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Almost 5,000 accountants
will gather in Washington,
D.C., Oct. 11 -14, to discuss
the accountant's role in a
world economy.
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TRANSFERPRICING
IN THE 19905
BY ROGER Y.W. TANG,
CMA
Tightening of the international regulatory and tax environment has caused multinational corporations to
change their transfer pricing methods. Here 143 companies reveal their new
practices and procedures.

27
EVALUATING
OUTSOURCINGOF
INTERNALAUDITING
BY CURTIS C.
VERSCHOOR
In the past few years, companies have begun to outsource functions that were
always performed in- house.
What are the advantages
and disadvantages of outsourcing internal auditing?

31
BUNDLEMONITORING
OFSTRATEGIC
PROJECTS
BY JAMES A.
HENDRICKS, ROBERT C.
BASTIAN, AND
THOMAS L. SEXTON
Most companies lack adequate procedures for monitoring the results of strategic capital projects such as
investments in factory automation or new products.
The bundling concept used
at Caterpillar should help
many firms analyze and
track the costs and benefits
of strategic projects.

36
BUDGETINGFOR
ANINTERNATIONAL
BUSINESS
BY PAUL V. MANNINO
AND KEN MILANI
Foreign currency exchange
rates, interest rates, and inflation all have an effect on
budgeting. Learning how to
accommodate these fluctuations in the budgeting process allows international
companies to generate predictable financial statements.
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SuccessfulCompanies.

From the canyons of Wall Street to the
Sun Belt to Silicon Valley.
Wherever you find successful
companies you'll find something else:
The Masterpiece® series of
financial software.
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advanced and integrated
accounting solution ever r
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comprehensive, approach to all of your
financial needs. An integrated series
of high - performance Masterpiece
modules address: General Ledger and
Financial Reporting, Purchasing and
Payables Management, Receivables
and Credit Management, Fixed Asset

Accounting, Order and Inventory
Management, and Project and Labor
Cost Tracking.

Because it's built on top of a
relational foundation, Masterpiece
delivers superior integration and
performance. It's also easily tailored
to your company's specifications and
offers a unique custom reporting
facility along with distillation,
analysis, data manipulation and
outstanding presentation tools.
Call 1 -800- 645 -3003 for com-

plete information on Masterpiece. Call
today and learn the difference between
software for accounting —and software
for success.
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TAX PLANNING
FORPENSIONPLANS
BY RAY A- KNIGHT, LEE
G. KNIGHT, AND
MICHAEL WINTER II
Employers need to know
the requirements for minimum funding for their defined benefit pension
plans —and the limits and
penalties for overfunding. It
also helps to know how a
business can get a waiver of
the minimum funding standard.
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BY JOHN M. BRAUSCH
The consensus is that manufacturing needs new cost
accounting systems. That is
why management accountants must overcome hurdles to communicate both
the necessity of a new management accounting system
and the fact that a recommended change will have
the desired effect: better
product costing and performance measurement.
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PERSPECTIVES

BY DAVID J. HARR AND
JAMES T. GODFREY
A 1988 Executive Order
mandated a program to improve the quality, timeliness, and efficiency of services provided by the
federal government. A recent IMA research project
determined how Uncle Sam
can "borrow" performance
measures from the private
sector.
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1ntrCKJUCm"g'1be B' � System
You Helped Design.
Before developing our new billing system, we
talked to our customers.
We listened to everyone who comes in contact
with�an�invoice�—�Accounts�Parable,�Human�Resources,
Purchasing and the using and processing departments.
During the last two years, we combined your input
with state-of-the-art technology in optical imaging,
laser printing, EDI and EFT to create a new billing
system that delivers the features you want most:
•�Less�paper�plus�faster�checking�and�matching
capability by printing copies of each time card
right on the invoice.

•�Easy�-to�-read,�high�-�quality�laser�printing.
•�Easy�-to-�handle,�standard�-size�bond�paper�and�no
staples.
And we've included options that can save you
additional time and money:
•�Customized�reporting�t o�provide�data�on�usage.
•�For�those�who�don't�want�any�paper�at�all,�we�offer
EDI (Electronic Data Interchange) for billing and
EFT (Electronic Funds Transfer) for remittance.
The new Kelly8 optical imaging laser billing system.
Another�industry�first�—only�from�Kelly.

KELU

Servpicesry

The�Kelly�Girl'People�—The�First�and�The�Best'
Circ le No . 6

01991 Kelly Services, Inc.

PERSPECTIVES
MANAGEMENT ACCOUNTING IN THE 21sT CENTURY

MANAGEMENT
ACCOUNTING■
(LISPS 327 -160)
VOL LXXIII NO.8 FEBRUARY 1992

In an earlier PERSPECTIVES column, I gave a brief
mid -year review of accomplishments thus far this year.
Reflecting on the review, I am confident that we are initiating BOLD STEPS TOWARD THE FUTURE for the
Institute. Truly taking BOLD STEPS generally means
acting in a revolutionary manner. I suppose I am somewhat revolutionary because I generally prefer that
actions take place now rather than later. Such desire
has permeated my career as well.
In my opinion, we must be somewhat revolutionary in
the management accounting profession and in the IMA. In today's fast-paced
business world, we may be left "in the dust" if we aren't somewhat revolutionary in our actions. At least, we should be revolutionary in our vision of
the future. Perhaps we can be a bit more evolutionary in actual implementation;
however, we MUST be willing to change at a fast pace.
With respect to changes in the management accounting profession, we must
be willing to freely and openly discuss the revolutionary changes which will
surely come. For these reasons, I think it is appropriate for us to begin to
think about the possibility of required certification and continuing education.
In my opinion these requirements are still in the future, but I believe they
will come if we expect to exercise leadership in the accounting profession. Not
to do so quite likely assures us of becoming obsolete during our careers.
Other professions, including engineering, medicine, and the legal profession
are all dealing with these issues. Skilled trades are more and more being
measured by the ability to display basic competency levels by Certification.
Mandatory continuing education is a high priority in most all professions
today. Can we justify any less in the Management Accounting profession?
As this decade hurtles toward the 21st century, we must not fail to recognize
the great opportunities for the management accounting profession and the
IMA as the competitive economic environment reaches a fully globalized
state. I encourage each member to give serious consideration to these and
other revolutionary /evolutionary actions with an open mind and with the
desire to continue to raise the professional image of management accounting
and management accountants. I believe you will find yourself in full
agreement with me if you approach these issues with an open mind.
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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
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

I

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

47� h p o h /

A� �
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
J
answers, ask us about
Re
po and
financial
Comshare's software
Management
r1 ing
solutions. For a free
copy of this white
paper and seminar

Initiative

information, contact
Chris Kelly:

1 -800- 922 -7979
(in Canada: 1- 800 -541 -1780)

C * & q q + W,V.
3001 S. State St., Ann Arbor. MI 48108 313- 994.4800

® Copyright 1991. Comehare Inc. CP0005
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LETTERS
TO THE EDITOR

ROBERT F. RANDALL, EDITOR

BACKTOBASICS
s Mr. Porter stated in his letter
in the November 1991 issue, I
am concerned with an overemphasis by the IMA in competing with
the AICPA. I do not consider MANAGEMENT ACCOUNTING® as a province of financial accountants. Indeed,
the fields of industrial engineering
and operations management, where
many of the modern concepts of process control have developed, includ-

EXAMINATION
REVIEW
by
Irvin N. Glelm & Dale L. Flasher

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

$24.95
$24.95

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

(800) 87 -GLEIM
8am -7pm M -F, 9am -2pm Sat. Eastern Time

CPAs: EARN CPE CREDI T WHILE
PREPARI NG FOR THE CMA EXAM
- COURSES
3s
s Volumes I & II
ination Review)

approved
urse Materials

ing activity accounting, are of greater
importance to American competitiveness.
Somehow in the past five to seven
years, the IMA has lost its direction.
The move to allowing CPAs credit on
the CMA exam, to reducing the number of hours on the CMA exam (at the
expense of corporate finance and economics), to stressing accounting students only as the source of new members, to using too many simplistic
articles in MANAGEMENT ACCOUNTING© that are written by accounting
professors desperately looking for a
publishing outlet, lead me to suspect
the ultimate quality of our organization.
Wake up! Look at the world that is
passing you by. Engineers and operations professionals can readily use the
analytical tools of management accounting. Those are the people with
whom we should be working. Recognize that CPAs have legal justification
for their existence as suppliers of audits and tax advice. You will not overcome their position in the business
world. Don't compete with them. Ignore them. The Institute of Management Accountants has made a fatal
strategic error by even linking itself to
the world of financial accountants. You
must return to your engineering and
costing roots and position the organization as something totally different,
the integration of strategy, finance,
and economics with the world of engineering, cost, and operations.
Look back and reread Kaplan's The
Rise and Fall of Management Accounting, Hayes and Abernathy's Managing
Ourselves to Economic Decline, Vollman and Miller's Ike Hidden Factory.
You will see that their observations are
linked to the everyday issues of operations and cost management, not to
GAAP or the tax code.
So, I applaud Mr. Porter for raising
the point His courage to raise the question has prompted me to do the same.
W. Michael Donovan, CMA
Portland, Maine
We have an active, ongoing effort to
acquire articles on a number of topics,
particularly those written from a practical standpoint by management accountants and financial executives right on
the corporate firing line. We welcome
your suggestions —and submissions —in
our continuing effort to make the magazine a valuable tool to be used by members in corporate accounting and finance positions. Ed.

CALCULATINGPBO
I am curious to find out if Mr. Hamilton
knows that he is not calculating the
Projected Benefit Obligation (PBO)
correctly, as shown in Table 2 of his
November 1991 article [ "Calculating
Pension Obligations"]. Paragraph 42
of SFAS No. 87 requires the use of a
service prorate in determining the
PBO and the related service cost. Mr.
Hamilton used no such proration. Depending on the current service of the
highly paid employees, the PBO calculated by Mr. Hamilton could be grossly
overstated. Mr. Hamilton expressed a
desire to "put accurate information into our annual report." Who checked
his calculations for accuracy?
The article does little to point out
the limited usefulness of Mr. Hamilton's highly simplified calculations and
assumptions. Actuarial calculations,
even those required by SFAS 87, are
best performed by qualified actuaries
with the relevant professional training.
In this way, credibility of the results is
maximized
77teodoref Shively,
Pacifica, Calif.

PROSANDCONSOF EDI
I am writing in response to Benjamin
Wright's article "Controlling EDI" [August 19911 because I believe that the
growth of telecommunications in the
workplace has many benefits and adds
certain responsibilities.
EDI is one example of the growth
of telecommunications and computerization. With this new technology,
many routine activities are replaced by
the more efficient transmission of data
by computers. However, the users of
EDI, like accountants, must ensure
that information pertaining to their client is readily available to the IRS,
stockholders, and the clients themselves and still provide adequate protection from outsider access.
EDI exemplifies how technology can
be a double -edged sword. The professional may be able to give faster service,
but in return, he or she must follow
more regulations and provide more security to clients. I believe that new technology helps professionals, but 1 hope that
it also renews the dedication to meeting
the customer's needs.
SheniAnn Nakamoto
University of Idaho
Moscow, Idaho
MANAGEMENT ACCOUNTING /FEBRUARY 1992
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WASHINGTONREPORT
STEPHENBARIAS,EDITOR

David Ball

LABOR DEPT SEEKS
STIFFER AUDITING
OF PENSION PLANS
he Department of Labor wants
Congress to toughen up the requirements for auditing of corporate pension plans. It is expected to
propose a number of changes to which
the business community previously
has voiced strong opposition. This includes requiring plan administrators
to report to the Labor Department any
termination of a plan auditor who is
terminated prior to completing the auditor's work and within a short period
after that termination. Lynn Dudley,
senior legislative analyst for the Association of Private Pension & Welfare
Plans, says her group is "adamantly
opposed" to that proposal. "Plan administrators commonly make mistakes, and auditors catch them. That is
what accountants are for," she says.
"Administrators are real good about
straightening things out themselves."
David Ball, assistant secretary of labor
and head of the Pension and Welfare

T

10

Benefits Administration, says the proposal also may include elimination of
the law that allows plan administrators
to exclude assets held by financial institutions from any audit of a plan financial statement. There also may be
a requirement that plan administrators
immediately report criminal violations
to the Department. The Labor Department has added 100 ERISA enforcement people during the past year. Ball
says the vast majority of those have
been field investigators. In the latest
fiscal year, the department recovered
$178 million for participants and beneficiaries, the largest recovery ever. Although previous Labor Department
legislative initiatives on pension accounting reforms have languished in
Congress, it is likely those proposals
will receive a much more polite and receptive hearing on Capitol Hill in the
wake of the Robert Maxwell pension
fund scandal.

DOD PANEL WILL
RECOMMEND
ACCOUNTING
CHANGES
A little- noticed but potentially influential advisory committee has been
meeting quietly in Washington since
last fall. Called the DOD Advisory Panel on Streamlining and Codifying Acquisition Laws, the committee is considering, among other things, changes
in cost principles and cost accounting
standards. These have been hot issues
in the defense contracting community,
especially given the Cost Accounting
Standards Board's (CASB) recent return to those areas. The Panel will
make recommendations to Defense
Undersecretary Donald Yockey by December 15, 1992. Congress set up the
panel in 1991, charging it with coming
up with recommendations for streamlining the acquisition process and en-

suring the continuing financial and
ethical integrity of defense procurement programs. The panel has 13
members. Most of them come from
the military services. LeRoy Haugh,
vice president of procurement and finance for the Aerospace Industries Association, is the only industry representative.

LOOK FOR MORE
ACCOUNTING
CHANGES IN
FINANCE SECTOR
Look for continuing pressure on Congress to turn the financial reporting
screws on financial companies. For example, Charles Bowsher, comptroller
of the General Accounting Office,
thinks Congress needs to go beyond
the accounting changes authorized in
the banking bill passed on November
27. That legislation requires banks and
thrifts to disclose so-called off- balancesheet assets and liabilities in their financial statements starting in December 1992. Moreover, the federal bank
regulatory agencies, also in December
1992, must tell banks and thrifts how
to report the "market" value of their assets. A couple weeks after Congress
passed the banking bill, the Financial
Accounting Standards Board (FASB)
issued a rule requiring all companies
to disclose updated asset. and liability
values in annual reports. SFAS 107,
"Disclosures About Fair Value of Financial Instruments," is effective for financial statements issued for fiscal
years after December 15, 1992, except
for entities with less than $150 million
in total assets in the current statement
of financial position. The statement is
effective for those companies in 1995.
But Bowsher thinks more must be
done. He says, for example, "We believe that the accounting rules for nonperforming assets —loans not paying
based on their original contractual
terms and assets acquired through
foreclosure —must be tightened up because they allow bank management
too much latitude in when to accrue
losses and in determining carrying
amounts for impaired assets." Bow sher also wants the FASB to revise accounting principles for identifying and
measuring loss contingencies.
■
Stephen Barlas is a journalist with more
than 13 years of experience reporting
from Washington, D.C.
MANAGEMENT ACCOUNTING /FEBRUARY 1992

Standards of Ethical Conduct
for Management Accountants
anagement accountants have an obligation to
the organizations they serve, their profession,
the public, and themselves to maintain the highest standards of ethical conduct. In recognition
of this obligation, the Institute of Management Accountants,
formerly the National Association of Accountants, has promulgated the following standards of ethical conduct for management accountants. Adherence to these standards is integral to achieving the Objectives of Management Accounting.'
Management accountants shall not commit acts contrary to
these standards nor shall they condone the commission of
such acts by others within their organizations.

COMPETENCE
Management accountants have a responsibility to:
■ Maintain an appropriate level of professional competence
by ongoing development of their knowledge and skills.
■ Perform their professional duties in accordance with relevant laws, regulations, and technical standards.
■ Prepare complete and clear reports and recommendations after appropriate analyses of relevant and reliable information.
CONFIDENTIALITY
Management accountants have a responsibility to:
• Refrain from disclosing confidential information acquired
in the course of their work except when authorized, unless legally obligated to do so.
• Inform subordinates as appropriate regarding the confidentiality of information acquired in the course of their
work and monitor their activities to assure the maintenance of that confidentiality.
• Refrain from using or appearing to use confidential information acquired in the course of their work for unethical
or illegal advantage either personally or through third
parties.
INTEGRITY
Management accountants have a responsibility to:
• Avoid actual or apparent conflicts of interest and advise
all appropriate parties of any potential conflict.
• Refrain from engaging in any activity that would prejudice
their ability to carry out their duties ethically.
• Refuse any gift, favor, or hospitality that would influence
or would appear to influence their actions.
• Refrain from either actively or passively subverting the
attainment of the organization's legitimate and ethical objectives.
• Recognize and communicate professional limitations or
other constraints that would preclude responsible judgment or successful performance of an activity.
• Communicate unfavorable as well as favorable information and professional judgments or opinions.
MANAGEMENT ACCOUNTING /FEBRUARY 1992

■ Refrain from engaging in or supporting any activity that
would discredit the profession.
OBJECT VITY
Management accountants have a responsibility to:
■ Communicate information fairly and objectively.
■ Disclose fully all relevant information that could reasonably be expected to influence an intended users understanding of the reports, comments, and recommendations presented.

RESOLUTION OF ETHICAL
CONFLICT
In applying the standards of ethical conduct, management
accountants may encounter problems in identifying unethical behavior or in resolving an ethical conflict. When faced
with significant ethical issues, management accountants
should follow the established policies of the organization
bearing on the resolution of such conflict. If these policies
do not resolve the ethical conflict, management accountants
should consider the following course of action:
• Discuss such problems with the immediate superior except when it appears that the superior is involved, in
which case the problem should be presented initially to
the next higher managerial level. If satisfactory resolution cannot be achieved when the problem is initially presented, submit the issues to the next higher managerial
level.
If the immediate superior is the chief executive officer,
or equivalent, the acceptable reviewing authority may be
a group such as the audit committee, executive committee, board of directors, board of trustees, or owners. Contact with levels above the immediate superior should be
initiated only with the superior's knowledge, assuming
the superior is not involved.
• Clarify relevant concepts by confidential discussion with
an objective advisor to obtain an understanding of possible courses of action.
• If the ethical conflict still exists after exhausting all levels
of internal review, the management accountant may have
no other recourse on significant matters than to resign
from the organization and to submit an informative mem
orandum to an appropriate representative of the organization.
Except where legally prescribed, communication of such
problems to authorities or individuals not employed or engaged by the organization is not considered appropriate.
' Institute of Management Accountants, formerly National Association of Accountants, Statements on Management Accounting: Objectives of Management Accounting, Statement No. 1B, June 17, 1982.
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TAXES

C CORPORATIONS
AND CASH METHOD

od for the year that it fails the tests.

