threshold to a new era in economic prosperity. In 1987, a drop of
more than 500 points on the Dow in a
single day was compared ominously to
the Great Depression.
What, in fact, is the DJIA.? It is an
index computed by Dow Jones & Company of 30 common stocks from a variety of industries. (Dow Jones has other indexes for utilities and for
transportation, but these don't get
nearly as much attention.) The DJIA
has its origins in the 19th century.
Dow Jones makes changes in the index from time to time to make it comparable with itself over a long time
span. Companies included in the DJIA
tend to be very large firms which generally have relatively high dividend
payouts. Thus, they are not representative of American industry across the
spectrum. Even Standard & Poor's index of 500 stocks doesn't represent the
entire market, but it does account for
over three quarters of the value of
common stocks listed on the New
York Stock Exchange. The NYSE average does one better and covers 100%
of its listed stocks.
Why, then, is the Dow so important? The answer turns on its acceptance.
1. It's old. Dow Jones averages began
in 1884. The first industrial average
began in 1897. Nowhere else is
there such a convenient frame of
reference in which to look at the
16

market over the 20th century.
2. The Dow is widely available. Because Dow Jones publishes The
Wall Street Journal, Dow averages
always receive prominent and virtually exclusive attention there.
3. Most important of all, the Dow has
become part of the language with
which the average American thinks
about not only the stock market,
but the national economy. It is fairly
said that perception leads reality.
Therefore, if most people in the
market believe that the Dow is important, it becomes important. If
changes in the Dow are seen as a
signal for market action, then market action frequently follows.
What perspective should we get
from the Dow? Whether we are issuers
of securities or investors in them,
there's something to be learned. To
view the Dow in perspective, it's importantto recall that investors get their
return from common stocks in only
two ways —such cash dividends as the
company may pay, and market appreciation, representing the difference between the price at which they sell and
the price at which they buy. (If they
buy high and sell low, that difference
is a loss.) Dividends plus market appreciation equals total return.
However, the Dow provides information on only one portion of total return—the part that comes from market
appreciation. Fortunately, Dow Jones
also computes a yield for the Dow,
which averaged 4.55% from 1981 -1990.
Adding this percentage to an annual
percentage gain in market prices produces total return for the period.
A great deal of work has been done
to estimate what investors expect to
earn from common stock investments
on average over time. Depending on
the rate of inflation which is expected,
total returns are generally sought in
the range of 10% to 15% compounded
annually. Let us assume that investors
in 1991 are, on average, looking for a
total return of 13 %. Recently, yield on
the Dow has been around 4 %; subtracting that figure from an expected total

return of 13% leaves 9% to come from
market appreciation. This means that
an investor buying the Dow at say,
3000 would need an increase to 3270 in
the next year in order to be right. The
proportions of total return that come
from yield and appreciation have shifted over the years. In the 20 years ending in 1956, the Dow's yield was 5.2%
and appreciation was 5.7% for a total return of 10.9%. (Of course, expected inflation was a lot lower than today!)
During the decade from 1981 -1990,
the Dow grew at a compound rate of
13.1 %, generating a total return to investors between 17% and 18%. This was
an unusual period. The growth rate in
the Dow from 1977 -1990 (adding only
three years) drops to 10.4 %. These calculations are based on averages of annual highs and lows for the Dow,
which were converted to natural logs
and subjected to regression analysis.
This analysis makes it possible to calculate a "normative level" for the Dow
at any time in the analysis and to project normative Dow prices into the future. A normative level for the Dow is
the value at which any investor buying
or selling at any time would receive
that average rate of appreciation which
the Dow, in fact, delivered over the interval. Naturally, individual investors
can do better than the average.
Investors who don't believe they're
astute enough or lucky enough to beat
the average on timing might consider
looking at normative levels as a means
of deciding whether the market is generally cheap or generally dear. They
try to time any purchases into the generally cheap times and do the opposite
with sales. To illustrate, a normative
level for the Dow in mid -1987 was
1850. Compare that with the Dow's
high of 2722 in August a difference of
47%. After the October market break,
the Dow stood at 1787 —close to its
normative level! A Dow of 3000 in mid 1991 is no longer remarkable, as a normative Dow level for mid -1991 is about
2800.
In summary, it's not possible to
time one's market activity with such
market precision as to catch the highs
and lows at their turning points, but it
is possible to consider the general level of the market in timing decisions if
you have sufficient financial flexibility.
This is the useful perspective available
from the DJIA to investors and issuers
alike.
■
T. Carter Hagaman is a consultant with
Oxzford Information Technology, Ltd,
New York, N. Y.
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DEALS FOR
AUUUUiN INr
As a member in good standing of the Institute of A
Accountants, you and an accompanying guest qualify 4
substantial discounts when you fly TWA®
To qualify for your discounts, you must mention yi
code number at the time you book your reservations.
To make your reservations call your Travel Agent c
TWA at 1400 -325 -4933.

EARN3,000
INSTANT Bows NIm.
The first flight you take on TWA as a Frequent Fl
Bonus member earns an easy 3,000 bonus miles plus a
free domestic upgrade certificate.
Not a member? Not to worry. For instant enrollm
call TWA at 1- 800 - 221 -2000.

r1VA
FIND OUT HOW GOOD WE REALLY ARE'

*FARE CONDMONS: 20% discount good on any TWA published fare meeting
minimum fare requirement of $200 for domestic roundtrip fare and $400 for
international roundtrip, except government and VUSA fares. Travel must be
completed by May 15, 1992. Holiday blackouts apply. Passengers must adhere to
all rules/restrictions of published fare. Companion must travel on same itinerary,
date, and fare as member. Previously ticketed passengers may not apply for
discount. This offer may not be combined with any other TWA promotion,
discount, or certificate. International usage void where prohibited by local law.
FFB•: Complete details will be provided in your membership materials, which
will arrive within 2 to 3 weeks of enrollment.

Profile Code Number:
MT 21533
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TAXES

TAX EXTENSIONS

JANINE S.POULIOT, EDITOR
he Internal Revenue Service recently developed a
new Automated Processing of Extensions (APEX)
system, which it had
planned to use starting in
1992 with respect to 1991
returns. But the IRS now says APEX
will not begin in '92.
Although individual tax returns
generally are due by April 15, an automatic four -month extension to August
15 can be obtained simply by filing
Form 4868. To be valid, Form 4868
must show the proper estimate of tax
liability, and any unpaid portion of the
estimate must be submitted with the
form. An additional two-month extension (to October 15) will be granted by
the IRS if the taxpayer files Form 2688
and shows a good reason for needing
the further extension.
APEX is a paperless system that
treats a return filed by August 15 as
"timely filed" if by April 15 the taxpayer has paid either 90% of the tax for the
year for which the return is being filed
or 100% of the prior year's liability. The
determination of whether these tests
BUSINESSVALUATIONSOFTWARE
Menu - driven Lotus 1-2 -3 template,
and "stand-alone" provideslow, medium
and high valuesof eight common
valuationmethods- 4 1 graphs- 5 1 ratios.
Only $195.00 4,000+ sold. Free info!
BUSUIESSPLANNINGSOFTWARE
Eight financial models for business plans,
raising venture capital, leveraged buyouts,
and budget cash flowplanning. Used with
Lotus1 -2 -3, Excel, SuperCalc5, etc.
Great valuel 12,800+ sold. Free infol
CALL:1. 800. 777.4920
or
(714) 759 -8987
ILAR Systems, Inc., 334 BaywoodDrive
Newport Beach, CA92660
Circle No. 15
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are met is made after Form 1040 is
filed. In other words, a taxpayer who
files by August 15 is not penalized if he
or she meets either test.
An additional two-month extension
(equating to the current Form 2688) is
granted automatically if the taxpayer
pays 100% of the current year's liability
by August 16— assuming the option of
using the prior year's liability had been
used to request the initial four -month
extension.
Under APEX, Form 4868 would be revised. It would include worksheets for
computing and a payment voucher (sim
ilar to Form 1040•EZ) for submission
with April 15 or August 15 payments.
(From WeeklyAlert,August 22,1991, the
Research Institute of America, Inc.)

NEW RULING ON
CASUALTY LOSS
To be deductible as a casualty loss, the
event causing the loss must be sudden, unexpected, and unusual. In a recent case, however, the Tax Court allowed a casualty loss deduction to a
specific identifiable event of a sudden
unexpected or unusual nature.
William Clem was employed by
Merrill, Lynch. In 1978 he was reassigned from Scottsdale, Ariz., to Teheran, Iran. Clem's personal goods were
shipped by Allied Van Lines via ocean
vessel, unloaded, and cleared through
Iranian customs. But before the goods
were delivered to Clem, the deteriorating local situation forced Merrill,
Lynch to close its Teheran office. Clem
left Iran and was reassigned to a Merrill, Lynch office in the United Arab
Emirates.
As a result of the hostage crisis, Allied was unable to locate Clem's belongings and told Clem that the goods
were lost and would not be recovered.
Allied disclaimed liability for the lost
goods. Clem claimed a casualty loss
deduction based on a value of
$119,500.
According to the IRS, only one inference can be drawn from the record
here —that the Iranian government
confiscated Clem's belongings. A non business loss due to confiscation is not
deductible.
But the Tax Court felt confiscation
was merely one of many possible explanations for an event whose exact nature
cannot be known. The goods could just
as easily have been pilfered, looted,
burned, or otherwise destroyed. The
Court noted, "Under unusual facts and

circumstances like those here, we will
not hold (Clem) to an unreasonable and
unfair requirement of identifying which
specific casualty befell their property. We
find that it is more likely than not that
( Clem's) property was destroyed, vandalized, pilfered, or otherwise lost in a cat
aclysmic way." As a result, Clem became
entitled to a casualty loss deduction.
(William Clem, TC Memo 1991414.)
(From Weekly Alert, August 29, 1991.)

THE IRS
MAKES IT EZ
The IRS is offering taxpayers an alternative to the traditional filing of tax
forms in 1992. It has ushered in the
age of telecommunications! Now taxpayers can file by phone with TelFile,
print out a 104OPC answer sheet with
a home computer and mail it in, or
have an electronic filer zap the return
to the IRS. And-for the computer illerate, you can just send in your W-2s
with a Form 1040EZ -1 and let the IRS
do all the work.
"We're trying hard to make things
easier for our taxpayers," says IRS
Commissioner Fred Goldberg, in announcing these initiatives. "All of these
options reduce the tax filing burden
for citizens and give us more accurate
returns."
TeleFile is a test limited to 1.2 million persons —those with Ohio addresses who receive Form 1040EZ tax
packages. These are single persons
with income under $50,000. TeleFilers
will call a toll-free number using a
Touch -Tone phone and enter total
wages, interest, and tax withheld.
They must have no changes to their
tax package label, however.
"TeleFile will be simple, fast, and efficient," Goldberg said. "The IRS will
figure the adjusted gross income, the
tax, and any refund or tax due while
the taxpayer is on the phone. Refunds
will be sent in about three weeks, and
any tax due can be paid by the usual
April 15th deadline."
For those looking to avoid almost
all return filing work, Form 1040EZ -1
may be the solution. With the EZ-1, a
taxpayer enters any interest income,
answers three questions, attaches the
W -2 forms from employers, and signs
the EZ-1. The IRS takes the wage and
tax withholding data from the W -2s,
figures the tax, then sends the taxpayer a refund or a notice of any tax due
with an explanation of how the tax was
figured.
■
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EASYABCT
V
IIRANKED#1
THEINDUSTRYSTANDARD...
Ofallthesoftwarethat'savailableforactivity-basedcostmanagement,
onesystemstandsalone.EasyAB(ImandEasyABCPlus"mhavetruly
definedthestandardforABCsoftware.Inthelastyearalone,moreusers
have�selected�EasyABC�than�any�of�the�leading�ABC�products�— bya
marginofmorethansixtoone!Thiskindofendorsementspeakstothe

powerandflexibiltyofEasyABC.CurrentEasyABCapplicationsrangefrom
processandserviceenvironmentstodiscretemanufacturing.Fromsmaljob
shopstomultinationalconglomerates.Fromhigh-techtolow-tech.Theone
thingtheyhaveincommonistheneedforproven,easy-to-usesoftware
andthey'veselectedthebestpossibletool:EasyABC.

...AND THE
EXPERTS'CHOICE
a

NotonlyisEasyABCranked#1inthecorporate
world,it'sthesoftwareofchoiceamongleadingABC
experts.Morethan45universitieshaveselected
EasyABCfortheiruseineducationandresearch.The
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ABCAffiliatesDirectorycurrentlylistsmorethan100
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consultants,withrepresentativesfrom eachofthe
BigSixand25independentfirms.AllABCAffiliates
aretrainedintheuseofEasyABC,andhavedemonstratedtheirexpertisethroughhundredsofsuccessful
activitymanagementprojects. (Ifyou'dlikeafree
copyofthedirectory, just (all.)
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STEPUPTOTHESTANDARD
FREECOMPETITIVEUPGRADE
DuringthemonthofSeptember,we'vemadeiteasyforyoutojointheranksoftheABCleaders.Just
tradeinyourcurrentABCsoftware*,andwe'lupgradeyoutoEasyABC— free. That'saS1,995
value!Collusfordetailsaboutthisincredibleopportunity.(Offerislimitedtoonecopyper(ustomer.)
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COMPUTERS
&ACCOUNTING
HARDWARE /SOFTWARE REVIEWS

CLAIREBARTH,EDITOR

MANUFACTURINGON
ASHOESTRING:
ARMORPREMIER
SOFTWARE
he high cost of vertical market
software keeps many small manufacturers recording and tracking
inventory manually. These records are
supplemented by various forms used
to follow production from raw material
to finished good. Despite these efforts,
serious inventory shortages still can
occur, especially with items that require long lead times. Armor Premier
by Armor Systems offers an affordable
alternative. In fact, if you are on a very
tight budget, all manufacturing materials can be managed by the purchase of
one module alone— Inventory Control.
The Inventory Control module allows tracking of raw materials, intermediate products, and finished goods.
A bill of materials can be prepared to
reflect the proper parent /child relationships for up to 255 levels or stages.
When matched with Order Entry, Purchase Orders, and Billing, all production planning, minimum stock reordering, and sales can be handled
automatically from basic stock transactions. Inventory will even readjust
minimum reorder points based on
sales or use history. Labor and other
overhead costs can be added to explosion relationships without affecting inventory valuation. The use of this module is not limited only to those
companies that make hundreds of
products using lots of resources. It can
be used to establish simple relationships between inventory items, as they
do at Kronberg's Flags & Flagpoles, located in Houston, Texas.
The Gulf War caught Flags & Flagpoles in a patriotic fever. For a time, it
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appeared as though everyone wanted
flags flying in front of their homes or
businesses. The sheer volume of sales
forced the company to look for ways to
speed invoice preparation. They rediscovered a way in the Armor Premier
software they had been using for many
years. They decided to use the explosion relationships to combine things
sold together as "specials" into single
invoice line items. An option in the prograin allows these relationships to reduce inventory only when they are
sold. At that time, the quantities on
hand are reduced and the cost of all
items sold is recorded in cost of goods
sold. This was not the first time Flags
& Flagpoles used this method. When
the economic summit came to Houston in 1990, explosions were used to
Est the eight flags for the participating
countries and the economic council.
Coastal Wire & Cable, also in Houston, is another company that uses Armor Premier. It is a growing manufacturers' distributor of wire, cable, and
associated products. Melba Prestridge, Coastal's chief accountant, feels
that Armor Premier has been able to
take care of any requirements that
arise. In fact, she feels the company is
leaps and bounds ahead of those who
have custom software because of the
continuing updates, service, and support provided by Armor Systems and
their dealer network. Coastal uses 11
modules of the 1 8-module family.
Coastal performs only one manufacturing process, sheathing cable (armoring) with copper or aluminum braid.
Cable is removed from inventory,
braided, then returned to inventory as
a new finished good. When the armored cable is recorded as produced,
raw material quantities for the original
cable and the amount of copper or aluminum wire used in the braid are subtracted as "sold." An additional feature

of Inventory Control allows Coastal
Wire & Cable to identify the specific
reel the original wire was cut from and
therefore to maintain proper average
costs for the remaining footage on the
reel.
Crystal Fantasy in Ventura, California, manufactures crystal figurines,
prisms, and jewelry that have been
marketed at Sears Roebuck and Home
Shopping Club. The number of pieces
in one item can be as large as 100 or
more. Some pieces are so small that a
hypodermic needle must be used to
glue them together. Elaine Johnston,
the owner, feels that inventory and parent /child relationships are the key to
smooth operations. Because many of
the very smallest crystals are used
throughout the product line, the bill of
materials for each finished good tells
production what is required to make
each item. When production is recorded, quantity on hand for the child
items is reduced. Therefore, when it is
time to reorder, the computer can produce an accurate stock -out report for
both the raw materials and the finished products. This information is
critical because the crystal comes
from overseas and requires long lead
tines and careful material planning
and scheduling.
Material requirements planning
(MRP) is the principal concern of Texas Hydraulics, a manufacturer of hydraulic cylinders, with locations in
Texas and Tennessee. Donna Stone, a
systems support analyst, explains that
the company uses Order Entry and the
Report Generator modules with Inventory Control to track allocations and
project production requirements. Prior to using Armor Premier the bills of
materials existed only on the IBM System 36 located in the main office in
Temple, Texas. Now the local plants
can manage their own ordering of materials and parts. Order Entry also produces reports that assist in production
planning. The assemblies, manufactured goods, purchased goods, and
raw materials are combined to create
the bill of materials. When a cylinder
is ordered, it automatically creates an
allocation (in real time) showing the
reserve of that item and of child items
in the various assemblies. This allocation is used when Inventory calculates
stock reorder requirements.
The experience at Texas Hydraulics shows that a generalized accounting series can be a good choice even
when you have access to "more advanced" computing, if the right features are a match for the business. The
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other modules provided in the Armor
Premier family are also worth additional investigation. Billing will calculate
freight charges automatically based on
weight or value in user - defined tables.
Payroll allows direct time card data entry with the option to post in minute or
decimal accuracy. An unlimited num-

ber of deductions can be set per employee. General Ledger provides for
prior period and fiscal year journal entries with corrected financial statements. Most of the modules can be
purchased and run separately. There
is also an entry level product for very
small businesses with an upgrade path
to Armor Premier.
This family of modules may be a
good system of choice for wholesale or
retail operations in all markets, repair
service companies, manufacturing,
contractors, and accountants. The size
of the firm is not as critical as its information reporting requirements. It is
important to concentrate on the features offered. Any company with a
large, serialized, or manufactured (assembled) inventory certainly needs to
explore this series, because its inven-

about the Armor Premier family can be
directed to Armor Systems, 324 Orlando Avenue, Maitland, FL 32751; (407)
629-0753.
Circle No. 48
Yolanda L. Reifud is owner and principal ofYRIndustries, a computersupport
services firm specializing in accounting
software, located in Houston, Texas.
Addenda to list of fixed asset software
that appeared on p. 58, September issue:

Depreciation Solution II (DS2)
$895 single user
$1,495 network (more than four)
Creative Solutions
7322 Newman Blvd.
Dexter, MI 48130
(313) 426 -5860
Fax: (313) 426 -5946
FACT SYS, starts at $695
Pioneer Automation Systems
3 Boulder Avenue
Old Greenwich, CT 06870
(203) 698 -1996
Fax: (203) 698MW
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tory record keeping is among the best.

If you have large receivables and multiple types of payment plans and billing
arrangements, Accounts Receivable
certainly deserves your review. If you
have many employees on time cards,
it's hard to beat the time savings of direct time card data entry in the Payroll
module. Finally, the remaining modules support the strengths of these
modules to make a comprehensive
record- keeping and management-reporting system.
First line of support for a product is
the dealer network. Qualified Armor

Systems dealers are required to attend
sales training seminars and advanced
module training classes. Support can
be purchased directly from Armor Systems on a module -by- module basis for
whatever length of time desired. Software updates are available to end users for the cost of reproduction or
freight. The modules are sold as single -user systems, but the switch to networking under MS-DOS requires only
the changing of a few environment
variables. The switch to UNIX/XENIX
requires the purchase of new product
but no reentry of data files. Data from
old accounting systems can be imported directly into the software so no re-

0ve 1,

seems they appreciate ongoing support services like our end user

and technical training, our toll -free Helpline and our Client
Satisfaction Representatives. They also appreciate being able
to migrate Lawson applications from existing to new hardware
without paying additional licensing fees.
Our mainframe-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®
Twins, 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.

1

a e aced miing 4011 W h m smiipler
disk, call 1 -8W- 477 -1357, ext.1011 U.

keying is n ecessary .

Modules have a suggested retail
price of $695. Customer Information
and Bank Reconciliation are $395, and
Report Generator is $795. Inquiries
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ETHICS
YOUR ORGANIZATION
NEEDS AN
INFORMATION
ETHICS PROGRAM.

NEILHOLMES,EDITOR
BY HARRY B. DeMAIO
Editor's Note. The following article appeared in the De1oitte & Touche publication "Information Protection Review,
Volume 1, Number 1. "I found the article thought provoking. While it raises
some questions about ethics in the information technology arena, it provides
helpful information for preventing ethical conflicts. This article is reprinted

with permission of Deloitte & Touche.
s with other areas of ethical behavior, management must provide guidance to employees on
appropriate behavior towards information and information systems. Determining the proper guidance for your
organization is not easy, but it is necessary.
It is important to note that information protection is provided and controlled by people through technology
and administrative procedures, not the
other way around. Business and institutional management are becoming
more acutely aware of this fact as more
and more information processing and
telecommunications capabilities migrate from the centralized data center
to the individual department, to the office, and to the home. In fact, with the
advent of portable dial -up devices, information systems can now be accessed from just about anywhere.
As a result, many enterprises are
spending more of their information
protection resources on people oriented activities, such as policy and procedures development, awareness programs, and security performance
assessments. These programs are
based on the assumption that the individuals concerned already have a
clear, strongly motivating sense of
what constitutes ethical behavior concerning information. In many cases,
that assumption is incorrect.
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This is not to suggest that human
beings are not fundamentally ethical.
On the whole, we are. However, the
rules of ethical behavior are not intuitively perceived, nor is application of
those rules obvious when it comes to
information. This presents a serious
problem for managers, users and protectors of information resources.
To the extent that an organization is
dependent upon the behavior of its
members, those in charge must convey expectations and provide guidance
on how to behave. The more unnatural
a certain behavior appears to an individual, the more extensive and pragmatic the program must be. Proposed
changes in behavior usually face two
types of challenge: ambiguity and ambivalence. To deal with both effectively, management must state objectives
and enforce expectations even more
actively with information protection
than they would when protecting physical property assets.
The problem begins with getting
people to regard information as an asset. While most of us believe that
"knowledge is power," we seldom take
that statement to its logical conclusion
and establish an asset value for knowledge. It's not easy for most people to
do, and it just doesn't feel natural.
Therefore, it is a mistake to assume
that people will automatically apply to
information the same ethical norms
that they apply to tangible assets. Furthermore, it is unlikely that a few generic statements from management
about appropriate behavior toward information will suffice if the details are
simply left up to the individual.
Finally, technology has made it
even more difficult for most individuals to develop, on their own, an appropriate and sharply focused information
ethics code. Why? While there are undoubtedly many explanations, the following four are the most basic.
1. The focus of ethics is on our duties
to others and their property. Information technology can alter existing relationships and create new
and unfamiliar relationships.
2. Intangible property is different
from physical assets, and the widespread use of electronics has made
that difference even more difficult
to deal with.
3. There is a collision of rights concerning information. Freedom of
expression and freedom of information, considered in our culture to be
fundamental rights, often conflict
with the need for privacy and pro-

tection of intellectual property.
Sorting out priorities is difficult, especially in electronic environments.
4. There is a conflict between our natural urge to communicate and our
need to protect proprietary data
Unless an information ethics program takes these elements into consideration, it may be ineffective. Let us
examine each of these factors in more
detail.
Information Technology and Relationships. Depersonalization is an obvi-

ous and inevitable effect of using electronic systems. A system or an
electronic process often takes the
place of an interpersonal transaction.
As a result, the subconscious sense of
obligation that we would feel toward a
human partner is reduced.
Electronics can provide anonymity,
as well. One of the conditions that permits hackers and virus spreaders to
behave as they do is the ability to hide
behind a false identity. With viruses,
the situation is even more serious. Not
only is the culprit unknown to the victim, but the victim is usually unknown
to the culprit, as well.
Intangible Property Is Different and
Electronics Increases the Difference. Ex-

amination of a centrally controlled database does not usually reveal who the
owners and authors are, let alone who
has the right to view, change, copy or
destroy information. When the same
data is distributed over a large number
of processors where other users can
make alterations, additions, and deletions, the property rights of the authors and owners are comprised still
further. A basic component of any information ethics program is the knowledge of who the information owners
are and what their rights are.
Claiming that all information used
by an enterprise is proprietary may appear to be a simple solution, but it is
not a practical one. Most organizations
rely heavily on the use of externally
originated data. Claiming ownership of
everything weakens your claim on
those areas that are sensitive, critical,
and truly proprietary. (For another example of this dilemma, consult the
available literature on audio and videotape copying or software piracy.)
Collision of Rights. There is a collision of rights concerning information.
Some of our guiding principles, such
as freedom of information and the
right to privacy, conflict in certain situations. Which is more important:
your right to privacy or the public's
right to know? An individual may give
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one answer as the affected party and
another as the seeker of knowledge.
We must be careful not to force people
into double -bind ethical situations by
making it impossible for them to satisfy their own consciences about the behavior expected of them.
Communicate or Keep Secret. Our
natural urge is to protect private property but share information. We also

tend to regard information as part of
normal, everyday human interactions.
You trust me; I trust you. You tell me
important things; I reciprocate. That
kind of exchange is not always based
on a need to know. More often, its
based on a `want to know" and mutual
accommodation. In fact, most of us feel
offended by the "need to know" process.
Curiosity, intellectual or otherwise,
is a very powerful drive. Since electronics makes it so much easier to pass
information on, mutual accommodation becomes that much easier, while
a "need to know" becomes more restrictive. Furthermore, we all have a
natural suspicion of individuals or organizations who are secretive.