The small business exception applies to C corporations and partnerships with C corporation partners that

are not tax shelters. If the average annu al gro ss receipts for the past three

tax years do not exceed $5 million,
then the cash method may be retained.
This gross receipts test must be met
for all prior tax years beginning after
December 31, 1985. Gross receipts are
calculated net of returns and allowances, as well as the basis of capital assets an d pro pert y us ed in a trad e or

BY NICHOLAS STEFANIAK
nternal Revenue Code Section 448
restricts the ability of certain entities to use the cash method. In
general, Section 448 applies to C
corporations, including exempt organizations, partnerships with C
corporations as partners, and tax
shelters.
Except for tax shelters, the only exceptions to the requirement that the
accrual method be used are for "qualified personal service corporations"
and small businesses.
Qualified personal service corporations that are not tax shelters must
meet a "function" test and an "ownership" test. The provision of services in
the fields of health, law, engineering,
architecture, accounting, actuarial science, performing arts, or consulting
must compose at least 95% of the corporation's activity. In addition, 95% of
the corporation's stock must be owned
directly or indirectly by active or retired employees engaged in providing
such services. Indirect ownership may
be held through a partnership, S corporation, another qualified personal
service corporation, or a grantor trust.
No other attribution rules apply. The
personal service corporation is required to convert to the accrual meth-

business that are disposed of during
the year. Gross receipts also include
any investment income such as interest, dividends, rents, royalties, and annuities. Gross receipts are not reduced
by the cost of goods sold. If the taxpayer fails the small business exception, it
is required to convert to the accrual
method in the following year.
A tax shelter is required to convert
to the accrual method in the first year
it becomes a tax shelter. A tax shelter
includes any enterprise that is not a C
corporation that is registered with federal or state securities regulators, any
enterprise in which greater than 35% of
the losses are allocable to limited partners /entrepreneurs, and any entity
whose principal purpose is the avoidance or evasion of federal income tax.
Tax shelters are ineligible for any of
th e ab o ve cited exceptions for avoiding the co nversion to the accrual method of accounting.

ACE IN THE HOLE
The corporate alternative minimum
tax (AMT) for tax years beginning after 1989 is increased by 75% of the excess of adjusted current earnings
(ACE) over the preadjustment alternative minimum taxable income (AMT).
The most common item that increases
ACE is the depreciation adjustment

TABLE 1
Regular Tax
Method
1. 200% Declining
Balance (DB) method
over MACRS life
2. 150% DB method
over ADS life
3. Straight -Line over
MACRS life
4. Straight -Line over
ADS life
I2

Required AMT
Method
150% Declin ing Balance
(DB) method over
Alternative Depreciation
System (ADS) life
150% DB method
over ADS life

Straight -line over
ADS life
Straight -line over
ADS life

Required ACE
Method
Straight -Line over
Alternative Depreciation System (ADS)
life
Straight -line
over ADS fife
Straight -line over
ADS life
Straight -line over
ADS life

from alternative minimum tax depreciation to ACE depreciation.
An analysis of the AMT impact
should be made for each of the options
in the table. The difficulty with such
analysis is that it should cover at least
three years because the largest differences in these methods will occur in
the three -to- five -year time frame.
Option one is best suited for those
situations where the alternative minimum tax is not a realistic threat. For
example, small companies with less
than $150,000 of AMTI can use the
$40,000 AMT exemption.
Option two might be an option
when the company has a minor exposure to the alternative minimum tax,
for example, if AMTI is greater than
$150,000 but less than $310,000. At this
level the alternative minimum tax
could still be less than the regular tax
so that accelerated depreciation would
still be of benefit to the company.
Option three would be available
when regular tax and the alternative
minimum tax are approximately equal.
Option four would be applicable
when trying to eliminate all depreciation adjustments for alternative minimum tax calculations. This might be
most beneficial when the corporation
is trying to use the minimum tax credit
against its regular tax liability.
The analysis of the optimal depreciation method is very complicated. It is
relatively simple to analyze depreciation in order to minimize tax for the
current year, but it is more difficult to
project depreciation needs into the future. For example, using option one
might create a higher alternative minimum tax for the current year, but this
would create a minimum tax credit for
application against regular tax in futur e ye ar s. The minimum tax credit

can only be applied to the regular
tax —not against alternative minimum
tax. Therefore, it is necessary for the
corporation to minimize its adjustments to alternative minimum taxable
income. It may be difficult to avoid exposure to AMT, however, if option one
is used. The adjustments to AMTI will
be largest in the first three years of depreciation. As a result of the choice to
use option one, the corporation m ay
create a minim um tax credit that is us-

able three or more years from now. ■
Nicholas Stefaniak, CPA, is the tax director of The Globe Corporation. He is
vice president of administration for the
Phoenix Chapter, through which this article was submitted.
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Doyouhavewhatittakes
toimplementActivityBasedCosting?
Do you understand your business?
Sapling's approachtoActivityBasedCostingbuilds onthestrength
of your businessknowledge.

Doyou havea practicalmethodtoimplementActivityBasedCosting?
Sapling'sprocessmodellingtechniquehasbeenappliedsuccessfullyinbuilding
ActivityBasedCostingsystemsinmanufacturingandserviceindustriesforseveralyears.

Do you have the skills for implementation?
Sapling'sworkshopsinActivityBasedCostingareconductedbyexperienced
practitionerswhohavealreadysuccessfullytrainedhundredsofprofessionals.

Do you know what software you need?
Sapling'ssoftwaretool,NetPropher'',hasalargeexistinguserbase
satisfyingtheir ActivityBasedCostingneeds.

Our Clients Include:
ArthurAndersen8Co.,Dupont,InterstateFoods,Kennometal,Parke-Davis,PeterboroughCivicHospito

Wehave!
IMA and Sapling Present

Implementing Activity Based Costing
"The Model Approach"
9 ATwo-DayPracticalSoftwareBasedTrainingWorkshop
•AHands-OnTrainingFormal/Conceptsand Software
• ParticipantsBuildanActivityBasedCostingSystem intheWorkshop
• StructuredApproach
toImpl
PP
PementaPilot Project
Oneof thebest(PEcoursesIhaveattended! " PreviousParticipant
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IN THE LIBRARY
ELAINE GOLDMAN,EDITOR

COMPUTERIZED
ACCOUNTING -AN
INTEGRATEDSKILLS
APPROACH
Sylvia Hearing, MBA, PA, Prentice
Hall, 200 Old Tappan Road, Old Tappan, NJ 07675, (800) 223 -2348, 1991,
631 pp.— Computers in accounting are
a present -day reality and are found in
virtually every size business. Although
the computer is only a tool to help get
work done, the person using it will
need specific instruction and training
to be able to understand and operate
the tool efficiently for its intended job.
The purpose of this book is to provide
initial computer /accounting training
to the young accounting student or the
accountant whose experience up to
now has been primarily with manual
accounting systems.
Computerized Accounting —An Integrated Skills Approach provides structured lessons designed to familiarize
the student with the PC and tell him or
her how to post transactions an d run
reports. It simulates the analytical process an accountant must go through
by providing realistic situations that require thought and analysis before
transactions are posted in the accounting system.
With the book comes a diskette
containing the Bedford Integrated Accounting Software. Although the software and data files are in a format usable with the book's practice cases,
this version of the software cannot be
used in other commercial applications.
Chapters cover the various areas of accounting. receivables, payables, inventory, payroll, and general journal entries. The student gains initial
experience and confidence with the
PC and the software by posting transactions from given situations. Questions at the end of each chapter review
the transactions, quiz the student
about the uses and different features of
the software and the computer, and reinforce learning objectives of the chap14

ter. Students gain basic experience in
the first part of the book so they can
master the later chapters that present
the challenge of converting a manual
accounting system to the computer accounting environment.
Before students move to more sophisticated software outside the classroom, they can get excellent experience with the Bedford software, which
provides a quality learning environment in the same manner as manual
practice accounting sets did not too
many years ago. The book is well written and provides good step -by -step instruction through each chapter objective. It will serve the student best when
used in a classroom /lab setting where
supervision is provided. Computer and
accounting education do not come
without lots of hard work. This is
hands -on experience for whichthere is
no substitute.

ume a valuable addition to the growing
body of literature on quality improvement. First, by providing case studies
of service companies such as Florida
Power and Light and Hospital Corporation of America as well as manufacturing companies such as Globe Metallurgical, Ms. Walton helps to dispel
the erroneous idea that Deming's principles can be applied only to the
"smokestack" industries. Second, by
presenting unvarnished accounts of
the struggles and setbacks as well as
the successes of these companies, the
author encourages companies not to
fear the inevitable difficulties that accompany such radical changes in philosophy and practice. Third, the "nuts
and bolts" examples of actual quality
improvement processes show how the
concept of quality can be translated into a real -world agent of change.
The book includes a helpful introductory overview of the Deming method and a chapter on "Doing Without
Performance Appraisals" (a key Deming principle) as well as six actual case
histories.
In the process of developing quantifiable indicators of quality improvement and measuring their financial impacts, the management accountant will
be a vital member of the quality improvement team of any company. This
book is a good introduction to the subject for anyone involved in the quality
improvement program of an organization.

Richard Duston, CPA
Brian E. Johnson, CMA, CPA

DEMINGMANAGEMENT
ATWORK
Mary Walton, Perigree Books, The Putnam Publishing Group, 200 Madison
Ave., New York, NY 10016, (800) 6318571,1990, 249 pp. —The name of Dr.
W. Edwards Deming has become
more and more of a household word in
recent years as managers and workers
struggle to improve the competitive
position of American products and services in the world economy. Dr. Deming, an American statistician, taught
principles of statistical quality control
and management to Japanese industry
after World War II. The implementation of these principles has been credited with much of Japan's success in today's marketplace.
This book, by the author of The
Deming Management Method, shows
how the methods of this world- famous
quality expert have been adopted successfully by six diverse American companies. Several features make this vol-

STRATEGICCORPORATE
ALLIANCES:ASTUDYOFTHE
PRESENT,AMODELFORTHE
FUTURE
Louis E. V. Nevaer & Steven A. Deck,
Quorum Books, 88 Post Road West,
Westport, CT 06881, 1990, 212
pp. —The authors, associated with International Credit Monitor, a consulting firm specializing in political risk assessments, make two major points in
this work. The
first is that U.S.
businesses must
participate in a
global economic
environment.
Because most
firms are not
large enough to
go totally on
their own, other
means —such as
MA.NAGEMENTA000U"NG /FEBRIJARY 1992

minority participation, joint ventures,
technological partnerships, cross licensing, and research and marketing
consortia —are recommended. The authors argue that takeovers, mergers,

and acquisitions are not the way for
U.S. industry to go. Such an approach
puts even more emphasis on shortterm financial results rather than longterm growth. One of the strengths of
the book is the authors' referrals to numerous business situations reported
in the press. They provide a degree of
immediacy to the volume and make it
readable.

basis." The magnitude of this type of
undertaking obviously is very large.
One wishes that more time and space
would have been devoted to how to accomplish total business integration.
The main thrust of the book is Part
III, 'Total Manufacturing Management." Total manufacturing management is a model encompassing numerous subsystems. Merli says he
attempts to provide a comprehensive
rather than a specialized view of manufacturing, and he succeeds admirably. He walks us through the subsystems of a total manufacturing model,
starting with organizing production us-

ing a just -in -time system and concluding with implementing a total manufacturing model. In between are lengthy
illustrations on topics such as organizing production and product development as well as short (but concise) descriptions on process control, total
industrial engineering, and total productive maintenance.
To stay abreast with the trends in
production organization and management, management accountants
should read this book.
Peter John Poznanski
Cleveland State University

Alfred M. King

TOTAL MANUFACTURING
MANAGEMENT:PRODUCTION
ORGANIZATION FOR THE
19905
Giorgio Merli, Productivity Press, P.O.
Box 3007, Cambridge, MA 02140,
(800) 274 -9911, 1990,304 pp. —Giorgio Merli takes us from the beginning
of the changes experienced in modern
manufacturing to the present and tells
us what we should be going in order
to remain competitive in the world
markets. It is a substantial undertaking, yet Merli does an excellent job of
presenting the topics and maintaining
the reader's interest.
The book is divided into three
parts. Part I, "Lessons from Japan," is
an overview of the Japanese model of
manufacturing that contrasts and compares this model with the Western
models. Although most readers are familiar with this area, they can learn
much from Merli, who takes a much written -about topic and makes it interesting by using good, illustrative examples.
In Part II, "The New Reference
Model for Organizing and Managing
Production," he emphasizes different,
but not necessarily unrelated, strategies that are the groundwork for total
manufacturing management. Most interesting in this part is the section on
emerging strategies where different
manufacturing appro aches (basic, just-

in-time, strategic cells /computer aided engineering, computer - integrated
manufacturing /automated manufacturing system, and total business integration) are compared. It is here that
the concept of total business integration is introduced, where "... the basic
objective is to provide a common way
of working so that flexibility and assets
are optimally managed on a worldwide
MANAGEMENT ACCOUNTING /FEBRUARY 1992
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When we surveyed our clients, 97% s a i d ifthey had To WW
over, they would choose Lawson accounting software again. It
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
1BM6 midrange, IBM mainframe and UNIX®
systems, including Hewlett- Packard, Unisys,
IBMMA Sequent and DOW.
If you need software for your growing
business, there's a 97% chance L at %,son will
meet your expectations, too.

For a free accounting software sampler
disk, call 1- 800 - 477 -130? ext. 620.
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ETHICS

CEO of WIW for about five years.
3. Charlie has been the controller and
CFO of WIW for about two years.
4. Tony has been the purchasing
agent of W1W for about five years.
5. Diane has been the executive assistant to J.B. for about five years.

COMMENTARY:

NEIL HOLMES, EDITOR

ETHICAL CONFLICTS
ne of the goals of the Ethics
Committee, which was reaffirmed at our December 1991
Committee meeting in Atlanta, is to encourage ethics communication among
our members through this column. In
most situations involving ethical dilemmas, there can be several solutions
in arriving at a resolution of the ethical
conflict. We hope we can stimulate
some feedback from you, the reader of
this column, by providing ethics cases
from time to time along with proposed
solutions.
In the April 1991 issue of MANAGE MENTACCOUNTING®, two ethics cases were presented. In the October
1991 issue, James Brackner, CMA, a
member of the IMA Committee on
Ethics, provided a proposed resolution
for Ethics Case #1. He also provided
some interesting information on the
impact that ethical training had on a
group of university students who were
provided with Case #1 for resolution.
This month I would like to provide
a proposed resolution to Ethics Case
#2 from the April 1991 issue, which is
reprinted below:

0

FACTS:
1. WIW is a publicly owned corporation that makes various control devices used in the manufacture of
many types of basic mechanical
equipment.
2. J.B. has been the president and

Become a
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J.B.: Hi, Charlie, come on in. Diane
said you had a confidential matter to
discuss. What's on your mind?
Charlie: I B.,1 was reviewing our
increased purchases from A -1 Warehouse Sales last week and wondered why
our volume had tripled in the past year.
When I discussed this with Tony he
seemed a bit evasive and tried to dismiss
the issue by stating that we can get one day delivery on our orders.
J.B.: Well, Tony is right, Charlie.
You know we have been trying to install
the new just -in -time philosophy ofmanufacturing and to get our inventory investment down.
Charlie: We still have to look at the
overall cost. A -1 is more ofa jobber than
a warehouse. After investigating orders
placed with them, I found that only 12016
are delivered directly from them and the
other 88% are dropshipped from the manufacturers. The average markup by A -1 is
30 %, which amounted to about $600,000
the past year. If we had ordered directly
from the manufacturers when A -1 did not
have an item in stock, we could have saved
about $530,0010 ($600,000 x 88 %).
J.B.: Now look, Charlie, weget quick
delivery on some items, and who knows
how much we are saving by not having
to stock this stuff in advance or worry
about it becoming obsolete. Is there anything else on your mind?
Charlie: Well, J. B., as a matter of
fact, there is. I ordered a Dun & Bradstreet credit report on A -1 and discovered that Mike Bell is the principal owner. Isn't he your brother -in -law?
J.B.: Sure he is. But don't worry
about Mike. He has a Harvard MBA, he
understands this just -in -time philosophy,
and, besides, he is looking out for our interests.
Charlie (to himself): This conversation has been enlightening, but it
doesn't really respond to my concerns.
What are my obligations in this matter?
Can I legally or ethically ignore this apparent conflict of interest?
Our Standards of Ethical Conduct
charge us with the responsibility of
avoiding actual or apparent conflicts of interest and require that we advise all appropriate parties of any potential conflict

Charlie has identified the ethical dilemma, i.e., purchasing a significant amount
of materials from a company whose principal owner is the brother -in -law of
WIW's president Charlie is concerned
about his legal as well as ethical responsibilities in this situation.
In the commentary that is provided
with this case, Charlie has represented
that the supplier's markup is 30%. We
are not given any information as to
how Charlie determined this although
this is an important piece of information in determining the ultimate resolution. If WIW cannot purchase the
materials directly from the manufacturer in the same quantities as purchased from A -1 at a price substantially
equal to the price paid by A -1, WIW
would not have suffered as severe a financial impact as Charlie may have at
first believed WIW has suffered.
Because Charlie's initial discussion
with J.B., the president, did not offer a
satisfactory justification for the selection
of A-1 as a supplier, Charlie should consider discussing the potential legal ramifications on a confidential basis with the
corporate counsel. If the financial loss is
significant, Charlie may wish to discTeetly determine if the purchasing agent and
president of WIW, who have both been
with WIW for the same length of time,
had a previous connection in their prior
employment before meeting with the
corporate counsel. Armed with the information obtained from the discussion
with counsel, Charlie should review the
situation again with J.B., explaining more
directly his concerns about the apparent
conflict of interest and ask that the Board
of Directors approve the continued use
of A -1 as a supplier.
If J.B. refuses to follow this course of
action, I believe that Charlie's only alternative is to submit a memorandum to the
Board of Directors or Audit Committee
of the Board of Directors of WIW after
making J.B. aware of his decision. The
memorandum should only present the
facts. If the board approves the continued
relationship with A-1, Charlie may possibly conclude that his concerns about an
apparent conflict of interest do not represent an actual confect This presumes
that legal counsel has advised the company that this arrangement does not violate any laws and that the company has
made adequate disclosures in its public
filings. Only Charlie can make the decision as to whether or not he can continue
at WIW under these circumstances. ■
Neil E. Holmes is the chairman of the
IMA Committee on Ethics.
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NEWS
KATHY WILLIAMS, EDITOR

Walter Schuette

SCHUETZENAMEDSECCHIEF
ACCOUNTANT
alter P. Schuette, former
partner with KPMG Peat
Marwick, started his new job
as chief accountant at the Securities &
Exchange Commission January 20. He
will serve as the SEC's chief accounting officer, responsible for all accounting and auditing issues related to administration of the federal securities
laws, especially new accounting policy
determinations, the form and content
of financial statements filed with the
Commission, and enforcement actions
dealing with accounting. The spot had
been vacant for about a year before his
appointment.
The 59- year -old Comfort, Tex., native was one of the seven founding
members of the Financial Accounting
Standards Board, serving from its inception in 1973 until mid -1976. During
his FASB tenure he signed Statements
1 through 12 and FASB Interpretations
1 through 9. He also served on the Financial Accounting Standards Advisory Council.
Mr. Schuette began his public accounting career in 1957 when he
MANAGEMENT ACCOUNTING /FEBRUARY 1992

joined the firm of Eaton & Huddle in
San Antonio. In 1958 his firm merged
with Peat, Marwick, Mitchell & Co.,
now KPMG Peat Marwick. In 1963 he
transferred to KPMG's executive office in New York City in the department of professional practice that establishes firm policy and assists audit
engagement partners in the delivery of
professional audit and accounting services to clients, among other services.
As part of his duties there he worked
with KPMG's representative on the
Accounting Principles Board and
Committee on Auditing Procedure of
the American Institute of CPAs. He became a partner in 1965.
He returned to KPMG's executive
office after leaving the FASB in 1976
and resigned this January to take the
chief accountant spot. Since the mid 1960s Mr. Schuette has been involved
with professional committees, councils, and boards that have as their objectives the establishment and improvement of financial accounting and
reporting in the public interest. Over
the years he has become known as an
advocate of current value accounting,
and, at a press conference announcing
his appointment, he said he will push
for simplification of accounting rules.
He added that his immediate goal
would be to fill four or five vacant senior accounting positions at the SEC,
which has been expanding its accounting staff to concentrate on helping detect fraud.
Mr. Schuette holds a bachelor of
business administration degree from
the University of Texas at Austin. He
also attended Stephen F. Austin State
College and, while in the U.S. Air
Force, attended the Army Language
School at the Presidio of Monterey,
Calif., specializing in the Russian language. He is a CPA in California, New
York, and Texas.