GUIDELINES FOR
DEVELOPING AND
IMPLEMENTING AN
INFORMATION ETHICS
PROGRAM
Make the Scope Realistic. Any successful program of information ethics must
take human realities into account. People cannot be expected to conform to
our models of restraint without guidance, direction, and management
These require time, effort, and expense. You won't get perfection under
any circumstances. The most practical
approach is to set some realistic goals
and objectives and direct the program
to those areas that really count. Overly
ambitious information ethics and protection programs usually collapse under their own weight.
Make It Specific to Your Organization. Unless an individual whose behavior you want to influence perceives
his role and his environment in the
process you're describing, he won't respond. While philosophical statements

may be fine for preambles, a localized,
specific and applicable set of rules is
far more likely to be carried out
Test (Role Play).Once you have created an information ethics program,
try it out on the managers and employees who will have to live with it Testing the approach prior to implementation will allow you to handle any
MANACiEMEN1' AGGOUNTING /NOVEMBER 1991

conflicts, ambiguities and hostilities
that rise to the surface. Such negative
factors can destroy a program that
looks great on paper.
Know What You Are Really Saying.
Search out the implications of what
you are proposing. For example, test
the perceptions of these two phrases:
Need to Know —How will you determine it? How will you arbitrate?
How will you enforce it? Don't use
"need to know" as a principle until
you know the answers.
Owner —How will this
In
be identified? How arbitrated? How
enforced? Again, search out the hidden implications before using the
concept.
These are both valid information
protection principles, but they can
have strong personal and organizational impact. Some organizations can (or
must, as with the military) support
these principles. Others have greater
difficulty following through. Don't pick
up someone else's ethics and security
program indiscriminately. Make sure
it fits your organization, or it won't
work. Worse yet, it may work at a cost
you are unwilling to pay.
Remember That Ethical Codes
Should Guide, Not Trap. The purpose
of an information ethics program is to
direct and guide behavior, not to create snares to catch people. While you
may wish to enforce with punitive measures, a high body count is not the sign
of a successful ethics program. On the
contrary, a large number of offenders
may indicate that your ethics program
is a failure. You also have no right to
demand behavior which society would
normally regard as unreasonable, unless a correspondingly strong rationale exists, such as national defense or
protection of life.
Involve Local Management Extensively and Directly. The support of senior management is important as a
background, but local management
will make it work. This is especially
true with ethics and awareness programs. Unless an individual believes
that his direct management and peers
are committed, he won't respond. A
presentation by a group of strangers
from headquarters won't do the trick.
A local program with joint participation

by the experts and local management
will carry it off.
Invoke Peer Pressure. The goal is to
make each individual his own security
officer. Personal commitment and
peer pressure should be the most pow-

erful motivators. Willingness to comply with a plan is transmitted by actions and examples, not by directives
and formal communications. Create an
atmosphere where peer pressure supports personal commitment.
Commitment by Example. Finally,
remember that actions do speak louder than words. The organization, its
management, and its employees demonstrate their commitment to information ethics not in number of posters,
size of policy book, or frequency of
classes, but rather by their daily activities. That's how you should measure
success, and that's how you should
demonstrate to your processing partners and the rest of the world that information ethics, natural or not is part
of your operating procedure.
■
Harry B. DeMaio is director, Information Protection Programs in the national office of Deloitte & Touche. Mr. DeMaio is also author of the book
Information Protection and Other Unnatural Acts, published by AMACOM
BOOKS, the publishingarm of the
American Management Association.
Two chapters in this book are devoted to
the subject of ethics.
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Let the Buyer

Beware

A bargain purchase of a bankrupt's assets
may land you in court.
BY ALFRED M, KING, CMA, AND
MARION A. YOUNGERS
he Latin phrase caveat emptor came into popular use
more than 2,000 years ago
and is now a well - established
part of our legal system. This means
that if you are a buyer of goods or services (or an entire business operation
for that matter), the burden is on you
to understand just what you are buying. You must protect yourself to the
greatest extent possible— nobody else
will. After the transaction is over, it is
too late to go back and renegotiate the

deal.
Buyers recently have faced a new
hazard. As many leveraged buyouts
have run into difficulty, a number of
those companies now are selling operating units, divisions, or production facilities. Because of their financial distress, many "bargains" appear to be
available. As a prospective buyer, one
ordinarily would anticipate that a better deal could be struck with an "unwilling" seller. After all, the standard
definition of fair market value, the
price at which transactions are supposed to take place, assumes that
there are two parties to the transac-

lion, a willing buyer and a willing seller, neither under any compulsion. An
unwilling seller, one who is under financial compulsion, a seller motivated
to raise cash, provides a rare bargain
opportunity seemingly not to be
passed up.
Our professional experience suggests that before jumping in to take advantage of such a "bargain" the cautious buyer should protect himself.
There is a little known, but very real,
potentially adverse circumstance under current interpretations of bankruptcy law. Creditors of a bankrupt or
even financially distressed organization can, and often do, claim that the
debtor has sold or transferred important corporate assets at less than fair
market value. If this transfer leads, directly or indirectly, to the financial collapse and /or bankruptcy of the debtor,
then there may be a claim of "fraudulent conveyance."
If a creditor of a financially distressed or bankrupt organization can
demonstrate that the subject company
sold assets at less than the fair market
value, then the law and court cases are
quite clear that the buyer, no matter
how much good faith with which the
transaction was entered into, may have
to give up the assets or make restitution. Adding insult to injury, the corporate buyer now becomes a general
creditor of the bankrupt organization!
So, the worst of all possible worlds will
have transpired. The "good faith" buyer will have purchased the asset, invested further resources in integrating
it, then may no longer have the asset
(because it has been claimed by the
bankruptcy court) and now is a general creditor at the bottom of the list of
priorities for whatever assets remain!
THE SOLUTION
here is a solution to the problem, however. An absolute defense to the charge of "fraudulent conveyance" (and this is what is
alleged when corporate assets have
been sold for less than fair market value prior to a bankruptcy filing) is the
ability to show that the seller was not
insolvent at the time of the transaction
or that the fair market value of the asset was paid at the transfer date.
It is not usually feasible for a buyer
to determine the solvency status of a
seller. if a highly leveraged firm is selling a production facility or operating
unit, you, as a buyer, may suspect that
the seller has financial problems. But
absent full access to the seller's finanMANAGEMENT ACCOUNTING/NOVEMBER 1991

cial position, you cannot determine in
a manner that would stand up in court
whether the seller is technically solvent. That would require a detailed financial study and full cooperation on
the part of the seller. What rational
management of a selling company is
going to expose its overall financial position just to protect the buyer's interest? The answer is, for practical purposes, no one.
If the ability to prove that the seller
is solvent doesn't really exist, then use
of the second defense is absolutely
necessary to be able to show that the
seller received the equivalent of the
fair market value for the assets. In other words, if the seller is transferring a
manufacturing plant for a price of $10
million (assume it was truly negotiated
at arm's length), the buyer still must
show in case of bankruptcy that the
plant was, in fact, worth no more than
$10 million. Put a different way, if you
purchased a plant for $10 million but
it really was worth $15 million, then
the $5 million bargain purchase element would be considered a fraudulent conveyance and subject to recapture by creditors in bankruptcy.
The burden of proof is on the buyer
to demonstrate that the selling price
was equal to fair market value. The fact
that the transaction was consummated
at a price negotiated between the two
parties at arm's length is irrelevant If
bankruptcy lawyers can show later
that the asset was transferred at something less than fair market value, the
good faith elements of the negotiation
process are of academic interest only.
The argument would be made —and
sustained —that the financial position
of the seller put a premium on a quick
cash infusion —that the seller was willing to sell for less than fair market value simply to get its hands on cash
quickly. This dissipation of corporate
assets is exactly what the fraudulent
conveyance part of the bankruptcy law
is all about.

DETERMINING FAIR MARKET
VALUE
ow do you determine that the
price negotiated between the
parties is equivalent to fair
market value? The answer is to have an
independent third party prepare an
analysis of the transaction and demonstrate that the purchase price was
equivalent to fair market value. If such
an examination was made at the time
and is available for subsequent use,
the purchaser will have virtually an ab-

H
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solute defense, assuming only that the
analysis by the independent third party is sustainable. The techniques of
valuation used by most reputable appraisal firms suggest that such a determination, which we call "reasonably
equivalent value," is highly supportable and involves virtually no risk.
Let us look at two real -life case studies to see how this type of support can
be developed and used.
CASE 1:A very large publicly traded manufacturer of a consumer product had the opportunity to buy a major
production facility from a smaller privately held competitor having financial
difficulties. The plant was idle at the
time. After the purchase, the buyer
planned to make substantial capital expenditures and improvements to bring
the facility up to an industry state -ofthe-art level. An appraisal company
was engaged to prepare a report that
demonstrated that the seller received
the proper amount for the facility, an
amount that was equivalent to the
plant's fair market value. Thus the seller swapped a hard asset for an equivalent amount of cash, and the financial
stability of the seller —its solvency—wasnot affected by the transaction. Put another way, creditors of the
seller had just as many assets to look
to after the deal was done as before. Instead of owning land, buildings, and
equipment with a book value of $30
million and a fair market value of $40
million, the selling company had $40
million in cash. Had it been the other
way, a book value of $40 million and a
fair market value of $30 million, it is
true that the seller would have reported a loss of $10 million on its financial
statements. In real economic terms
the assets were worth only $30 million.
The fact is an impairment of $10 million already existed, which only would
be recognized on the financial statements as a result of the transaction.
Parenthetically, the FASB is dealing
with this exact issue in its current project, "Accounting for the Impairment
of Long -lived Assets."
CASE 2.A very large publicly traded service organization acquired a
business segment and the accompanying hard assets of a major division of
a medium -sized publicly traded company that was in severe financial trouble. The business unit that was purchased represented a significant but
far from total portion of the selling
company's remaining business volume. In this case, the seller was not only disposing of hard tangible assets but
also was selling a portion of the busi-

ness that had significant potential future cash flows. An appraisal company
was engaged to perform a fair market
value study of the enterprise. The
study supported the position that the
actual purchase price was fully equivalent to the fair market value. Shortly
thereafter the selling company suffered a severe financial crisis and essentially had to reorganize. The specific transaction in this case was not
questioned by the creditors because
the buyer was able to show definitively
that the seller received full value for
the business unit purchased.

RECOMMENDATIONS
ny time a buyer is acquiring
significant assets from a company that is believed to be in financial difficulties, it is prudent for the
buyer to have in its own files documentation demonstrating that the seller received an amount equivalent to the fair
market value of the assets acquired. A
contemporary report prepared by an
independent third -party expert showing what the fair market value is and
how it was determined is a good way
to do it. Then, no matter what happens
to the future financial condition of the
seller, the buyer will be protected
against any possible charges of "fraudulent conveyance." In short, the buyer
can acquire an "insurance policy" for a
very low portion of the purchase price.
This report will provide assurance that
a bankruptcy lawyer does not subsequently drag the purchaser into court
if the seller ends up in Chapter 11.
The conclusion of the story is let
the buyer beware. If you have any reason to suspect the financial strength of
a seller, make sure you do not get too
good a bargain. Also, make sure that
you have support for the purchase
price; it will save you from a lot of
grief.
■

Alfred M. King, CMA, is senior vice

president of Valuation Research Corporation and a member of the Bergen Rockland Chapter, through which this
article was submitted.
Marion A. Youngers is vice president, general counsel, and director oftax
research for Valuation Research Corporation.
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CALCULATING
PENSIONOBLIGATIONS
The procedure is tedious, complicated, and time - consuming.
figuring out how much it will cost your company to provide pension benefits for its employees and what information to show in footnotes to the annual report as
required under Financial Accounting Standards
Board regulations would seem to be a quick and fairly simple computer exercise. Wrong!
During the preparation of Iowa Power Inc.'s 1991 annual
report, I became involved in calculating the net periodic pension cost and actuarial present value of benefit obligations
portions of the "Retirement Plans" note to the financial statements. I started by building a spreadsheet to calculate the
financial accounting and reporting information required to
reflect the obligations associated with an unfunded supplemental retirement plan. I soon discovered that there is a lot
more work involved in the calculation of pension obligations
than a reading of the statement implies.

vice cost that has not been recognized as a part of net periodic pension cost.
Service cost component(ofnet periodic pension cost) is the
actuarial present value of benefits attributed by the pension
benefit formula to services rendered by employees during
that period. The service cost component is a portion of the
projected benefit obligation and is unaffected by the funded
status of the plan.
Interest cost component(ofnet periodic pension cost) is the
increase in the projected benefit obligation due to passage
of time.
Net periodic pension cost is the amount recognized in an
employer's financial statements as the cost of a pension plan
for a period. Components of net periodic pension cost are
service cost, interest cost, actual return on plan assets, gain
or loss, amortization of unrecognized prior service cost, and
amortization of the unrecognized net obligation or asset existing at the date of initial application of SFAS No. 87.

SFASNO.87REQUIREMENTS

CALCULATINGTHEOBLIGATIONS

first I had to review Statement of Financial Accounting
Standards No. 87, "Employers' Accounting for Pensions," which established the standards of financial reporting and accounting for an employer that offers pension
benefits to its employees. SFAS No. 87 was effective for fiscal
years beginning after December 15, 1986. I identified these
information requirements:

n building my spreadsheet, I used my interpretation of
SFAS No. 87. I assumed that five employees were covered
by the company's pension plan. The basic plan assumptions are as follows:

BY JIM HAMILTON

1. Accumulated benefit obligation;
2. Provision for future pay increases;
3. Projected benefit obligation;
4. Unrecognized prior service cost;
5. Service cost component (of net periodic pension cost);
6. Interest cost component (of net periodic pension cost);
7. Net periodic pension cost.
Accumulated benefit obligation is the actuarial present value of benefits attributed by the pension benefit formula to
employee service rendered before a specified date and
based on employee service and compensation prior to that
date. It includes no assumption about future compensation
levels. Provision for future pay increases is the assumption
about future compensation levels.
Projected benefit obligation is the actuarial present value
as of a date of all benefits attributed by the pension benefit
formula to employee service rendered prior to that date. The
projected benefit obligation is measured using assumptions
as to future compensation levels if the pension benefit formula is based on those future compensation levels.
Unrecognized prior service cost is that portion of prior ser26

1. Total retirement benefits are equal to 75% of salary at retirement age;
2. Ten percent of the salary would be on a 15-year certain
payout basis;
3. A portion of the retirement would be covered by other
plans;
4. The remainder would be paid out of general corporate
funds;
5. The discount rate would be 10.5 %;
6. The rate of increase in compensation levels would be 5 %;
7. The expected long-term rate of return on assets would be
10.5 %.
Accumulated Benefit Obligation.Table 1 shows the calculation of the accumulated benefit obligation (ABO) for 1990.
The information required to calculate the ABO includes the
following items:
1. Current salary (Line 1);
2. Annual retirement benefit, which is calculated by multiplying the annual salary by 75% (Lane 3);
3. Annual retirement benefit to be paid over a 15-year certain period (15 -year certain), which is the current salary
multiplied by 10% (Line 4);
4. Present value of the annual retirement benefit to be fundMANAGEMENT ACCOUNTING /NOVEM$ER 1991

ed by other plans (line 5);
5. Balance of the annual retirement benefit (base) to be paid
out over the employee's actuarial remaining life at retirement age (Line 6, which is equal to Line 3 minus Unes
4 and 5); and
6. Actuarial remaining life at retirement age (line 9) and the
years to retirement (line 10).
First the present value at retirement age of the 15 -year
certain and base annual retirement benefits for each employee is calculated to determine the liability at the time of retirement The present value calculations are based on the interest rate (Line 7) and the number of years that the
payment is to be made (Unes 8 and 9). For Employee A the
present value of retirement age for the 15 -year certain annual benefit of $15,000 (Line 4) is $111,000 (Une 11) and for
the base annual benefit of $39,000 (Une 6) is $292,000 (Line
12). Now that we know the liability at the time of retirement,
we have to calculate the liability today for each employee's
15 -year certain and base benefits. The present value calculations are based on the interest rate (Line 7) and the num-

ber of years to retirement (Line 10). For Employee A the current liability for the $403,000 retirement age liability (Line
13) is $330,000 (line 16). The total accumulated benefit obligation for the five employees at the end of 1990 is $896,000
(Line 16).
Projected Benefit Obligation. Table 2 shows the calculation of the projected benefit obligation. The following information is required for you to be able to do the figuring.
1. Current salary (Line 1);
2. Projected salary at retirement age reflecting the 5% per
year increase in compensation levels (Litre 2);
3. Annual retirement benefit, which is the projected salary
multiplied by 75% (Line 4);
4. Annual retirement benefit to be paid out over 15 years,
i.e., the projected salary multiplied by 10% (line 5);
5. Value at retirement age of annual benefits to be paid by
other pension plans (line 6);
6. Balance of the annual retirement benefit (base) to be paid
out over the employee's remaining life at retirement age
(Une 7);

TABLE VACCUMULATED BENEFIT OBLIGATIONS
Line

Description

A

B

(a)

(b)

(c)

000s omitted
C
D
(d)
(e)

E
(d)

Total
(f)

Assumptions

10.5%

10.5%

10.5%

10.5%

15
16
2

15
16
5

15
16
8

15
16
11

15
16
14

92
$314
$406

74
$296
$370

55
249
304

37
$171
208

370
$1,322
$1,692

33
$133
$167

18
$ 83

9
$ 42

$

101

51

$
$
$

10

$

$
$
$

$

$

16
33

$

26
39

50
75%
38
5
23

$

$

8

$

10

$

$

75
75%
56

$
$

$

$

$

$

$

$

10.5%

$

$100
75%
75

$

Present Value
Interest rate

$125
75%
94
13
40
41

$

7.

$150
75%
113
15
59
39
$

Current salary
salary annuity
Annual benefit
15 -year certain annuity
Other annuity
Base annuity
%

1.
2.
3.
4.
5.
6.

500
375
50
151
174

Term In Years 8.
9.
10.

15 -year certain
Base
To retirement

$

$

$

$

$

$

111
292
403

$

$

$

$

15 -year certain
Base
Total

$

Present value at age 62 or retirement 11.
12.
13.

$

$

$

$246

$

$330

$

Total

$

56
$190
$

91
$240
$

15 -year certain
Base

$

Present value at 12/31/9014.
15.
16.

208
688
896

+

=

=

-

=

-

-

-

=

^

'

+

'

The data required to make the computations are entered into all cells except for the following:
Line 3: Line 1 Line 2
Line 13: Line 11 Line 12
Line 4: Line 1 0.1
Line 14:
Line 11/(1 Line 7) Line 10
Line 6: Line 3 Line 4 Line 5
Line 15:
Line 12/(1 Line 7) A Line 10
Line 11:
PV (Line 7, Line 98, Line 4)
Line 16: Line 14 Line 15
Line 12:
PV (Line 7, Line 9, Line 6)
Column f: Sum of columns b through d
Note: Numbers may not add due to computer rounding.
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cial reporting of the actuarial present value of benefit obligations. I used the following financial reporting setup for this
example:

-

$

$

$

$

Plans in which
Actuarial present value
accumulated benefits
of benefit obligations:
exceed assets 1990
Vested benefit obligation
Nonvested benefit obligation
896,000
Accumulated benefit obligation
896,000
141,000
Provision for future pay increases
Projected benefit obligation
1,037,000
Plan assets of fair value
Pension liability per balance sheet
1,037,000
-

$

As with the accumulated benefit obligation, the first step
is to calculate the liability at retirement age of the annual 15yearcertain and base retirement benefits for each employee.
For Employee A the $16,000 annual 15-year certain benefit
has a present value of $118,000 and the $38,000 annual base
benefit a value of $287,000 at retirement age.
Next the present value at December 31, 1990, of the retirement age liability for each employee is calculated to determine the current liability for the 15-year certain and base
benefits. For Employee A the 15 -year certain current liability
is $97,000 (Line 15), and the base current liability is $235,000
(Line 16). The total projected benefit obligation for the five
employees at the end of 1990 is $1,037,000 (Column F, Line
17).
Actuarial Present Value of Benefit Obligations. Now that
the accumulated benefit obligation and the projected benefit
obligation have been determined, we can work on the finan-

$

7. Actuarial remaining life at retirement age (lane 10);
8. Years to retirement age (Line 11).

This example assumes that there are no unrecognized
prior service costs. If there were any, they would be subtracted from the projected benefit obligation in order to match
the pension liability per the balance sheet.
Net Periodic Pension Cost. The net periodic pension cost

TABLE 2 /PROJECTED BENEFIT OBLIGATIONS
Description

A

B

(a)
Assumptions

(b)

(c)

(f)

10.5%

15
16
2

15
16
5

15
16
8

15
16
11

15
16
14

$118
$335
$453

$111
$349
$460

96
327
423

74
260
334

517
$1,558
$2,075

72
$203
$275

50
$157

32
$109

18
$ 64

141

82

269
$ 768
$1,037

$
$
$
$

30
34

$

$
$
$
$
$

$
$
$
$

$

$
$
$

$

500
700
525
70
250
205

$
$

$
$
$
$

$

$207

$

$
$

$332

$

Total

$

17.

$

Present value at 12/31/9015 -year certain
97
Base
$235

$

15.
16.

$

$118
287
405
$

15 -year certain
Base
Total

$

Present value at age 62 or retirement
12.
13.
14.

10

$

10.5%

$

10.5%

$

10.5%

$

10.5%

50
99
75%
74

-

9.
10.
11,

Term in Years 15 -year certain
Base
To retirement

Total

(d)

$100
$148
75%
$111
15
50
46

$

Present Value
Interest rate

75
128
75%
96
13
40
43

E

$125
$160
75%
$120
16
60
44

$

8.

000s omitted
D
C
(e)
(d)

$150
$165
75%
$124
16
70
38
$

Current salary
Projected salary
salary annuity
Annual benefit
15 -year certain annuity
Other annuity
Base annuity
%

1.
2.
3.
4.
5.
6.
7.

$

Line

-

=

=

+

-

-

=

^

-

=

'

^

+

'

The data required to make the computations are entered into all cells except for the following:
Line 14: Line 12 Line 13
Line 4: Line 2 Line 3
Line 15:
Line 121(1 Line 8) Line 11
Line 5: Line 2 0.1
Line 13/(1 Line 8) Line 11
5
Line
16:
Line 6
Line 7: Line 4 Line
PV (Line 8, Line 9, Line 5)
Line 17: Line 15 Line 16
Line 12:
Column f: Sum of columns b through d
PV (Line 8, Line 10, Line 7)
Line 13:
Note: Numbers may not add due to computer rounding.
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Presenting The Platinum Series
for expandable accounting.
Start Small—
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of The Platinum'
Series offers unequalled flexibility
and power. Use from two to 22 fully
integrated modules. Start small.
Grow. Customize. Functions range
from basic bookkeeping to complex

information in
ment (in DOS,
and LAN versi,
Superior Performance. No matter
how many modules you use and how
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remains uncompromised.
Platinum also offers the service
and support of IBM's network of
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of Advanced Business Microsystems Inc. ©1991 IBMCorp.
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includes service cost, interest cost, actual return on plan assets, amortization of unrecognized prior service cost, and
gain or loss. For this example I have used service cost and
interest cost I have assumed that the service cost is the difference between the accumulated benefit obligation as of
December 31, 1990, which is $896,000, and December 31,
1989, which is $812,000 —or $84,000 —and that the interest
cost of $15,000 is the difference in the projected benefit obligation as of December 31, 1990, which is $1,037,000, and
December 31, 1989, which is $938,000, less the service cost
of $84,000.
The financial reporting of net periodic pension cost for
this example would be as shown next:
1990
Service cost —
benefit earned during the period
$ 84,000
Interest cost on projected benefit obligation
15,000
Increase (decrease) in pension costs
from actual return on assets
Net amortization and deferral
Net periodic pension cost
$ 99,000

EXPLICITASSUMPTIONS
hese are the calculations I performed in order to figure
out what our benefit obligations would be so we could
put accurate information into our annual report. For a
simple objective —to recognize the compensation cost of an
employee supplemental retirement benefit plan over the employee's approximate serivice period —the number of items
MANAGEMENT ACCOUNTING /NOVEMBER 1991

In a nutshell, nothing grows
with your business like Platinum.
7o learn more about Platinum,
call 1 800 IBM -7699 today.