HIRINGEXPECTEDTO
IMPROVE IN ACCOUNTING,
FINANCE THIS YEAR
he 1991 recession forced salary
increases to remain at cost- of -living levels, and no large increases
are expected for 1992, according to the
annual Robert Half International salary
survey. Companies are expected to
hire more people again soon, however,
especially professionals qualified in
tax, credit and collections, accounts receivable, and cash management as
they are b eing sought as part of corpo-

rate efforts to reduce expenses while

Parson-Bishop's proven, systematic
program pays oft —in faster collections,
better cash flow and impressive savings.
Results guaranteed. Proven resultssince
1973. Call our clients in 24 states.
For full info rmation, write or call:
1- 800 - 543 -0468 (Ohio: 513- 561. 5560).
Parson-Bishop Services, Inc.
7870 Camargo Road, Cincinnati. OH 45243

Attn: Mktg, Dept. M -A
Q

�
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Parson-Bishop
Services, Inc.
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securing timely collections.
As far as salary, Robert Half and Accountemps predict that corporate controllers will experience increases in
the range of 2.9% to 3.8 %, assistant and
plant controllers will receive increases
of 3.2% to 5.4 %, and CFOs and treasurers will have a broad range of 1.9% to
4.7% depending on company size.
In other findings, 72% of the survey
respondents said that top manage ment will be more reliant on information provided by the accounting department in the 1990s than in the
1980s and that accountants have a
high degree of job security in business
today.
To find out more about the salary
survey and /or to obtain a copy, write
Robert Half International, Inc., P.O.
Box 33597, Kansas City, MO 64120.

HIRES
anagers suffering their second job loss are not as worried about finding a new job
as those who are experiencing their
first discharge, Challenger, Gray &
Christm as, Inc., international outplacement consulting firm said. Company
President Jam es E. Challenger noted
that "the incidence of double discharges has increased 10% to 15% over
1990. They are now at the highest
point since our firm first offered outplacem ent counseling services in the
1960s." They also are being rehired

faster because they don't waste time
before a new job search, they know
what to expect, and they present a
calm er im age. They also have an easy
answer for the second layoff, he explained, which is LIFO, or last in, first
out, as a true basis for leaving.
■
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OUTSIDEDIRECTORS:
SMALLERCOMPANIES
usiness theory says that
directors represent the
stockholders of a company (in fact are "elected"
by the stockholders) and
that their main job is to
hire and fire the CEO,
watching the meanwhile to see that
he's doing a good job. This fails to describe practice. For example, take the
private company. It's absurd to think
that the director's job is to fire the principal owner or a member of her family.
Directors in such a situation must be
there for something else!
Why might a company under, say,
$25 million that's private or closely
held want outside directors? The most
important contributions that can be
made by outside directors on the
board of a small or private company
are good counsel and enhanced credibility with outsiders. Interestingly,
small companies often make more effective useof their boards than do larger firms where the board makeup is
more structured and political.
Fast, good counsel. Meeting this
test varies widely with the nature of
the business, the particular strengths
of the key people, and the talents already on the board. Does the chairman/owner want input on strategy, finance, personnel, or labor relations?
Perhaps he wants the perspective of
other business leaders from similar
but not competing firms. Or he seeks
the viewpoint of various constituencies
with which the company deals g.,
particular communities, ethnic or specialized markets. Perhaps the company is looking forward to a public offering or sale of the business and wants
to prepare. Board counsel can help in
any of these areas.
Second, enhanced credibility. No
lender or other third party expects the
board to manage a firm or to tell the
boss what to do, but he does tend to
believe that outside directors will not
willingly compromise their integrity or
18

risk legal liability arising from inappropriate conduct or reporting by the
company. Thus, their continuing presence on a private company board is a
source of reassurance.
Where do the directors come from?
• Most obvious are major stockholders or their designees. When a company seeks venture capital, new investors
may want
board
representation. In some cases, another firm may hold a minority interest in the company and be represented.
• Next come top people from similar
or larger companies and old
friends. Business - oriented academics often are favored, too. This process commonly is arbitrary and
haphazard. Management science
hasn't found its way into board selection for most firms. Frequently
the owner sets out to find directors
before he has any clearly defined
objectives.
• Frequently seats are offered to the
various professionals who serve the
company. Accountants who audit
the company are now barred from
serving as directors, but there are
no similar rules prohibiting lawyers, bankers, or investment bankers. Even so, there are good reasons not to turn to these
professionals except for referrals.
The problem from the company's
perspective is a built -in conflict of
interest It is extremely difficult to
make changes in business arrangements with professional firms that
are represented on the board, and
it is possible that the professional /director is using the seat primarily to further the interests of his
own firm. Similar problems can
arise with suppliers on the board.
Such a relationship could increase
liability.
■ Major customers are less common
board members, except on boards
of banks and other financial institutions, which use the board to seek
and retain business relationships.
In community banks, this can be

quite effective, but the built-in conflict surfaces in handling the relationship with the director's
firm — particularly in extending
credit.
■ Independent outsiders with special
competencies and representatives
of particular constituencies can be
harder to identify and attract They
may be in public life, in academia,
in the professions, or in philanthropy. They may represent various minorities or particular perspectives
that will help management For
smaller companies, especially, such
directors may serve as de facto and
largely uncompensated consultants
and can be extremely valuable.
How are outside directors found?
The informal network predominates.
Usually the chairman/owner consults
with his business friends, professional
advisers, and the like to identify suitable names, pursuing various leads until successful. The principal advantage
is low cost
An improvement on this tactic was
described as the "semiconscious
search." In this process, the chairman/owner consults with the existing
board to determine what qualifications
or special focus would be useful in a
new director. Then all of the directors
look for candidates using their various
outside contacts. This is a considerable improvement, primarily because
it is based on a set of criteria on which
there is general agreement It gives focus to the board. Finally, but not used
widely, is the formal executive search
engagement. Specialists in this business will assist the company in developing or refining criteria as well as
identifying and screening the candidates.
What motivates candidates for outside director to serve? The principal
movers are pride in serving, the learning experience, and the camaraderie
with fellow directors. Compensation
does matter, but it doesn't top the list
Particularly with smaller companies,
compensation may be more in the
form of stock or options than fees.
Clearly, personal compatibility is important to boards, even at the sacrifice
of some independence. The liability of
directorship can be substantial, making D &O insurance critical, but the
heightened concern of recent years
seems to be diminishing.
■
T. CarterHagaman is a consultant with
OxViord Information Technology, Ltd.,

New York, N.Y.
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MA
NA
GING
YOUR
CA
REER
`HOW DO I PRESENT MYSELF AFTER BEING
LAID OFF TWICE?'

ROBERTHALF,EDITOR
I'm unemployed for the second time in three years. Until the first ofthose two layoffs,
1'dbeen continually employed in management accounting for about ten years. Then,
my company was gobbled up by another and I was let go. Three months later, I found
another job with a company that I knew was on shaky financial ground. It downsized
dramatically in an attempt to stay in business, and 1 was one ofa number ofpeople
let go. Now as 1 look for a new position, 1 feel very much like damaged goods when
1 sitacross the desk from a prospective employer. I'm a two-time loser, and I'm sure
that creates a negative image ofme, even though I consider myself a knowledgeable
professional and a team player. How damaged am 1 in the eyes ofthose looking to
hire? Is there anything 1 can do to mitigate such attitudes?
our perception of how
potential employers
are viewing you is exactly that, a perception.
Undoubtedly,
there is some validity
to it where certain employers are concerned. But I suggest
that this probably represents the exception, rather than the rule.
A number of years ago, when the
economy was sound and companies
fully staffed, someone like yourself
who'd lost two jobs in a relatively short
period of time might have been tainted
when looking for another position.
In many cases, the problem with
people in your position is the perception you give to a prospective employer. How you view yourself will go a
long way toward establishing how an
employer responds to your recent
work history.
What invariably happens is that job
seekers in your shoes build a defensive wall around themselves that is
easily read by an interviewer. The confidence and positive image you should
be projecting is eroded.
Most of us have been fired at least
once in our lives, if only from a parttime job in a fast food chain while in
high school or college. When an interviewer asks whether a candidate has
ever been fired and receives a blanket
negative response, it arouses a certain
suspicion (which is not to say it might
be a truthful answer). Honesty is the
key. To attempt to couch the subject or
to lie about it invariably is worse than
facing it head -on.
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How you view yourself, including
the positive attitude you continue to
project despite your recent dismissals,
could well make the difference between landing a good new job or losing
out to other candidates.
This is especially important in the
event one or both of your layoffs had
to do with more than simple downsizing or the company having been taken
over. Naturally a prospective new employer will wonder why you were let
go, as opposed to someone else, even
though it's understood that someone
had to go. Honesty pays in this situation, although there are ways of explaining things without being unnecessarily harsh on yourself.
If you had a personality conflict
with your superior —which possibly
will come out during a reference
check —talk about it in positive terms.

Acknowledge that communication is
important, and indicate that while you
have always been a good communicator in business, your style of communication was different from that of your
former boss. Point out that other employers have always found you to be a
good communicator and team player.
It's certainly natural and normal for
someone who has been gainfully employed for a long time to suffer frustration and depression over having lost
two jobs and now having to look for a
third one in a difficult employment climate. But unless you work at presenting yourself in a positive light —which
includes the possibility of seeking professional counseling —you will go
through the job - seeking process viewing yourself exactly as you stated in
your letter, as "damaged goods." You
aren't.
A "Reason for Leaving" category
should never be included on a resume,
nor should it be alluded to in letters. Details on the reasons for having left prior
employment more appropriately belong
in an interview setting where you can
take the time to adequately and effectively explain it to a prospective employer.
Find time during this period of unemployment to pursue activities
which, even if they are projects for
which you'll not be paid, indicate an aggressiveness on your part. Offer your
management accounting skills on a
part-time basis to a nonprofit organization in your community. Not only will
that keep your hand in professionally,
as well as contribute to your network
of contacts who see what abilities you
possess, but it shows to a prospective
employer that you haven't given up. In
line with this, you might consider offering your services to a prospective
employer for no pay or, because of the
law, at minimum wage. Indicate you're
willing to work that way for, let's say,
a month in order to show this employer just what a valuable addition you'd
be to the firm.
At the same time, seek out temporary assignments in your field. Not only will they generate some needed
cash flow, but they put you in touch
with a variety of potential employers
who, if impressed with your work,
might want to offer you full -time employment. It frequently happens. ■
Mr. Half is founder ofRobert Half International, Inc., a financial and data processing recruiting firm with 150 offices
on three continents. His latest book is
How to Get a Better Job in This Crazy
World (Crown Publishers).
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What Is the Accountant's
Role i*n a Global Economy.?
Helping companies cope with major changes in strategy, trade, and
finance lops the list.
political, social, demographs global economic
ic,
and future trends and deuncertainty remains
velopments;
explore capital
at an unprecedentneeds of organizations in a
ed high, multinaglobal society; and highlight
tional borders come crashefforts to harmonize acing down, and companies
counting standards worldplunge into Europe 1992,
wide. It also will feature conmanagement accountants
current technical sessions
and other corporate finanon such topics as joint vencial decision makers intures, the accountant's role
creasingly find themselves
in improving business perrevamping their roles. Alformance, ethics, the impact
most every company, no
of information systems on fimatter what size or kind, is
nancial managers and audidealing in a global markettors, international tax credplace with new rules, regulaits and transfer pricing,
tions, trading partners, and
privatization, legal liability
ways of doing business.
of
accountants, and cost
How are management acmanagement systems. A
countants helping their
business show featuring excompanies cope with these
hibits by major hardware,
changes, and what strategic
accounting
software, and
moves are they making to
other vendors will compleensure their companies' fiAt the World Congress, American accountants will share strategies
ment the technical program.
nancial success?
for the future with their international counterparts.
Incoming IFAC PresiTo share information on
dent Peter Agars of Austraaccountants' roles in this
lia says the Congress will be "the best-value experience acnew global economy, the International Federation of Accountants (IFAC) is holding the 14th World Congress of Ac- countants will be able to get for the next five
years... [IFAC's] strategic plan that has just been completed
countants October 11- 14,1992, in Washington, D.C. The Incalls
for some very significant shifts in direction for accounstitute of Management Accountants, the American Institute
tants throughout the world and the structure of their firms,
of CPAs, and the Institute of Internal Auditors will serve as
their companies, and their practices. This will be a rare opofficial hosts.
portunity for American accountants to focus on what other
So many international changes have taken place since the
parts of the world are doing and to exchange experiences
last World Congress was held in Tokyo in 1987 that comwith their international colleagues."
panies almost have to start over in some of their business
Here is a list of some of the distinguished speakers on
dealings. Bertil Edlund of Sweden, IFAC president, explains
tap for the Congress:
that this year's World Congress will emphasize "globalization, not just accounting issues. We will cover problems and
• Pehr G. Gyllenhammar, executive chairman, AB Volvo;
opportunities in international capital markets, international
• Sir Brian Jenkins, Lord Mayor of London;
communications techniques, developments in Europe, and
• George Will, syndicated columnist;
developments in Asia as well as progress on the harmoni• Charles A. Bowsher, Comptroller General of the United
zation of international financial reporting standards."
States;
The four -day Congress will update attendees on the ac• Stanley R Pylipow, 1991 -92 chairman, IMA;
tivities of International Federation of Accountants and the In• Hugh R Collum, finance director & CFO, Smith, Kline
ternational Accounting Standards Committee (IASC) over
Beecham PLC;
the past five years; address current international economic,
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■ John Phelan, president, International Federation of Stock
Exchanges;
• Enrique Iglesias, president, Interamerican Development
Bank;
• John Flaherty, vice president & general auditor, PepsiCo
Inc.;
• Robert W. Liptak, CFO, Faison and Associates;
• Hugh Parkes, general manager, group audit, National
Australia Bank Group;
• Richard Murray, chairman, Minet International Professional Indemnity Ltd.;
• Paul Guy, secretary general, International Organization
of Securities Commissions;
• Roelof Voormeulen, director of audit, Ministry of Finance, Netherlands;
• J . Michael Cook, chairman, Deloitte & Touche;
■ Bertil Edlund, chairman, Coopers
& Lybrand, Sweden;
■ Robert S. Kaplan, professor, Graduate School of Business, Harvard
University;

ny; Mexico City, Mexico; and Tokyo, Japan.

NOT JUST WORK
n addition to attending the technical sessions and exhibits, World Congress participants and their guests will be
able to enjoy a number of social events highlighting the
cultural treasures of Washington, D.C. On tap is a half -day
tour of the nation's capital, a special reception at the Smithsonian Institute following the opening session, an evening
of entertainment, and in -depth special- interest tours for persons accompanying Congress attendees.
For further information about the World Congress programs and complete registration instructions, call Markley
Pohlman at the IMA office at 800 -638 -4427, #3.
■

ACCOUNTANTS INA GLOBAL
ECONOMY
oth Ed lu n d an d Agars say th e

emergence of a global economy has implications for all accountants but agree that complete
standardization of international accounting practices may not be possible because of the desire for individual
countries
to
preserve
sovereignty. They believe strongly,
however, that further harmonization
of international accounting standards
is possible, particularly in light of
heightened demand for funds in international capital markets where
comparability is most important.
Edlund notes that accountants familiar with the global market have an important role to play in helping Eastern
European countries convert to market
economies. "Accounting has been a
success story over the last few years because accountants react to market
needs. "There is a need for both management accou ntants and audito rs in
these cou ntries. They are loo kin g for
advice and help in establishing training
and education programs."
Although globalizatio n is relatively new, international gatherings of accountants in the Un ited States date to
1904 when th e first International
Congress was held in St. Lo uis, Mo.
The Congress h as taken p lace every

five years since, each time bringing
more participation and harmonization among all participants worldwide. The last U.S. site was New
York City in 1962. Other host cities
since then have been Paris, France;
Sydney, Australia; Munich, Germa-
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TRANSFERPRICING
IN THE 1990S
The emphasis is on multinational and tax issues.