Desktop Software

Does the financial reporting
information provide a value to
the user that is equal to or
greater than the cost of
developing the information?
to be considered is tremendous. When you consider that
this figure has to be worked up for each individual employee
and updated every year, you begin to wonder if the financial
reporting information provides a value to the user that is
equal to or greater than the cost of developing the information. As the old saying goes, "Measure with a micrometer,
cut it with an ax." SFAS No. 87 requires the use of explicit
assumptions, each of which individually represents the best
estimate of a particular future event Also, the provisions of
SFAS No. 87 need not be applied to immaterial items, and
estimates, averages, or computational shortcuts can be used
provided you do not expect the results to be materially different from the results of a detailed application.
■
Jim Hamilton is controller of Iowa Power Inc. He holds a B. S.

degree from Iowa State University and is a past president of
the Des Moines Chapter, through which this article was submitted. He may be reached at (515) 2812280.
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Should the IMA
Require Mandatory
Continuing Education?
The results of an IMA survey reveal how members feel about the
mandatory education requirement.
BYPAULH. MIHALEK;CARLS.
SMITH, CMA; AND THOMAS A
MORRISON, CMA
hat would be the impact
of mandatory continuing
education for general
members of the Institute
of Management Accountants? At
present, holders of the Certified Management Accountant (CMA) designation have a continuing education requirement and a requirement to be
IMA members. The remaining members of IMA have no continuing education requirement.
Let's look at the history of education requirements. In 1954, the American Institute of CPAs ( AICPA) began
a formal program aimed at continuing
education. Its education division started a one -day seminar on accountants'
fees.' This seminar was followed rapidly by several more. In view of the demand for additional courses in 1957,
the AICPA established a committee to
study the question of continuing education. The committee's report indicated that there was a much greater need
for continuing education programs
than was currently available. Based on
the information contained in this report, the AICPA greatly expanded its
continuing education offerings. For
the next decade the cooperative effort
among state societies and the AICPA
professional development division resulted in dramatic increases in both
the number of courses and seminars
and the number of attendees.
In 1967, based on the growing
awareness of the need to maintain professional competence, Marvin Stone
wrote:
"CPAs are licensed to protect the
30

public. Real protection, however, requires something beyond one -time
evaluation and accreditation. The public is entitled to expect that a CPA remain continually aware of the latest developments in his field. The public
does not receive what it is entitled to
expect from a CPA who has permitted
his knowledge to become a victim of
galloping obsolescence."'
In the spring of 1969, Iowa became
the first state to require continuing
education for CPAs. This move resulted in an AICPA committee report
which formed the basis for the 1971
AICPA council resolution urging each
state to institute a requirement for continuing professional education (CPE).
In the next 10 years, 48 out of the 54

CPA licensing jurisdictions initiated
CPE requirements.'
Discussion of mandatory continuing education programs (MCE) has
once again cropped up. Nix and Nix indicate that proponents of MCE programs argue that "mandatory requirements will (1) raise the professional
competence of accountants, (2) help
avoid governmental intervention in the
profession, and (3) improve the public
image of the profession." Opponents
argued that MCE has (1) little positive
effect because `while inadequately
trained CPAs meet state requirements
in the easiest way possible and do little
to further their professional competence; (2) there is little if any evidence
that mandatory as opposed to volun-

Dr. Paul Munter recently conducted a course on FASB updates at the IMA's fall Professional
Education Program. Should IMA have a continuing education requirement?
MANAGEMENtACCOUNI'ING /NOVEMBER 1991

MANAUEMEW ACCOUNTING /NOVEMBER 1991

against mandatory continuing education requirements have emerged from
a variety of licensing /certifying organizations. Current literature, however,
presents very little information on
whether or not a mandatory continuing education requirement has been or
should be imposed on the voluntary
membership of an organization.
The imposition of a mandatory continuing education requirement on the
membership of a voluntary organization may have a significant impact on
that membership. Questions about retention, recruitment, and administrative requirements touched only the

surface of the issue. To determine
what the impact of a mandatory continuing education requirement would
be on the membership of the RvM the
IMA's Education Committee conducted a survey of members. The IMA is
a voluntary organization, although a
percentage of its membership is composed of individuals who are subject to
a mandatory continuing education requirement through their association
with the ICMA This organizational
mix allowed the collection of viewpoints from individuals both subject to
and not subject to mandatory continuing education requirements.
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tary professional education is more effective; (3) administration of MCE requirements
is
expensive ... and
(4) ... CPAs have little or no defense
against professional malpractice
claims." '
During this same period, the Institute of Certified Management Accountants recognized the need for and imposed a continuing education
requirement for CMAs. (Currently the
ICMA maintains a 90 -hour three -year
continuing education requirement.)
Timothy Redmer stated that continuing education was a necessity for all
management accountants. He warned
that "the individual who takes advantage of continuing education opportunities will gain in knowledge and proficiency in the accounting discipline.
Individuals who do not make an effort
to improve their skills will soon find
themselves out of touch with the latest
concepts and thinking in management
accounting and unable to contribute
effectively to the progress of their organization." '
The Institute of Management Accountants, along with the ICMA,
strongly has and currently is supporting CPE programs. The IMA experimented with a voluntary reporting prograin called the Acknowledgment of
Continuing Education (ACE) certificate. The program was designed to
provide those members who were not
subject to a continuing education requirement recognition for achieving a
designated level of professional development. The program was discontinued later due to a lack of participation.
Similar AICPA programs, such as the
Voluntary Improvement Program
(VIP), were discontinued with mandatory continuing education.
The trend toward mandatory continuing education is becoming more
obvious. Recent surveys of CPAs were
conducted by Dale L. Flesher and
George Richard French. Although the
purpose of these studies was to measure the effectiveness of CPE programs, the results are appropriate to
report: "In conclusion, it seems that
there is a need for mandatory CPE requirements. Although the respondents to this study were enthusiastic
about the benefits derived from CPE
programs, they also admitted that they
would not have participated were it not
for state law. This indicates that the
AICPA, the individual state boards,
and the ICMA were correct in making
CPE mandatory rather than merely
voluntary."
Convincing arguments both for and
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ABOUT THE DATA
he survey was designed to collect demographic data and
members' perceptions concerning mandatory continuing education
and its appropriateness for the IMA
Key questions in the survey asked:
• Would a continuing education requirement enhance the professional standing of the IMA?
• Would that requirement indicate a
member's dedication to maintaining professional standards?
• Would record keeping detract from
the benefits of the requirement?
• Would the implementation of a continuing education requirement result in a decrease in membership?
• If such a requirement were adopted, how many annual hours would
you recommend?
• Would you continue your membership?
The survey was sent to a random
sample of 2,000 current members. A total
of 754 responses was received from a
wide cross section of members. A summary of the demographic data is presented below.
Respondents worked in several economic sectors: public accounting
(104); corporate accounting (467);
government and other not - for -profit
(53); nonaccounting (46); faculty (29);
and other (55). Of those responding,
42% currently have a continuing education requirement. Of the respondents
working in public accounting, 87%
have mandatory continuing education.
Of those in corporate accounting, 36%
have continuing education requirements. The amount of time required
for continuing education in annual
hours, as reported by respondents,
was (1) less than 30 (17%), (2) between
30 and 39 (32%), and (3) 40 or more
(51 %). The continuing education requirement was imposed by CMA alone
(20 %), CPA alone (46%), CMA and
CPA combined (19%), any other combination of certifying organizations
(22%), and all other sources (2%).
There was concern that the level of
organizational activity would impact
directly on an individual's response to
mandatory continuing education. Additional demographic information was
collected to determine at which hierarchical level (s) of the IMA organization
the respondents participated. Only 10
respondents reported service to the organization at the national level, another 10 reported regional council partic32

ipation, 194 participated at the chapter
level, 364 attend meetings, and the remaining reported "no activity." The
meetings attendance record also was
considered important. Zero or one
meetings were attended by most respondents, two to four meetings by
190 respondents, five to nine by 139,
and 10 or more meetings were attended by 77.

SURVEY RESULTS
he major research question to
be answered was whether the
imposition of a continuing education requirement was perceived to
be the potential cause of a significantly
negative impact on membership. The
majority of members responding
(79%) indicated that they would continue their membership if a continuing
education requirement were imposed.
This indicates the potential for a significant drop in membership. A much
more dramatic impact on the organization was perceived. Twenty-two percent strongly believed that there would
be a decrease in membership, and another 37% agreed there would be a decline in membership. Only 20% believed there would not be a decrease,
while the remaining respondents were
indifferent.
An individual's occupation was a
significant factor in determining his or
her reaction to mandatory continuing
education. Almost 63% of those in public accounting favored continuing education. Those in corporate accounting
were split almost 50% each. All others
fell in between the above two groups.
Because the majority of our respondents were in corporate accounting,
the total in favor of continuing education was 53 %. More important, 87% of
those in public accounting said they
would retain their membership, while
78% in corporate accounting said they
would.
An individual's occupation also can
be an indicator of whether that individual is subject to a continuing education
requirement. Demographic data presented earlier indicated that 42% of the
respondents were subject to continuing education requirements. Those individuals were far more likely to favor
the requirement (60%) than those who
were not (47 %). Those individuals also
favored a higher number of continuing
education hours than those that did
not For example, 45% of those subject
to a continuing education requirement
chose 11 to 20 hours, while 35% of
those who were not chose one to three

hours.
The most significant comment
made by individuals subject to a continuing education requirement directly affects membership: 91% of those
subject to requirements said they
would retain their membership. Of
those not subject to such a requirement only 71% said they would remain.
Additional comments provided indicated that those already subject to continuing education requirements did
not expect any UAA imposed requirements to be more stringent than the
ones to which they were subjected.
Record keeping was not viewed as
a significant deterrent to the establishment of a mandatory continuing education program. The majority of respondents who are subject to the
greatest number of hours do not view
administration as a detraction to membership. In fact, more than 60% agree
that it is not a detraction. Those same
individuals also recommended a higher number of continuing education
hours than anyone else (22% said seven to 10 hours, and 47% recommended
11 to 20 hours per year).
Although there was a slight majority
of individuals who believed that mandatory continuing professional education
would be favorable for the organization,
the potential impact on membership is
not a subject that can be ignored.
■
Paul H. Mihalek, Ph.D., CPA, is an assistant professor of accounting at the
University of Hartford.
Carl S. Smith, Ph.D., CMA, CPA, also is an assistant professor of accounting
at the University of Hartford and a former national vice president of IMA.
TTwmas A. Morrison, Ph.D., CMA,
CPA, is a professor of accounting at the
University of Hartford. All are members
of the Hartford Chapter, through which
this article was submitted
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ACTIVITY-BASEDCOSTING
FORMARKETING
BYRONALDJ.LEWIS
Certificate of Merit, 1990.91.
anufacturing costs and traditional cost accounting
systems are not the only
cause of America's problems in the world -class competitiveness arena. Marketing functions, particularly physical distribution, are a
significant cost factor, yet marketing
costs are being ignored in the mainstream discussions today. Also, activity -based costing (ABC) techniques
and total cost management (TCM)
concepts have been recommended
and used by some companies for marketing activities since the late 1960s.
How can they be merged with the concepts being promoted today?

THE PROBLEM'S HIDDEN
CAUSE
ritics of traditional cost control
systems who concentrate on production costs alone are overlooking a significant portion of the total
costs of many manufactured products.
MANAGEMENT ACCOUNTING /NOVEMBER 1991

Physical distribution
is the most
effective area for
this application.
A major cause of the higher cost of
these products is the cost of physical
distribution activities and other marketing functions. Marketing costs
make up more than 50% of the total
costs in many product lines and approximately 20% of the U.S. Gross National Product.
Physical distribution is a major cost
factor in the United States. It may not
be a major cost factor in geographically small countries, such as Japan or
Great Britain, within their own domestic markets. Nevertheless, when foreign companies establish factories in
the United States, they face the same
logistics problems that U.S. companies
encounter.
The theoretical advantages of Justin- time (JM methods may not work in
all real-life situations, even in Japanese

transplants. In addition, the familiarity
that U.S. companies have had with
physical distribution problems may be
an advantage for them over their foreign competitors. For example, a Japanese- American joint venture established a plant in Michigan to provide
parts to a Japanese assembly plant in
Ohio. In the Michigan plant, observers
found that boxes of parts were stacked
to the ceiling in all available floor space
of the factory. When asked about JIT
and other inventory reduction methods, the plant manager explained that
parts were shipped from Japan by
freighter to the West Coast, then by
rail to Chicago, and finally by truck to
Michigan. Therefore, it was more economical to ship in large quantities and
store the extra suplies on the factory
floor.
The joint - venture supplier in this
example is majority owned by the Jap•
anese company, which supplies another Japanese company, an automobile
manufacturer, with these particular
parts. Competition is not a factor because the two Japanese companies
have prearranged agreements, so
these physical distribution costs are
33
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TABLET /ATLANTA COMPANY PRODUCT LINE DATA
YEAR 19X1
Product Line
B

8.00

$

Quantity of units sold
and shipped
Average weight of units sold
Number of customers' orders

8.00
5.00

C
12.00

$

Selling price
Unit manufacturing cost

$

$10.00

11.00

$

A

$

Product Line
Information

50,000
2.0 lbs.

30,000
3.0 lbs.

20,000
4.0 lbs.

100

200

200

Variable portion of
manufacturing cost

60%

60%

60%

TABLE 2 /ATLANTA COMPANY CALCULATION FOR
PER UNIT COST RATES
TOTAL COSTS

.40

270,000 lb.

$27,000

100,000

$20,000

500

$10,000

$
$

Unit
Rate
2.0

8,000
8,000

$
$
$

.12
4.00

.20
20.00

$

12,000
2,000

.10

%

VARIABLE AND FIXED COST RATES
Fixed
Variable
Unit
Cost
Rate
Cost
$19,600
3.0%
29,400
$30,000
.10
10,000
$13,500
.05
13,500

$

$40,000

$

$

100,000

$

Packing and
shipping
General office

5.0%

$

Selling
Advertising
Warehousing

$49,000

$

Marketing
Activity

980,000

$

Packing and
shipping
General office

$

Warehousing

$

Advertising

Dollar value
of sales
Quantity of
units sold
Weight of
shipped
Quantity of
shipped
Number of
customers' orders

$

Selling

Cost of
Marketing Activity
Total
Unit Rate

Total
Volume

Cost
Driver

Marketing
Ac tivity

$

1. Establish activities performed as
advertising, selling, order filling,
shipping, and warehousing.
2. Accumulate direct costs for each activity, and separate into variable and
fixed categories.
3. Determine cost drivers for each activity. For selling, the cost driver is
gross sales, or orders received, or
number of sales calls. For the activity of order filling, shipping,and
warehousing, the cost driver would
be number, weight, or size of units
shipped. For the activities of credit
and collection and general office, the
cost driver is number of customer
orders or number of invoice lines.
4. Calculate unit costs for each activity. The unit cost of each activity is
determined by dividing the total activity cost by the cost driver selected. Where conditions justify the
practice, the unit cost can be used
as the basis for budgeting and for
the establishment of standards in a
standard cost system.
5. Apply contribution cost analysis.
The accumulation of direct costs

itability. Table 1 shows selling prices,
unit manufacturing costs, units sold,
and other bases of variability. Table 2
shows total variable and fixed costs for
each activity and develops unit rates
for variable and fixed costs of each major marketing activity: selling, warehousing, packing and shipping, and
general office.
Selling.The selling function is represented by the dollar value of sales.
There may be justification for basing
variability of selling cost on other factors, such as the number of sales calls
or orders obtained, and the controller

$

he objective of marketing cost
analysis is to provide relevant
quantitative data that will assist
marketing managers in making informed decisions regarding such important areas as profitability, pricing,
and adding or dropping the product
lines or territories. In achieving this
objective it is necessary to be able to
trace costs directly to product lines or
to territories where possible and to establish a rational system of allocating
nontraceable costs to the cost objective. The accounting profession has
not pursued this challenge!
ABC principles can be applied in attempting to trace marketing costs to
product lines and territories in order to
measure profitability. I'll show you
how. All you have to do is follow the
procedure outlined next.

Tables 1 -5 were prepared by the
controller of Atlanta Company to provide information about marketing prof-

$

ABC TECHNIQUES FOR
MARKETING

and the allocation of indirect costs
to marketing activities enables
management to assign total cost responsibility to each marketing activity although the identification of
total costs does not always provide
relevant information for specific decisions. Only by applying contribution analysis will the company be
able to determine profit contribution by product line or by territory.

$

considered unavoidable under the circumstances.
Although this example illustrates
the fallacy of assuming that the Japanese have some magic formula for
manufacturing efficiency, it also indicates that marketing costs, particularly
the costs of physical distribution, are a
major factor in worldwide competition
and should not be ignored in discussions of performance measurements
and integrated cost systems.

.30
.05
.08

16.00
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TABLE 3 /ATLANTA COMPANY SALES AND ORDERS
BY TERRITORY (IN UNITS) YEAR 19X1
Transaction
by Territory
Products sold:
West
South
Total

Total

A

Products
B

C

60,000

26,000

20,000

14,000

40,000

24,000

100,000

50,000

10.000
30,000

20,000

80

150

Customers' Orders:
West
South
Total

6,000

280

50

220

50

120

50

500

100

200

200

TABLE 4 /ATLANTA COMPANY PROFITABLITY
STATEMENT BY TERRITORY (ALL PRODUCTS) YEAR 19X1

49,000
40,000
27,000

29,400
24,000
16,800

$

Allocation
Basis

392,000
308,000
84,000
19,600
16,000
10,200

5% of sales
$.40 /unit sold
$.10 /lb.

8,000
4,400
58,200

$.20 /unit sold
$20 /order

38,200

$

12,000
5,600
87,800

$

$

shipped

$

20,000
Packing and shipping
General office
10,000
$146,000
Total expense
Operating income
64,000
(Loss)

$

$126,000

$

588,000
462,000

$

$

980,000
770,000

Territory
West
South

$210,000
$

Sales revenue
Less: cost of sales
Gross margin
Less: Expenses
Selling
Advertising
Warehousing

$

Total
Company

$

must select the basis that has the main
causal effect on cost variability. Atlanta
Company uses the basis of dollar value
of sales.
Advertising.Advertising is a promotional activity, similar to selling, which
logically could be attributed to the
same factors. Atlanta selected units of
product sold. Note that advertising
may or may not have variable cost
characteristics. Some companies increase their advertising when sales are
down, so the cost may bear an inverse
relationship with sales. Atlanta found
that a portion of advertising varies with
sales and that a larger portion is fixed.
Warehousing.Warehousing is the
physical distribution function of storage and terminaling. The factor of variability selected by Atlanta is weight of
product sold.
Packing and Skipping.Another
physical distribution function, packaging and shipping, usually has a greater
proportion of variable expenses and is
related to the quantity of units of product shipped. Atlanta assumes units
shipped are equal to units sold.
General Office.Atlanta needs clerical, accounting, credit and collection,
and other activities to service the overall marketing function. Each service
has its own variability, but Atlanta assumes that number of orders affects
all.
Table 3 provides additional product
and territory transactions data. For example, the quantity of product C sold
in the West territory during the period
is 14,000 units. Customers' orders for
product A in the South total 50. These
data form the basis for the determina-

25,800

Uniphoto /Jim Olive.

Production costs have been the center of attention In management accounting recently,
yet marketing costs can be 50%of a total product line.
MANAGEMENT ACCOUNTING /NOVEMBER 1991

tion of the cost calculations in subsequent tables.
The profitability analysis by territory (shown in Table 4) reveals that both
territories show a profit from operations. Table 5 shows the total company
profitability by product line. The profitability statement by product line provides additional information for marketing managers. Product lines A and
B are profitable, whereas product line
C shows an operating loss of $16,000.
This statement has revealed that although the overall company shows a
profit and that both territories are profitable, one product line requires further analysis. Additional tables could
be presented with data by product line
for each territory separately to further
isolate the operating loss of product C.
As you can see, "Charging costs directly to products eliminates the need
gg
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In developing a new generation of
software, we found it useful to draw on the
wisdom of previous generations in designing our PC -based payrolland personnel
systems. The result is the creation of software that allows businesses to handle these
all- important functions all by themselves,
while using existing hardware. Giving them
greater control over a vital part of their
operations and at the same time saving
them money that used to end up in the
pockets of a service bureau.
Withour Payroll Resource, producing
paychecks for your labor force isn't nearly
so capital intensive. In fact, it can actually
pay for itself in eighteen to twenty -four
months. And special reports can be generated in your own good time. Not when a
service bureau finds the time.
And our built -in accounting controls
help make sure that doing something yourself is the best way to get it done right.
WithourPersonnelResource,managing
your personnelbecomes more cost -effective than ever because it's more efficient
and error -free. Now, all employee and applicant data is arranged in a logical and
consistent manner Whichmakes decision
making that much easier, especially when it
comes to evaluating performance and
determining promotions. And Personnel
Resource cantake the headaches out of
generating the complex reports needed to
comply with EEOC requirements and monitoring affirmative action plans.
The old adages provided not only the
basis for the thinking that went into both
Payrolland Personnel Resources, but allof
theHumanResourcespackages theyare
integrated�with�—�Profit�Sharing,�Pension,
COBRA,andFlexResource.
No matter what anyone says, when it
comes to managing your business, you can
get good help these days. From a certain
software company, that is. For more information, callus at (404) 239 -INFO.

N i p
Dun& Bradstreet Software
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to allocate or assign costs. Costs that
cannot be charged directly should be
assigned to the product through activity-based costing.",
This modern advice dovetails with
my illustration, which demonstrates
that the techniques recommended for
marketing cost analysis at least 20
years ago are conceptually equal to
those now being recommended for
production costs by Robert Kaplan,
William Ferrara, Michael Ostrenga,
and others contributing to the deluge
of activity-based costing literature'.
The only differences are that only marketing costs were involved, the state of
technology was less developed, and
the accounting profession did not recognize the importance of marketing
costs and the methods being recommended.

Marketing costs,
particularly
physical
distribution costs,
must be taken
into account
when pricing
products and
making other
management
decisions.

he main theme of management
accounting journal articles in recent years has been world -class
competition, emphasizing the gradual
slipping of U.S. manufacturers, particularly in comparison with Japanese
manufacturers. Production costs have
been the center of attention, while
marketing costs have been ignored.
We must focus on marketing costs as
an important component of the total
cost of a product.
The use of activity-based costing
techniques for marketing functions
arose during the years 1968 through
1973 when marketing executives
urged members of the accounting profession to develop a better system of
38

identifying, classifying, and allocating
physical distribution costs. At that
time, several articles C'mcluding one of
mines) isolated the activities in the major marketing functions. Cost drivers,
a modern euphemism for activity bases, were identified for each activity
within the marketing functions.
Techniques that resemble the recently discovered activity-based costing system and the total cost concept,
which is the forerunner of total cost
management, were discussed thoroughly and recommended for physical
distribution costs at the request of the
marketing managers of several hundred U.S. corporations. The accounting profession largely ignored the recommendations of the practitioners and

$
$
$
$

12,000
12,000
9,000
6,000
4,000
43,000
47,000

WE MUST EMPHASIZE

MARKETING COSTS

$

$

$
$

25,000
20,000
10,000
10,000
2,000
67,000
33,000

$

A
500,000
400,000
100,000

Product Line
B
240,000
150,000
90,000

$

$
$
$

49,000
40,000
27,000
20,000
10,000
146,000
64,000

$

Total
Company
980,000
770,000
210,000

$

$
$
$
$

Sales revenue
Cost of sales
Gross margin
Less:Expenses
Selling
Advertising
Warehousing
Packing and shipping
General office
Total expense
Operating income (Loss)

$

TABLE 5 /ATLANTA COMPANY PROFITABLITY STATEMENT BY PRODUCT LINE
(ALL TERRITORIES) YEAR 19X1
Allocation
Basis

C
240,000
220,000
20,000
12,000
8,000
8,000
4,000
4,000
36,000
(16,000)

5% of sales
$.40 /unit sold
$.10 /lb. shipped
$.20 /unit sold
$20 /order

,

overlooked the fact that physical distribution activities have cost characteristics similar to those of production activities. Now, 20 years later,
accountants are attaching new names
to these same techniques. Activitybased costing techniques have been
and should continue to be applied to
marketing costs to assist companies in
management decision making.
■
Ronald J. Lewis is professor of accounting at Central Michigan University in
Mt. Pleasant, Mich., and a member of
the Saginaw Valley Chapter of the IMA,
through which this article was submitted. He holds A.B. and A.M. degrees
from Wayne State University and a
Ph.D. degree from Michigan State University. Formerly he was the vice-president of academic affairs at Tri-State
University, Angola, Ind. He may be
reached at (517) 774-3796.
' Michael R. Ostrenga, "Activities: The Focal Point of
Total Cost Management." MANAGEMENT ACCOUNTING%, February 1990, pp. 42 49.
'Robert S. Kaplan, 'The Four -Step Model of Cost
Systems Design," MANAGEMENT ACCOUNTING®,
February 1990, pp. 22-26. Also, William L Ferrara,
"The New Cost/Management Accounting: More
Questions than Answers," MANAGEMENT ACCOUNTING(&, October 1990, pp. 4852.
'Ronald J. Lewis, "Strengthening Control of Physical
Distribution Costs," Management Services (AICPA),
January- February 1968. Also, J•L. Heskett, R.M. Ivie,
and N.A. Glaskowsky, Jr., Business Logistics Management ojPhysical SupplyandDistribution,The Ronald
Press Company, New York, N.Y., 1964.
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AREYOUDISTORTING
COSTSBYVIOLATING
ABCASSUMPTIONS?
factorsin
Homogeneity and proportionality are key
cost data decisions.

BY HAROLD P. ROTH, CMA, AND
A. FAYE BORTHICK, CMA
ecent articles' on activitybased costing (ABC) make the
process seem easy: identify
cost drivers, establish driver cost relationships, implement the drivers, and bask in the glory of better decision making based on knowledge of
real product costs. But are you sure
you picked the right drivers? Are you
sure the relationships are meaningful?
Can the required data be collected on
a regular basis to monitor driver -cost
relationships?
If you answered yes to these questions, keep basking in the glory of bet

ter decision making. If you answered
no to any question, or even if you are
just uneasy about a response, then you
may have encountered a pitfall of activity-based costing— failing to satisfy its
underlying assumptions.
Although ABC systems often provide better product cost data than volume -based systems, they are based on
a number of assumptions that should
be evaluated before ABC costs are considered superior. If the data do not satisfy the assumptions,' ABC costs may
not be any more reliable than the costs
provided by simpler volume -based systems.
Two assumptions underlying activity-based costing are:

1. The costs in each cost pool are driven by homogeneous activities.
2. The costs in each cost pool are
strictly proportional to the activity.
The first assumption, homogeneity,
means that the costs in each pool are
driven by a single activity or by highly
correlated activities. Highlycorrelated
means that changes in the level of one
activity are accompanied by proportional changes in the other activities.
The ideal situation is to have perfect
correlation (correlation value of one),
which means that proportional changes in related activities are identical.
The homogeneity assumption will
be violated if the costs in a cost pool
im Olive

In textile mills such as the one above, will an activity-based costing system give you more reliable cost data than a volume-based system?
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39

are driven by two or more not highly
correlated activities but only one of the
activities is used to assign all costs in
the cost pool to products. Under these
conditions, some costs are assigned to
products on an arbitrary basis. The ar-

bitrarily assigned costs are those
caused by an activity or activities not
used as the cost driver.
'Me second assumption, proportionality, means that all costs in the
cost pool should vary proportionally

A. Cost Data
Source
Raw materials
Direct labor
Traced overhead
Indirect overhead:
Setup
Power
Activity Data
Source
Number of units produced
Setup activities:
Minutes to perform setups
Units of supplies used
Power department activities:
Kwhrs used in production
Kwhrs used at capacity

will

TABLE 1 /COST AND ACTIVITY DATA
Product A

Product B

Total

$20,000

$20,000
5,000
15,000

$40,000
10,000
30,000

5,000
15,000

30,000
54,000

B.

Product B

Total

10,000

20,000

100

1,800
50

3,000
150

200,000

400,000

600,000

600,000

600,000

1,200,000

Product A
10,000
1,200

TABLE 2 /ASSIGNMENT OF SETUP COSTS TO
PRODUCTS: TIME AND SUPPLIES
A. Calculation of Rates
Rate for time - related costs
Rate for supplies costs

$15,000/3,000 minutes
$15,000/150 units

B. Assignment of Costs to Products
Source
Product A
1,200 X $5 = $6,000
Time
100 X $100 = 10,000
Supplies
Total
$16,000

= $5 per minute
= $100 per unit

Product B
1,800 X $5 = $9,000
50 X $100 = 5,000

$14,000

TABLE XASSIGNMENT OF POWER DEPARTMENT
COSTS
A. Calculation of Rates
Usage rate
Capacity rate

with changes in the activity level. This
assumption will be violated by several
conditions, including the presence of
nonlinear costs. For example, costs
that are subject to the learning curve
phenomenon will violate the proportionality assumption. The assumption
also will be violated if both fixed and
variable costs are included in the same
cost pool and they are assigned to
products as if they were strictly variviolate this
able. Finally, joint costs
assumption when they are not strictly
proportional to the activity.
When any of these conditions exists, ABC may not produce better cost
data than traditional volume -based
costing. The following illustration
shows how violating these assumptions can result in distorted product
costs.

$24,000/600,000 kwhr = $0.04per kwhr
per kwhr

$30,000/1,200,000 kwhr = $0.025

B. Assignment of Costs to Products
Product B
Source
Product A
400,000 X $0.04 = $16,000
200,000 X $0.04 = $8,000
Variable costs
Fixed (capacity)
600,000 X $0.025 = 15,000 600,000 X $0.025 = 15,000
costs
$31,000
$23,000
Total

THE DANGEROfNOTSATISFYING
ABCASSUMPTIONS
o illustrate how an ABC system
may provide unreliable cost data,
assume that a company produces
two products, A and B. During the
month, the company produces 10,000
units of each product. Costs incurred
for production during the month are
shown in Table 1, Part A, and the activity data are shown in Part B.
The product costs in Table 1 include raw materials, direct labor, and
overhead that can be traced directly to
each product. In addition, two overhead costs, i.e., setup and power department costs, have not been assigned to the products. These two
costs will be used to show how product
costs will be distorted if the two assumptions discussed earlier are violated. The setup costs illustrate the danger of using a cost pool containing
nonhomogeneous drivers. The power
department costs illustrate the danger
of using a single activity to assign costs
when the cost pool contains some
costs that are not strictly proportional
to the activity.
Distortion from nonhomogeneous
cost drivers.To illustrate the distortion
from nonhomogeneous cost drivers,
let us assume setup costs are assigned
to the products using a single activity
when actually they are driven by two
activities. If the activity used for assigning costs is setup time, the minutes for that activity as shown in Part
B of Table 1 will be used to assign the
costs. When the total setup costs of
$30,000 are divided by the total setup
minutes of 3,000, a rate of $10 per minute results. Multiplying this rate by the

minutes for each product assigns
$12,000 ($10 x 1,200) to Product A and
$18,000 ($10 x 1,800) to Product B.
The flaw with this assignment is
that the setup costs really are driven
by two factors, time and supplies. Assume an analysis of the setup costs
shows that $15,000 is related to time
and $15,000 is related to supplies. Table 2, Part A, shows the calculation of
the rate per unit of activity, and Part B
shows the costs assigned to each product when they are assigned using the
appropriate bases. With these bases,
the setup costs assigned to Product A
are $16,000 and to Product B, $14,000.
Thus the setup costs assigned to Product A should be higher than those assigned to Product B. However, the use
of a single rate based on time causes
more of the setup overhead to be assigned to Product B, resulting in distorted product costs.
Distortion from nonproportional
costs. The power department costs illustrate how the assignment of a cost
that is not strictly proportional to the
activity can distort costs. In this illustration, the total cost of the power department is $54,000, as shown in Table
1. A single rate for each kilowatt hour
(kwhr) used in the production process
would be $.09 ($54,000 /600,000). This
rate assigns $18,000 ($.09 x 200,000) to
Product A and $36,000 ($.09 x 400,000)
to Product B.
The flaw with using a single rate for
assigning the power department costs
is that some of the costs are not strictly
proportional to the kwhrs used. They
are the costs incurred to provide the
capacity to manufacture some maximum quantities of Products A and B.
Assume an analysis of the power department costs shows that $30,000 of
the total are fixed costs incurred to
provide capacity and $24,000 are van able costs incurred in generating the
electricity. If the maximum capacity
for each product requires the kwhrs
shown in Table 1, better product cost
data will be provided by assigning the
variable costs on the basis of kwhrs
used and the fixed costs on the basis
of capacity. Table 3 shows the assignment of costs using this procedure.
The results are $23,000 of power department costs assigned to Product A
and $31,000 to Product B.
When you compare the costs assigned to each product in Table 3 with
the costs using a single rate, you see
that Product A's costs are understated
using a single rate and Product B's
cost are overstated. Thus, the costs are
distorted when the assumption of
MANAGEMENT ACCOUNTING /NOVEMBER 1991

TABLE 4 /COST SUMMARY
A. Nonhomogeneous Setup and Nonproportional Power Costs
Source
Product A
Product B
Raw materials
$20,000
$20,000
Direct labor
5,000
5,000
Traced overhead
15,000
15,000
Assigned overhead:
Setup
12,000
18,000
Power
18,000
36,000
Total
Cost per unit

$70,000

$94,000

$7.00

$9.40

B. Homogeneous Setup and Proportional Power Costs

Source
Raw materials
Direct labor
Traced overhead
Assigned overhead:
Setup (from Table 2)
Power (from Table 3)

Product A

Product B

$20,000
5,000

$20,000
5,000

15,000

15,000

16,000
23,000

14,000
31,000

$79,000

$85,000

$7.90

$8.50

Total
Cost per unit

costs proportional to activities is not
satisfied.
Table 4 summarizes the distortion
in this illustration. If the costs are assigned using a single rate for each
pool, Product A has a cost of $7 per
unit and Product B, $9.40. However,
using cost drivers that do not violate
the assumptions results in a unit cost
for Product A of $7.90 and for Product

B, $8.50.

EVALUATINGWHETHERTHE
ASSUMPTIONSHOLD
ecause ABC may produce distorted product costs, accountants and managers need to be
able to evaluate each cost pool to determine if the assumptions are met.

TABLE 5 /13EGRESSION RESULTS FOR SETUP COSTS
AND ACTIVITIES
A. Minutes as the Independent variable
Constant
Standard error of the estimate
R- squared
0.779479
X Coefficient
1.165131
Standard error of coef.
B. Minutes and supplies as independent variables
Constant
Standard error of the estimate
R- squared
X Coefficients
Standard error of coef.

553.2312
130.4427
0.009238

0
0

1

Minutes

Supplies

5
0

100
n

The regression equation
Total setup costs = 0 + ($5 x setup minutes) + ($ 100 x supplies used)
The incremental costs of $5 and $100 per unit of activity are the
X coefficients from the regression results.
41

The two assumptions considered here
may be evaluated with regression analysis, performed with statistical software or spreadsheet programs. The
data for this illustration were analyzed
using the regression function of Lotus
1-2-31 , version 2.01.
Evaluating homogeneity of cost pools.

To evaluate whether all costs in a cost
pool are driven by a single activity, you
can conduct a regression analysis using the activity as the independent
variable and the cost as the dependent
variable. This analysis will provide a
statistic that can be used to evaluate
whether the costs are associated with
a single activity.R2 , known as the coefficient of determination, will have a
value between zero and one. An R' of
one means that costs vary exactly with
changes in the activity. An R2 of zero
means that none of the changes in
costs is associated with changes in the
activity. An R2 between zero and one
means that some, but not all, of the
changes in the costs are associated
with changes in the activity.
In analyzing setup data for the example using minutes as the independent variable, the R2 is .009 as shown
in Table 5, Part A9 Thus, using time as
the sole cost driver does not account
for very much of the change in the setup costs, and some other activity must
be driving some of the costs in that
cost pool. In this case, the other activity is supplies used. When both supplies and minutes are included as activities (i.e., independent variables) in
the analysis,' the R2 is approximately
1.00, and all of the changes in the costs
are accounted for by the regression
equation. The results of the regression
analysis are shown in Table 5, Part B,
followed by the regression equation.
The high R2 occurs because the costs
are a function of just these two activities. In practice, theR2 probably would
be somewhat less than one, and the accountant's professional judgment
would be needed to determine whether the assumption was satisfied.
Evaluating proportionality of costs.
The second assumption, that costs are
strictly proportional to the activity, also can be evaluated with regression
analysis. If kwhrs and costs for the
power department are available for
several months, a regression analysis
can be conducted to determine if there
is a significant constant term. If there
is, all the costs are not strictly proportional to the cost driver activity.
To determine whether there is a
significant constant term, assume the
data in Table 6, Part A, represent pow42

TABLE 6 /11EGRESSION ANALYSIS OF POWER
DEPARTMENT COSTS AND KWHRS USED
A. Data
Month

Kwhrs Used

Cost

1
2
3
4
5
6
7
8
9
10
11
12

500,000
450,000
525,000
620,000
630,000
740,000
490,000
620,000
640,000
550,000
570,000
590,000

$50,000
48,000
51,000
54,800
55,200
59,600
49,600
54,800
55,600
52,000
52,800
53,600

B. Regression results: kilowatt hours as the independent variable
30,000
0
1

Constant
Standard error of the estimate
R- squared
X Coeff icient:
Standard Error of Coef.

er department costs and kwhrs used
for the year." The regression results in
Table 6, Part B, show a significant constant term of 30,000.11 If this constant
term represents capacity costs, assigning them to products using a measure
of capacity will provide better costing
results than assigning all costs using a
measure of actual activity.
As we have shown, although activity -based cost systems generally provide better cost data than volume based systems in complex,
multiproduct production environments, they also can distort product
costs if the assumptions underlying
ABC are violated. Two of these assumptions can be evaluated using regression analysis, which can be performed readily on a personal computer
with statistical software or a spreadsheet program. It's a good idea to carry
out this evaluation before using ABC
costs as relevant product costs. 1111
Harold P. Roth, CMA, CPA, is an associate professor of accounting at The Uni-

versity of Tennessee Knoxville. He holds
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' H. Thomas Johnson, "Activity-Based Information: A
Blueprint for World-Class Management Accounting," MANAGEMENT AccouNnNG®,June 1988, pp.
23-30; Robin Cooper and Robert S. Kaplan, "Measure
Costs Right: Make the Right Decisions," Harvard
BusinessReview,September -October 1988, pp. 96103; Harold P. Roth and A. Faye Borthick, "Getting
Closer to Real Product Costs," MANAGEMENT AG
COUNTING®, May 1989, pp. 28-33; Robin Cooper,
"Cost Classification in Unit -Based and ActivityBased Manufacturing Cost Systems,"JourxalofCost
Management, Fall 1990, pp. 4.14.
'George J. Staubus explored several assumptions of
activity costing in Activity Costing and Input- Output
Accounting,Richard D. Irwin, Inc., Homewood, III.,
1971, and Eric Noreen discussed the necessary and
sufficient conditions for the relevance of activitybased costs in "Conditions Under Which Activity Based Cost Systems Provide Relevant Costs, "Jour nal ofManagement Accounting Research, Fall 1991,
pp. 159.168.
'The Lotus command to perform the analysis is:
/D(ata)R(egression), where the X -range is set to the
column containing the minutes (the independent
variable), the Y -range is set to the column containing
the setup costs (the dependent variable), the I(ntercept) is set to compute, the Output -range is set to the
upper lefthand corner of a range of cells to receive
the regression output, and G(o) generates the regression.
'The Lotus command is like the earlier one except
that the X range is set to include the two columns,
which must be adjacent containing minutes and supplies (the independent variables).
"The X range is set to the column containing kwhrs
used and the Y- range, to the column containing
costs; otherwise, the Lotus command is like the previous ones.
'Lotus does not provide the level of significance, but
the constant term must be significant if the R' is one.
If necessary, the significance can be evaluated with
a test of the standard error of the constant, or the
regression can be performed with statistical software that gives the significance level.
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Bartering:
An Ancient Concept Revived
Want to get ridofunsalable inventory? Exchange it.
Four By

BYROBERTB.
SWEENEY AND
JAMES M.LUKAWITZ
he recession has
made news for
months now,
along with its accompanying unsold inventory, surplus capacity,
slower - paying customers,
and a resulting shortage of
cash. Businesses had
braced for a slowdown,
turning their attention to
various strategies that
have been helpful in getting through the downturn.
One such strategy is a
return to one of the oldest means of doing business— bartering. Many
feel that bartering provides a method of shoring up business by conserving cash, moving
slow inventories, disposing of excess capacity,
acquiring needed goods
and services, and providing an effective method
of operation, particularly
in recessionary times.

services or for trade
credits or coupons,
which can be used in the
future to purchase goods
and services.
Today you can trade
almost anything ranging
from dental services to
airplanes and yachts. For
example, goods which
have been bartered include office furniture,
supplies, vehicles, art,
and computers. Services
provided through bartering include hotel accommodations, rental cars,
airline seats, country
club memberships, advertising, doctors' fees,
accounting
services,
printing services, maintenance fees, and baseball
tickets.
1984 OLYMPICS
BARTER GAME

renowned case of
bartering involved
the Los Angeles
Olympic
Organizing
Committee swapping licensing rights to the logo
Through bartering, a toy company could sell its excess doll inventory to
and mascot during the
an exchange company and later buy products it needs, such as furniture
SOME BIG NAMES
or trucks.
1984 Olympics for variPRACTICE
ous goods and services:
BARTERING
United Airlines traded
airline tickets, General Motors exchanged the use of 500
artering is on the rise in the United States today, esBuick autos, and Fuji Film provided 250,000 rolls of film and
timated at $6 billion annually, and increasing at an exprocessing in exchange for licensing rights?
ponential rate. The Wall Street Journal estimates that
How It Works. Bartering, as it is practiced today, differs
more than 175,000 businesses, primarily smaller firms, are
slightly from the traditional concept. Traditionally, a barter
resorting to bartering. However, this is only part of the picconsisted of trading one good or service for another good
ture because many of the corporate giants, such as Xerox,
or service. The rapid increase in bartering has been abetted
Shell Oil, and Pepsico, have become active barterers.'
by the addition of a new type of currency —trade credA major benefit of bartering is that it allows a firm to conits— sometimes called trade units, trade dollars, or coupons.
serve cash by swapping instead of buying. Not only can you These trade credits are issued by a barter company and are
conserve cash by stemming outlays, but you can avoid write used to acquire goods or services within a specified period
offs and get rid of unsalable inventories, increasing revenue. of time, such as three years.
That is, you can exchange inventories, which otherwise
Today barter exchange companies that serve as middlemight be sold only at distress prices, for needed goods and
men or facilitators of barter transactions operate under two
MANAGEMENT ACCOUNTING/NOVEMBER 1991

43

distinct sets of guidelines. They function either as a clearinghouse or as a broker.
Clearinghouse Companies. A barter exchange company
that employs the clearinghouse approach purchases goods
and services from clients with trade credits. The number of
trade credits or trade dollars given usually would be equal
to the prevailing market price of the goods involved — retail,
for example.
To illustrate, assume a toy company is carrying an inventory of dolls that cost $300,000 and that usually would be sold
to its distributors for $700,000. Due to the excess inventory
of dolls, they could be sold only under distress conditions
for $400,000. The barter exchange company agrees to purchase them for $700,000, paid in trade dollars. The toy company can use these trade dollars to acquire other goods or
services from the barter company to the extent such goods
or services are available. A second restriction is that these
trade dollars must be used within three years. The barter
company maintains an inventory of goods and services it
acquires in the same manner
it purchased the dolls. Thus,
the toy company may purchase furniture from the barter company using trade dol1
lays. The furniture would be
priced at market or retail
price. In addition to the trade
dollars, the barter company may charge a membership fee,
say $500 a year, plus an exchange fee, possibly 5% of each
transaction. These fees generally are paid in cash, U.S. dollars, that is.
Broker. A barter exchange company may function more
as a broker than as a clearinghouse. In such cases, the company may be designated as a reciprocal trade company. The
barter company purchases goods or services from a client
for trade dollars. These items either may be sold to other
clients or simply sold in the secondary market The toy company then decides what it needs —for example, trucks. It
goes to the market and determines the best price it can get,
say, $200,000. The barter company is informed of the need
for trucks and the best available price. Because of the volume, the extent of its market, and the use of networking, the
barter company is able to acquire goods and services at better prices than the toy company. In this case, the vehicles
can be purchased by the barter company in the secondary
market for $125,000. The barter company would then purchase the trucks and sell them to the toy company for
$200,000 -- $125,000 paid in U.S. dollars and $75,000 paid
with trade dollars. As with a clearinghouse firm, there may
be an exchange fee added.
Note that the barter company functions somewhat like a
tiny government, establishing its own economic system and
issuing currency —the trade credits or trade dollars. This
currency can be used only for transactions both directly and
indirectly with the barter company. The indirect recipient of
the trade dollars, the toy company in our example, may use
these trade dollars to pay bonuses to its employees who, in
turn, may use them in dealing with the barter company.

pany's inventory or for items the barter company acquires.
The nominal value of these trade dollars generally is not
equal to the face value. That is, an item which is acquired
from a barter company for 10,000 trade dollars might be purchased on the secondary market or through a discounter for
7,000 U.S. dollars. Further, there is a time limit or life of the
trade dollars. If not used within the specified period, these
trade dollars become worthless.
Other even more serious problems may occur. Coleco,
a toy company, is a case where bartering may have contributed significantly to its downfall. Coleco traded toys, including its popular Cabbage Patch dolls, to Admerex International in exchange for television commercial time. In this type
of barter, determining a "fair" exchange is difficult because
the value of a 30- second commercial slot drops rapidly as the
broadcast date approaches: its value is zero if it is not sold.
In Coleco's case, Admerex then sold the toys to a company
specializing in closeout products, which in turn sold some
of them to Coleco's regular
customers for considerably
less than Coleco's wholesale
price.
While initially Coleco fared
well by avoiding writeoffs,
boosting cash flow, and reporting increased revenue
from disposing of excess inventory, a downward spiral
commenced. Problems were exacerbated when Coleco's
regular customers started buying Coleco toys from the discounter at one -third less than the wholesale price and returning them to Coleco for full wholesale credit Further, Coleco
salesmen demanded commissions based on wholesale prices for toys traded to Admerex at considerably lower prices.'
Accounting Problems. Several accounting problems arise
in recording transactions with barter companies. The most
significant is the recognition of gains and losses resulting
from barter transactions. This problem is amplified when
substantial time expires between the receipt and use of trade
credits. A related problem is the carrying value of trade units
or trade dollars on the recipient's books. When an organization deals with a barter company, the value assigned to the
trade credits received must be determined. A corollary issue
is determining when to recognize revenue from exchanging
goods or services with a barter company for trade credits.
Additionally, when you use these trade credits to acquire
other goods and services, a decision must be made how the
acquired items are to be valued —that is, at what amount you
record them on your books.
While trade credits, generally denominated as trade dollars, are in the amount you would receive in the primary market, it generally is acknowledged that a trade dollar is not
equal in value to a U.S. dollar because the reason you took
a trade dollar is that you were unable to receive that amount
of U.S. dollars. Further, if the trade dollars are not used within a specified time period, they expire and become worthless.
Finally, when the trade dollars are used to acquire other
goods or services, a decision must be made regarding the
cost of these assets.

A barter exchange company
may function
n more as a
broker than a clearinghouse.

BARTERING ISSUES
here are potential accounting problems in this arrangement The trade dollars are subject to certain
constraints. They can be used only with the barter
company and only for the items carried in the barter com44

APB No. 29 CAN HELP
esolution ofProblem. In resolving these issues, attention is directed initially to APB No. 29, Accountingfor
Nonmonetary Transactions, which provides guidance
MANAGI ;MEN'I'A[;000N'IlNIi /NUVEMBEK IWI

Richard T. Howitz

when exchanging nonmontween the fair market value
etary assets. Unfortunately,
of the assets, that is their
APB No. 29 was issued to
value in the secondary mardeal with traditional barterket, and their book value
ing where the exchange ocshould be recognized imcurs at a single point in
mediately if the earning
time or where the assets inprocess is essentially comvolved are known. Currentplete. Failure to use the
ly, barter companies protrade dollars within the
vide trade credits or
specified time period reprecoupons that subsequently
sents an action or lack of acmay be used to obtain
tion by management that
goods and services, providresults in a writeoff, and
ed the credits are used
this loss would be reflected
within a limited time periin the period in which the
od. Thus, the assets to be
trade dollars expire.
acquired with the trade
Should a transaction fee
credits are not known at
be charged when the goods
the time of the barter.
or services are exchanged
APB No. 29 indicates
for trade dollars, this fee
that in a nonmonetary exshould be recorded as a
change of dissimilar assets,
selling expense.
the fair market value of the
When the trade dollars
more reliable asset should
are used to acquire goods
be used. Where the exor services from or through
change is a good or service
the barter company, the acfor a trade credit, the more
quired goods or services
reliable asset would be the
should be recorded at the
good or service given up.
book value of the trade dolThe next issue involves aslars plus any cash paid.
Above: Livestock market In Cairo. This scene used to be the mein
certaining the fair market
Should a transaction fee
connotation of bartering, but today's version Is totally different.
value of that good or serpayable in U.S. dollars be
vice. Because bartering
charged in addition to trade
generally would not be used when the goods or services
dollars given up, this fee should be recorded as part of the
could be disposed of at normal prices obtained through gen- cost of goods or services acquired.
erally used channels, the selling price in the primary market
should not be used as the fair market value. The appropriate
ILLUSTRATION OF ACCOUNTING FOR
measure of fair market value should be the selling price in
BARTERING
the secondary market.
A corollary issue is when to recognize the gain or loss
hese problems are illustrated with two cases. In Case
from the barter. A pivotal factor is whether the exchange is
1, the company, Manufacturing, Inc., sells excess inconsidered to be one transaction with a time interval sepaventory for trade credits plus a transaction fee to a
rating the disposal of a good or service by a company and
barter company, Clearinghouse, Inc., which functions as a
the subsequent receipt of a good or service. An alternative
clearinghouse. Manufacturing, Inc., then uses the trade
is to consider it two transactions. The initial transaction is credits to purchase furniture from Clearinghouse, Inc.'s inthe exchange of goods or services for trade credits. The secventory.
ond transaction is the receipt of goods or services for trade
In Case 2, Fly -me Airlines sells its excess airline tickets
credits.
to Broker, Inc., a barter company operating as a reciprocal
Those who feel that this type of bartering represents a
trade company or a broker for trade credits plus a transacsingle transaction might defer any gain or loss until trade
tion fee. Fly -me Airlines then uses Broker, Inc., to purchase
units are used. Advocates of this position look to Emerging
a forklift, which is paid for using U.S. dollars plus trade dolIssues Task Force (ErM 87 -10 for support. This bulletin
lars. In this case, Fly -me Airlines first determines the best
recommends that television
price it can find for the forklift.
syndicators not recognize revBroker, Inc., acquires the veenue for commercial time rehicle for a lower price due to
ceived in a barter transaction
its position in the market and
until a noncancellable agreethen sells it to Fly -me Airlines.
ment for sale of the commerCASE 1— Manufacturing,
cial time is obtained'
Inc., produces security sysWe contend, however, that
tems it distributes through
the exchange of goods or serwholesale channels. At
vices for trade credits should
present it has excess invenbe considered to be a separate
tory with a book value of
nonmonetary
exchange.
$200,000 that usually would
Therefore, any gain or loss rebe sold at $600,000 in the
sulting from a difference bewholesale market. The best

A barter company functions
somewhat like a tiny
government, establishing its
own economic system and
issuing currency — trade
credits or trade dollars.
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price at which Manufacturing, Inc., can sell these systems
currently is $300,000 through a discounter. On May 1, 1990,
Clearinghouse, Inc., purchases these systems from Manufacturing, Inc., for $600,000 paid in trade dollar credits. However, Manufacturing must also pay a transaction fee of
$12,000 in U.S. dollars.
On July 1, Manufacturing, Inc., purchases furniture that
has a primary market value of $540,000 from Clearinghouse,
Inc., for $540,000 trade dollars plus a transaction fee of
$10,800.
On May 1, 1993, the $60,000 trade dollars remaining from
the sale of security systems to the barter company become
worthless because they were not used within the specified
period of three years.
These transactions would be recorded as follows on Manufacturing, Inc.'s books:
May 1, 1990
Trade Dollars (asset)
Selling Expense
Revenue
Cash
Cost of Goods Sold
Inventory

$300,000
12,000
$300,000

12,000
$200,000
$200,000

The $300,000 recorded for the trade dollars and revenue
is based on the fair market value of the inventory in the secondary market.
July 1, 1990
Furniture
Trade Dollars
Cash

$280,800
$270,000
10,800

The $270,000 credit to trade dollars represents 90%
($540,000/$600,000) of the book value of the trade dollars.
Four By Five.