BY ROGER Y W. TANG, CMA
he trend toward decentralization and the implementation
of the profit -center concept
in the 1960s and the 1970s
provided increased autonomy at the divisional levels of many businesses. At
the same time, it created the need for
a sound transfer pricing system to assure the optimal allocation of corporate resources and to provide meaningful measures of divisional profit
performance.
This need for an effective transfer

pricing system remained strong in the
1980s and the early 1990s. Now the focus of transfer pricing has shifted from
domestic to international and tax issues. The transfer pricing problems of
a domestic company are complicated
enough. In a multinational context, the
problems take on new and more complex dimensions as a result of variations in tax rates, customs duties, government legislation, business
practices, and the like. Many legislative changes implemented in the 1980s
may have enormous ramifications for
tax planning and for the management

of a multinational transfer pricing system in the future.
What are the latest transfer pricing
practices of large U.S. corporations?
How do they compare and contrast
with those of an earlier study done in
1977 and published in MANAGEMENT
ACCOUNTING® in 1979 What is the
outlook for the future? To find out, I
conducted a study of the largest Fortune 500 industrials. The results were
similar to ones in my previous study,
but they also indicated major changes
he ahead.
? 1

RECENT CHANGES IN
TRANSFER PRICING
REGULATIONS

4

U.S, companies that export goods to subsidiaries in foreign countries will face stricter
regulations in the 1990s —which could have management and tax planning ramifications
soon.
22

ver the past five years, the United States and its major trading
partners have revised or introduced new transfer pricing regulations
(or legislation) to strengthen the power of their tax authorities to control
transfer pricing practices. Many of
these new and proposed regulations,
summarized in Table 1, could have significant implications for the management of a multinational transfer pricing system.
Section 482 of the U.S. Internal Revenue Code authorizes the Internal Revenue Service to allocate gross income,
deductions, credits, or allowances
among controlled taxpayers if such allocation is necessary to prevent evasion of taxes or to reflect the controlled
taxpayer's income clearly. The super
royalty provision of Section 482 —added through the Tax Reform Act of
1986 —and its regulations broadly define intangibles to include (1) patents,
(2) copyrights, (3) know -how, (4)
trademarks and brand names, (5) franchises, and (6) customer lists. It was
designed to provide the IRS with the
tools to collect royalties commensurate with the economic values of intangibles. The IRS thought many U.S. parent companies were transferring

0
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intangibles to related foreign subsidiaries at less than their value.
As part of the Tax Reform Act of
1986,Congress directed the Treasury
Department and the IRS to study transfer pricing issues to determine whether or how existing regulations should
be modified. In October 1988,the IRS
and the Treasury issued a discussion
draft on "A Study on Intercompany
Pricing" (known as the White Paper).
It contains the IRS's controversial proposals, which would require stricter
documentation of the pricing for intercompany transfers of intangibles. The
methods proposed in the White Paper
are tougher and more complex than
current methods' and would, if enacted, have enormous impact on multinational transfer pricing practices on
intangible property.
In December 1990,the IRS issued
proposed regulations under Section
6038A of the Internal Revenue Code as
amended by the Revenue Reconciliation Act of 1990.The proposed regulations are directed mainly at foreign
multinational companies with U.S.
subsidiaries. Under the proposed regulations, a U.S. company of which at
least 25% is owned by a foreign shareholder is required to maintain extensive documentation supporting its
arm's - length transactions in the United States. Also required are detailed
records that reflect the profit or loss of
each material industry segment. The
financial penalties for noncompliance
have been increased, and, in extreme
cases, the IRS can deny the deductibility on related -party charges.
In new rules on advance pricing
agreements, the IRS set forth the procedures for taxpayers to obtain advance assurance with respect to their
transfer pricing transactions or a cost sharing arrangement.' Initially the IRS
may limit its rulings on transactions involving affiliates in treaty countries
such as Australia, Canada, Germany,
Japan, and the U.K. Recently the IRS
and the Australian Tax Office agreed
on pricing methodology for goods that
the Apple Computer Company sells to
its Australian subsidiary for resale in
Australia.' This agreement represents
the first initiative to apply the advance
determination rulings.
During the 1980s,many other countries, including Canada, Japan, and Korea, enacted new transfer pricing regulations. These regulations also are
listed in Table 1.6 In June 1990,the finance ministers of the European Community countries reached agreement
on proposals for the harmonization of
MANAGEMENT ACCOUNTING /FEBRUARY 1992

TABLE VNEW AND PROPOSED TRANSFER PRICING
REGULATIONS IN SELECTED COUNTRIES
Country
United
States

Canada
Japan
European
Community
(EC)
S. Korea

Effective Year
(or Fiscal Year)
1986

New Regulations or Legislations
The super royalty provisions added to
Section 482 of the Internal Revenue Code
by the Tax Reform Act of 1986
The proposed rules in "A Study on
Intercompany Pricing" (the White Paper)
issued by the IRS and the Treasury
The proposed Section 6038A Regulations
agreements regarding transfer pricing
methodology
Revenue Canada Information Circular
No. 87 -2
Legislation on Intercompany Pricing in
Article 66 -5 of the Special Taxation
Measures Law
Draft Convention on Transfer Pricing
Arbitration

Issued in
October 1986
Issued in
December 1990
1987
1986
1992

Office of National Tax Administration
Order No. 1062 on Rules of Transfer Pricing

direct taxes in Europe. This accord
was followed by a draft convention on
transfer pricing arbitration to resolve
transfer pricing disputes between
member countries.°
As you can see, the tax and regula-

1990

tory environment changed substantially in the 1980s,and more changes are
forthcoming throughout the 1990s.
Again, this was one of the reasons I
conducted a survey of transfer pricing
practices.

TABLE 211NDUSTRIAL CLASSIFICATION OF
THE RESPONDENT FIRMS
Industry
Aerospace
Apparel
Beverages
Building materials
Chemicals
Computers
Electronics
Food
Forest products
Furniture
Industrial and farm equipment
Metal products
Metals
Mining, crude -oil production
Motor vehicles and parts
Petroleum refining
Pharmaceuticals
Publishing, printing
Rubber and plastics products
Scientific and photographic equipment
Soaps, cosmetics
Textiles
Toys, sporting goods
Transportation equipment
Total

Number of
Firms
5
6
3
3
13
6
8
12
12
3
7
3
10

Percent
of Total
3.5
4.2
2.1
2.1
9.1
4.2
5.6
8.4
8.4
2.1
4.9
2.1
7.0

5
6
14
3

3.5
4.2
9.8

7

4.9
2.1

3
4
4
4
1
1
143

2.1

2.8
2.8
2.8
.7
.7
100.0
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TABLE 3 /SALES REVENUE OF RESPONDENT FIRMS
Number of
Firms
26
28
29
29
31
143

Sales Revenue
$500 million to $750 million
$751 million to $1.2 billion
$1.21 billion to $2 billion
$2.1 billion to $5 billion
More than $5 billion
Total

DATA COLLECTION AND
THE RESPONDENTS
n the spring and summer of 1990,
we sent questionnaires to the largest 500 industrial companies listed
in the 1990 directory of the Fortune
500. After two mailings, we received
143 usable responses, which represented a response rate of 28.6 %.
Table 2 shows the industrial classification of these 143 companies, which
represented 24 industries. Five industries had 10 or more respondents each:
chemicals (13), food (12), forest products (12), metals (10), and petroleum
refining (14). The distribution of sales
of the respondents is shown in Table
3. In percentage terms, they are divided about evenly among the five categories of sales revenue.
About 80% of the respondent firms
have one or more subsidiaries in foreign countries. Forty companies have
subsidiaries in more than 20 countries.

Percent
of Total
18.2
19.6
20.3
20.3
21.6
100.0

The largest amount of exports to foreign subsidiaries by the responding
U.S. firms went to Canada, the U.K., Japan, and Belgium. Foreign subsidiaries of these companies in Canada, the
U.K, Japan, and Mexico shipped the
largest number of imports to their U.S.
parents.
TRANSFER PRICING METHODS
f the 143 respondents, 132 companies, or 92%, reported they
used at least one transfer pricing method to account for their domestic interdivisional transfers. The extent
of use of transfer prices among large
U.S. industrial companies in 1990 was
about the same as in 1977. A majority
of the 11 nonuser firms said they did
not adopt a transfer pricing system because their volume of interdivisional
transfers was insignificant.
Table 4 shows all the domestic
transfer pricing methods reported by

0

132 firms and 157 methods reported
by 90 multinational companies. Many
companies used more than one domestic or international transfer pricing
method. Methods used frequently by
the 132 firms to account for their domestic transfers included market price
(25.1 %), actual or standard full production costs (24.2%), full production costs
plus a markup (16.6 %), and negotiated
price (16.6 %). The two most widely
used international transfer pricing
methods are full production costs plus
a markup (26.8 %) and market price
(26.1 %).
Table 5 compares the transfer pricing methods used by the Fortune 500
companies in 1977 and 1990. For domestic intercompany transfers in 1990,
fewer companies used cost -based
transfer prices, and more companies
shifted to market -based transfer prices. We can observe the same trends
for international transfers between related companies. The Fortune 500
companies now use market -based
transfer prices for international transfers more often than either cost -based
prices or negotiated price.
ENVIRONMENTAL VARIABLES
OF INTERNATIONAL
TRANSFER PRICING
tnety-eight companies answered all or part of the questions judging the importance of

TABLE 4/TRANSFER PRICING METHODS USED BY THE RESPONDENT FIRMS
Prlclna Methods
Cost -based methods:
Actual or standard variable cost of production
Actual full production cost
Standard full production cost
Actual variable production cost plus
a lump -sum subsidy
Full production cost (actual or standard) plus
a markup
Other
Subtotal for cost -based transfer prices
Market -based transfer prices:
Market price
Market price less selling expenses
Other
Subtotal for market -based methods
Negotiated price
Other methods
Total --all methods

For Domestic Transfers
Number of
Percent of
Firms
Total
8
20
34

3.6
9.0
15.2

For International Transfers
Number of
Percent of
Firms
Total
2
6
11

1.2
3.8
7.0
1.3

0.9
37
2
103

16.6
0.9
46.2

42
_2
65

26.8
1.3
41.4

56
17
9
82
37
1
223'

25.1
7.6
4.0
36.7
16.6
0.5
100.0

41
19
12
72
20

26.1
12.1
7.7
45.9
12.7

157'

100.0

'Many firms use more than one domestic or international transfer price.
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TABLE 5/A COMPARISON BETWEEN THE TRANSFER
PRICING METHODS USED BY FORTUNE 500
COMPANIES IN 1977* AND 1990

Pricing Methods
Cost -based transfer prices
Market -based transfer prices
Negotiated price
Other
Tota"ll methods

Domestic
Transfer Prices
(% of Total)
1990
1977'
46.2
50.4
36.7
31.5
16 -6
18.1
0.5
0
100.0
100.0

International
Transfer Prices
(% of Total)
1990
1977
41.4
46.6
45.9
39.0
12.7
13.6
0
0.8
100.0
100.0

'Details of the methods used by the Fortune 500 companies in 1977 can be found in Roger Y.W.
Tang, C.K. Walter, and Robert H. Raymond, 'Transfer Pricing- Japanese vs. American Style,"
MANAGEMENT ACCOUNTING, January 1979, pp. 12 -16.

20 environmental variables that multinational firms usually consider when
formulating their international transfer
pricing policies. The rating was done

on a scale of 1 (not at all important) to
5 (extremely important). The average
importance score for a particular variable was computed bysumming the in-

teger values assigned to the item.
These average importance scoresas
well as the rankings for all 20 variables
are shownin Table 6 along with the average importance scores and rankings
for my 1977study.
"Overall profit to the company" received the highest rating in both 1977
and 1990.In the 1990study,78% ofthe
respondents considered "overall profit" very important or extremely important. Also receiving relatively high ratings were "differentials in income tax
rates and income tax legislation
among countries," "restrictions on repatriation ofprofits or dividends, "the
competitive position offoreign subsidiaries," and "rate of customs duties and
customs legislation where the company has operations."
Several variables received rather
low ratings among the respondents:
"rage of inflation in foreign countries,"
"risk of expropriation in foreign coun-

TABLE 6 /ENVIRONMENTAL VARIABLES OF INTERNATIONAL TRANSFER PRICING
Ranking of Average
Importance Score
1990
1977
1
1
2
4
3

2

4

3

5

6

6,7,8

8

6,7,8
6,7,8

11
9

9
10
11

7
5
16

12

12

13,14
13,14
15
16

15
20
17
10

17
18
19

14
13
19

20
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Variables
Overall profit to the company.
Differentials in income tax rates and income tax
legislation among countries.
Restrictions imposed by foreign countries on
repatriation of profits or dividends.
The competitive position of subsidiaries in foreign
countries.
Rate of customs duties and customs legislation
where the company has operations.
Restrictions imposed by foreign countries on the
amount of royalty or management fees that can
be charged against foreign subsidiaries.
Maintaining good relationships with host governments
The need to maintain adequate cash flows in foreign
subsidiaries.
Import restrictions imposed by foreign countries.
Performance evaluation of foreign subsidiaries.
The need of subsidiaries in foreign countries to
seek local funds.
Devaluation and revaluation in countries where the
company has operations.
Antidumping legislation of foreign countries.
Antitrust legislation of foreign countries,
The interests of local partners in foreign subsidiaries.
Rules and requirements of financial reporting for
subsidiaries in foreign countries.
Volume of interdivisional transfers.
Rates of inflation in foreign countries.
Risk of expropriation in foreign countries where the
company has operations.
U.S. government requirements on direct foreign
investments.

Average
Importance Score
1990
1977
4.04
3.94
3.45
3,06
3.32

3.24

3.31

3.16

3.04

2.99

2.90

2.85

2.90
2.90

2.75
2.83

2.71
2.69
2.61

2.89
3.01
2.40

2.44

2.71

2.38
2.38
2.36
2.34

2.45
2.14
2.30
2.78

2.31
2.24
2.01

2.53
2.57
2.23

1.94

2.27
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tries," and "U.S. government requirements on direct foreign investment." It
seems that those variables are relatively unimportant to the respondents.
The findings from the 1990 study
are somewhat similar to those from
the 1977 study with some exceptions.
For example, the average importance
score of "differentials in income tax
rates and income tax legislation
among countries" increased from 3.06
in 1977 to 3.45 in 1990. As a result, income tax consideration ranks as the
second most important variable. The
rankings of the following three variables also advanced considerably in

the 1990 study: (1) maintaining good
relationships with host governments,
(2) the need for subsidiaries in foreign
countries to seek local funds, and (3)
antitrust legislation of foreign countries. These variables appeared to be
more important to large U.S. multinational companies in 1990 than in 1977.
Table 6 also shows that the rankings of three variables declined substantially in 1990. They are "performance evaluation of foreign
subsidiaries" (down from No. 5 to No.
10), "rules and requirements of financial reporting for foreign subsidiaries"
(from No. 10 to No. 16), and "rate of
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inflation in foreign countries" (down
from No. 13 to No. 18). These changes
indicate that those three variables are
less important now than in 1977.
As you can see, the important
changes in transfer pricing regulations
in the United States indicate that stricter regulations and tighter enforcement
of these regulations by the IRS are
forthcoming in the 1990s.
Transfer pricing remains one of the
most complex yet vital areas of corporate management. It is an area tied
closely to tax planning, divisional performance evaluation, and corporate
profit. The operation of a successful
transfer pricing system requires the
enthusiastic support of top management and the cooperation of divisional
executives. Therefore, corporate managements need to take a more proactive approach in dealing with many
problems and issues in transfer pricing to make sure their companies continue to succeed.
■
Roger Y. W. Tang, CM, CIA, is a professorofaccounting and Upjohn Chair
ofBusiness Administration at the Haworth CollegeofBusiness, Western Michigan University, Kalamazoo, M149008.
He holds a Ph.D. degree from the University of Nebraska and has published
extensively in the area oftransfer pricing. He is a memberofthe Kalamazoo
Chapter, through which this article was
submitted. Dr. Tang can be reached at
(616) 387-5247
IRogerY.W. Tang, CX Walter, and R.H. Raymond,
'Ibirisfer Pricing—Japanese vs. American Style,"
MANAGEMENTACCOU"NG®, January 1979, pp.
12 -16.
'See details of the White Paper proposals in S.J.
Bonney and S.G. Sherwood, "White Paper Proposals for Intercompany Intangible 'itisnsfer6," International TaxJou►na1,Spring 1989, pp. 91 -105; and M.M.
Levey, S.C. Ruchelman, and W.R. Seto, "Transfer
Pricing of Intangibles after the Section 482 White Paper, "Journal of Taxation,July 1989, pp. 38.46,
'See details in C. M. Smith, "Use ofAdvance Pricing
Agreements Enhanced by New Revenue Procedure, "Journal of Taxation,June 1991, pp. 374.378,
'Price Waterhouse, lnternatioxal Tax Reviewer,
March/April 1991, p. 8.
'See N. Boidman, "Canada's Administrative Guidelines for Multinational Transactions: Information
Circular No.87 -2;' The Tax Executive,Fall 1987, pp.
35-56; J. E. Lanman and T. Anderson, "Anti-Tax
Avoidance: A Survey of Statutory and Nonstatutory
Rules (in Japan)," East Asian ExecutiveReports,November 1989, pp. 12 -14; and Y. N. Kee and Young Cheol Jeong, "Korea's Transfer Pricing Rules: A
Comprehensive Analysis," EastAsian Executive Reports,May 1990, pp. 9.24.
'See Jonathan Fox, "European Community Tax Directives," International Tax Journal,Spring 1991, pp.
45-50.
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EVALUATINGOUTSOURCING
OF
INTERNAL
AUDITING
CPA firms view internal auditing as an attractive new market niche.
BYCURTISC.VERSCHOOR
valuating make -or -buy decisions
for purchased parts and subassemblies has long been a routine function for management
accountants. The practice of outsourcing corporate support services, especially commodity-type items such as
payroll, security, and food service, also
has become commonplace.
More recently, poor earnings
brought about by global competition
and also overcapacity in the banking
and financial services industry has resulted in outsourcing of data processing, taxation, and legal services. Internal auditing is the latest subject for
outsourcing evaluation. Management
accountants should be aware of this
growing phenomenon and be ready to
evaluate its potential effect on their organization's internal auditing function.
Several years ago, Clark Equipment
Company, a manufacturer with annual
sales of $1.5 billion, successfully outMANAGEMENT ACCOUNTING /FEBRUARY 1992

sourced all of its internal auditing. 'Me
internal auditing department of the
company had functioned well as an internal profit center, and new management decided to sell the function to the
in tern al auditing m anagement group.
As a separate private corporation now
num berin g 75 persons, the group con-

tinues to provide internal auditing and
other EDP or accounting - related management services to Clark as well as to
a variety of other companies. Except

for Clark, they provide expertise to
supplement an existing in -house internal auditing function and avoid total

outsourcing. An example of this strategy is the firm's ongoing engagement
to perform internal audits of selected
European locations of Chrysler Corporation.
The outsourcing of internal auditing to CPA firms has begun to attract
more attention recently. For some
time, many CPA firms have performed
services for their clients that easily
could be considered internal auditing.

These engagements have included
such traditional services as reviewing
new computer systems, auditing existing EDP systems, investigating frauds,
carrying out cost studies, and evaluating specific internal control systems as
well as providing somewhat less traditional services.
Recently, at least one Big Six CPA
firm has targeted expansion of its contractual internal auditing practice to include the near total outsourcing of all
internal auditing required by prominent publicly held companies. CPA
firms view internal auditing as an attractive new market niche for revenue
growth and are looking to nonclients
as well as to their existing clients. One
reason for their interest in providing
internal auditing services may be the
escalating corporate expenditures for
internal auditing in many large publicly held corporations, coupled with
greater competitive pressures on fees
for the annual external financial statement audit.
27

Contractual outsourcing services
offered by CPA firms range from merely furnishing audit staff to work under
the supervision of in -house internal auditing management or performing the
internal audit of a foreign location to a
total turnkey operation including contractual management of the entire internal auditing function. In explaining
the advantages of total outsourcing,
Arthur Andersen notes in its marketing brochure that outsourcing "provides the objectivity, expertise, and
consistent quality resources of our
global organization." It further points
out that outsourcing of internal auditing "is an effective way to manage cost
without sacrificing quality" and "frees
management to devote all its energies
to the core business." To summarize
the situation, historical distinctions between internal and external auditing
are becoming blurred, and it appears
that internal auditing is becoming a
term that describes a professional activity rather than the career title of an
individual.