May 1, 1993
Loss on Trade Dollars
Trade Dollars

$30,000

$30,000

The loss of $30,000 represents the 60,000 trade dollars
that expired.
Case II- Fly -me Airlines has 100 unsold tourist seats on
its May 15 flight to Paris that regularly sell for $480 each.
Discount fares on this flight are $300. Broker, Inc., a barter
company, purchases these tickets on April 15 for $48,000
paid in trade credits but charges Fly -me a transaction fee of
$1,920.
Fly. -me Airlines is in the market for a forklift truck. The
best price it can obtain through its normal sources is
$40,000. Fly -me contracts Broker, Inc., which uses its network to locate a forklift it can purchase for $32,000. Broker
then acquires that forklift which it sells to Fly -me on May
15 for $40,000 plus a transaction fee of $1,200. The $40,000
is paid as follows: $32,000 in U.S. dollars and $8,000 in trade
credits.
These barter transactions would be recorded as follows
on the books of Fly -me Airlines:
April 1, 1990
Trade Dollars
Selling Expense
Ticket Revenue
Cash

$30,000
1,920
$30,000
1,920

The $30,000 recorded for trade dollars and revenue represents the fair market value of the airline tickets in the secondary market
May 15,1990
Equipment- forklift
Cash
Trade Dollars

$38,200
$33,200
5,000

The $38,200 charged to equipment represents the book
value of the trade dollars given up plus the cash paid, including the transaction fee.
Bartering is gaining significantly wider use by businesses
of all sizes. Many benefits can arise from bartering, but care
must be exercised to see that the accounting records reflect
the economic results of the various transactions.
■
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if a company practices bartering, it must make sure its accounting
records reflect the transactions accurately - otherwise its products
might not reach store shelves.
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What a Controller
Should Know

Implementing EDI can be both a challenge and an opportunity.

BYJACK M.CATHEY
he past year has been a tough
one. Ou r company went
through two mergers and one
reorganization and has a new
CEO. But t hings fin ally seem to be returning to normal. I don't usually have
that tight feeling in my stomach when I
pull into the parking lot in the morning,
and I rarely h ave a h ea d ach e wh en I
Pull out at the end of the day.
Dien it happens ... just when 1 think
things are going smoothly, the vice president of marketing, Sharon Majors,
comes into my office late on a Friday afternoon. "You're not go ing to believe
this, "she starts off. I justgot back from
a trip to St. Louis with our Midwest sales
representative. Our last stop was Max Tech. 1 scheduled it so we could spend as
much time with them as they wouldgive
us. " MaxTech is our company's largest
customer. Last year their orders represented arou nd 4 0% o f sa les an d mo re
than 50% of profits. Because they represent such a sign ificant portion of o ur
business, everyone in our organization
works hard to meet their requirements.
Sharon continues, "Wh en we g ot to
MaxTech, they had set up a meeting for

us. In addition to the people I had expected to meet, their chiefinforrnation

officer

and a couple of MIS staff were there, too.
Soon after the meeting started I found
out what was up. MaxTech has decided
that they want to streamline some of
their internal operations. They have decided to implement an EDI system and
want its to be one of their test vendors.
They chose us because we have been so
cooperative in the past."
I don't hear the last sentence because
I am shuffling through my list of acronyms trying to decipher EDI. Finally I
remember that EDI stands for electronic
data interchange. My hazy recollection
MANAG hMhNI XXO UNrING /NOVEMBER 1991

An employee in a pharmaceutical company uses electronic data interchange to transmit
billing information.

is that EDI has something to do with
computers communicating with other

computers. `When do they want us to do
this ? "1 ask, hopingforan ayswersometime in the next century.
"They're not firm on their dates yet,
but it sounds like they would like a pilot
test about six to eight months from now,
followed by full implementation in 12
months. "
"Six to eight months!" I say. Here we
are again, thrown back into the crisis
mode that we had operated in for so
much of the past year. "Okay, I guess we
will need to get going soon. I'll set up a
meeting for early next week. "As 1 drive
home that night both my stomach and
my head are hurting again.
The scenario just described could
seem painfully familiar —or it could
seem unlikely —but electronic data interchange is rapidly becoming the way
business is done in a number of com-

panies. In 1989 three - fourths of the
Fortune 1,000 companies indicated
they either were using EDI or planning to use EDI. Because these large
companies buy from and sell to many
smaller companies, EDI is destined to
be the way a significant portion of business will be done throughout the
1990s.

EDI BASICS
filll technical description of EDI
would require many volumes,
but answers to the following
questions give a basic description.
What is F.DI?
Electronic data interchange is the
intercompany, computer -to - computer
transmission of business documents in
a standard format. This definition reveals several important features of
EDI. First, EDI is intercompany —it in47

What are the benefits of EDI?

EDI brings with it many significant
benefits. The most obvious is survival.
A few firms have said to their vendors,
"No EDI, no purchase order." Other
firms have begun to include EDI as an
important vendor selection criterion.
A second important benefit of EDI
is cost savings. Moving from current
paper -based systems to EDI provides
many opportunities to improve operational efficiency. Consider, for example, a typical sales transaction. A purchase order is prepared by a company
and mailed to another company. The
seller keys the information into an order entry system. Once the goods are
shipped, an invoice is prepared by the
seller and mailed to the buyer. The
buyer keys the invoice information into its accounts payable system. Eventually a check is prepared by the buyer
and mailed with a remittance advice to
the seller. The seller keys information
from these documents into its cash receipts system. Then the check is deposited in the bank and is routed
through the banking system back to
the buyer. Additional documents such
as purchase requisitions, picking tickets, production schedules, bills of lading, and receiving reports also are prepared for each transaction.
An evaluation of this typical transac48

lion reveals several inefficiencies. One
is the delay introduced by the mail system and by the check processing system. Another is the frequent rekeying
of data. Often the purchase order produced by one company's computer is
completely rekeyed when it is input into the sales order system of the other
company. The same rekeying process
occurs in reverse for the invoice. A
typical sales transaction can involve as
many as 10 to 20 different keying operations, many of them redundant A
full implementation of EDI can eliminate or reduce most of these inefficiencies. For example, an EDI purchase order can be transmitted and received,
usually within one day or less and with
no need for rekeying data
Additional cost savings have been
realized by firms implementing EDI.
They include reduced inventory levels
through a shorter order cycle, reduced
costs resulting from fewer keying errors and lost documents, and reduced
freight premiums.
While cost savings are substantial
for companies implementing EDI,
most firms report a more important
benefit of EDI — improved responsiveness to customers. EDI requires cooperation with trading partners. This cooperation has reduced conflicts
resulting from errors generated by paper -based systems, and improved com-

munication has increased trust. In addition, many other firms have reported
increased sales with EDI trading partners because they have better access
to timely information about customer
needs.
Who developed EDI, and who currently
uses it?

In 1968 a group of transportation
companies, the Transportation Data
Coordinating Committee (MCC),
commissioned a study of the feasibility
of using EDI in their industry. In 1975
the TDCC published the first standard
for the intercompany communication
of transportation data. Meanwhile, a
group of banks in California began to
assess the feasibility of eliminating paper checks. Their work and work of
the American Bankers Association led
to the formation of the National Automated Clearing House Association
(NACHA), which has recommended
standards for use in the communication of financial information.
During the 1970s and 1980s EDI expanded rapidly, becoming popular in a
number of industries including grocery, health care, retail, automotive,
chemical, and electronic. More than
5,000 firms are estimated to use EDI
now. A 1988 study of the Fortune 1,000
companies found that 35% were using
EDI, with another 20% planning for its

FIGURE 1l13REAKDOWN OF AN EDI TRANSACTION SET
PURCHASE ORDER
MaxTech, Inc.
3425 Industrial W ay
St. Louis, MO 63130

No. 4002
7/11/90

Vendor:
Webb Industries
2629 N. Point Drive
Asheboro, NC 27203
Price
Quantity
6

Unit

Part No.

Description

ea.

EFX -23A

Circuit board

v

volves communication and cooperation between different companies. It is
not something that a company can
choose to do by itself. For many companies EDI will require a movement
away from an adversarial buyer -seller
relationship with suppliers and customers toward a more cooperative
partnership -based relationship.
Second, EDI involves computer-tocomputer communication. The traditional forms of communication between companies consist of
combinations of mail, facsimile, and
voice communication and require a
significant amount of human involvement, often in clerical tasks. These
methods have been used for many
years but can be inefficient.
Third, as for all forms of communication, the two parties must agree
about the way the information is to be
communicated. Traditional business
forms include standard information.
For example, invoices include invoice
dates and amounts. Because EDI involves computer -to- computer communication the formats must be defined
more strictly than for traditional approaches, which rely on human interpretation.

Total

N

v

157.23

38
O

Data
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Data
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It's easier to find the transaction information you need from an EDI system than from bulging
shelves of paper documents like these.

use. By 1989, 75% of these same firms
either were using or planning to use
EDI.
What are the current EDI standards?
Data standards. As noted above, an
important characteristic of EDI is that
the data must be communicated in a
standard format. Over the years many
different formats have been proposed,
and today a number of them exist. At
present the most pervasive format for
EDI within the United States is ANSI
X.12, a standard developed by the
American National Standards Institute. It contains standard formats for
frequently used business documents
including purchase orders, sales invoices, requests for quotation, and
shipping schedules.
ANSI X.12 is a broad interindustry
standard, but a number of intraindustry standards also exist. For example,
the chemical industry has developed a
standard called Chemical Industry Data eXchange (CIDX). CIDX is compatible with X.12, but some industry standards, such as the retail industry
standard, Voluntary Interindustry
Communication Standard (VICS), are
not compatible with X.12.
At the international level the current standard is called EDIFACT (EDI
For Administration, Commerce, and
Transport). EDIFACT is being developed by a group commissioned by the
United Nations and will serve as the
standard for important markets including the European Common Market.
EDIFACT also is supported by the
U.S. Customs Service.
A closer examination of ANSI X.12
will reveal the nature of EDI stanMANAGEMENTACCOUNTING /NOVEMBER 1991

dards. X.12 is composed of transaction
set standards, a segment directory,
and a data dictionary. Figure 1 shows
how these items are related to a familiar paper purchase order. Documents
included in EDI transmissions are
called transaction sets. Each transaction set standard specifies the specific
data segments that make up that transaction set. Data segments are analogous to the lines on a business document. The segment directory defines
which data elements are included in
each data segment. Data elements are
analogous to the specific items of information, such as quantity ordered and
unit price, that appear in business documents. The data dictionary contains a
precise description of each data element, including its length, data type,
and an acceptable list of codes that can
be used in that element. In addition,
the X.12 contains a standard for how
transaction sets may be combined in
transmission, which is analogous to
the use of envelopes in paper document transmission.
Communication standards. Besides
the data standards such as X.12 (what
data are to be transmitted), a communication standard (how the data are to
be transmitted) also is needed. Generally, EDI standards do not include the
specific communication standard to be
used, and the parties who want to communicate must agree on this point.
Payment standards.While EDI standards such as X.12 provide a way to
communicate standard business documents, they do not provide a means for
the electronic payment of invoices because electronic funds transfer (EFT)
is regulated by the government and

the banking system. The automated
clearing house (ACH) system at
present contains several different standards for electronic payment. The first
ACH standard format was cash concentration or disbursement (CCD).
This format and several subsequent
ACH formats have been of limited use
because they have failed to provide either sufficient space for remittance information or, when space was included, no standard format for this
information. The Corporate Trade eXchange (CTX) format is currently the
only payment format to include support for the ANSI X.12 remittance advice. Effectively, the CTX format includes an electronic envelope
containing both the payment information and an X.12 remittance advice.
The primary limitation of this format is
that not all banks supporting EFT support the CTX format.
What are the hardware and software requirements of EDI?
EDI can be implemented across
many different computing platforms
that can be divided into two broad categories. At the low end of the hardware spectrum, a company can implement EDI using a microcomputer with
a modem. This solution is good for
smaller firms and for a company that
has only one or two trading partners
who require EDI. An adequate system
of this type can be purchased for an initial outlay of less than $2,500 for hardware; frequently, existing hardware
can be used.
At the higher end of the spectrum
are firms that expect a high volume of
EDI transactions and many trading
partners. This type of firm often will
use minicomputer or mainframe hardware. These systems require a much
more substantial investment, but,
again, existing hardware often may be
used.
In addition to hardware, a firm must
purchase or develop software to process and communicate EDI transactions. Actually, two different types of
software are needed. The first type is
the communication software that allows the computer to communicate
over a telephone line with another
computer. As noted above, the communication standards for EDI vary between trading partners, so the capability of the communications software
will vary as well. For microcomputers,
communication software can be purchased in the $100 to $200 price range.
Mini- and mainframe computer software is more expensive, running from
49

$1,000 up.
The second type of software needed
is called translation software. It is used
to translate the data transmitted to and
from your internal data formats into
the standard EDI formats. For example, translation software can be used to
translate a file of purchase orders created by your purchasing system into
ANSI X.12 format. Similarly, when you
receive an EDI invoice in X.12 format,
translation software can convert this
information into a format acceptable to
your accounts payable system. Microcomputer translation software can be
purchased for as little as $500 and up,
whereas minicomputer and mainframe software can run into the
$25,000 or more range. Translation
software often includes a communication software component as well, providing a single vendor solution.
Many companies choose to purchase translation software rather than
develop it internally. Most commercially available packages support more
than one EDI standard so a company
can do business with trading partners
who use different standards. Also,
many commercially available licenses
include an annual maintenance fee or
have an upgrade policy that allows the
purchaser to receive future releases of
the package. This feature is important
because EDI standards are still in a
state of development, and changes and

improvements occur from time to
time.
To summarize, a firm could purchase a small - scale, microcomputer based EDI system for less than $5,000.
Firms that implement their EDI system on minicomputer and mainframe
platforms and firms that choose to develop their own EDI software report
substantially higher implementation
costs.
NETWORKS
he final technological component of an EDI system is the network. For two computers to
communicate, there must be some
communications link. It is possible to
have one computer dial up another
computer directly, provided both have
the appropriate communication software and hardware. Most companies
choose, however, to use a third -party
network to connect to their trading
partners. In this environment a subscriber connects its computer to the
third -party network instead of to its
trading partner's computer. The subscriber then transmits all its EDI transactions to the network. The network
routes each transaction to the appropriate electronic mailbox, where the
message stays until the other trading
partner connects to the network and
downloads the transactions to its sys-

FIGURE 2 /EDI THROUGH A THIRD -PARTY NETWORK
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tem. Figure 2 displays a typical EDI
system that uses translation software
and a third -party network.
Third -party networks provide several benefits including 24 -hour access,
enhanced system security, and technical support. Additional services also
are available from many third -party
networks, including internetwork
gateways, translation services, and encryption and authentication services.
These additional services have led to
third -party networks being called value -added networks (VANS). The cost
of a third -party network varies substantially depending on the services
used. The structure of the charges is
similar to the structure of telephone
fees. At the most basic level are an initial start -up fee, a fixed monthly
charge, and a variable charge for usage. A company should choose a third party network based upon its expected
needs. If it is getting involved with EDI
at the request of a supplier or customer, it should check to see which network those parties use.
The bottom line is that for roughly
$3,500 initial cost plus monthly network charges a firm can begin to use
EDI. This cost would be for a microcomputer-based system with limited
translation features. For many companies that face a rapid, forced implementation of EDI, or for those that
want to conduct a low -cost pilot implementation, this approach is the best.
Of course, companies that want to benefit the most from EDI or that want to
make a more substantial commitment
to EDI will spend significantly larger
amounts.
EDI ISSUES
bile the technological hurdles that must be crossed to
do business with EDI seem
large at first, they are relatively small
compared with several important implementation, control, legal, and business issues that a company must address before making the leap to EDI.
Implementation issues. A firm first
should perform a cost /benefit analysis
to determine if implementing EDI is
the best course of action. Often this
analysis is simple —if the firm doesn't
do EDI it will lose a major customer.
In many other cases, however, the decision is not as clear.
Several important costs should be
considered when evaluating EDI. The
first is the cost of the hardware, software, and network services. Remember to consider both the initial costs,
MANAGEMENT ACCOUNTING /NOVEMBER 1991

such as hardware purchase and network setup, and the continuing costs,
such as network usage fees and annual
maintenance fees for the software. Another important cost is the cost of
training, which includes both the initial training and ongoing training of
new users and new employees.
As with many other technologies,
placing a dollar figure on the benefits
of EDI is more difficult. Perhaps the
most tangible benefit is keeping one or
more customers who will be lost if the
firm does not use EDI. Recall that one
of the primary reasons for the introduction of EDI was to eliminate the
time- consuming and costly process of
rekeying data. In addition, the cost of
correcting errors introduced by the rekeying process is eliminated. Finally,
in certain cases, a company that adopts
EDI can obtain a strategic advantage
over competitors who fail to do so.
Some companies have realized increased volume from current customers, and new customers as well, by
making it easier for customers to do
business with them.
Control issues. The specter of lost
control has prevented many companies from implementing EDI systems.
Traditional paper -based systems are
both familiar and well understood. The
controls included in these systems
have a proven track record. For example, most companies require that every
purchase order be signed by the manager of the purchasing function. This
control provides assurance that any
purchase is authorized by the organization. By their very nature, EDI systems eliminate many controls found in
paper -based systems. Therefore, it is
important that companies that move to
EDI systems consider how to replace
the controls in their existing systems
with controls in the new EDI system.
For example, the signature on the paper purchase order could be replaced
with a password validation procedure
in an EDI system.
Another important control issue is
the audit trail. Paper documents form
an important component in the audit
trail of most traditional systems. In an
EDI system these documents are no
longer produced, so it is important for
a firm to consider how to maintain an
audit trail. Actually, an EDI system
may provide a more secure and readily
accessible audit trail than a traditional
system. First, EDI documents stored
in machine-readable form may be
backed up, which provides security
not possible in a paper -based system.
Second, these documents can be acMANAGEMENT ACCOUNTING /NOVEMBER 1991

cessed much more quickly than paper
documents, which often are stored in
cavernous file cabinets. Thus, while
EDI systems may present significant
control issues, they do not necessarily
reduce the level of control compared
to traditional paper -based systems.
Legal issues.The legal system has
had a difficult time keeping pace with
the rate of advancement in technology.
As with many new technologies, EDI
is ahead of the current legal technology. Any firm that has chosen to move
into EDI operations should consider
the legal issues carefully. Of particular
importance are the contracts and obligations that arise from EDI transactions. For example, if you receive a
customer's EDI purchase order that
contains a significant error and subsequently ship goods to that customer, is
the customer bound contractually to
pay for the goods in the same manner
as it is in a paper -based system?
The answers to questions such as
this one are being addressed. The
American Bar Association has appointed an Electronic Messaging Service
Task Force Subcommittee to examine
several legal issues that arise from
EDI business transactions. The primary difficulty is that the current body of
law, including the Uniform Commercial Code that governs many business
transactions, was written in an era before EDI was a part of the way business
was being done.
This Subcommittee has developed
a document called the Model Electronic
Data Interchange Trading Partner
Agreement and suggests that companies doing business through EDI systems sign an agreement with each
trading partner. Trading partner
agreements define the legal parameters within which all EDI transactions
with that trading partner will be conducted. These agreements include
items such as EDI standards that will
be used, third -party networks to be
used, system security requirements,
methods of validating documents
transmitted, acknowledgments required, and transaction terms.
While many legal issues presented
by EDI are unclear, one thing is clear.
Any company considering EDI should
seek legal advice regarding EDI transmissions. It is not a safe assumption
that EDI means business as usual. Also, while many firms have avoided considering the legal ramifications of EDI,
it is much wiser to consider these issues early in the EDI process.
Business issues. While many of the
issues mentioned above are significant

and must be faced by a company
choosing to implement an EDI system,
the business issues represent the most
difficult to handle and the most important to address. There are at least two
important business issues.
The first is the necessity to completely rethink a company's relationships with both its customers and its
suppliers. Companies that move into
EDI will be forced to work closely with
their trading partners. The strategic
partnerships thus formed allow both
the buyer and the seller to benefit from
closer and longer -term relationships
and improved intercompany communication. These partnerships can be
formed with existing suppliers and
customers or with new suppliers and
customers who want to do business
the EDI way.
The second issue is the opportunity
to analyze and redesign existing transaction processing systems and controls. Many of these systems are not
the result of deliberate design but have
evolved, piecemeal, over many years.
During the process of implementing
an EDI system a company has the
chance to recognize inefficient and ineffective processes and controls. Unfortunately, many firms miss this op.
portunity by rushing a patchwork
implementation of EDI into their current operations.
Whether a company is choosing to
implement EDI for strategic reasons
or in response to the request of a major
customer or supplier, EDI represents
new opportunities and opens the way
for truly new and different ways of conducting business.
The future is now. Most projections
for EDI indicate that a substantial portion of business transactions will be
conducted using EDI by the year 2000.
The question is not whether to do EDI;
the question is when and how. Businesses that implement EDI strategically will position themselves for greater
success in the years ahead.
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DOCUMENTTHATSPREADSHEET!
Ifyou don't have a map you can get lost in the jungleofcells.

Lotus Development Corp

BY HELEN M.
SAVAGE
tom Visicalc
in the late
1970s to Lotus 1 -2 -3 Release 3.1, Quattro
Pro, and Excel in
1991, spreadsheet
programs have
transformed the
way in which financial analysis is performed.' Any of us
who have experienced the joy of
preparing pro-formas by hand —or,
rather, by erasure —must continue to marvel at the
ease with which
changes can be
made and results
Adequate documentation for a shared spreadsheet will keep a user from wasting time.
can be seen immediately.
The software
himself or herself, adequate documenits purpose, user instruction, and modthat originated as the automation of an
tation should be included in the file as
el history. Detailed documentation is
accountant's worksheet has become a
well
as on paper. Such files should inintended
to
annotate
computational
tool for a large and diverse group of
clude sufficient information to allow
sections of the model to aid debugging
people. The mathematical and statistifor normal memory lapses. Most PC
and later modification.
cal functions available have attracted a
users create many files in their work
wide following.
and
may be confused and frustrated
TYPES
OF
SPREA
DSHEET
MODELS
Spreadsheets cover a wide specwhen they return to a file only a few
ANDNEEDEDDOCUMENTATION
trum, from those used for simple, oneweeks old, because of the intervening
time calculations to large, complex,
activities. A minimal level of documenhe simplest spreadsheet models
three - dimensional spreadsheets incan be described asquick and dir- tation focusing on the purpose, inputs,
volving file linking and embedded
and outputs of the model will help to
ty, usually perfol'ined for a specifgraphics. Many of the small models
bring back the details quickly.
ic purpose with little labelling and no
are not saved for future use. Large
Often someone will develop a modmodels may be either computational
documentation. Many persons use
el
that
is general enough to be of benspreadsheets
as
they
might
have
used
models or databases — possibly both at
efit to other people in the organization.
a pocket calculator several years ago.
the same time. Use of these models alThese models may start life as personso covers a wide range. Because of the When a spreadsheet model is develal models, only to be identified later as
oped for an individual's own one -time
breadth of options, it is almost imposshared spreadsheets. When some or all
use, it usually is not saved and theresible to describe a typical spreadsheet
users of a spreadsheet have not been
fore needs no documentation.
model, or, for that matter, the developinvolved in its creation, adequate docNeed for documentation typically
ment process itself.
umentation becomes essential. Non comes with the second level or personAdequate documentation of sysdevelopers
have not thought through
al
model.
Usually
the
user
spends
extems and applications is important, yet
the creation of the model and identitra time organizing the layout of the
we often see or create spreadsheet
fied the inputs, processing, assumpfile and planning the output screens or
files that carry minimal, if any, docudocuments.
When
the
developer
plans
tions, and output requirements, yet usmentation. Broad documentation ining someone else's model confidently
to use the model repeatedly, if only for
cludes a description of the model and
52

MANAGEMENT ACCOUNTING /NOVEMBER 1991

requires thorough understanding of
these elements. Again, the extent and
type of documentation changes. Although basic user documentation
should be readable on screen, additional information in hard copy also
may be warranted.
The most formally structured models are developed specifically for use
by other people and frequently require
many more instructions and features
that make them easy to use. Such models should contain the most extensive
documentation, possibly even prompted input and menu - drivers processing.
When a model is commissioned, it
usually is developed according to the
user's needs. The intended user may
have limited spreadsheet skills so the
file must be very user friendly, possibly menu- or macro-driven. Often,
such a file may control input by protecting all but a few cells. Its primary
output may come in hard copy form,
possibly resembling known paper documents. Thus, extensive documentation is required —some for the intended user(s) and some for anyone who
might be called upon to make revisions in the future.