REAL COMPETITION
Ithough no formal surveys have
been made of the number and
various types of internal auditing outsourcing engagements that are
either already in place or have been
proposed, both partial and near total
outsourcing are known to exist. The
fact that several banks have decided to
outsource their internal auditing either totally or partially is viewed as a
developing trend by Jim Carey, the
general auditor of First Chicago Corporation. He is currently chair of the
Audit Commission of the Bank Administration Institute.
Carey states that although "internal
auditors have a strong desire to wish
it away, outsourcing is giving there a
sense of real competition." He continues, "To survive as an in -house function today, internal auditors need to do
a better job of allocating the proper
amount of quality resources to satisfy
the needs of all of an organization's
constituencies in a cost - effective manner." He continues, "Internal auditors
will have to periodically reexamine
their staffing plans, budgets, audit
schedules, and work methods to ensure that the highest risk areas are receiving adequate audit coverage and
that low value -added tasks are eliminated from the audit program."
Two publicly held banking organizations that are known to have brought
in contract auditors recently to out28

EVALUATINGSTAFF
SUPPORTSERVICES
T1vo popular authors have pointed out
the difficulty of evaluating staff support
services.
Peter Drucker states, "In -house service and support activities are de facto
monopolies. They have little incentive
to improve their productivity. There is,
after all, no competition."
Tom Peters suggests that companies and firms should subject support
functions to a simple test-"Could their
output be successfully sold on the
open market? If not, subcontract the
work to firms that specialize in each
function, which will almost certainly
do it better and more cheaply."
■
Source: "Contract Audit services." a brochure pubfished by Arthur Andersen & Co.. S.C.

source either all or a major portion of
their internal auditing are First American Corporation, headquartered in
Nashville, and First Bank System in
Minneapolis. First American has $6
billion in assets, a trust operation, and
locations throughout Tennessee. The
organization made the decision in late
1990 to totally outsource internal auditing to a CPA firm other than the one
performing its external audit. This arrangement eliminated about 30 internal auditors of whom about one -third
were offered positions with the vendor
CPA firm. So far, the contract seems to
be working well, according to Jack
Vannatta, First American's controller.
He says, "They are a very professional
group of auditors who concentrate on
important issues." Vannatta also points
out that internal auditing now is more
structured due to the need to accomplish much of the work during the
summer months. He notes that contract internal auditors are thus less
available for special assignments not
considered critical.
At First American, the outsourced
internal auditing function continues to
report directly to the board of directors. The major reason for the outsourcing decision, according to industry sources, was senior management's
desire to have the board perceive internal auditing quality as at the highest
professional level. The need for cost
savings because of lower earnings also
was viewed as a factor.
In contrast, First Bank System
(FBS) is a bank holding company with
$17 billion in assets and more than 150

bank and trust company operations in
seven states. In July 1991, FBS out sourced almost all of its internal auditing to its external audit firm, eliminating 54 staff positions in the process. An
additional number were offered positions by the vendor CPA firm. Functions retained in -house were limited to
executing regional and corporate compliance procedures, providing control
consultation on business changes, and
conducting special reviews at the request of management. According to
Richard Zona, the chief financial officer, the change was made "in our continuing efforts to control costs."

MORE EXAMPLES
1. duPont & Co. has tested outsourcing of internal auditing of
foreign locations. This organization has used its CPA firm to perform
internal audits in five foreign locations
and reports considerable success. The
arrangement is described in the June
1991Internal Auditoras "an effective
method of lowering costs while maintaining audit quality. "' DuPont assigns
an audit supervisor to review the field
work and assume responsibility for the
audit and its quality.
The senior management and the
board of directors of Emory University, a nonpublicly owned organization,
decided to adopt a less than total approach to the outsourcing of internal
auditing. The university has more than
10,000 employees and also operates
two 500 -bed hospitals. The decision to
outsource partially was implemented
in early 1990, so management has had
two years of experience with the arrangement, which it views as successful. The same firm performs both internal and external auditing, sometimes
using the same personnel for both.
The director of internal auditing,
William Mulcahy, previously the CPA
firm manager on the Emory engagement, supervises four three - person internal audit teams assigned for three
months during the period April
through September. During the first
quarter of the year, he identifies audits
to be performed during the summer
and in the last quarter directly assists
in the annual external financial statement audit.
Commenting on the nature of the
arrangement, Mulcahy asserts a real
need "to have someone on site fulltime
the entire year to properly assess the
needs for internal auditing in an operational sense as well as planning the
audit schedule with top management."

E
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In evaluating the success of the arrangement, Mulcahy views as a favorable factor the ability to cover adequately several quite diverse business
operation"e university and the
hospitals —at modest cost. According
to Mulcahy, "The firm gives us people
who are current in their fields and able
to tie into their library and to network
with other resources to a degree far
beyond what the usual in -house department could afford." As to the continuity of personnel assigned from
year to year, Mulcahy states that it has
been very good.
In October 1991 Montgomery
Ward, the privately held retailer, totally outsourced its legal, internal auditing, and taxation functions. Both the
internal auditing and the taxation functions will be performed by the company's external auditing firm.

agement of the holding company and
subsidiaries to assist in the transition.
After senior management and the
audit committees of the board of directors of the parent company and each
subsidiary bank had considered fully
the pros and cons of outsourcing, the
corporation decided to retain its internal auditing function in -house but organized on the same more centralized
basis on which the CPA firms made
their proposals. It is understood from
trade sources that the audit committee
in at least one subsidiary refused to
agree with the outsourcing change.

REGULATORYCONCERNS
highly visible issue involving
outsourcing of internal auditing
is whether it could affect the independence of a CPA firm that already
performs the annual external financial

statement audit for an organization.
This issue does not arise when different firms perform the internal and external auditing functions or when the
client is not publicly held and requires
no independent attestation services.
In 1984, the SEC responded publicly to a small accounting firm's request
for interpretation of its Rule 2 -01 of
Regulation S-X on independence. This
rule prevents an independent CPA
from performing record - keeping or
managerial decision - making functions
or loaning staff for these purposes. In
the 1984 case involving a small community bank, the SEC stated that "an
internal audit function generally would
be part of the system of internal controls administered by the client" and
believed that outsourcing would impair the independence of the auditor of
annual financial statements. Since
1984, however, The Institute of Inter-

ANEGATIVEREACTION
he idea of outsourcing internal
auditing is not always received
positively. Possibly the largest
organization to seriously consider but
then reject the total outsourcing of its
internal auditing function may be First
Interstate Bancorp, headquartered in
Los Angeles. As one of the largest
banks in the United States, with subsidiary banks in 13 Western states including Alaska, this corporation has an
internal auditing function totaling
more than 200 persons, including
those in its subsidiaries. In addition,
the internal auditing function in First
Interstate's Texas subsidiary has been
operating satisfactorily on a totally outsourced basis for more than two years.
Early in 1991, First Interstate provided basic information regarding its
operations and the scope of internal
auditing in each subsidiary bank to
several CPA firms, not including the
firm engaged to perform the annual external financial statement audit. The
firms were invited to make outsourcing proposals on the basis that only a
general auditor and small holding
company staff for general oversight
would be retained in- house.
Based on preliminary discussions
with the firms, one firm then was selected for further investigation. This
firm made elaborate presentations
with detailed plans and proposals to
take full responsibility for the management, staffing, and operation of the entire internal auditing function in all of
the subsidiaries on a more centralized
basis. The firm also agreed to hire selected internal auditing staff and manMANAGEMENT ACCOUNTING /FEBRUARY 1992

ANTAGE'SONBOTHSIDES
POTENTIAL ADVANTAGES
OF OUTSOURCING
INTERNAL AUDITING:
■ Costs are lower for several reasons:
reduced billing rates for work done
during CPA firm slow season; less
travel necessary, particularly to foreign locations; generally less generous fringe benefits.
■ The CPA firm provides liability insurance to back up the quality of its
internal auditing work.
■ The external firm can provide specialized expertise when it is not feasible to provide it in- house.
■ Outsourcing provides a possible
source of new employees for management positions.
■ Synergies from use of the same
CPA firm for both internal and external auditing result in a lower fee
for the annual financial audit
■ The corporation may benefit from
having cost saving and internal control recommendations from two
CPA firms.
■ The reputation of the external firm
may enhance relationships with the
audit committee and dealings with
regulators.
POTENTIAL ADVANTAGES OF
RETAINING INTERNAL
AUDITING IN- HOUSE:
■ All of the in -house internal auditors

are available for assignment during,
the entire year, not just the CPA
firm slack season.
• The need for indoctrination to an organization's policies, practices,
business methods, and cultural environment is eliminated. Although
both CPA firms and in -house inter-,
nal auditors experience turnover,
transfers out of an in -house function:
generally stay with the organization, thus retaining the benefits of
the earlier indoctrination.
• The risks and transitional costs inherent in any major organizational
change are avoided.
• The developmental use of internal
auditing for experienced employees become easier.
• Audit findings remain confidential,
and the risk that successful business practices, competitive strategies, or other trade secrets could
reach outsiders diminishes. Senior
management has time to make a
considered assessment of significant adverse audit findings.
• It is easier for employees than for
contract auditors to share the congruent goals of the organization,
motivating superior performance.
• Retaining internal auditing in -house
avoids the possibility that special
projects and unique assignments
could be assigned automatically to
the management advisory services
group of the CPA firm, to be billed
at full professional rates.
■
9

nal Auditors MA) has issued a great
deal more articulation of the solely analytical, appraisal, and evaluative nature of the internal auditing profession. According to the IIA Codification

ofStandards for the Professional Practice ofInternal Auditing, published in
1989, "internal auditors should not assume operating responsibilities."
(p.14)
There is no public record of SEC acquiescence to outsourcing of internal
auditing services by the same firm that
performs the annual financial statement audit. The Big Six firms most active in outsourcing internal auditing
services believe, however, that a contract for internal auditing services can
be structured carefully to avoid a conflict with the SEC rule. The AICPA
Code of Professional Conduct has independence provisions similar to
those of the SEC, except that record keeping functions are not precluded.
In view of the fact that a good proportion of the large internal auditing
outsourcing engagements to date involve regulated financial institutions, it
is significant that regulatory officials of
the FDIC and the Office of the Controller of the Currency have expressed
concern about at least one past outsourcing proposal. Here again, however, the CPA firms most actively involved in providing internal auditing
services believe they can convince the
cognizant regulators that outsourcing
of internal auditing will well serve regulatory interests as well as those of the
financial institution. In fact, the internal control reporting requirements
contained in the Federal Deposit Insurance Corporation Improvement Act
of 1991 signed in December by President Bush are expected to provide an
additional impetus for internal auditing outsourcing by banks.

MAJORFACTORSTOCONSIDER
ne of the principal determinants
of a decision to outsource is likely to be the perceived value received for the cost. As in any analytical
comparison of cost differences, great
care must be exercised to compare exactly similar work products.
Benefits anticipated from changes
in the breadth or scope of audit coverage should be evaluated separately on
their merits. CPA firms no doubt
squeeze a greater number of productive audit hours annually from their
staff than do some in -house directors
of internal auditing. For example,
many CPA firms insist that their per-

0
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Outsourcing is
giving internal
auditors a sense of
real competition.
sonnel from the level of staff to partner
travel exclusively outside of working
hours. Improved productivity is not intrinsic to outsourcing, however. Thus,
productivity improvements should be
implemented in -house on an ongoing
basis rather than being considered a
part of an outsourcing decision.
Auditor objectivity is not an obvious
advantage for either total outsourcing
of internal auditing or for retaining a
completely in -house function. The advantages of the greater objectivity inherent in outsourcing due to the absence of an employer- employee
relationship may be more than offset
by the difficulties that perceived outsiders may encounter in obtaining
needed cooperation from auditees. Of
course, this factor would be mitigated
to the extent in -house internal auditors
were offered positions with the vendor
firm. Many in -house internal audit
functions have found that they needed
to invest years of effort both to gain
and then to retain the confidence of se
nior management and the board of directors as well as the trust of operating
management.
All large CPA firms point with justifiable pride to their extensive audit
staff training efforts. Because these efforts at present are directed primarily
toward the audit of external financial
statements, however, it is not clear
whether meaningful spillover benefits
would accrue to a firm's internal auditing practice. Presumably, CPA firms
wishing to provide internal auditing
services on a contractual basis would
establish new training programs covering internal auditing subjects, such
as operational auditing, professional
standards for internal auditing, and the
review of program effectiveness and
efficiency.
The breadth of internal auditing
services and the widely disparate missions of the internal auditing function
in organizations of differing sizes in
various industries will pose a challenge to vendor CPA firms. They must
estimate the staff time and experience
level necessary to fulfill their proposed
contractual responsibilities in accordance with professional standards for

internal auditing. It also will be difficult
for those evaluating an outsourcing
proposal to determine whether a firm
can provide proactive internal auditing
sufficiently broad in scope to allow
maximum value added.
Unlike the narrow focus of the external audit designed to express an
opinion on annual public financial
statements, internal auditing objectives include evaluations of compliance, asset safeguards, economy of the
use of resources, and effectiveness of
established programs and operations.
From necessity, internal auditors also
have been concerned with many matters involving relatively small dollar
amounts, particularly in view of constant pressures to minimize the scope
of the external audit. Thus, the materiality threshold for each type of auditing differs substantially. Also, external
auditors traditionally have required far
less evidence to support their audit
conclusions than have internal auditors. Financial executives, senior management, and members of audit committees should be sure they fully
understand all of the many aspects of
an outsourcing proposal.
Many directors of internal auditing
genuinely are concerned about the
consequences of competition from a
professional firm. There is, however, a
much more positive way to look at this
situation. The fact that competitors
view internal auditing as an attractive
area for growth confirms the importance of internal auditing to organizations as a vital and necessary function.
On the other hand, such prospective
competition also should send a clear
signal to every director of internal auditing that in -house internal auditing
services of only the very highest professional quality and cost effectiveness
can survive in today's business environment. A thorough study of the inhouse function by a broad -based task
force could bring about benefits in
cost, efficiency, and effectiveness very
comparable to what could be achieved
through outsourcing.
■
Curtis C. Verschoor is a professor in the

School of Accountancy at DePaul University. He is a member of the Northwest
Suburban Chicago Chapter, through
which this article was submitted. He can
be reached at (708) 381 -8115.
' Chad B. Muhlestein and John D. Smith, "A Cost -Effective Audit Partnership," Internal Auditor,June
1991, p. 146.
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BUNDLEMONITORING
OFSTRATEGICPROJECTS
Caterpillar has its own method of monitoring capital projects.'

Bundle monitoring of strategic capital pro*ft such as this auto assembly line can provide
Information about costs and beneftts.

BYJAMES A.HENDRICKS,
ROBERT C.BASTIAN,
AND THOMAS L. SEXTON
aterpiUar Inc. is in the process
of investing $1.5 billion in a
worldwide factory modernization program called "Plant
with a Future." To analyze the initial investments in this program, the company grouped projects into "bundles" related directly to its strategic goals. A
program called "bundle monitoring"
was initiated in 1988 to track the key
characteristics that determine the success of these strategic bundles. Bundle monitoring has been instrumental
in keeping the performance of these
bundles in line with projections.
The management at Caterpillar realized that failure to monitor capital
projects properly can hinder the
achievement of the potential project
benefits, with an adverse effect on
competitiveness and profitability.
MANAGEMENT ACCOUNTING /FEBRUARY 1992

Many other companies that are investing heavily in factory automation and
new products lack adequate procedures for monitoring the results of
these strategic capital projects. In a recent survey Gordon and Myers concluded that while many firms conduct
some form of postaudit, the way postaudits are implemented in many companies "leaves much to be desired. "'
When we look at the criteria relating to the effective monitoring of strategic projects, we can see how bundle
monitoring fulfills these criteria. The
program implemented at Caterpillar illustrates how the technique of bundle
monitoring works.
WHAT ARE THE CRITERIA
FOR EFFECTIVE MONITORING?
he most important benefit of
monitoring strategic capital projects is the information provided
to management to help it revise projec-

tions, make decisions to improve the
future performance of a project, or terminate a project. For companies to obtain this benefit they must meet two
main criteria.
First, strategic projects should be
monitored on a regular, periodic basis
rather than on a piecemeal basis or
when a crisis develops. Such monitoring of strategic capital projects over
their useful lives provides ongoing information about the operation of the
projects. In the survey referred to earlier, Gordon and Myers concluded that
"the postaudit stage is far from being
a normal, standard part of the capital
budgeting process." Only 8% of the respondents in the survey conducted
regular and periodic postaudits for operating assets, and only 47% conducted
regular and periodic postaudits for
strategic assets 2 While regular, periodic monitoring of some investments
in operating assets may be unnecessary, it is essential for investments in
strategic assets.
The second criterion involves monitoring the key characteristics that will
cause a strategic project to be successful or unsuccessful. It is not sufficient
to monitor only cash flows —the key
characteristics that determine the
amount and timing of those cash flows
also should be monitored. For a manufacturing project, these characteristics might include items such as capital spent, start -up expenses,
throughput time, and manpower and
inventory levels. The current actual
values of the key characteristics
should be determined periodically and
compared both to their estimates and
to their previous actual values. In addition, the future estimates of these
characteristics should be revised at
each monitoring date, reflecting past
performance of the project and changes in sales estimates and economic
conditions.
At each monitoring date, a revised
estimate of the project's future cash
flows and internal rate of return (IRR)
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or net present value (NPV) should be
computed based on the revised estimates of the key characteristics. Differences in the IRR or NPV between
successive monitoring dates then can
be analyzed. If the IRR or NPV of a project at any monitoring date has decreased or is unacceptable, a decision
can be made to improve the performance of the project's key characteristics or to abandon the project.
WHAT IS ABUNDLE?
hen Caterpillar embarked on
its plant modernization program, management realized
that the traditional use of IRR or NPV
on a project -by- project basis would be
too narrow to analyze complex capital
investments in synergistic manufacturing plants with just -in -time delivery
schedules. To analyze the initial investments in these strategic projects and
subsequently track their results, Caterpillar developed a concept called
"bundling." A bundle is much broader
than a typical capital project such as an
investment in an individual machine.
At Caterpillar, a bundle is defined as a
homogeneous segment of work or
product that has common elements.
The common elements of a bundle
may be size of components; type of
components, processes, or location.
A bundle may be a manufacturing
process or package, a commodity, or a
new product. A manufacturing bundle
is a factory area or minifactory that
could be managed on its own. Examples of manufacturing bundles at Caterpillar are a flexible machining and
robotic welding system, an assembly
line, an integrated heat treating system, or an integrated press shop. Examples of commodity bundles are
gears or axles. An axle factory bundle
might include gear line and integrated
heat treat, wheel and drum line, axle
machining line, and axle assembly area. A new product bundle would include all the R&D and new equipment
required to produce a new product
line.
Focusing on bundles rather than on
individual machines or other components of bundles has two main advantages. First, costs and benefits can be
identified more easily with bundles
than with individual machines or other
components in the bundles. For example, it is much easier to relate the benefits of lower work -in- process inventory
or reduced throughput time to the axle
factory bundle mentioned above than
to individual machines in the bundle.
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Monitoring bundles avoids the arbitrary allocation of costs and benefits to
individual components of bundles.
Thus, the full impact of the related
costs and benefits of capital projects is
captured.
Second, bundle monitoring focuses
on the strategic marketing and manufacturing goals of the firm. Top management is more interested in the performance of strategic bundles, such as
an axle factory bundle, than in the performance of individual machines or
other components within the bundle.
Bundling encourages the proper evaluation of projects in the context of the
total plant plan.
WHOPERFORMS BUNDLE
MONITORING?
ach bundle is monitored formally
every six months at Caterpillar,
although a few key characteris-

Costs and benefits
can be identified
more easily with
bundles than with
individual machines.
FIGURE 1/THE CAPITAL
BUDGETING PROCESS
AT CATERPILLAR
Determine strategic goals
Define project bundies
Make investment decisions
Monitor periodically key
characteristics of
approved bundles
I Evaluate bundle monitor I
Reforecast key characteristics
Take corrective action for
bundles not performing
up to expectations

tics of some bundles are monitored
monthly. The most logical group to
monitor a bundle is the team that was
involved in the original planning and
justification of the bundle. This group
is the most familiar with both the bundle and the procedures used to estimate the expected costs and benefits
of the bundle. The bundle- monitoring
team selects the key characteristics of
the bundle to be monitored, determines the current values of the key
characteristics, and estimates the future values of these characteristics.
This team also will recommend modifications if the bundle is not performing up to expectations.
At Caterpillar, representatives from
industrial engineering, manufacturing,
materials acquisition, material handling, and business resources (previously called cost accounting) usually
are included on a manufacturing or
commodity bundle- monitoring team.
On a new product bundle- monitoring
team design engineering and marketing representatives also are included.
In addition to helping select the key
characteristics to be monitored and
helping determine their current and
estimated future values, the management accountant on the bundle -monitoring team also analyzes the economic impact of alternatives for improved
bundle performance and calculates
bundle product cost reduction percentages. To perform these functions,
the management accountant must
have a good understanding of the company's strategic goals, products, and
manufacturing processes. He or she also must be able to communicate well
with representatives on the team from
other functional areas.
BUNDLE MONITORING EXAMPLE
figure 1 summarizes the capital
budgeting process at Caterpillar
and provides a framework for the
following bundle- monitoring example.
The bundle- monitoring process itself
consists of the last four steps in Figure
1.
The June 1991 Structures Bundle
Monitor, shown in Table 1 (not real
numbers), will be used as an example
of bundle monitoring as implemented
at Caterpillar. The Structures Bundle
welds and machines heavy structures
for medium and large equipment This
bundle was approved in 1986, and implementation began in 1987. Although
the estimated useful life of the bundle
extends through 1998, projections are
shown only through 1994 in Table 1
MANAGEMENT ACCOUNTING/FEBRUARY 1992

TABLE 1/JUNE 1991 STRUCTURES BUNDLE MONITOR

623
200
77
900

a

497
160
63
720

;

Manpower
Direct hourly
Indirect hourly
Salaried
Total

0rlgIna1
Target Current
Revised Prolectlons
12/94
6191
12/91 12192 12/93 12/94
$42.0
$40.0 $42.0 $45.0 $45.0 $45.0
$11.7
$13.4 $13.9 $15.9 $16.5 $17.1

;

As Is
Key Characteristics 8/86
$4.0
Total capital spent
Start-up expense
$0.0

;

($1N MILLIONS)

568
184
74
826

543
184
73
800

525
175
68
768

504
165
63
732

504
165
63
732

&

In- Process
$65.0 $33.7
inventory ($)
$34.0 $34.0 $26.7 $26.7 $26.7
In- process
inventory (days)
30
15
16
16
12
12
12
Average throughput
6 .
(days)
12
9
8
6
6
6
Floorspace
(000 sq.ft.)
450
410
430
425
420
415
410
Dies fixtures
2800
850
1930
1775
1450 1125
845
Scheduling
forecast demand forecast forecast forecast demand demand
Product cost
reduction
13%
6%
8%
8%
10% 11%
Internal rate of
30%
27%
return
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nents. Note that many of the monitored key characteristics are physical
measures that drive the financial re-

1. An additional $3 million ($45 million minus $42 million) of capital required for a lift arm flexible machining system,
2. Delays in project implementation
and achievement of savings,
3. Additional start-up expenses of $5.4
million ($17.1 million minus $11.7
million),
4. An increase of seven (504 minus
497) direct labor employees associated with the installation of a robot
weld bank (operators are reworking frames due to improper parts fitup),
5. The addition of five (165 minus 160)
indirect employees for unanticipated material handling and maintenance.

TABLE 2/WATERFALL CHART- STRUCTURES
BUNDLE
Internal

1994
Product Cost
Reduction'
13%

-2%
-1%

_1%
no
eff ect (a)

-4%

no
effect (b)

-1%

1%

•

•

•

Original bundle estimate - August 1986
Underestimated capital of $3 million for
flexible manufacturing system purchased
in 1989.
Delays in project implementation and
achievement of savings.
Additional start-up expense of $5.4 million for
programming robots, consultants to design a
specification and bid package for paint and
material handling systems, and revised
estimate for computer software.
Increase of seven direct labor employees
associated with the installation of a robot
weld bank, three indirect employees for
handling oversized loads, and two indirect
emplo ees to repair and maintain the monorail
and SGV system.
■ Reduction of work -in- process inventory by
$7 million allowed by enhancements to the
inventory monitor system.
June 1991 bundle monitor

Rate of
Return
30%

•

because the projections for 12/94
through 12/98 are the same for all
characteristics.
In Table 1 the As Is column reflects
the situation before implementation of
the bundle, and the Original Target
column reflects the projections made
in 8/86 of where management wanted
the project to be by 1994. The 6/91 column shows current amounts, and the
12/91 to 12/94 columns show the revised projections made in 6/91 for the
Structures Bundle. The projections
were revised in 6/91 based on both the
actual results for the first six months
of 1991 and the revised business plan
and modernization schedule for 1992
through 1994.
Many of the key characteristics vital to the success of the Structures
Bundle, as well as the summary measures of product cost reduction and
IRR, are included in the Structures
Bundle Monitor. The key characteristics to be monitored are selected by
the bundle - monitoring team based on
its experience and familiarity with the
bundle. In addition to the key characteristics listed in Table 1, other characteristics often monitored for a bundle
of this type are: mean time between
failures, mean time to repair machine
tools and robots, steel plate utilization,
defective welds per 1,000 inches, percent of weld wire usage on robots, and
percent of on -time delivery of compo-

sults of the bundle and are managed at
the operator level.
As of June 30, 1991, $40 million had
been spent on the Structures Bundle.
By the end of 1991, $42 million was to
have been spent, and $45 million, a
cost overrun of $3 million, will have
been spent by the end of 1992.
Since the original capital authorization in 1986, the IRR for the Structures
Bundle has decreased from the original 30% to 27%. This decrease, shown
in Table 1, was caused by:

+5%
27%

no
eff ect c
11%

1994 product cost reduction is measured from 1986 when the Structures Bundle
was approved.
a. Delays in interim years do not impact 1994 cost reduction.
b. These expenses are excluded from product cost.
c. The holding cost of inventory is not included in product cost.

These negative impact items were offset partially by a $7 million ($33.7 million minus $26.7 million) decrease in
work -in- process inventory. The original product cost reduction target for
the bundle -13% to be achieved in
1994, as estimated in 1986 -has decreased to 11% due to many of the
above reasons.
For the Structures Bundle, the two
most important summary measures
are IRR and product cost reduction. A
major goal of Caterpillar's factory modernization program is to maintain
product cost leadership in its industry.
Table 2 presents a "waterfall chart"
that reconciles the changes in IRR and
product cost reduction from the original estimates to the estimates in the
June bundle monitor by individual detailed cause. The chart gets its name
from the flow of causal factors from the
original bundle estimates down to the
revised current estimates for IRR and
product cost reduction.
The benefits of bundle monitoring
can be achieved only if appropriate action is taken to restore the IRR and
product cost reduction of each bundle
to the original or revised projections.
To accomplish this, the bundle -monitoring team made recommendations

to the business resources department
to improve bundle performance. Business resources analyzed the recommendations for the Structures Bundle
and advocated the following specific
actions to return the IRR to 30% and
product cost reduction to 13 %:
1. Investigate and correct the parts fit up problem on the robot weld bank,
thereby eliminating rework and
achieving the manpower savings
originally scheduled for this system. The initial focus should be on
the forming operation and print tolerances.
2. Increase the work load on underutilized robot welders and machining
systems by reviewing structures
currently purchased finished. If
economical, source all structures
in- house.
3. Review the necessity for a $2 million conveyor /shuttle system
scheduled for purchase in 1992.
The system will improve material
flow, however, the revised projected annual savings of $125,000 results in an unacceptable IRR for this
component of the bundle.
4. Request that suppliers deliver oversized material into the building di-

rectly to the point of use, thus eliminating the need for three material
handlers dedicated to oversized
loads.
5. Eliminate temporary, contracted
programming of robot weld systems at $60 per hour by using inhouse programmers on an overtime basis at $24 per hour with
overtime premium.
The Structures Bundle Monitor,
Waterfall Chart, list of causal factors,
and recommended actions for improvement are distributed to the Structures Bundle manager, the building
superintendent, and the manager of
the plant where the Structures Bundle
is located. The building superintendent and plant manager receive the
same kinds of information for each
bundle located in their building or
plant. The plant managers meet every
six months (more often, if necessary)
with their building superintendents,
bundle managers, and others on their
management teams to discuss the bundle characteristics not being achieved
and to develop plans to get these characteristics back on target.
Bundle and waterfall summaries by
plant, focusing on capital spent, em-

TABLE 3 /DETAILED JUNE 1991 STRUCTURES BUNDLE MONITOR (SELECTED KEY
CHARACTERISTICS)* ($ IN MILLIONS)
Current
Key Characteristics
Capital Spent
Original forecast
Monitor+
Start -up expense
Origanal forecast
Monitor
Manpower
Direct
Original forecast
Monitor
Indirect
Original forecast
Monitor
Salaried Original forecast
Monitor
Total
Original forecast
Monitor
In- process inventory
Original forecast
Monitor
Product cost reduction
Original forecast
Monitor
Internal rate of return
Original forecast
Monitor

12/87

12/88

12189

12/90

6/91

12/91

12/92

12/93

12/94

$4.0
$3.0

$18.0
$14.5

$36.0
$28.0

$42.0
$36.0

$42.0
$40.0

$42.0
$42.0

$42.0
$45.0

$42.0
$45.0

$42.0
$45.0

$2.5
$2.6

$5.1
$5.4

$6.3
$8.4

$6.9
$11.4

$7.2
$13.4

$7.5
$13.9

$8.1
$15.9

$8.7
$16.5

$9.3
$17.1

623
623
200
200
77
77
900
900

582
618
195
197
75
77
852
892

578
600
190
192
74
75
842
867

565
586
186
189
73
75
824
850

550
568
184
184
72
74
806
826

535
543
182
184
71
73
788
800

500
525
165
175
66
68
731
768

497
504
160
165
63
63
720
732

497
504
160
165
63
63
720
732

$65.0
$65.0

$63.0
$63.0

$55.3
$55.3

$47.2
$44.2

$43.1
$34.0

$39.0
$34.0

$33.7
$26.7

$33.7
$26.7

$33.7
$26.7

0%
0%

3%
2%

6%
5%

7%
5%

8%
6%

9%
8%

10%
8%

12%
10%

13%
11%

30%
27%

*AN key characteristics are not shown in Table 3 in order to conserve space.
+Figures for 12187 through 6191 are actual results. Figures for 12191 through 12194 are revised estimates.

34

MANAGEMENT ACCOUNTING /FEBRUARY 1992

ployment, inventory, IRR, and product
cost reduction along with selected
comments and recommended actions,
are available to the group presidents
and corporate board of directors. Descriptions, building layouts, and flow
diagrams depicting the situation before implementation and what is envisioned after implementation accompany the bundle summaries. An
executive can find out about a particular bundle by looking in a master
book that summarizes all bundle monitoring for all plants.
Additional information is provided
as illustrated in Table 3 (not real numbers) to help the bundle manager and
building superintendent anlyze trends,
focus on problem areas, and implement the above recommended actions
for the Structures Bundle. The original
forecasts for product cost reduction,
IRR, and the key characteristics of the
bundle for each year since its inception, shown in Table 3, can be compared with the monitor actual results
for each period through 6/91 and with
the revised monitor projections for all
future periods.
In Table 3 the comparison of the
current (6/91) actual results monitor
with the preceding period (12/90) actual results monitor is emphasized.
This comparison shows the bundle's
performance over the previous sixmonth period. An analysis of sixmonth performance like the following
is provided routinely to the bundle
manager, building superintendent,
and plant manager.
"Since the previous monitor in December 1990, the IRR of the Structures
Bundle has increased from 26% to 27%.
The IRR was affected favorably by improved factory labor efficiency during
the first six months of 1991 (1.3% under budget), a revised building layout
allowing the lift arm weld line to remain at the present location rather
than being moved (saved $400,000),
and the reduction of one supervisor as
a result of combining third -shift supervisor responsibilities. The IRR was affected unfavorably by a six -month delay in the delivery of a robot welder for
maximum frames (supplier is upgrading software to latest technology).
Product cost reduction since the previous monitor has improved from 5% to
6% due to the preceding reasons. The
latest projections for the last six
months of 1991 are on target with the
previous forecast"
A schedule of cash flows also is preMANAGEMENT ACCOUNTING /FEBRUARY 1992

A Nissan truck assembly line, Smyrna,
Tenn.

The management
accountant must
understand the
company's strategic
goals, products, and
manufacturing

Processes.
pared for each bundle by the business
resources department For the Structures Bundle, this schedule shows actual cash flows for 1987 to 1990 and estimated cash flows for 1991 to 1998.
These cash flowsinclude after -tax
cash savings and expenses, depreciation tax shield, inventory savings, residual value after tax effect for gain or
loss, and other cash inflows or outflows. Cash flows are adjusted for inflation when appropriate.
The current IRR estimate of 27% for
the Structures Bundle is computed
from the cash flow estimates. These
cash flow estimates also are compared
with the estimated cash flows in the
1986 authorization request. Caterpillar
is very conscious of the original cash
flowestimates. The goal of bundle
monitoring is to keep key characteristics and cash flowson target with the
original and revised estimates. The
cash flow schedule is a support document that is not distributed outside of
the business resources department because the bundle monitors contain all
the information that managers need in

order to monitor and control bundle
performance.
The bundling concept used at Caterpillar should be helpful for many
firms in estimating the original costs
and benefits and in tracking the results
of complex, strategic projects such as
automated manufacturing processes
or new products. Regular, periodic
monitoring of the key characteristics
of project bundles helps managers and
accountants determine the actions required to keep these characteristics on
target As a result, the chances of attaining the bundle goals should be enhanced along with company competitiveness and profitability. For most
firms, the benefits received from monitoring strategic projects easily should
exceed the costs incurred in monitoring these projects.
In order to be successful members
of bundle- monitoring teams, management accountants will need to be familiar with the company's strategic goals
and have a good understanding of the
company's products and manufacturing processes. To achieve this understanding, they may have to spend
more time in the factory. In addition,
they will require the personal skills to
interact well with representatives from
other functional areas on the bundle
monitoring teams. In other words,
many management accountants will
need to expand their traditional roles
and competencies.
■
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Budgeting for an
International Business
Specific budgets from expense to capital to cash all reflect the outcome
offoreign transactionsforan international company.
BY PAUL V. MANNINO AND KEN MILANI
oreign currency exchange rates, interest rates, and
inflation are the three major external factors that affect multinationals and their markets. Changes in
the three stem from several sources including economic conditions, government policies, monetary systems,
and political risks. Each factor is a significant external variable that will affect areas such as policy decisions, strategic
planning, profit planning, and budget control. To minimize
the possible negative impact of these factors, multinational
corporate management must establish and implement policies and practices that recognize and respond to their influences.
Foreign exchange rates have the most significant effect
on the budgeting process. Changes in foreign exchange
rates are explained by different theories but essentially are
based on the underlying demand for assets denominated in
a particular currency.
Foreign exchange rate fluctuations affect a multinational
through translation exposure, transaction exposure, and
economic exposure. Each of these exposures has a different
effect on the profit planning and control process.

TRANSLATION EXPOSURE
ranslation exposure influences financial statements
during the development of a budget and /or while the
budget is being used for control purposes. A specific
exchange rate, usually based on a forecasted value, must be
determined and applied when preparing the budgeted financial statements from the applicable operating budgets.
Throughout the budgetary period, the actual exchange rate
most likely will vary from the anticipated rate. This difference can generate unpredictable results during interim and
final budget performance reviews. Because exchange rate
shifts are not controllable by management, their effects can
be removed from the budgeting control process by applying
a single exchange rate throughout the evaluation period. After removing these effects, however, some of the remaining
budget variances may be the indirect results of exchange
rate variances. For instance, translation exposure influences
include:
Pricing policies being modified to compete with either
higher- or lower -priced goods that are not produced in
the same country. This usually applies only to price sensitive goods such as consumer electronic items, table
wines, and textiles.
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The profitability of a multinational company is influenced by exchange rates, interest rates, and inflation.
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2. Positive or negative changes in sales volume resulting
from lower- or higher -priced competing goods and services either in a domestic or foreign market.
3. Deviations from standard input efficiencies because alternate domestic or foreign suppliers who became more
price competitive as a result of the foreign exchange rate
change were employed.
To remove all of the effects of foreign exchange rate fluctuations, a different exchange rate may be required for each
revenue and expense category being reviewed.