THEPURPOSESOF
DOCUMENTATION
here is a definite progression in
both the number of users of a particular model and the extent of
necessary documentation. Cost /benefit analysis should be applied to find
the best level of documentation. The
various purposes outlined in Table 1
are described below:
1. For description: Any spreadsheet intended for the use of others should
provide descriptive information
similar to the first pages of a book.
It should include the file name
and /or title of the model, the author, references that may assist the
user in understanding the model,
the model's overall purpose, and a
table of contents that identifies the
purpose and location of main areas
such as input, calculation, and output areas. This text should be included in the file. A common approach is to place such information
at the HOME position as a title
screen. A map on paper or a graph
in the file is recommended for models with many sections.
2. As user instructions: Users should
be provided with complete instructions for the use of the model, including directions for making inMANAGEMENT ACCOUNTING /NOVEMBER 1991

TABLE 1 /PURPOSES
AND METHODS OF
DOCUMENTATION
Purpose
Suggested Methods
Description Title screen
Map of file:
User instructions
Input area
Calculation area
Table of named
ranges
Update record
Macros
User
instructions

Text screen(s)
Macro to print
instructions
Assumption areas

Model
history

Special named range
listing details of
update record:
Date
By whom
What was changed
Where in file
Why

Debugging
aid

Annotation of ranges
and individual cells
List of named ranges
User instructions
Hidden cross footings

Revision aid Annotation of ranges
and individual cells
List of named
ranges
User instructions
puts — where, when, and how. For
example, users should be advised
whether percentages should be entered as decimals (14) or whole
numbers (14). In addition, warnings of possible difficulties should
be included along with an explanation of any built -in controls such as
cell protection. Instructions for
viewing or printing output also
must be included as well as information on the distribution of output
if intended for the use of others.
The title screen should give the location of instructions. A macro
could be created that permits the
user to move to the instruction area
or to print the instructions. In addition, if the instructions are extensive, hard copy should accompany
the disk containing the file.
3. As model history: It is not unusual

for a spreadsheet to be modified
over time, possibly by more than
one person. To avoid confusion, a
full record of changes should be included in the file itself as well as on
paper. This area of the file need not
be in a prominent place as long as
its location is included in the table
of contents. This record should include details of what was changed,
why, when, and by whom.
4. As a debugging aid: Documentation
included in a spreadsheet reports
what the model should do— information valuable to anyone attempting to locate problems or "bugs."
This purpose is the main reason for
cell or formula documentation.
5. As a revision aid: Successful modification of a spreadsheet is aided by
knowledge of named ranges, protected cells, location of macros, and
hidden columns and work areas.
This information saves someone
who attempts to make changes
from hunting for elements and perhaps finding the wrong ones. Location of such information should appear on the title screen.

DEVELOPINGTHESPREADSHEET
MODEL
n the traditional approach, creating
a spreadsheet model involves four
steps. I recommend and explain a
fifth step as an integral part of the
spreadsheet development process. Table 2 describes the information to be
collected at each of the first four stages
of development.
1. Define the problem. Determine the
purpose of the model, i.e., the information needed, a process that may
be as simple as deciding on a number or group of numbers to be calculated or as complex as designing
multiple output screens and /or paper documents. Make notes during
this step regarding the overall purpose, desired benefits, and expected outputs of the model.
2. Determine the processing and data
required by the output. This step
must follow the first, not precede it.
Once you have determined the desired output in Step 1, you can identify needed input data by considering the processing steps required to
yield the output. They must be defined very carefully because errors
at this stage will invalidate all later
work. You should specify lists of input variables and formulas for calculations in detail.
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TABLE 2 /INFORMATION
NEEDED FOR
DEVELOPMENT
Stage
Problem
definition

Information Required
Model purpose
Overall model layout
Expected benefits
Desired outputs

Determination Assumptions
of processing Formulas for
and inputs
calculation
Input data items
Constants
Output layout details
Design and
construction

Testing,
debugging,
revision

Model map
Location of areas
Named ranges
Macros
Additional
assumptions
Problems
encountered
Corrections made
Changes/
improvements

3. Design and build the model. This
step can be very time consuming
for all but the simplest of models.
Numerous articles have been published that guide the novice and the
expert through this process? I will
not detail the procedure here, but
several points are worth stating.
Take the time to plan the overall
model before creating the spreadsheet. A little time spent with paper
and pencil can save hours of revision later. Of particular importance
is the mapping of the whole spreadsheet, which includes deciding the
locations and content of the various
parts of the model. Several approaches are possible. Sections can
be ordered vertically, diagonally, or
horizontally, but I recommend a
corner -to -corner design, beginning
in the upper left or HOME position.
In this arrangement, each section of
the spreadsheet possesses column
and row independence from all other sections, permitting rows or columns to be inserted or deleted without affecting other parts.
Once the layout of the spreadsheet has been planned, you can develop individual sections. As an aid
to users, a spreadsheet should contain separate sections for initial data, such as constants and assump54

tions, for calculations, and for output, if formatted differently from
the calculation area. The output areas may be print ranges or graphed
data. You should keep records of all
blocks or areas of the model,
named ranges, macros, and assumptions behind the formulas.
4. Test, debug, and revise the model.
Only the simplest models will be
correct and usable on the first try.
As the complexity of the model increases, so does the effort required
to make it work correctly. Test the
model with data for which you
know the correct results. Make
notes of problems during debugging to aid future revisions.
5. Document the spreadsheet. The purpose of this article is to advocate
and justify a fifth step to the traditional development process —that
of documenting the spreadsheet.
With the guidance of the notes you
took in the first four steps, complete
the documentation as suggested in
the following section.

COMPRENENSIVE
DOCUMENTATION
wo types of documentation are
needed: comprehensive information regarding the model as a
whole and more detailed information
about specific parts of the model. The
former type can be given in immediately visible text, while the latter may involve hidden comments. Comprehen-

sive documentation includes:
Title screen.The simplest documentation often takes the form of one or
more screens at the HOME position.
Although a macro- or menu - driven
model often can operate without referencing this area, it is best to include it.
If a user inadvertently exits the macro
function, a move to the HOME position can provide restart instructions.
Figure 1 provides an example of such
a title screen. This example and those
that follow are taken from a small
spreadsheet designed to produce an
amortization table for a five -year bond
issue. This file was created in Lotus 12-3, Release 3.1.
Much of the following information
may be included in the title screen:
• Name of the model and file name.
• Purpose of the model, including a
description of the major inputs, processing steps, and outputs.
• Name (s) of author(s) and organizational affiliation, if any.
• Dates of the original file and latest
update.
• Locations of major areas of the
spreadsheet. Of particular importance are the locations of user instructions, a table of all named and
special ranges, the revision history
and update record, and areas annotating computations. Each of these
areas can serve as a key area of documentation. The listing at the home
position provides a quick reference
to the important locations in the

FIGURE 1 /SAMPLE TITLE SCREEN
A
1
2
3
4
5

A
B
C
D
E
F
5 YEAR BOND AMORTIZATION WORKSHEET

G

File Name: BOND5.WK3
Created:
Created by: H. Savage
Latest revision
Department: Accounting and Finance

H

10/23/90
1/20/91

6

7

Purpose:

Prepares payment schedule for five -year semiannual
bonds. Includes selling price, amortization of discount
or premium, interest expense, cash payment.

Map:

Title Screen
User Instructions
Input
Amortization Schedule
Range Table
Update Record
Macros

8

9
10
11

12
13
14
15

16
17

A1..H2O
A21. H20
163..K66
161..N100
0101, .U140
V141..AD160
AD161..AK180

18
19

20

Press {PageDownJ for user instructions.
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model. Newer spreadsheet prograins such as Lotus 1 -2 -3, Release
3.x, and Quattro Pro can display a
map of a file that distinguishes constant, formula, and label cells. A
hard copy of this map would be
valuable.
User instructions. Although written
or hard copy instructions should accompany any complex spreadsheet
model developed for use by someone
else, it is also advisable to have the basic instructions, perhaps abbreviated,
located somewhere in the file itself
(see Figure 2). If a user misplaces the
written documentation, use of the
model is not totally impossible.
User instructions should include a
complete explanation of the input required by the model, the assumptions
upon which the model is based, the
processing that will occur, and the output that will be produced. Users
should be told how and where input is
to be made. If you expect novices to
use the spreadsheet, the instructions
should reflect this fact. Detailed, step by- step guidance may be necessary. In
this case, it may be wise to list the specific input needed so that the user can
collect all necessary data before starting input and thus avoid surprises.
Some users may benefit from suggestions regarding the source(s) of input
data. The instructions are the appropriate place for warnings about the form
of input and for explanations of assumptions about input elements or
other factors. Extensive assumptions
deserve a special area whose location
is referenced in the title screen.
If the input process entails much
moving about the spreadsheet, ranges
or target cells should be named so that
users can use F5 (GOTO) and F3
(NAME) to move around.
Because the output of a model is
usually its reason for existence, the instructions to users regarding viewing
or printing of output must be complete. Some users may be more comfortable with hard copy output, so instructions must guide them through
the steps required to print any reports.
A skilled developer often will create
macros for this purpose. The power of
current spreadsheet programs permits
extensive formatting of output.
Table of range names. The ability of
the spreadsheet program to remember named ranges after the insertion
or deletion of rows and columns is an
important feature. If a range of cells is
not named, it must be referenced by
the addresses of two opposite corner
MANAGEMENT ACCOUNTING /NOVEMBER 1991

FIGURE 2 /SAMPLE USER INSTRUCTION SCREEN
A
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60

A
B
C
Instructions to Users:

D

E

F

G

H

TO PRINT THESE INSTRUCTIONS ON YOUR PRINTER HOLD
DOWN THE {Alt} KEY WHILE YOU PRESS THE LETTER I.
This model will prepare an amortization schedule for bonds having
up to 10 payment dates.
INPUT required:

NOTE:

Face amount
Coupon rate
Effective rate
Number of years. This assumes
semiannual interest payments.

Face amount should be entered with no punctuation
($100,000 should be entered as 100000).
Interest rates should be entered as decimals
(14% should be entered as ,14).
Press (PageDown) for more.

OUTPUT:
The amortization table can be viewed on the screen
by pressing F5 (GOTO) followed by F3 (NAMES).
Highlight the word SCHEDULE and press (Enter).
or
Press (PageDown) and (Tab) to see the schedule.
To print the schedule hold down the (Alt} key
and press P.

Press (PageDown and fTab) to see the schedule.

cells. Inserting so much as one row or
column will change these addresses.
Users then will have to keep track of
addresses of important areas for movement. If ranges are given names that
reflect their function in the model,
they are easier to remember.
Part of adequate documentation
should include a table of named ranges. Although it can be prepared manually, the spreadsheet program can
create such a table in a blank area of
the file, the recommended method for
completeness. Lotus 1 -2 -3 and Quattro
Pro will create this table listing the
range names alphabetically for the user's convenience. Use /Range Name
Table in Lotus and /Edit Names Make
Table in Quattro Pro (see Figure 3).
For information content, such a table
is incomplete because only the range
names and cell references are includ-

ed. The developer should add columns
to describe or explain the role of such
ranges. Macro names (if any) will be
included automatically in such a list
and may require special explanation
and instructions for use. If macro use
is extensive, it may be desirable to reference another place in the file or hard
copy text for more information.
Development and update record.
Few large spreadsheets are completed
without modification and debugging.
Some of the reasons for such changes
can be valuable for future revisions so
some information about these changes
should be recorded in the file. At a
very minimum, the revision record
should include information on the
who, what, when, where, and why of
any significant changes. Figure 4
shows an example. This information
need not be in a prominent area of the
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spreadsheet, but its location should appear in the HOME position screen.
The developer should consider the
importance of the model and the skills
and needs of intended users in deciding the extent of each of these types of
descriptive documentation. For a commissioned model, some, or perhaps
all, of this information also should be
printed out. It may be worthwhile to
create a macro that will print this documentation for the user.

DETAILEDDOCUMENTATION
uch of the information included under the heading of descriptive documentation involves broad areas of the spreadsheet
and overall processing. For many purposes, it will be adequate. However, if

the developer anticipates that the model will undergo serious revision or extension in the future, many benefits
will result from taking the time to document the spreadsheet in detail, especially the processing ranges. Doing so
also will enhance the model's auditability. In some instances annotating individual cells may even be desirable.
All major spreadsheet programs can
hide columns or the contents of individual cells, and Lotus 1 -2 -3, Release
3.x, and Quattro Pro both permit comments to be attached to formulas.
Range and cell documentation. Key
ranges in a spreadsheet should be annotated so a future user or modifier
can be sure of what processing is taking place. One option is to include
comment areas to the right of the actual computational area. If desired,

FIGURE ISAMPLE TABLE OF NAMED RANGES
A
101
102
103
104
105

106
107
108

109
110
111
112
113
114
115
116

117
118

119
120
121
122
123
124
125
126
127
128
129
130
131
132
133
134
135
136
137
138
139
140
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O
P
0
R
TABLE OF NAMED RANGES

S

T

U

V

Contains cells which require input.
163..K66
Provides instructions to users.
A21. H60
AD161..AK180 Includes instructions for programmed
macros.
Lists named ranges (this screen).
RANGES
0101..V140
Presents the amortization schedule.
SCHEDULE 161..N100
Descriptive info at HOME position.
TITLE
Al. H20
UPDATE
V141..AD160 Lists change record since file creation.
\I
AE164. ,AE164 Macro to print user instructions.
\P
AE166..AE166 Macro to print amortization schedule.
INPUT

INSTRUCT
MACROS

Data is range 0104..P112 is These comments must be added
manually by the model developer.
provided by program in
response to command to
create a table of range names.

these cells can be formatted as "hidden" so that the information is not a
distraction to users. If someone modifying the file at a later date needs this
information, the text is visible on the
control panel if the cell (s) is (are) highlighted. The methods suggested below and in Figure 5 for annotating individual cells also may be adapted to
range documentation. One particular
type of debugging aid is a crossfooting
check, which is often best hidden.
Important individual cells may require documentation— in Lotus 1 -2 -3,
Release 3.x, and Quattro Pro you can
attach a comment to a key formula. It
is done in the EDIT mode by typing a
semicolon after the formula and then
typing a comment. The semicolon
ends the formula; what follows is treated as a comment, is not executable,
and is visible only on the control panel
in READY mode when the cell is highlighted or in the EDIT mode. For
spreadsheet programs that do not permit the attachment of comments to a
formula, several alternatives exist.
Although most spreadsheet programs permit columns to be hidden,
placing documentary information in
hidden columns makes it invisible unless the user "unhides" the columns.
Columns can have a width as small as
one character, however. Combining
such narrow columns with the hidden
cell format allows comments that are
invisible on the screen but that show
on the control panel when the cursor
is on the cell. One difficulty exists in
using this method. If a column is inserted to annotate a cell that is within
a range referenced by an ® function,
such as @AVG or ®MAX, a cell with
label (hidden text in a narrow cell) is
evaluated as 0, so the function results
may be incorrect. It is not usually necessary to annotate every cell, so avoid
problems by placing comments outside the @ function range.
Alternative methods of documenting functions are possible. One method places the comments in the cell below the formula, formatted as hidden.
To place a comment in an otherwise
empty cell, enter the following: Plus
two sets of double quotes ( " " " ") and a
semicolon Q. The double quotes create an empty string formula (which appears as a blank cell) to which the comment can be added after the
semicolon. This method is possible because of the use of blank lines between
parts of a model.
Additional needs of more complex
models. More sophisticated models
may include menu macros. For inexpeMANAGEMENT ACCOUNTING /NOVEMBER 1991

i. .
w

rienced users, a menu -driven application minimizes the need to understand
the program and may reduce the instruction required.
Menu macros replace the spreadsheet's standard menus with application- specific ones. By nature, they control movement and activity within the
model and may prevent the user from
moving to the HOME position to view
a title screen without terminating the
operation of the macros. However, the
developer can control operation of the
model and still present the title screen
at startup. In addition, a menu option
may be included that permits users to
read or print instructions whenever
they choose. Because pressing ESC
terminates macros and thus permits
free movement around the file, the other suggestions for documenting the
file still can be used. The menu macros
themselves should be well annotated
to aid future modifications.
The latest generation of spreadsheets has added the possibility of a
third dimension to spreadsheet files.
Lotus 1 -2 -3, Release 3.x, permits creation of three - dimensional files as well
as file linking. Quattro Pro allows linking, loading multiple files into memo-

FIGURE 4 /SAMPLE UPDATE RECORD
A
141
142
143
144
145
146
147
148
149
150
151
152
153
154
155
156
157
156
159
160

V
W
X
Y
z
AA
UPDATE RECORD —FILE: BOND5.WK3
Date

By whom

AD

Where

Why

To reflect premium/
discount.

10/23/90
11/13/90

HS
HS

File Creation
Column heading

L69,M69

1/20/91

HS

Macro creation

AE164.166

ry, and grouping files as workspaces.
These enhancements increase the potential complexity of models as well as
the need for adequate documentation.
Several add -in products, designed to

[W12] ^Interest
[W12] ^Unamortized
[W12] ^Expense
[W12] ^Cash
[W12] @IF (K64 < K66, "Discount," "Premium ")
[W13] + L69
[W13] ^Book Value
[W12] ^Debit
[W12] ^Credit
(W12] @IF (K64 < K66, "Credit," "Debit ")
[W13] 'Balance
(W13] ^ of Bonds
(H) [W12] ' = eff ective rate' by / 2
Contents of these
(H) [W12] ' = face rate ' face amt. 12
cells is hidden on
(H) [W 12]'. col j - col k
the screen. Each
(H) [W 13]'- balance above + column
explains a column
(H) [W13] ' - balance above plus column I of the schedule.
(C2) [W13] - (K63 - N72)
(C2) [W13] + N66
(C2) [W 12] + N72 ' $K$66 / 2
(C2) [W12] + $N$64
(C2) [W12] (J 73 - K73)
(C2) (W13] + M72 + L73
(C2) [W13] + N72 + L73; adjust premium Comment is not executed.
This method is possible in
Lotus 1 -2 -3 Release 3.x
and Quattro Pro.
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What changed

FIGURE 5 /SAMPLE RANGE AND CELL
DOCUMENTATION
A:J68:
A168:
A:J69:
AX69:
A:L69:
A:M69
A:N69:
A:J70:
A:K70:
A:L70:
A: M70
A: N 70:
AXII :
A:K71:
A171:
A:M71
A:N71:
AW 72:
A:N72:
A:J73:
A:K73:
A:L73:
A: M73:
AN 73:

AB

To provide print
macros for
instruction and
schedule.

work with spreadsheet programs, are
available for more extensive annotation.
In deciding how much documentation to include, developers should select among the options according to
the skills of the intended users, the
scale of the model, and the likelihood
of future modification. In any case, the
fifth step in the development of spreadsheet files — documenting the spread sheet -man turn a spreadsheet into a
truly useful tool.
■
Helen M. Savage is an associate professor in the Department of Accounting
and Finance at Youngstown State University. She holds a Ph.D. from Kent
State Univ., and she is a member of the
Greater Youngstown Area Chapter,
through which this article was submitted.
'Barry E. C ushing and Marshall B. Romney, Accounting Information Systems, fifth edition, Addison Wesley, Reading, Mass., 1990.
'See, for example, Daniel Gasteiger, "Ibe Outs of
Spreadsheet Power," PC Computing, June 1990, pp.
109.116; Roger L Hayen and Richard M. Peters,
"H o w t o Ensur e Spre adshe et Int e gr i t y, " M AN AG E.
MEN-rACCOuN,nNGA9, April 1989, pp. 30-33; John M.

Nevison, "The Ins of Spreadsheet Power," PC Computing, June 1990, pp. 92 -105; and Dan N. Stone and
Robert L Black, "Building Structured Spreadsheets, "Journal of Accountancy, October 1989, pp.
131 -142.
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ACCOUNTINGFOR
REMOTELOCATIONS

Pointofsalecomputer systems are keys to success.
BY ROBERT M. YOUNG

ssuring that financial information is
reliable could be
the motto of any
management accountant
Maintaining this responsibility becomes more difficult when the point of We is
at one of a dozen remote locations and the method of
payment is usually cash. My
company, Pizza Hut, was
able to strengthen its control by using the new technology involved in today's
point of sale (POS) computers.
The food service industry changed for the better
when technology allowed
companies to go beyond
A point of sale computer helps waiters and waitresses at Pizza Hut to serve customers quickly, with
electronic cash registers,
which really were just calcu- exactly what they ordered.
lators with a cash drawer attached. The POS system is
Some of the more popular topping combinations are set
a computer able to do a number of complicated calculations,
up and priced out at the home office to enhance speed at the
control cash, and, most important, interface with a host sysrestaurant level when these items are ordered. Sales tax is
tem at the home office. At the same time, today's POS is user
friendly for the cooks and waitresses in a restaurant environ- calculated and added automatically. At the end of the day,
a computerized bank balance is calculated and compared to
ment As a result, the manager also has more time to spend
the restaurants actual bank deposit Any overage or shorton personnel and customer service rather than punching
age is indicated, and an investigation is made.
numbers for a report that probably will be obsolete by the
The host computer at the home office communicates with
time it is finished.
each restaurant at closing and generates a report to be rePizza Hut's management strengthened several areas by
viewed by staff the next morning. It details various categothe POS system.
ries such as in -house versus carryout and delivery, sandwich
Sales. All identified items for sale are set up first at the
or salad mix of sales, and the percentage of total sales each
home office and then downloaded to the restaurant's comrepresents. Also shown are the deposit made, overputer by way of the phone lines. Our restaurants offer variage /shortage, details of the various promotion and allowous combinations of pizza including three types of crust, four
ance items, and various miscellaneous items such as the
sizes, and any combination of 15 toppings. Drinks and nonnumber of customers served. At the end of the week, the
pizza food items also are set up. Each normal and promosales data are interfaced with the general ledger and posted
tional price is entered so that during ordering there is no
to the appropriate account automatically. Each restaurant is
opportunity for the cashier to make a mistake when chargresponsible for mailing in deposit slips and cash-paid-out reing the customer. Simultaneously, a receipt is printed in the
ceipts
and for verifying the information already posted.
kitchen so the product will be made with just the right comCost
of Sales. With standard product usage charts at the
bination of items. Of course, wherever there is human inhome office, we set up an "ideal" product cost for each sales
volvement mistakes can occur. When a customer discount
item. Most items use a standard base set of inventory items
must be issued, only authorized employees have manageand differ only by the size and the type of topping applied.
ment authority to do so. A printed report details those emWhenever
an item is sold or "allowed for" (burned, customer
powered to discount along with the amount.
58

MANAGEMENT ACCOUNTING /NOVEMBER 1991

was a no show), an ideal usage is calculated for each inventory item required. At the end of a week a physical inventory
count is taken and entered into the computer (spot - checked
by management randomly), and prices are updated. A report
then is printed both at the restaurant and at the office detailing the week's cost of sales by individual item and by
product group (base, topping, and the like). A comparison
also is made to the ideal cost of sales, and a variance is calculated for each inventory item and product group. The ending inventory count also is interfaced with the general ledger
and posted automatically to the correct amount. Product received and transfers in and out are not interfaced with the
general ledger. These items are entered through the accounts payable system using actual invoices rather than information from the restaurant.
Payroll. Upon entering the restaurant, an employee
clocks in at the POS terminal and signifies the type of job
on which he or she will be working (production, service,
etc.). If the employee works as a waiter or waitress, the system also will prompt for tips collected at the time of clockout.
At the end of a week, employee payroll hours by job code,
tips, and data on meals consumed are accumulated by social
security number, uploaded from the restaurant to the host
computer at the office, and interfaced with the payroll system master file. Next a check is made automatically to see
if employees who had worked are set up in the master file
and whether they were entered under the job code in which
they were hired to work. If a payroll record has accumulated
hours but can't be found in the master file,
an error message is printed so that the office
can obtain information (if it has not been
previously sent in) on address and rate of
pay (approved by management) and can
watch to ensure that a W4 or I -9 form is
mailed in. A check also is made to determine
if the employee should be paid at the secondary pay rate. (An employee hired as a
cook possibly would have the minimum
wage rate as the primary rate of pay but
would be paid the secondary rate of pay if

Employee uses the POS leHrIlnmt to place a customer's order. A
printout appears simultaneously in the kitchen.

Quarterly an d
year -to -date ti
allocations ar
updated
automatically.