TRANSACTION EXPOSURE
ransaction exposure results from unhedged contracted cash flows that characterize international trade,
repatriation of profits, or other international transactions. The principle of applying a static exchange rate can
be employed when comparing the actual cash flows with the
expected cash flows between foreign units of a multinational
corporation. Because of transaction exposure, multinationals hedge their international cash flows. The hedging can occur in a variety of ways including the financial market, money market, pricing decisions, risk shifting, exposure netting,
or risk sharing.'
Hedging involves additional transactions and expenses
that must be recognized in the budgeting process. Corporate finance executives should develop a hedging policy that
identifies the minimum amount of cash flow to be hedged,
the hedging methods to be employed, and the conditions for
using such methods. Managers involved in planning cash
flows should identify transactions requiring hedging during
the upcoming budget period.
For example, in 1985 the Toronto Blue Jays budgeted a
loss for the season despite the fact that the team had the best
win -loss record in the major leagues. The majority of team
expenses were paid in U.S. dollars in contrast to their revenue, which was earned in Canadian dollars. To protect themselves against adverse changes in the exchange rate, the
Blue Jays made forward purchases of U.S. dollars in late
1984 at 75 cents per Canadian dollar to cover a large portion
of their budgeted 1985 U.S. dollar denominated expenses.
In 1985, the Blue Jays profited on their hedged position
when the Canadian dollar depreciated, which helped to offset losses on unhedged U.S. dollar denominated expenses
during the same period 2
A separate budget for international cash flows may be
prepared if the volume is significant. This budget will facilitate planning, controlling, and evaluating hedging activities
and policies. Finally, hedging expenses should be included
in the other income and expenses budget prepared by the
vice president of finance.

ECONOMIC EXPOSURE
third impact of foreign exchange rate variations involves uncontracted future cash flows generated
from foreign operations or investments. This is labeled economic exposure and requires policy decisions that
are important to the budgeting process. Some policy decisions to be considered include:
1. Selecting and segmenting markets that minimize the effects of foreign currency fluctuation while maximizing
long -term profits.
2. Establishing a pricing strategy that is based on either
MAVAIiEMEN-I'ACCOUN "1'1NG/FEBRUARY 1992

market share for products with a high price elasticity or
on profit margin for those with a low price elasticity.
3. Adjusting promotional budgets to take advantage of improved price positioning in the event of a currency devaluation.
4. Developing sales mix strategies for both currency devaluations and revaluations.
5. Switching between imported and domestic input suppliers to achieve lower costs.
6. Shifting production among plants to locations where the
currency has devalued, thereby achieving lower production costs.
7. Locating plants in the countries that they serve to minimize the consequences of exchange rate changes.
8. Raising capital in the foreign country's currency instead
of using capital provided in the parent company's domestic currency.
Marketing-related policies above (1 through 4) will dictate the manner in which the tactical sales budget will vary
with respect to changes in the exchange rate. The production policy considerations listed (5 and 6) indicate that the
budget must be able to handle severe production changes.
Flexible budgeting will assist in implementing and controlling marketing and production changes. The final two policies attempt to assist multinationals in matching cash outflows (production and financing costs) with cash inflows
(revenue and profit) in the same currency to minimize the
cash flows between countries and ultimately reduce economic exposure. Once established, these policies will be
part of the profit planning process while also being used to
evaluate the actual performance of foreign operations that
are subject to exchange rate fluctuations.

INTEREST RATES
nterest rates affect the multinational corporation
through the Fisher Effect, the International Fisher Effect, and Interest Rate Parity relationships.' The Fisher
Effect maintains that the nominal interest rate is a function
of the real interest rate and the inflation rate. Furthermore,
it contends that real returns are balanced between countries
through arbitrage, and the resulting inflation rate and interest rate differentials are approximate equal between two
countries. The International Fisher Effect is based on the
Fisher Effect and dictates that a change in the interest rate
differential will objectively predict future movements in the
spot exchange rate. However, in reality, changes in the interest rate differential must be carefully examined to determine if a change in the inflation rate or real interest rate is
the cause. These two underlying factors in an interest rate
differential change will have opposite affects on the future
movements of the spot exchange rate. Interest Rate Parity
asserts that under realistic conditions the forward premium
or discount on a currency is approximately equal to the interest rate differential between the two countries. A complete understanding of the past, present, and future real interest rates and inflation rates will help multinationals
budget future changes in nominal interest rates and subsequent changes in the spot and forward exchange rates. Such
changes would affect budgets that encompass the flow of
goods and capital across international borders.
In the short term, accurate interest rate forecasting can
assist in determining potential changes in the forward exchange rates. In more efficient markets, such as the Eurocurrency markets, forward exchange rates are based solely
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on the interest rate differential. Forward rates will play an
important role in the sales and purchases budgets instead
of the spot exchange rate because of their use to determine
prices for international transactions. When conducting such
trade, each entity will determine an acceptable price based
on the forward exchange rate that coincides with the payment date. Accurate short-term interest rate forecasts will
permit the sales manager to determine the appropriate price
or converted amount for the transaction depending on the
budget currency. Of course, forward exchange rate predictions are only as good as the underlying nominal interest
rate forecasts that are used to predict them. Inflation rate
changes and real interest rate alterations can have varying
effects on the nominal interest rate differential between
countries, which makes interest rate forecasting difficult.
For example, a U.S. aerospace manufacturer is negotiating
a $25 million contract with a Japanese airline. The items are
scheduled for delivery and payment in six months (during
the next budgetary period). The current spot rate, U.S. interest rate, and Japanese interest rate are 140 yen /dollar, 6 %,
and 7%, respectively. Assuming that the interest rate parity
holds, the forward exchange rate will be 140.68 yen /dollar.
The contract will be priced in yen and coordinated through
the U.S. firm's Tokyo sales operation.
The minimum contract price that the U.S. firm should accept is 3,516,990,293 yen using the forward exchange rate
that coincides with the payment. Because leading Japanese
economists, however, predict that the Japanese interest rate
will increase to 8% within the next six months, the forward
exchange rate should adjust to 141.36 yen /dollar. This
would establish a minimum contract price of 3,533,980,583
yen. The difference of 16,990,290 yen (i.e., 3,533,980,583 minus 3,516,990,293), or $120,192 (calculated at the new expected forward exchange rate), would be lost if the new exchange rate were not used to price the contract.
When the Tokyo sales budget for the next budgetary period is developed, this specific contract would be valued at
3,533,980,583 yen, and the United States aerospace manufacturing firm's comprehensive budget would reflect a $25
million contract for the Tokyo sales operation. The cash budget would translate any resulting cash flow from the Tokyo
office to the United States operation at
a 141.36 yen /dollar forward exchange
rate.

tives. It permits multinationals to determine the real rate of
return that a market demands given the country's rate of inflation and the nominal rate of return required. This is especially useful when comparing investment opportunities
between different countries. For example, a potential project
in one country offers a 15% return with a 4% inflation rate,
while another project in a second country offers a 21% return
in an economy with 7% inflation. The real expected rate of
return for the first country will be 10.58% compared to a
13.08% real expected rate of return for the second country.
In general, the differential in the nominal rate of return for
two identical capital budgeting opportunities in two different
countries should be approximately equal to the inflation differential between the countries.
In some countries the inflation rate may exceed 100% during a three-year period. This condition, termed hyperinflation, makes the budgeting process extremely difficult. The
lead time for developing a budget under hyperinflation conditions must be reduced to minimize the effect of inflation
on the budget prior to its implementation. Despite this lead time reduction, budgets often will be revised immediately
before implementation to accommodate inflation changes
that have occurred since the budgeting process was initiated. When analyzing variances, one should recognize the uncontrollable effect of inflation by applying the actual inflation
rates in the flexible budgeting process prior to determining
the revenue and expense variances. Management must be
careful when analyzing and interpreting the effect of hyperinflation because the impact may not apply equally to all revenue and expense categories such as those that are tied to
long -term contracts.
Hyperinflation also complicates the foreign currency risk
exposure for those cash flows that are translated into the hyperinflationary country's currency. In these instances, the
multinational must establish a policy that preserves the purchasing power of its future cash flows. For example, a multinational that will repatriate profits back to Argentina from
Germany periodically throughout the fiscal year will want to
maintain the real value of its profits by holding them in a stable currency (typically U.S. dollars) rather than Argentine
australs because the austral will depreciate if the inflation

INFLATION
he inflation rate differential between countries affects multinationals through Purchasing
Power Parity and the Fisher Effect'
Purchasing Power Parity states that
the expected inflation differential between countries is inversely proportional to the spot market foreign exchange rate. Usually this theory is
valid in the long run because the prices
of goods do not move as freely as exchange rates. Also, different goods are
used to determine inflation in different
countries. Because of its long -run nature, Purchasing Power Parity has limited application in the budgeting process.
The Fisher Effect is useful when
evaluating capital budgeting alternagg

Managing direct labor, materials. overhead, and distribution and administrative expenses in
an international environment requires additional considerations.
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rate increases. As the German mark is a relatively stable currency, the multinational should hold its profits in marks until
it is ready to repatriate them. The company also must develop its cash budget carefully so profits are not repatriated
to Argentina unnecessarily, thereby exposing them to inflation risk.

Many of these factors arise from a specific nation's characteristics, while others stem from international forces.
Whatever their origin, they dictate a separately developed
sales budgets for each market. The existence of these differences indicates that marketing strategies and the resulting sales budget cannot be transplanted merely from domestic operations to a foreign operation.

SPECIFIC BUDGETS
udgeting is impacted by conditions tied to a multinational's international business operations. Next we
will examine some of the specific budgets and describe the external, internal, and other forces that influence
the preparation and /or use of the budget.
When developing a sales budget in an international business environment, one must be aware that external factors
can impact products to market and the product mix. Depending on the type of product, the market potential, competition,
and the impact of substitutes, market characteristics may be
similar throughout a particular region or different in each
country.
The sales budget for a foreign operation is sensitive to
the targeted sales territory. Sales budgets for international
operations that produce only for intracompany sales are controlled by transfer pricing policies discussed later. Foreign
concerns that produce goods solely for the country in which
they reside are similar to most national operations except for
the differences in market characteristics, competition, and
government regulations. Operations that market their products in multiple countries must contend with considerations
such as international trade agreements, import restrictions,
and other legal restrictions.
Multinationals must be aware of and respond to the conditions of each market they serve, including the level of economic development, degree of government price control,
cost of sales in each market, product pricing decisions for
each market (e.g., standard mark -up, market prices), available channels of distribution and promotion, and import/export controls. Although these factors are present in every
market, selling in multiple markets requires examining each
one in order to incorporate the unique characteristics into
the sales budgets.
Dawson /Berg Corporation is a multinational entity that
does business in several areas of the world. In preparing its
sales budget, the following analysis might occur:
Region/Country

Dominant and Distinctive
Market Characteristic

Canada

U.S. /Canada Free Trade
Agreement
Strong local competition
Recent democratization and
uncertain trade regulations
Upcoming EC92 economic
integration
Price controls
New and uncertain
situation caused by the
reunification of the country
Complex distribution system
New area with many developing
countries offering a growing
consumer base
Specific market penetration is
desired in a highly segmented
market

Denmark
Eastern Europe
European Community
France
Germany
Japan
Pacific Rim
United States
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EXPENSE BUDGETS
anaging direct labor, direct materials, overhead
costs, and distribution and administrative expenses in an international environment requires
additional considerations. Foreign operations that serve only the local market require expenses similar to a U.S. firm's
domestic -oriented operations. Most of the production, distribution and selling expenses will be incurred within one
country and may not be adversely affected by foreign currency exchange rate considerations. However, external factors and certain government policies controlling economic
growth, inflation, interest rates, prices and /or costs will influence expense budgets despite the narrow orientation of
these foreign operations. Expense budgets must incorporate
external forces to accurately depict operations. Often native
local managers will have a better understanding of the foreign market potential, available input sources, local economy, and government policies. Using these personnel could
result in more accurate expense budgets than those generated by a nonresident manager.
For foreign operations that serve regional (Southeast
Asia, South America) or global markets instead of local markets, expense budgets must reflect both internal and external factors. A feasible approach to developing expense budgets would be to assign the budget preparation for individual
countries to each of the local country managers while the
regional managers coordinate and modify the resulting budgets to reflect regional factors. The resulting expenses
should be monitored carefully to ensure that they do not exceed what is necessary to run such an operation successfully
given its organizational structure, target markets, input
sources, and coordination efforts.
When considering its foreign operations, the U.S. company (usually in the position of being a multinational parent)
must recognize how external factors drive the internal expense policies and decisions. For example, an unskilled, unmotivated workforce normally means high turnover, excessive costs, and lower labor productivity. When comparing
direct labor budgets among operations in different countries, however, it is important to review relative characteristics, such as productivity, rather than actual characteristics
such as total direct labor costs. Countries such as the United
States and Canada that lead in labor rates also lead in labor
productivity by approximately the same percentage.,

CAPITAL BUDGETING
he capital budgeting process becomes more complex in a multinational business environment because additional considerations arise in international
operations. The first area of concern involves developing pro
forma cash flows that can be viewed from both the U.S. firm
(parent) and the foreign operation's perspectives. Developing and evaluating investments using the foreign viewpoint
will be especially useful when foreign banks, third parties,
and foreign governments are considering investing in the
potential project or are evaluating its performance. When as39

sessing a potential foreign investment, the projected net incremental after -tax cash flows that will accrue to the U.S.
(parent) firm are derived from those that will accrue to the
foreign operation by adjusting the cash flows for fees, royalties, and tax considerations.
Tax effects between different countries have a significant
impact on an investment's cash flows. The actual amount of
taxes paid by the U.S. business is affected by the timing of
the cash remittance, the manner of the remittance (loan repayments, dividends, transfer pricing advantages for the parent), the foreign income tax rate, and withholding taxes.
Usually, the U.S. company will pay taxes on any dividends,
fees, and royalties received from its foreign concerns. However, the existence of tax treaties between countries may
provide for lower taxes and /or tax credits.
A final financial consideration to be addressed in the capital budgeting process is the weighted average cost of capital
used when evaluating international investments. The cost of
capital used in evaluating an international investment for the
U.S. company differs from that used when evaluating the investment from the foreign operation point of view because
foreign debtors and equity investors usually will seek different rates of return than the U.S.
company. To accommodate this, the
cost of equity capital used should include: (1.) the return required by
foreign investors, weighted according to percent of their investment,
and (2.) the cost of retaining earnings from the foreign investment including the tax implications previously discussed. The cost of debt capital must be modified
to include the after -tax cost of borrowing foreign currency,
if such a source of funds will be used. These three cost of
capital modifications must be included when developing the
weighted average cost of capital used to assess investments
from the foreign operation perspective. However, when evaluating potential foreign investments from the U.S. company's perspective, the U.S. firm's weighted average cost of
capital can be used to calculate the net present value.
In addition to the financial aspects of capital budgeting,
the threat of intervention by foreign governments adds political risk to an international investment. This is not normally present in a domestic investment. Government intervention can range from policy changes to the expropriation of
assets. Ways to include such risks in the investment analysis
include: (1.) reducing the minimum payback period, (2.)
raising the required rate of return, (3.) adjusting the cash
flows for the level of risk, and (4.) discounting risk adjusted
cash flows (certainty-equivalents) at a risk -free rate of return 6
The first two approaches are easier to apply, but they average the effects of the potential risk over the entire life of
the project The third approach requires more effort but results in the most realistic projected cash flows. Because no
proven method is available for developing certainty-equivalent cash flows, the fourth method is not feasible.
The recommended capital budgeting approach is, first, to
develop the net incremental after tax cash flows for the foreign operation, then consider the cash flows between the
U.S. (parent) and foreign firms, and finally develop the proforma cash flows for the U.S. (parent) company. The net
present value calculation using the appropriate weighted average cost of capital provides an accurate evaluation of the
foreign investment opportunity from both the U.S. (parent)
and foreign firm perspectives.

CASH BUDGETING
he long-term objective of cash planning in an international environment is to match cash inflows with
cash outflows, thereby limiting the multinational's
foreign currency exposure to only those cash flows (profits,
royalties, fees) that will be repatriated from a foreign operation to the multinational. Capital budgeting can be used to
evaluate investments that will manage the long -run economic exposure and match the cash inflows and cash outflows
in the same currency.
While seeking to attain the long -term objective, a multinational also must manage short -term cash flows from foreign operations. Policies must be developed to maximize
long -term profits for the corporation when repatriating cash.
Some of the policy options that are available include: transfer
pricing, reinvoicing centers, fees and royalty adjustments,
dividend policy adjustments, and intracorporate loans.
The final cash budget must be developed in accordance with
the selected policies but also must reflect potential government regulations. When developing the cash budget, planners must consider currency exchange controls that may be
imposed by the foreign government.
Such controls may limit the amount
of a local or other currency leaving
or entering the country during a specific time period. These controls also use multiple exchange rates for
different categories of goods or services, impose limitations or taxes on
specific bank deposits, limit the
amount of credit extended to particular firms, control transfer pricing policies, and /or restrict imports. Some multinationals establish consistent policies that are used throughout the global corporation to indicate an established
financial program rather than a speculative repatriation policy that foreign governments may resent.

Hyperinflation also
complicates foreign
currency risk exposure.
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OTHER CONSIDERATIONS
C N everal other critical elements need to be examined
when the international dimension of a business represents a significant portion of its activity. These elements are common, but the global environment adds a
unique twist
Transfer pricing plays a significant role when budgeting
in an international environment Similar to domestic budgeting, transfer pricing is a policy decision that influences the
profitability of different foreign operations within a corporation. Although the transfer price of goods and services traded internally is a noncontrollable variable at the division level, it eventually becomes controllable at a higher
responsibility center. Therefore, foreign subsidiary managers should not be held accountable for the profitability of
their operations if they cannot control this variable.
In an international profit planning and control process,
transfer pricing can be used to the company's benefit in a
wide variety of situations including taxes, tariffs, exchange
controls, credit status of affiliates, profitability of parent and
foreign subsidiaries, and reduction of exchange risks. The
most frequent abuse of transfer pricing policies involves
companies that manipulate the price of internally traded
goods to reduce taxes in high tax jurisdictions, thereby shifting profits to a country with lower tax rates. Governments
recently have increased their efforts to enforce arm's- length
pricing between foreign and domestic operations of multiMANAGEMENT ACCOUNTING /FEBRUARY 1992

nationals by imposing minimum value -added requirements
for production. This usually requires using more expensive
local inputs, which results in higher costs for a foreign operation. Policy makers must be aware of the benefits of transfer pricing while establishing a policy that satisfies the multinational company, its subsidiaries, and the foreign
government guidelines.
A multinational corporation's transfer pricing policy impacts the sales budget, cost -of- goods -sold budgets, and the
capital budgeting process. Policy makers must consider the
effects that different policies would have on investment performance when establishing a transfer pricing policy.
To meet the sales plan, a corporation will manage and
monitor the manufacturing process through the production
budget. A variety of decisions enter into the production plan
including the level of inventory required to minimize costs
and stockouts. A multinational corporation involved in inventory planning decisions must consider and examine transportation, customs procedures, import restrictions, supply
problems (e.g., dock strikes, embargoes), duties, and foreign exchange rate changes.

distribution expenses for new areas because of limited
distribution capabilities.
German unification progresses very slowly, resulting in
little or no new market development during the first three
quarters of the fiscal year.
When evaluating a foreign operation, a company must
base performance measurement only on areas that a manager controls.
Multinational corporations contend with an array of external factors, internal considerations, and other forces that
influence budget policies, composition, and control. Budgeting in a global business environment calls for an enhanced
level of coordination and communication throughout the
company because of the variety of powerful components that
impact organizational performance.
■
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BUDGET CONTROL

Chapter, through which this article was submitted.

n a multinational corporation, steps must be taken to en'Alan Shapiro, Multinational Financial Management, Allyn & Bacon, Boston,
sure that the control system implemented does not be1989, p. 310.
come more complicated than the operation itself. An
AU, p. 310.
overly complex system may result in suspicion of and on the 'Ibid, p. 152.
part of the multinational's executives, frustration among `Ibid.
"Peter H. Undert Inte" ationat Economics, eighth edition. Richard U. Irwin Inc.,
middle management, and wasted management time. In conHomewood, Ill., 1986, pp. 113.114.
junction with this, a parent company must not request infor- 'Shapiro, op.cit.. p. 564.
mation simply because it is provided
at the subsidiary's expense. The
amount of positive and negative feedback to the subsidiary must be commensurate with the level of information requested from it to maintain a
successful long -term relationship.
One possible approach involves establishing a simple decentralized
control system while centrally monitoring other important information
that is readily available.
Flexible budgeting is useful for
budget control in a foreign environment where a large degree of uncertainty exists. Many of the uncontrollable influences of the international
environment can be isolated to provide a better picture of manageA PERFECT CANDIDATE FOR A COMPREHENSIVE FRANCHISE.
ment's actual performance. Flexible
budgeting allows management to
forecast the effects of a variety of sceMaybe it's time to find out what hundreds of CPAs and accountants have
narios so that strategies can be prediscovered: the best security is in your own practice. Comprehensive has
pared and implemented if necessary.
been helping people establish their own practices for over 25 years. We
For example, a multinational entity
provide everything but the initiative and the money. If you have some of
with operations in Germany may preboth,
give us a call.
Circle No. 12
pare flexible budgets for its upcoming fiscal year based on the following
For complete franchise information call:
assumptions:
1

his

,

hoc

What do you call an
accountant who
gone
through three mergers,
two bankruptcies and one
layoff in last six 'obs?