FIGURE 1 /PIZZA OF LAURENS, INC.
D /B /A Carolina Management Co.
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he or she worked as a server earning tips.)
After proper adjustments are made to the
master file and payroll, an edit would be
printed, and payroll would continue with
check processing and interfacing with the
general ledger accounts. Quarterly, year -todate, and tip allocation amounts also ould be
updated automatically.
Budgeting.One of the most important aspects of the financial budgeting process is
making sure the data are accurate. At Pizza
Hut, because of the spread -out locations, the
point of sale system is particularly valuable in providing accurate sales information. Orders produced and sold are entered into the system first, rather than by a handwritten receipt, which potentially could be incorrect As a result, there
is no guesswork on the distribution of sales to the various
sales accounts. Ideal cost of sales also is available based on
each restaurant's mix. Budgeting, therefore, becomes more
accurate, and each restaurant can be held more responsible
for its variances.
Labor Forecasting.Applying grids of ideal labor hours per
dollar of product sold also improves forecasts of the necessary manpower. The POS system, which builds and retains
a file with up to a year's worth of data, breaks down the sales
dollars by hour and then averages them over the time span
included. Although it is impossible to rely on this forecast
totally, it can be used as an indicator of the number of employees that a manager needs to schedule at any particular
time.
Sales Mix. For marketing purposes, guessing the most
popular product sold or the sales dollars sold of each product
is eliminated. Mix is calculated as a percentage of all toppings sold or as a percentage of types and sizes sold. This
information helps the manager determine what inventory
should be on hand for daily preparations.
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Promo and Allowances. Discounts, employee meals, and
burns are detailed by the number of occurrences and the
dollar cost within each category. Coupons received by a restaurant are prompted by the POS for a particular code number. This information then can be compared to all other locations to find unusual discounting, and information can be
tracked for marketing purposes.
Cash Payouts. Vendors associated with each restaurant require that cash be paid for their products. As many as possible
are converted to a billing process, but for those that aren't, the
POS does help. The POS requires that an entry be made to the
general ledger account for all payouts. At the end of the day,
this entity also becomes a part of the over /shortage calculation
showing a shortage when cash is taken out of the register and
not entered to the proper account
Voids and Deletions. If it is necessary for a cashier to void
or delete an order, this occurrence is tracked, and a total dollar amount is calculated. The ticket then must be retained,
explained, and signed off by a manager.
Training. Once the approved manager password is entered, the POS system has the ability to switch in and out
of the training mode for on -line training with the equipment
in the restaurant. The number of ocurrences also are
tracked to show which restaurants are training their employees adequately.
Inventory.An inventory report is generated by restaurant,
item, and cost of sales group. Current cost
changes, transfers in and out, receipts, and
beginning and ending counts are listed. An
D
overall total also is printed.
Messages.The office, as well as each restaurant, has the ability to send messages
back and forth to point out new employees,
prices, and so on.
This system has worked great for us and
has given us an improved control feature
that the old systems never had. However,
the nature of the restaurant business is still
cash, and the day - to-day operations still are
entered manually. These two circumstances prohibit any system from being er-

An employee uses PAR Microsystem Corp. POS to clock in for
her shift and type of job.

ror free. We feel, however, that the POS system has streng- thened our company greatly, most of all in financial benefits and customer satisfaction.
Financial Benefits. First of all, our G&A
staff has been cut by one person, thus saving approximately $15,000 per year in salary
and benefits. We no longer needed this employee because so much information is neither manually written nor keyed in but rather is posted automatically from the
restaurants to the host system. Second, cost
of sales has dropped consistently since October 1987 when we began installing POS
systems in our restaurants. This drop in our
cost of sales has occurred despite the fact that several items
were classified as an operating expense in 1987 and now are
charged to cost of sales and also the fact that the cost of
cheese (the largest part of our cost of sales) has increased
8% over this time period. Third, better management of our
promo no doubt has saved thousands of dollars.
Customer Satisfaction. Keeping customers happy is the
main goal of any company in today's market The point of
sale system has aided this goal in our company through accurate order information to the kitchen, thus speeding up
the delivery of the "correct" order, and by accurate billing
and fast cash -out for each customer. Creating and serving
excellent pizza is the crux of our success, but making sure
the customer gets exactly what he ordered in the time frame
he expects will encourage his return and our profitability. ■

r

The 0Ssystem
bredksdown
salesdollarsby
hourand then
averages them
over time.

ix

Robert M. Young, controller for a Pizza Hut franchise, is a

member of the Greenwood Chapter, through which this article
was submitted.
Order entry phone in the back room handles delivery orders
faster.
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wa y s t he y c a n i m p ro v e q u a l i t y i n the wak e o f
inc r e a s i ng d o me s ti c a nd fo r e i gn c o mp e t i t io n. T he y
re a lize the ne e d to imple me nt a qua lity -c os t re porting
s ys te m t o s uppor t e ffe c t ive ongo ing ope r a tions .
T o a ns we r thi s ne e d , IM A s p o ns o re d re s e a r c h b y
KPMG P e a t Ma rwi c k t o s t u d y a nd int e rv i e w a
s l u mb e r of c o m p a n i e s t ha t ha d s u c c e s s f u l l y
imp le me nt e d a c os t o f qua lit y r e p ort ing s y s t e m. T his
s tu dy wou ld bui ld on a n e a rli e r NA A r e s e a rc h r e po rt
(1987), Me as uring, plrruuirfg, and C ontr olling Qua li ty
Co s t s , b y Wa y ne Mo rs e , Ha ro l d Ro t h, a nd Ka y
Pos ton.
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c a s e s t u d y c o m p a ny t he KP M G r e s e a r c h e r s f o u nd
tha t imp l e me nt i ng c o s t o f q u a l i t y re p o r ti ng d id no t
de p e nd u p on a s t r u c t u r e d c o s t o f q u a li t y a p p r oa c h.
Ins t e a d , t he s e o pe ra t io n - d r iv e n s y s te ms s u p po r te d
qua l ity initi a tiv e s a nd ongoing p roc e s s imp rov e me nts
r a t h e r t ha n f o c u s i n g o n c o n t r o l l i n g t h e w o r k o f
e ngi ne e r s a nd s hop f loor pe r s onne l.
T hi s bo ok s t re s s e s the l inka ge be twe e n c ontinuo us
orga ni za t io na l impr ove me nt a nd qu a l ity . D is c ov e ri ng
ho w t he f o u r c o mp a ni e s s tu d i e d ha v e s u c c e s s f u l l y
me a s ure d, re po rte d, a na lyze d, a nd a pplie d the c os t of
q u a l i t y in b o t h m a n u f a c t u r i n g a n d s e r v i c e
e n v i r o n m e n t s w i l l he l p m a n a g e r s i n t e r e s t e d i n
imp rov ing qu a li ty in the ir own c o mpa nie s .
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RALPHL. BENKE, JR., CMA, AND
ROGERH. HERMANSON, EDITORS

STUDENT CASE
COMPETITION: OHIO
STATE UNIVERSITY
AND RIDER COLLEGE
BRING HOME A TIE
BYJENNIFERWARF
our teams participated in the final
round of the first National Student
Case Competition, which was held
Sunday, June 23, 1991, at the Hyatt Regency, Chicago. Created and administered by the Institute of Management
Accountants, the competition had
drawn 32 teams from 31 U.S. colleges
and universities. In order to compete,
student teams submitted videotaped
presentations of their recommendations to the Board of Directors of
"Freeport Industries," a fictitious company. The case was distributed by Hadassah Baum, IMA's director of academic relations.

THE OBJECTIVE
The Freeport Industries case was developed by Henry R. "Hank" Anderson, Ph.D., CMA, CPA, professor of
cost management at the University of
Central Florida, and Thomas N. Tyson, DBA, CMA, associate professor of
accounting at St. John Fisher College.
It was based on a real company which
has been dealing with some of the
same issues as Freeport Industries.
Anderson commented that the idea for
the case competition was born from recent concerns expressed by the Accounting Education Change Commission (AECC) that accounting
graduates are "too technical." Although they may be highly proficient
in the technical aspects of accounting,
graduates often lack other important
skills that management accountants
62

need in their day - today lives: interpersonal, communication, and presentation skills. Anderson believes that the
case competition will help exercise
and develop the skills of the student
participants. Daniel L. Jensen, Ernst &
Young professor of accounting at the
Ohio State University, agrees. "Instruction by the case method," says
Jensen, "is the best way to introduce
students to real -world management accounting problems, and a case competition is an excellent way to show students the importance of
well - developed communication skills
in tackling those problems."
Venturing far from the narrow rules
of the educational coursebook, this
contest also required student participants to apply accounting theory and
techniques to realistic business situations. The theoretical textbook problem often does not allow students adequate opportunity to deal with the
complexities of the actual business environment. In the Freeport case, student participants found it necessary to
use both rules of accounting and more
subtle skills, such as interpretation
and judgment.

THE COMPETITION
At each stage of the judging, teams
were evaluated according to five broad
categories: presentation skills, case
analysis style, technical content, organization of presentation, and strength
of recommendations and conclusions.
These groupings were further divided
into their component parts in order to
aid the judges in the accuracy of their
evaluations. Each grouping was assigned a maximum number of points.
In order to ensure objectivity by the
judges during the preliminary round of
competition, team videotapes were
identified solely by numbers. Respected members of the business and academic accounting communities across
the United States served as judges for
the preliminary round.
Based on the concentration of IMA
student membership and the geographic divisions of the IMA regional
councils, the entire country had been
divided into four regions. At the end of
this round, the four teams (one from
each region) carrying the highest
points from their region qualified as finalists. They were Brigham Young
University, Clarion University, Ohio
State University, and Rider College.
A new panel of four distinguished
judges was secured for the second and
final round, which took place at the An-

nual Conference. The panel consisted
of Robert E. Bell, Jr., CMA, CPA, president of Hickory Industries, Hickory,
N.C., and current chairperson of
IMA's Academic Relations Committee;
John Campi, president of Genesis Consulting Group Inc., Racine, Wis.; Mark
L. Frigo, Ph.D., CMA, CPA, professor
of accounting at DePaul University in
Chicago; and Kenneth A. Merchant,
Ph.D., CPA, professor of accounting at
the University of Southern California.
Before the final round of the competition in June, the four finalist teams
were informed that they would have a
maximum of one half hour to cover
both their original presentation and
some additional requirements. Approximately one month before they
journeyed to Chicago for the final session, they were asked to prepare the
additional requirements. Teams also
were made aware that they would finish with a short question- and -answer
period by the judges. To encourage
the students to relax and enjoy the
competition, the IMA invited them to
attend a small, private lunch held several hours prior to the competition.
When the student teams made their
presentations in Chicago, they were
given a secret question chosen at random to which they had five minutes to
respond. One question was "How will
machine maintenance and setup responsibilities at Freeport Industries,
Inc., be influenced by the adoption of
the just-in-time operating philosophy ?"
Another question asked students to
"Explain the difference between a value- adding and a nonvalue- adding activity and to give two examples of each."
Because of the superiority of their
final presentations, Ohio State University and Rider College were declared
joint winners by the panel of judges.
Winners and finalists received engraved desk sets in recognition of their
impressive achievements. Plaques
were presented to the accounting departments of the universities in honor
of the accomplishment of their students.
The second National Student Case
Competition will be held in 1992. The
event will be publicized through the
IMA Campus Coordinators network.
Anyone who desires information sooner may call (201) 573 -6306 or write Hadassah Baum, academic relations director of IMA, 10 Paragon Drive,
Montvale, NJ 07645.
■

JenniferWarf is the academic relations
assistant at IMA.
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TRENDS

IN MANAGEMENT
ACCOUNTING

RESEARCH
PATRICK L. ROMANO, CMA,
EDITOR

A VISIT TO CAM -I -PART II
he first of four presentations
made on September 12 was by
Mary Patterson, director, corporate engineering, Hewlett- Packard,
who spoke on "Break -Even Time and
Time- to-Market
Considerations."
Mary indicated that companies must
bring new technology to bear on customer needs faster and more effectively than the competition. The key to
H -P's success in introducing an average of one major new product a day is
the continuous improvement of its
new - product development process.
Further, proven concepts from the
manufacturing domain provide strategies for improving the product development process. For example:
Product Manufacturing.Procurement,
fabrication, assembly, and shipment of
parts
Transforms to
Product Development Gathering, creation, integration, and document information.
Because the factory assembly line
adds value to parts as rapidly as possible, the purpose of the product development assembly line is to add an information set as rapidly as possible
until it describes how to manufacture,
support, and use a quality new product. H -P has introduced a Break -Even
Tune Metric System, which measures
the time it takes to recover the money
spent on product development in
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bringing new products to market.
Good R &D metrics, Patterson said, are
the key to improved break -even time
performance.
Phillip Thomas, CEO at the Thomas Group, Inc., whose topic was " iimeBased Competition; stated that companies can increase their competitive
performance by reducing their total
cycle time (time it takes for all the
company's business processes). He indicated that 80% to 90% of nonvalueadded time is imbedded in these processes. The way for a company to
improve competitiveness is to eliminate the three categories of barriers
that impede productivity, namely subject (learning) barriers, business process barriers, and culture barriers.
Techniques used by his firm are installation of fast cycle feedback loops
around cycles of learning, cross -functional teams, and dividing long processes into a number of shorter cycles.
His program can take 1540 months depending on the company size, organization complexity, and culture.
Alfred Nanni, associate professor
and chairman of the accounting department at Boston University School
of Management, indicated that the
task of measurement is to reveal the
most strategically important problems
to be solved or opportunities to be taken. In his presentation on "Integrated
Performance Measurement Systems,"
he indicated that "a properly designed
and executed performance measurement system should provide a link between strategies and actions, fitted to
the context in which the measures are
being used. It should lead to continuous improvement along strategic lines
through the acquisition of new knowledge, ultimately making its own measures obsolete."
Richard J. Schonberger was the final speaker for this day. His topic was
"Building a Chain of Custom ers— Linking Business Functions to
Create the World -Class Company." He
meant that:
1. Every person is "chained up" with
key suppliers and customers, making performance —in the eyes of the
customer —continual and difficult
to overlook.
2. Every person and team is involved
in continual tracking of key customer- centered measures, most nonmonetary.
3. Executives in superior firms are visibly involved, companywide, in
TQM, quick time- to-market, and reward /recognition /celebration of

Parson-Bishop's proven, systematic
program pays off —in faster collections,
better cash flow and impressive savings,
Results guaranteed. Provenresults since
1973. Call our clients in 24 states,
For full information, write or call:
14800- 543 -0468 (Ohio: 513 -561- 5580).
Parson- BishopServices, Inc.
7870 Camargo Road, Cincinnati, OH 45243

Attn: Mktg. Dept.M -A

C20

Parson-Bishop
Services, Inc.

Circle No. 6
customer- centered, nonmonetary
performance.
Several more observations Dick
Schonberger made were of interest.
On the subject of activity-based costing (ABC), he indicated ABC was
widely adopted for product -line decisions but not for performance assessment Further, the cost reporting role
would be de- emphasized steadily as
current senior managers spend even
more time on customer - centered measures of continuous improvement.
In summary, I enjoyed the four presentations. The speakers' messages
were important Improved customer centered performance, coupled with
the continuous improvement of all
business processes, is the only order
of business. The firms that can service
customer requirements best —the
most competitive firms —will be the
only ones to survive this global war.

CAM-I'S CMS PROGRAM
s I indicated last month in Part
I, information about CAM-I's
Cost Management Sponsors
(CMS) program would be provided to
IMA members. Mike Roberts,
CAM -I's CMS director of international
programs, describes the CMS prograin as a forum for a "group of concerned professionals from a variety of
leading companies, working together
with many of the best academics, to
improve cost management" A CAM -I
CMS fact sheet describes the CMS
program as "organized in 1986 as an international coalition of leading thinkers from industry, government and academia ... to support manufacturing
industries in their need to succeed in
an environment of business uncertainty and global challenge."
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Now there are about 50 sponsors -50% more than in 1990, Mike
Roberts says —who meet quarterly in
various geographical locations in the
United States and Europe. Interim "expert" meetings attended by sponsor
representatives working on various research projects also are held. Most
sponsor companies have a technical
and management representative to attend meetings. Some sponsor companies send as many as five to six people
to a meeting. The cost to a sponsor
company to join the CMS program is
$33,000 annually. Per the CAM-I fact
sheet, the benefits to the sponsor company allow sponsors to:
1. Interact with leading international
experts in manufacturing and cost
management
2. Benchmark their company's performance against those of other world class firms.
3. Gain an understanding of leading edge management concepts and
techniques.
The CMS product outputs —research studies —are the property of
the sponsors and usually are not disseminated in a published format, unlike the IMA research publications.
Many important research findings,
however, are published by researchers in the Journal of Cost Management
(a Warren Gorham & Lamont publication). Incidentally, IMA jointly funded
with CAM -I its first research product
output, Management Accounting in the
New Manufacturing Environment by

Howell, Seed, Soucy, and Brown. IMA
published this book in 1987 (IMA
product #87210).
Recently the CAM -I CMS program
began an extensive effort with the
American Accounting Association's
Management Accounting Section to
expand research awareness and education in cost management systems.
As a result of this program, a number
of cooperative research projects were
identified, some of which already were
in progress.
The current CMS program officers
and committee chairmen are Hank Adamany, partner, Price Waterhouse,
chairman; Bob Wurzelbacher, director, product supply — finance, Proctor
& Gamble, vice chairman; Bob Bon sack, principal consultant, EDS, a subsidiary of General Motors Corp., Activity-Based Management Committee
chairman; Frank Reynolds, technical
associate, Eastman Kodak, Investment
Management Committee chairman;
gq

Jack Meyer, business analysis manager, Proctor & Gamble, Performance
Measurement Committee chairman;
Alan Vercio, cost accounting manager,
Texas Instruments, Product Life Cycle
Management Committee chairman.
Patrick L. Romano, CAM, is director,
research.

MANAGEMENT
ACCOUNTINGPRACTICES
LOUIS BISGAY,CPA,EDITOR

PROFESSIONALINTERACTION
MA's Management Accounting
Practices Committee is regularly in
touch with accounting standard setters. At the Committee's meeting in
Washington on September 5, members had the opportunity to discuss
current important financial reporting
issues with George Diacont, the Securities & Exchange Commission's acting chief accountant, and with Victor
Brown, a member of the Financial Accounting Standards Board.
The MAP Committee recently submitted IMA's written comments on a
variety of issues as follows:
Accounting for Income Taxes —a letter went to the FASB expressing general support for the FASB's proposed
revision to SFAS No. 96. In particular,
the FASB was commended for proposing improved criteria for recognition
and measurement of deferred tax assets that would help ameliorate the
other principal criticism of SFAS
96— complexity. The Board was urged
to issue a final Statement by the end of
first quarter 1992 and was told that implementing IMA's suggestions for
change in the Exposure Draft should
not require re- exposure.
Offsetting ofAmounts Related to Cer-

tain Contracts —IMA's letter to FASB
expressed support for continuing current industry practice, pointed out that
"grossing up" the balance sheet for
fungible instruments would be misleading to financial statement users,
and noted that SFAS No. 105 already
requires related disclosures. The letter also suggested that because of several legal issues, if the Board decides
to go ahead with the Statement, it
should delay the effective date by at
least two years.
7be Meaning of "Present Fairly in
Conformity with Generally Accepted Ac-

counting Principles" in the Independent
Auditor's Report —IMA's letter to the

Auditing Standards Division of the
American Institute of CFAs exhibited
concern about three aspects of the Exposure Draft the reference to "uncleared" AICPA pronouncements, the
lack of reference to IMNs Statements
on Management Accounting, and the
hierarchies differentiating governmental from nongovernmental accounting.
Also, the MAP Committee authorized submission of a letter to the Cost
Accounting Standards Board that was
developed by MAP's new Cost Accounting Standards Subcommittee.
The letter suggested eight topics for
the Board's agenda and described why
each was selected. The IMA letter
made general suggestions as well, including advocacy of (1) objectivity, (2)
identifying any intended departures
from GAAP, and (3) recognizing
emerging cost management practices.

FASBISSUESDMON
CONSOLIDATIONS
he Financial Accounting Standards Board has issued a Discussion Memorandum, "Consolidation Policy and Procedures." The
neutral document raises accounting issues and alternatives and discusses
relevant literature. Public comment by
July 15, 1992, is requested.
According to Paul A. Pacter, professor of accounting at the University of
Connecticut, and author of the Discussion Memorandum, basic guidance for
consolidations accounting was issued
more than 30 years ago by a committee of the AICPA. Dr. Pacter points out
that Accounting Research Bulletin No.
51, "Consolidated Financial Statements," is primarily descriptive rather
than prescriptive and that much has
happened with company mergers and
acquisitions since ARB No. 51 was issued. Numerous questions have risen
about consolidation policy and procedures and, in response, the FASB is reviewing accounting standards for consolidated financial statements.
Single copies of the DM may be obtained without charge until July 15,
1992, from FASB Order Department,
401 Merritt 76, P.O. Box 5116, Norwalk, CT 06856 -5116.
■
Louis Bisgay, CPA, is director, management accounting practices.
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IMA Members:
A small change now, could mean
a big change when you retire.
There's a change you can make, right now,
that can have a significant impact on your
financial future -- a change more and more of
your colleagues are making every day -- a
change to the Association Members Retirement
Program, endorsed by the Institute of Management Accountants and administered by The
Equitable.
When you make this change, you'll find that
planning for retirement is easy, rewarding and
worry-free.

2. It's rewarding because you 71 get a
DOUBLE tax break.
Whichever plan you choose, your contributions are tax- deductible, reducing your overall
taxable income. And better yet, your earnings are
tax - deferred until, hopefully, a time when you're
in a lower tax bracket.
3. Your plan is administered by The
Equitable -- one ofAmerica's largest
pension managers.
The Equitable has been administering group
pension plans for over 25 years. So you have the
confidence of knowing your plan is intelligently
and competently managed.

1. It's easy ... because we handle the
details and the time - consuming
paperwork.
You'll work with a Retirement Program
Specialist who'll help you custom - tailor a Master
Plan that meets your "comfort level" and helps
you achieve your financial goals. All you have
to do is choose from six investment options -ranging from conservative to aggressive -- and
decide how much of your money goes where.
Getting information about your plan is a
snap, too. One toll -free call, day or night, gets
you up -to -date plan balance information or puts
you in touch with a Retirement Program
Specialist to answer any questions you may have
about your retirement plan.

Find out more.
Call now and talk to one ofour Retirement
Program Specialists about the benefits of
changing to the Association Members Retirement Program. Or return the coupon below.
We'll mail you our I%REF. 30 -point comparison
brochure, so you can see for yourself how this
program offers more advantages than your
current plan.

1- 800 -523 -1125 Ext. 5713

- - - - - - - - - - -TELL
- - -ME
- -MORE!
- - - - - - - - - - - - YES! I'd like to find out what the Institute of Management Accountants -- endorsed Association
Members Retirement Program can do for me. Also, send me your FREE 30 -point comparison brochure.
Name
Address
city

State

'

'

'

Phone (

'

Business Phone (

'
'
'

Zip

}
)

Best time to call

Mail to: Institute of Management Accountants
Association Members Retirement Program
P.O. Box 2011, Secaucus, NJ 07096-2011
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named administrative director, Division of Medicine, at
the Geisinger Clinic in Danville, Pa.

PROMOTIONS&
NEWPOSITIONS
KENNETH AURICHIO,EDITOR
Baltimore, has been ap-

pointed comptroller of The
Salvation Army of Greater
Baltimore.
Three Central Nebraska
members were promoted at
Shonsey & Associates. Terry L. Meier and Terry T.
Galloway were named principals in the auditing and accounting department, and
Marcy J. Bislend was promoted to senior accountant.
Larry D. Hartsook

HARTSOOK
NAMED VP

Kenneth Kessler, Dayton,
has been appointed vice
president of finance for PMI
Food Equipment Group, a
supplier of equipment, systems, and service to the
world's food industry, in
Troy, Ohio .... Steven R.
Stanforthhas been promot-

Kenneth Kessler

ed to senior manager of the
Dayton, Ohio, office of
Ernst & Young.
John C. Stillwaggon, Harrisburg, has been promoted
to audit manager at KPMG
Peat Marwick in the Harrisburg, Pa., office.
Mark E. Hoffman, CMA,
Member -at- Large, USA, has
been admitted to the partnership of Price Waterhouse in the Litigation and
Reorganization Services
Practices in St. Louis.

Wayne Lowell, Orange
Coast, was named the first
"CFO of the Year" on October 7, 1991, by the Institute
of Management Accountants' Orange Coast Chapter. The award is given to
the CFO who has distinguished himself or herself
professionally. According to
Chapter President Brad
Nielson, "In light of the fact
that PacifiCare has one of
the strongest balance
sheets in the health care industry, we felt that Wayne
Lowell was an ideal recipient." Mr. Lowell is currently
CFO for PacificCare Health
Systems, Inc., in Cypress,
Calif., where he has worked
since 1986 and has been
CFO since November 1990.

Dr. Cesar A. Puesan, Milwaukee, has been appointed
professor of business and
administration at Montemorelos University in Montemorelos, Mexico.
Diane Holt, Raleigh Area,
has been promoted to controller for Century Data Systems, Inc., a distributor of
retail control systems in Raleigh, N.C.

Wayne Lowell

WERE
PROMOTED?
You

Larry D. Hartsook, Des
Moines, has been named
vice president -finance of
Meredith Corporation, a
Fortune 500 magazine and
book publishing company,
in Des Moines, Iowa. Mr.
Hartsook is a former president of the Des Moines
Chapter.

Dana B. Gibson, CMA,
Chicago, has been named
director of finance for Ambassador Office Equipment,
a subsidiary of Canon USA.

CFOOFTHEYEAR

Matthew J. Wieczkowski,
Raritan Valley, has been appointed financial controller
of the UK Adhesives Division of National Starch and
Chemical Ltd. in Slaugh,
England.

CODDJOINS
PEOPLESOFTAS
CFO
Ronald E.F. Codd, San
Jose, was appointed chief financial officer, vice president of finance and administration for PeopleSoft, Inc.,
a developer of client /server
human resource management software, in Walnut
Creek, Calif.
Firman F. Kistler, Jr.,
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Diana H. Kurty, Rochester,
has been promoted to director of corporate accounting
for Goulds Pumps, Inc., in
Seneca Falls, N.Y.
Ronald E.F. Codd

JefferyA. Sassaman, Susquehanna Valley, was

Have you or has someone you
know been promoted? Drop
us a line! Include the member's full name and IMA account number, the chapter
name, the company name,
and the employee's new title.
When space permits, we like
to use photos. Send that information to:
Kenneth Aurichio,
1MA, 10 Paragon Dr,
Montvale, NJ 07645.
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THEINSTITUTEOF'.VRNAGEMENT
ACCOUNTANTSVISXGOLDCARD!
Reward yourself with the superior
credit card benefits you deserve w
with the IMA Visa" Gold card!
Accepted at 8 million locations s'. INSTITUTE OF MANAGEMEN ,
worldwide, the IMA Visa" card is
one of the most unique credit cards
available today! With every credit
card purchase, royalties are generated to support IMA — at no additional cost to you!

Benefits, at no additional cost, include:
• Up to $1,000,000 Common Carrier
Travel Accident Insurance
• Supplemental Auto Rental Collision/
Loss Damage Insurance
• Upto $ 3,000 Supplemental LostChecked
Luggage Protection
• Emergency Cash & Airline Tickets
• Low annual fee after the first year, only
$40
• Competitive Annual Percentage Rate
of only 16.9 %.

APPLYTODAY?
24 hours a day, 7 days a week
renam eaService apply to those benefits MBNA Americas isafederally
registerao Service Mark of MBNA America Bank, N A Theaaoum is issued
and administered byMENAAmericasent.NA. Visas is a federally
registered Service Mark of Visa U.S.A.. Inc. used pursuant tolicense

1-800-847-7378, ext 5000
Be sure t0 use the priority code when calling:

IB M,

Call now to apply, or if you prefer, complete the
application below and mail to: MBNA America,
P.O. Box 15464, Wilmington, DE 19885 -9440.

— — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — — —
e s ! I wish to apply for the IMA Visa" Gold card with all the
Q S
• benefits described above. Should my application for the Visa

Y
A

N not beN approved,
U this A
N for the
C
card
request Lconstitutes my Iapplication

POSITION_

E
O

Visa Classic. (Please print)

M
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NAME AS YOU WOULD LIKE IT TO APPEAR ON CARD
I I

I

I I I I I I 1

I
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I
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I

I
LAST

) I

ADDRESS

HOME PHONE I

I
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Own
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S

G

o

l

d

OTHER INCOME• S
SOURCE - 'fAlimorl child support or separate maintenance income need not be revealed it you do not wish h
considered as a basis of repayment)
PREVIOUS EMPLOYER
(If less then 3 years at current employment)
PREVIOUS ADDRESS

— ZIP _.

STATE
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.
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E

(if at present address less then 3 years.l

1

MOTHER'S MAIDEN NAME

f r-or use whenyourequest special actiontakenonyour accountl

Monthly Payment S

CURRENTCREDITCARD ACCOUNTS
Vi se°

SOCIAL SECURITY*

i J MasterCard'

DATE OF BIRTH

I have read this entire application, agree to itsterms, and certify the information is correct.

PRESENTEMPLOYER

X

NATURE OF BUSINESS

APPLICANT'S SIGNATURE

Use this section to request extra cards. If you wish an additional card issued to a

OTHER INCOME'S

co -a pplicant over 18 yea rs of age, complete the information below.
CO-APPLICANT'SNAMEASYOUWOULDLIKEITTOAPPEARONCARD
._I
FIRST

I

t I I I I I I I

I I I I I I I I I
MIDDLE INITIAL
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I

I
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American Express"

(Se_all

CO- APPLICANT'S SIGNATURE

Date

I (We) authorize MBNA Annericae to investigate any facts, or obtain and exchange reports regarding
this application or resulting account with credit reporting agencies and others Upon request I Iwo)
will be informed of each agency's name and address.

Grace Period For Repayment At least 25 Days from
DI Balances For Purchases I statement closing date
Mo tiod of Computing the

Average Daily Balance

Balance for PtirCltaies

(including new purchase

Transaction Fee For Cash
Advances, And Fees For
Paying
Y a Lets or Exceeding
g

The Credit Linth

Transaction Fee PotBank and ATMCash AdvanCrs:
2% of each Cash Advance. $2 Minimum. $25 Maximum:

Transaction Fee For accesscheckCash Advances.
1%of eac h Cas h Adv anc e 32 Minimum,SID Maximum
Late PaymentFee $15.Ov,er-the- Ctedit-LimitFee: $15

The information about the cost of the card described in this application is accurate as of 8/91 This information may have changed after that date To find out what may have changed, call 1.800.8417378. ext 5000

ASSOCIATION
NEWS
KENNETH AURICHIO, EDITOR

DISCUSSHEALTH
CARECOSTSAT
FALL PEPMEETING

r

Keith D. Moore, a managing director and CEO of
Browne, Bartz and Cod dington, Inc., an economic
firm based in Denver, pointed out at the IMA fall Professional Education Program in Las Vegas that the
American health care system is in dire need of
change. He noted that the
key factors driving those
changes are the increasing
desire of employers to get
out of the health care business and the rising dissatisfaction among consumers
of the U.S. health care system because of loss of freedom of choice, complexity
of the system, increasing
share of premiums, and
higher co-payments and deductibles. Other factors in-

clude the large and growing
number of uninsured and
underinsured (nearly one
quarter of Americans), the
inability of the federal government to fund Medicare
adequately, and the increasing problems among states
in funding Medicaid.
Moore also discussed
the elements that contributed to the rise in health care
costs, who is responsible for
this increment, and new
proposals and reforms to
mitigate this trend. Participants came away from the
session with a thorough
comprehension of the
health care issue and a practical way to view and assess
its impact on their companies.
Health care costs was
one of many subjects offered IMA members in one-,
two- and three -day courses
conducted by experts in
their fields at IMA's recent

PEP program. Those attending earned eight CPE
hours per day and up to 40
CPE hours for the week.
Another very popular
course at the PEP session
was a three -day seminar examining updates of financial
accounting standards. It
was conducted by Dr. Paul
Munter, CPA, KPMG Peat
Marwick accounting scholar, and a professor at the
University of Miami. Dr.
Munter has co-authored
four books and more than
90 articles. Topics covered
included reporting the results of operations and accounting changes; statement of cash flows; foreign
currency translation; and
capitalization of interest
cost, among others.
At some point in every
management accountant's
career, he or she will be
called upon to make a financial presentation. And for
most people this experience
rates high on the fear list.
During two separate courses, Jim Chiafery was able to
put this fear to rest. Chiafery, a CMA and a CPA,
holds a master's degree in
electrical engineering from
Cornell University, as well
as an MBA and an MSA. He
also received the Robert
Beyer Gold Medal for the
highest score on the CMA
exam. Attendees in his class
learned how to make effective financial graphics, organize an efficient presentation, use visual aids, face a
difficult audience, answer

4&. . 0

Jim Chialery (center) discusses public speaking with attendees at PEP program during a course break.
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questions, deal with nervousness, and control physical communication. In another session, participants
looked at selecting financial
and nonfinancial metrics,
computer -based presentation packages, and formats
and layouts of clear management reports.
Price Waterhouse presented a very popular session on performance measurements. The
well- attended seminar took
a practical look at the traditional perceptions of the
bottom line, how to establish a performance measurement system, the kind
of leadership management
accounting managers must
provide to achieve this goal,
and a realistic blueprint for
implementation.
A variety of other courses were available as well.
Participants could select a
program on world -class accounting, JIT, benchmark ing, controllership, cash
management, corporate income tax update, capital expenditure justification, and
managerial skills for running an accounting department.
This program will be of
ferred again in Charleston,
S.C., November 18-22. For
registration or more information, call 1-500- 638 -4427,
press 3.

NEWREGENTS
NAMED
The Institute of Certified
Management Accountants
is governed by a Board of
Regents. The Board members are appointed by the
president of the Institute of
Management Accountants
for three -year terms, with
one -third of the members
appointed each year. All
Board members must be
IMA members in good
standing.
During the Annual Conference in June, IMA President Donald Baker, CMA,
announced the following appointments.
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James R Davis, CMA, manager of financial planning &
analysis, McDermott, Inc.
Edwin R Nelson, CMA,
partner, Ernst & Young.

John B. Pollara, CMA, president, Leman Manufacturing Company.
They join current Board

members Hayward L. Bell,
CMA; Donald R Burg,
CMA, CPA; Joseph J. Martin, CMA; and Dr. Bradley
M. Roof, CMA, as well as

Dr. Keith Bryant, Jr., CMA,
who will continue to serve
as chairman of the Board of
Regents.
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Total paid circulation
Free distribution by mail carrier or other
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other free copies).
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spoiled after printing
Return from news agents
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copies each
issue during
preceding
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copies of
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100,500
91,537 _•
91,537
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98,790

100.500
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Eldon R. Blair, 57,
North Central Ohio, 1966.
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Andrus A. Dunbar,
Central Illinois, 1962. ELA
Charles A. Durra,
New York, 1972. ELA
Bret A. Essing, CMA,
Des Moines, 1989.
Carrol P. Farrer, 68,
Kalamazoo, 1961. ELA
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Western Montana, 1970.
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Norwood C. Geis,
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em ber-at-Large, USA,
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Al S. Haase, 75,
Baton Rouge, 1974. EI.A

D. Hunsaker,
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Kalamazoo, 1974. ELA
Ruth F. Jackson, 80,
Robert F. Randall, Edit . .
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Daniel J . Beckman, 74,

Johnstown, 1982. ELA

Rochester, 1970 E L A
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TECHNOLOGY
CLAIREBARTH,EDITOR

SOFTWARE
Syspro Impact Group have released
their IMPACT Award version 1.0 accounting and manufacturing software
program. It is the first full- featured microcomputer accounting software to
incorporate user -based "on-the-fly"
conversion to foreign languages. The
central manager remains aware of
these translations and reconverts back
to English for central processing applications. Features of the software include pop-up windows, on -line branching, automatic foreign currency
conversion, and multilayering of data.
IMPACT Award comprises 18 application modules, including strong accounting, distribution, and manufacturing applications, in addition to the
system administration module. The
software supports single -user MSDOS systems and UNIX, XENIX, AIX,
and Novell networks. It runs on most
high - performance micro- and minicomputers, including RISC -based
work stations.
Circle No. 35

70

Designed for companies wishing to
downsize from minicomputers and
mainframes, it offers a graphical user
interface and a comprehensive feature
set of programming and network maintenance tools with fully documented
FoxPro source code. It includes a user defined on -line company information
system, a network messaging center
and phone dialer, and user - specified
access to word processing, spreadsheet, and other network productivity
software. Multiple -copy laser forms
printing capability is built into the system. Other features are pull -down
menus, full mouse support, and function key windows to master files.
Circle No. 37

Complementary Solutions Inc. has
developed TELEMATE -PLUS, a module to the PC -based call accounting
system TELEMATE. The module imports raw credit card information provided on disk by many long- distance
carriers, processes the information,
and produces credit card detail and
summary reports. It must be used with
TELEMATE, a PC -based call accounting system that collects data generated
from a company's phone system and
transforms it into usable form.
Circle No. 36

Vocam Systems has brought out version 3.2 of its SHIPTRAC'R ® family of
logistics management software. Designed for manufacturers, wholesalers, and distributors, SHIPTRAC'R
handles outbound and inbound shipment planning, consolidation and optimization, carrier selection, shipping
document preparation and EDI tracking, UPS and small package manifesting, bar coding, freight bill auditing
and payment, loss and damage claims,
and distribution analysis. It is easily integrated with scales, scanners, bar
code label printers, and radio frequency terminals. It allows for easy data exchange with external systems, including in -house mainframes.
SHIPTRAC'R is work station based
and operates in standalone and LAN
environments. It can communicate
with other systems via electronic data
interchange.
Circle No. 38

SBT Corporation has brought out
SBT Professional Series, a high- performance accounting and business information system for LAN installations.

SourceMate Information Systems,
Inc., has released version 3.1 of its AccountMate modifiable business accounting software. The new modules

have more than 100 new features and
enhancements including serialized inventory and multiple warehousing.
Among the modules is Inventory Control version 3.1, which provides precise tracking of inventory and materials so that users can manage their
stock and inventory reorder points
with optimal efficiency. Other features
in Inventory Control include Multiple
Receiving Location (supports up to 30
warehouses) and Multiple Shipping
Location (supports up to 30 warehouses). The software produces a variety of reports.
Circle No. 39
Serengeti Systems has released
1040Link, a complete tax filing system
that features a returns tracking database, transmission file formatting,
communications, and support for most
professional tax preparation software
on the market. With 1040Link, direct
filing is feasible for preparers who
electronically file as few as 200 returns
per season.
Cycle No. 40
Front Row Systems has released Tax
Authority, software that helps businesses manage the filing of tax and
other regulatory forms on time. The
software is designed for corporate tax
departments, bank trust departments,
companies operating in multiple
states, and any businesses that need to
manage deadlines, organize work
flow, and automate the process of
tracking events. Tax Authority tracks
tax and related deadlines for federal,
state, and city income taxes; withholding, property, transportation, payroll,
sales, and use taxes; estimated payments; and business licenses. It allows
users to define their own tax types and
events. Any event may be identified as
recurring; once established in the calendar it is scheduled automatically for
future years. The software provides
more than 40 reports and five different
views on the screen.
Circle No. 41
Prentice Hall Professional Software has introduced version 11.1 of
Plan 10401 , its tax planning software
that includes new state modules. It can
be used alone or with Software 1040 -,
Prentice Hall's tax preparation software. Client setup and prior year(s)
tax information can be entered manually or imported directly into Plan
1040 from Software 1040. Once the information has been entered, the accountant can enter the client's projectMANAGEMENTACCO UNnNG /NOVEMBER 1991

ed earnings, income, losses, or other
relevant information. Plan 1040 will
calculate passive loss limitations, alternative minimum tax, investment interest expense, and optimal treatment of
lump -sum distributions. The software
includes more than 40 summary reports and six sample letters to clients.
Circle No. 42

functions are accessed through a simplified operator panel, while more demanding functions are kept under a
control panel cover. Operating instructions have been pre - programmed in
three other languages besides English.
Circle No. 45

SCS /Compute has introduced Quick Tax, its newest 1040 tax processing
software. It will handle 28 state tax filing requirements, 38 federal forms,
and eight schedules, including complete automatic passive calculations,
depreciation, and amortization. It will
generate a laser - printed return or you
can file electronically. SCS /Compute
also has updated its whole family of tax
preparation software, including AMI
Tax Machine, AMI Business Tax Machines, AMI Fixed Asset Management, AMI Datawrite, and two inhouse tax packages--LMS/Tax and
Software tx.
Circle No. 43

SERVICES

EQUIPMENT
Texas Instruments has introduced
the TI -5032, a portable desktop printer
display calculator with a 10 -digit SuperViewT" display that has characters
17 -mm high, more than twice the
height of displays in standard printing
calculators. It has item count, audit
trail, and decimal and comma punctuation and a 10 -digit one -color serial -impact printer that prints on 2 -1/411paper
tape. A key labels the tape with dates
or codes, and a four -key memory allows users to perform two separate
sets of calculations. The TI -5032 uses
an AC adapter for desktop use or 4 AA
batteries for work on the go. It measures 8.25" x 6.31" x 1.62" and weighs
one pound.
Circle No. 44
Mites Copystar America, Inc. has
brought out its DC -8585 high -speed
console copier, which has a speed of
85 copies per minute, for both letter
and legal -size documents. Automatic
sheet feed comes from three adjustable, front - loading drawers, plus builtin stack bypass. A computer -forms feature comes standard. The DC -8585 can
make copies up to 1111x 1711in size. In
addition, it offers a built -in reduction /enlargement range of 5096 to 200%
in 1% increments. Also standard are auto reproduction ratio and auto and
manual exposure. The basic copier

The Center for Accounting Software
Evaluation (CASE) at The University
of Texas - Arlington makes several hundred accounting packages available to
prospective purchasers for on -line
evaluation. CASE supports a wide variety of operating systems: MS -DOS,
Novell, SCO -UNIX, Pick, and Macintosh. CASE facilities include evaluation cubicles equipped with terminals,
PCs, and Macintoshes. A large- screen
work station used with Atlantix Axcess
permits the center to run two or more
DOS, UNIX, and /or Pick -based accounting packages simultaneously in
separate windows. CASE also has a library of accounting program documen tation , n um erous reference publi-

cations describing hundreds of

vertical accounting applications, two

computer -based software packages designed to help the shopper narrow the
search, and a CD -ROM system with
databases containing articles from
computer journals. The center may be
used by appointment. For information
call Dr. Harley Courtney, (817)2733023.
Circle No. 46
U.S. Data on Demand has produced
a product called Perspective: The Business Development Information Tool.
Perspective contains more than 10,000
facts that small and medium -sized
companies can use to forecast sales
growth, focus marketing strategies,
and make strategic business decisions. The package consists of data
diskettes compatible with all major
DOS or Macintosh spreadsheet and
database programs and a 200-page
guidebook that explains what the data
mean and how to use them. The data
are in 10 categories: People & Population, the Economy, Taxes, Spending,
Transportation, Energy & Natural Resources, Education, Health, Crime &
Law Enforcement, and Housing.
Circle No. 47

We w an t so me o n e
who wo u ld r at her
jo in lead ers t han
fo llo w t hem.
Cost Management Consulting
Ernst & Young , a lead ing integrated p rofess ional services
firm, has over 80 years experienc e in pro viding major
companies with quality, innovative solutions. Continued
growth throughout our Great Lakes region has created
challenging opportunities for key professionals.
Join a leader in providing client supp ort for ad vanc ed co st
management concepts. Our services include the application of
ABC and process value analysis as well as more traditional
cost management techniques.
We seek cand id ates with a degree in Acc ounting o r Engineering
and at least 4 -8 years cost management experience, including
excellent tec hnical skills . Kno wled ge o f advanced product cos ting
techniques and familiarity with JIT , MR P and T Q M is essential,
as are o utstand ing co mmunic ation s kills. An MBA, CP IM or CMA
is desirable.
We invite you to explore these exceptional opportunities and the
rewards that come along with success. For confidential consideration,
please send your resume to: Mary Mc Oermoll -Sanderson, ERNST &
YOUNG. One IBM Plaza, Suite 3600, Chicago, IL 60611. W e are an
equal opportunity employer.

=� �ERNST�&�YOUNG
No. 16
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MANUFACTURING ANALYTICAL PROGRAM analyzes profitability based on utilization of mfg. time and mfg.
space, user defined groups of
products, multiple variables
and various options. Retail/distribution
program
also.
WANTED: test site for programs. WANTED: partner to
expand business. Joseph A.
Oless Jr. (717) 5645025.

COMPUTER
SOFTWARE
EMPLOYEE OR INDEPENDENT CONTRACTOR

Start making money for YOUR SELF with the c ompany Success Magazine calls the "Number One Accounting Franchise
in America"' (March, 1991) Build
your own highly successful accounting practice with Padgett s:
•
•
•
•

Intensive 4-week training
Client mar keting systems
Yearly tax seminars/ supporl
Streamlined accounting
system
• On -going field support
• Owner manuals & muc h
more.
Call 1- 800 - 323 -7292; In CA,
collect (916) 966 -2348 for further details!

Your sw(ess is our success.
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MAG -FILER IRS Magnetic
Media Filing Software and Services— SELECTED BY THE
IRS for their own Magnetic Media Filing. Frles all Forms 1099
(plus 1098, 5498 and W2G), or
Form W2. Easy to Use, Menu
Driven, On -line Help, Data
Verified to IRS Standards, and
handles unlimited Payers.
FREE demo prints fo rms to
continual feed or laser forms.
Sixth successful year —The Secure Choice in Magnetic Media Filing for only $199. Spokane Computer, 915 West
Second, Spokane, WA 99204.
Call (800)824.9631 or (509)624
4248 for Free Demo and Information. IRS Specifies the Magnetic Format and they use
MAG-FILER
MEMBERSHIP MANAGEMENT SYSTEM— Members
* Plus is the only membership
program you'll ever need. For
all associations, churches,
clubs, foundations, organizations and societies. Membership, Mailing, Planning, Attendance,
Billing,
Pledges,
Contributions. $95 to $495.
Linked Software. 903/8762224.
NEW DEPRECIATION/
FIXED ASSET MANAGEMENT. Ver. 5.0 for IBM PC/XT/AT/PS2 and compatibles. Over 700 users in 5 years
from large corporations to
small CPA's, many say "best

READYFORYOUR
OWNACCOUNTING
PRACTICE?
COMPREHENSIVE
Can Make It Happen!
Proven System
Training
Equipment
Marketing Support
For Qualified Accountants
with a minimum net worth of
$100,000/$40,000 liquid.
Comprehensive
Business Services, Inc.
1925 Palomar Oaks Way,
Suite 105
Carlsbad, CA 92008
1-8 0 0 -323 -9000

READER
SERVICE
CARD NO.

OPPORTUNITIESIN
ACCOUNTING
ANDFINANCE
We market the easiest program for accumulating wealth
without any increase in your
budget! Free recorded message 703.284-2034; 1.800.7332017 ALLIANCE FINANCIAL
GROUP, P.O. Box 3598, Arlington, Va. 22203-0598; A Financial
Products Marketing Company.
Do you want to
reach hundreds of
thousands of corporate
accountants with your
product or service? Call
Doryne Gerstein
(201) 573 -6275
96,000 Customers!
Business software? Career opportunities? Business for sale?
Position wanted? New products? Leases? Whatever you
want to sell—use the MANAG&
mLNT ACCoUN mG® classified department to do it IMA
has 96,000 readers and potential customers. Call Lisa Dawson at (201) 5T3.6280.

ADVERTISERS'INDEX
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ABC Technologies
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18
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20
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16
3
19
11
1
14

AT &T
Collier Jackson
Comprehensive Business Services
Computer Associates
Comshare, Inc.
CPA School of Washington
Dun Bradstreet
Ernst Young
Equitable
FastTax
Gelco Payment Systems
Robert Half
E.F. Haskell Associates
HBJ Miller Accounting Guides
IBM Platinum
ICMA
Ilar Systems, Inc.
DMA Research Publication
Lawson Associates
Padgett Business Services
Parson - Bishop Services, Inc.
Security Pacific
Transnational Financial Services
TWA
UPS
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6
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&

LET THE GOVERNMENT
FINANCE your small business. Grants/loans to $500,000.
Free recorded message: 707448-0330. (OR7)

SOFTWARE. This powerful
CPA developed, easy to use
software guides you through
the issues in the IRS's hottest
enforcement area. Evaluates
Common Law, Statutory Employee, Statutory Independent
Contractor and Safe Haven Independent Contractor relationships using an expert system
knowledge base of over 500
cases. Only $89 with a MONEY
BACK GUARANTEE. Advisor
Software Corporation, 4421
Ocean Blvd., Sarasota, FL
34242. Call (800) 237 -8400 Extension 442 for MC/VISA orders or additional information.

&

BUSINESS
OPPORTUNITIES

&

CLASSIFIED

system at any price." Six books,
all normal methods including
SL, DB, DDB, SYD, ACRS,
MACRS, 40% RULE, ACE,
AMT and SHORT TAX
YEARS. DO rT YOUR WAY,
design custom reports, split or
merge files, sort records in any
order. $195.00. MONEY BACK
GUARANTEE.
VISA/MC.
SOFTIINK, P.O. Box 2433,
Stuart, FL 34995. Phone 407692-3123.
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Take Us For A Test Ride ...

i

It Leaves The "Best " Behind.

O
A

Fi xe d As se
Ma n a ge me n t
Ac co u nt in g Sys t em;

From E. F. Haskell, of tou r:
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 ill I& 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

tate- of- 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.

S
R

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. S. 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. H. 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. It All reports print in detail or "Totals Only.'
is
lust
your
callway
us with
to nsk
your
nothing.
order or
The money -back guarantee

return this coupon then be
prepared
!o take us for a test
nde!

You1!lovetheperformance!

VN # a � �

(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 automatic! 27. Converts several popular
systems and ASCII.

SINCE 1978, A CONTINUING
SUCCESS STORY,

co p y o f the p ro gram b y return mail. I mus t b e happ y o r I c an return the p
atnd PaY no thing.
I want to learn mo re ab o ut the F ixed As s et Managem ent Ac c o un ting S ys te m. S end me a wo rking

me
I

7

F ixed A s s et Ma nagemen t Ac c o u nting S ys tem:

I

Firm

S ingle Us er Vers io n ® $695

I

Ad d res s

Multi -User Version

City
P ho ne Num b er

State
(

Zrp

j

S hip p ing a nd Ha nd ling ad d :

Exp. Date

_

_

ByE.F. HASKELL & ASSOCIATES

11 0 East Missouri, #760
Phoenix, AZ 85014-2706

I

(AZ residents ad d 6. 7 %, s ales lax)

Please circle: Cash C.O.D. Bill Me VISA MasterCard
L Card# _ _

$995

a

_

_

$15.00

I

TOTAL
El lus t s e nd tre e a ni ma te d tria l dis ke tte . _ _ _ _ J

C ir c l e N o 14

.

800- 732 -3688

602-277 -2534
FAX: 602 - 234 -3644

TfiE POWER OF
INFORMATION
When it comes to salary information in the accounting, finance, information
systems a nd ba nking professions, there's nothing more powerful than the
1992 Robert Half and Accountemps Salary Guide. And this yea r, we've added valua ble
sections on competitive strategies for hiring and retaining top talent. With the Guide,
you can tap into the resources of the world's largest accounting and financial
personnel service - with 150 offices and more than 40 years of experience.

Get the ju mp on you r competition.
Call you r local Robert Half ° or
Accoun temps' office for you r FREE
copy or complete this coupon today.

I Robert
- - - Half—
- - - - - - - - alf International Inc.
P.O. Box 33597
Kansas City, MO 64120
r

� - � - � - � - � - �

Please send me a comp limentary copy of your 1992 SALARY GUIDE.
Na me

t e a . MT

Title
Firm
Address

accounnl ,

City/State /Zip
Telep ho ne (

)

01 9 9 1 , � R o b e r t � H a lf � I n t e m a t i o n a l � I nc . � — � — � — � — � _ � _ � —
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