1. Smooth German unification takes
place, resulting in unhampered
product distribution.
2. Problems occur in the unification
process resulting in extra product
MANAGEMENTACCOUNTING /FEBRUARY 1992

1 -800- 323 -9000

CO f M1 P R H C . N S U V C

OD

Comprehensive Business Services, Inc.
1925 Palomar Oaks Way, Suite 105, Carlsbad, CA 92008

Selling AB
New cost systems can flounder ifthey're not marketed.
BYJOHN M. BRAUSCH
ost management is suddenly being viewed as one
of the keys to helping American firms succeed in
a worldwide manufacturing environment. The underlying assumption is that manufacturers don't
now know their costs but that they had better in the future.
How do they "know their costs "? Increasingly, it is through
the use of one of the new and improved cost accounting systems derived from the much touted activity -based costing
(ABC) systems.
Are these new systems really necessary? Undoubtedly.
The case made over and over is: Manufacturing has changed
radically in the past few years; manufacturing accounting
has not But although many academicians and practitioners
realize the need for new cost management systems, selling

top management on that same idea is an arduous task ... especially for individuals more at home with numbers and ledgers than with marketing strategies. Cost accounting management must overcome three hurdles in order to
communicate effectively the need for a new cost management system.
Perceived inadequacy of cost accounting as a discipline.
"Manufacturing executives have lost faith in their cost accounting systems," is a familiar theme in a spate of articles
and seminars during the last seven years. It is important to
realize that cost accounting has not been seen as a particularly stringent discipline. "In the last decade, cost accounting
has come under increasing scrutiny and criticism. Traditional approaches to cost accounting often fail to meet the needs
of managers for purposes of cost analysis and performance
measurement. "' Few CEOs or even top executives have cost

What's the best kind of cost system for a textile mill? Above, warping machines at Culp. Inc. prepare yam.
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accounting backgrounds. Even among fellow accountants,
cost accounting has been viewed as a poor stepchild. Auditing, tax, and financial management have been seen as the
"glamour" fields within accounting. A recent study indicated
that cost accounting ranked dead last in terms of resources
consumed by accounting functions. "Many firms of all sizes
do no cost accounting or managerial accounting whatsoever.
Even in manufacturing, cost and managerial accounting receive meager support." '
Fortunately, this state of affairs may be changing. Robert
G. Eiler, editor of the Journal of Cost Management, reports
that "more and more of the brightest students are becoming
interested in pursuing a career in strategic cost management.'
Also, cost accountants more often than not are on the
front lines in manufacturing companies and overwhelmed
with an infinite array of detailed - oriented quotidian problems while being somewhat removed from the glitter of corporate accounting and financial staff headquarters. Unfortunately, cost accountants are not respected by manufacturing
because many manufacturers see cost accountants as "bean
counters" more in tune with pleasing corporate accounting
staff and following their own agenda rather than dealing with

the intricacies of manufacturing. "The developer of JIT, Taiichi Ohno, has reportedly mentioned that cost accounting is
his biggest obstacle to the implementation of JIT at Toyota.
Ohno reportedly had to keep the cost accountants out of the
plant and 'prevent the knowledge of cost accounting from
entering into the minds of his people,'"' Cost accounting's
unwillingness to keep pace with manufacturing changes has
led to a deep distrust of cost accounting by manufacturing
personnel.
This perceived weakness makes the task even more difficult: Before management accountants can move to a new
system, they must first tell anyone who will listen that the
current cost system is not performing its task adequately.
Unfortunately, in many organizations this admission is tantamount to suicide because the cost accountants are admitting that the work they oversee is not providing the information needed by their organization.
Proving that a new system will do any better than the old
system. Manufacturing executives have indeed lost faith in

their cost accounting systems, but convincing them that any
new system will provide accurate cost information and has
an inherent advantage over existing systems is a very difficult task. Executives don't necessarily see a given system as

WHYISVARIANCEREPORTINGIMPORTANT?
The purpose of plant variance accounting is to provide
benchmarks for operational and financial managers to measure the effectiveness of manufacturing site and marketing
group performance. Managers participate in establishing
budgets for the factors over which they have control based
on a combination of factors incorporating planned financial,
marketing, and manufacturing goals.
Planned budgets are set based on management's financial expectations for the near future. These expectations are
translated by manufacturing and marketing into a workable
plan to be carried out by front -line supervisory and sales personnel. Every professional at company B could explain why
this step is taken: To communicate goals and to coordinate
individual units' conformance to said goals; to provide before- the -fact control to establish and justify resources necessary to meet objectives; to use as a basis for after- the -fact
control and performance evaluation; to identify weak areas
of the firm; and to motivate managers through involving lower management in the goals, objectives, problems, and policies of the firm.
It is from the budgets developed by marketing, manufacturing, and finance to meet these strategic goals that standard costs are developed by applying those budgets to individual products. Marketing drives the amount of goods to
be produced, manufacturing estimates the resources necessary to produce them, and these inputs are used to estimate
how much each individual unit should cost to manufacture.
This estimate becomes the standard.
Variance reporting simply uses the before - the -fact product cost, production, and sales standards and compares
them to after- the -fact results. Did we sell what we thought
we would sell? At the price we thought we could realize for
it? Did the product cost more or less to produce than we had
previously thought? If so, why? Were we as effective in manufacturing the product as we had hoped? These are some
of the concerns of variance reporting and the reason we
would like to implement it Variances are simply what we
planned to spend (or produce or sell) vs. what we actually
1v m-mur MC.N 1 %4_L UUN 11N14 /J t BKUAKY 199Z

spent (or produced or sold).
To report variances correctly, budgets (the planning
side) are earned by taking the standard cost of a product and
multiplying it by the units produced for the period of time
for which we are concerned. This budget is called a flexible
or earned budget because it fluctuates based on the actual
level of production. If goods are produced and money is
spent exactly as was budgeted, then variances would always
be zero because earned budgets would exactly equal spending. Each standard cost sheet would then be a precise actual
cost sheet, and executive management would know precisely where we were, in which direction we were heading, and
at what speed we were getting there.
Unfortunately, we conduct business in less than perfect
circumstances, and strategic goals are not always tactically
possible. Variance reporting can show that we are missing
our targets and can help to answer both why it happened and
how it can be corrected. By earning budgets based on "standard" costs, management has a benchmark that shows
where we are right now, based on the set of circumstances
under which we are operating, as opposed to the "ideal" circumstances upon which forecasts and budgets were made.
These details matter because bottom -line profit or loss in
and of itself does little to tell the user of the information why
it exists.
Variances can help to pinpoint the responsibility for profits or losses which are not always readily apparent. Variances also affect pricing issues. Chronic variances (favorable or unfavorable) will show that the standard cost of
products is under or overstated and that pricing decisions
based on incorrect standards may be eroding profits or market share. We also will have greater faith that we do in fact
have "a handle on our costs" because we see how the standard product costs tie into internal financial reporting. By
earning flexible budgets (that is, budgets based on actual
production), Company B can judge its progress on what is
actually happening as opposed to what was strategically
planned.
N
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not being adequate but rather, view cost accounting in general, and perhaps some cost accountants in particular, as being inadequate. This attitude leaves the cost accountant
walking a tightrope of showing that the old system isn't
working, that a new system can, and that he or she is the
right person for getting the job done.
Tremendous implementation costs. The Institute of Management Accountants' Cost Management Update stated that
32% of manufacturing companies responding to an IMA survey spent more than 100K on ABC implementation costs.-'
The cost for implementing an all- encompassing cost system
and its inherent production and engineering systems in a
company with few or no preexisting systems can very well
run to a million dollars, including automated equipment and
MIS support, even in a small to medium -sized company. In
today's business environment, getting top management to
appropriate $1 million for a new cost accounting system, given the disadvantages pointed out above, can be a near impossible task.
These three hurdles are very difficult to overcome. Even
if these three hurdles are overcome, it is important to remember that our responsibilities are to communicate the
workings of the new systems to the people who are funding
their completion. New systems for new systems' sake will
not automatically provide better information. New cost management systems will not be much better than old cost management systems if the resulting information is not successfully communicated to their customers within the corporate
community.

A TALE OF TWO SYSTEMS

engineering consultant with very capable analytical and programming skills to work very closely with the newly hired
cost manager. These two individuals were the company's
cost implementation group.
The consultant reported to the cost manager who in turn
reported to the vice president of administration, another
newly created position. The vice president had line responsibility to the CEO and was responsible for implementing an
integrated manufacturing system of which cost accounting
was but one part. The accounting software package purchased by the firm was inadequate for cost accounting purposes; therefore, the vice president was instructed by the
CEO to have a cost accounting system designed specifically
to meet the needs of the company in regard to inventory valuation, product costing, and variance analysis. The company
already was in litigation with one accounting firm in large
part because of its consulting group's failure to implement
a satisfactory cost accounting system. In light of the fact that
the inadequate software package was recommended by the
consulting arm of another accounting firm, the CEO understandably had had enough of accountants in general and
cost accounting systems in particular.
The cost manager, hired from a division of a Fortune 50
company, was instructed to design the cost accounting system as he saw fit and to report his work to the vice president.
Furthermore, he was requested not to communicate system
design or cost strategies to any of the other accountants
within the company because no other member of the organization had any cost background and the current accounting staff would be purged and replaced by the time the cost
system was implemented. The cost accounting system was
to be designed and implemented without any internal costing resources.
The vice president told the cost manager that the other
executives, including the CEO, were interested only in seeing that the project was completed and didn't care to be involved in any way in the project's details. This attitude was
borne out by an incident during project implementation
when the CEO became livid about concern with such "petty
system issues." The vice president said that executive level

wo medium -sized textile manufacturers recently implemented new cost accounting systems. Overcoming the hurdles listed above was not easy, but making
the project a priority in the minds of the entire company was
even harder. The systems are nearly identical and incorporate the most fundamentally sound costing strategies. In the
long run, however, only one of the two systems will be fully
used. It will be used because the goals of the implementation
were communicated before, during,
and after both the design and implementation stages of the project.
Because the systems per se are
nearly identical, project marketing and
intracompany communication are
identifiable as the difference between
the two projects, and hence some generalities can be drawn from these two
specific situations. Now, admittedly,
some companies are more conducive
to change than others, but both of
these companies were convinced that
their existing systems were inadequate and were convinced that a new
system could provide better costing information. One system, however, was
built in a vacuum while the other
brought a team concept to the project.
From these two specific cases can be
drawn some general lessons in communication applicable to any cost system implementation.
CompanyA (a privately held company with $100 million in annual sales At Culp, cost management is treated as a strategic imperative. Cost manager John M.
and 500 employees) hired an outside Brausch ( center) meets with representatives of three manufacturing plants.
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communication was his concern and that he would tell the
executives what they needed to know about the cost system.
Despite the company's size, it had no industrial engineers
and only a one - person MIS staff. Cost accounting systems
obviously would have to be built outside the existing system's structure and implemented by the cost personnel who
were designing the system. The cost manager worked closely with operations management and designed a production
tracking and reporting system as well as engineering product specifications. A cost system was implemented incorporating the most current ABC theory. Despite the normal difficulties associated with large project management and the
peculiarities of this particular project, the system was completed by the consultant and the cost manager on time and
under budget.

A BLACK BOX

in a vacuum without following up to see if the communication were carried out At every stage, there was a breakdown
in communication, and the result was that what could have
been a great system ended up being not much better than
what existed previously.

A SUCCESSFUL IMPLEMENTATION
ompany B (a publicly traded company with 1,700 employees and annual sales of about $200 million) is in
the process of implementing approximately the same
cost management system. The cost manager reports to the

V.P.-Controller. Two corporate cost teams have been created: The first is the Cost Management Project team which
consists of the V.P.- Finance, V.P. - Controller, Director of Industrial Engineering, Director of MIS, all plant administrative managers and cost
accountants, and the cost
manager.
The second cost group is
the cost strategy group consisting of the CEO, V.P.-Finance, V.P. - Controller, Cost
Manager, V.P.-Manufacturing, and V.P.-Marketing. Each
group meets periodically and
discusses cost management issues in an open forum.
In addition, a cost implementation team that brings together representatives of manufacturing, engineering, cost
and general accounting, and MIS has been formed for each
of the company's six manufacturing sites. These groups encourage communication and also provide the opportunity to
make cost issues strategic business issues. Cost personnel
know corporate direction, and executives understand costing issues and concerns. From front -line supervisors to the
CEO, those affected by the cost management system are
consulted. At company B, cost accounting is of strategic importance and is treated that way from the CEO on down.
The result to date has been successful: good systems that
everyone understands and takes pride in. Corporate accounting is thrilled to see better controls on manufacturing
financial data. Manufacturing enjoys being measured
against more reliable data. Marketing is glad to have more
accurate product costs by which to meet price points.
The difference between the two companies? Communication. Each of the three hurdles was overcome by openly
communicating to the corporate community about cost management systems in general and their application in particular at Company B. While Company A considered cost accounting a necessary evil, Company B has made costing an
integral part of its strategic plans through the two-way communication of costing goals and mechanisms. This is imperative because nothing is of more strategic benefit to a company than knowing what its products cost and why. As noted
by a number of observers, accurate cost information can
give a company a competitive edge.

The CEO was willing to
spend a half million on the
system but not willing to sell
it to the staff.

nfortunately, a very
good cost system was
built in a black box:
The cost manager and the
outside consultant knew its
workings, but outside of a
staff built during implementation no one else did. Result: fiasco. Great systems which no
one understood. In fact no one wanted to understand them.
The corporate financial and accounting staff was miffed that
they had been flanked by outsiders and that new systems
were built without their input. They were not purged or replaced and could not understand why they had been bypassed. The manufacturing group was shocked to learn that
it was going to be judged on its effectiveness in meeting certain objectives that were heretofore not measured.
When the manufacturing staff representatives realized
that theirs was the only group consulted, they denied their
involvement in the project. Marketing wasn't thrilled to learn
that its price points were not in line with the new company
product costing. The CEO, a salesman by trade who had inherited the family business, had no foundation in cost and
by the time the bickering began had no desire to get one.
The resulting chaos was disheartening and predictable: The
systems were largely ignored even though they contained
a wealth of strategic information for the company. In time
the consultant went on to other projects, taking with him a
great deal of knowledge about the company. The cost manager was frustrated and left shortly thereafter with a wealth
of information about the company, an implemented self -designed cost management system, and the knowledge of why
it wasn't being used and how the same system could be implemented better elsewhere.
You could blame the CEO for this fiasco because he was
willing to spend half a million dollars but not willing to take
the time to see what the resulting system would do for him.
He didn't care to inform his staff of the project and its goals
or that he was spending half a million dollars to realize his
expectations. He incorrectly assumed that cost accounting
was not important enough for him to understand. The vice
president failed to communicate to the appropriate parties
as was his acknowledged responsibility. He believed that the
CEO was going to replace his current accounting staff and
that he could introduce his new staff to the cost system at
that time. Although he understood the cost system, he felt
that no one else needed to be consulted nor understand it.
As for the cost manager, he allowed himself to operate
AUUMUCMEN l AULUU1Y171V(i YEBRUARY 1992

COST ACCOUNTANTS: COMMUNICATE
f cost accounting is perceived as inadequate, it is because cost accountants do not explain either the goals
or the workings of their jobs. By stressing the accounting fundamentals, management accountants can show the
rest of the company why this discipline is essential for the
success of the firm.

I
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The sidebar information on variance reporting — "Why Is
Variance Reporting Important ?" —may seem elementary to
most readers, but it represents a wealth of information to
those not so well versed in the mechanics of cost accounting.
At Company B a more extensive version of what is illustrated
in the sidebar was used to explain to executive management
the reason why variance reporting is one of the important
tools in explaining company performance. Indeed, even
though variance analysis is one of the easier concepts intrinsic to cost management, few outside cost accounting understand exactly what makes up the calculation of variances.
Given that this is the case, how can we as cost accountants
expect the corporate community to understand, much less
accept, some of the newer cost theories such as Process Value Analysis and Life Cycle Accounting? By actively communicating rather than waiting to react to problems or complaints, cost accountants will be better able to sell the
benefits that cost accounting can bring to an organization.
Proving that a new system will do better than the old system
and overcoming price barriers are functions of marketing
the product.
Yes, new cost system implementation is expensive, but
it can be sold as being worth it. Any marketer is an expert
at turning perceived weaknesses into strengths. Weak engines, for example, are said to have great gas mileage; gas
guzzlers are said to have smooth, powerful engines. If new
cost accounting systems are expensive, then a concentrated
effort should be made to show that the benefits to be derived
outweigh the costs to be expended. Likewise, cost accountants would do well to remember that they must continually
sell cost accounting as a discipline as well as sell the concept
that better cost systems are an important strategic mechanism for a company. The new theories will have tremendous
payback in helping to reduce nonvalue -added manufacturing

steps and to assign product costs correctly. But executive
management must believe that this is the case. It is imperative that management accountants communicate the importance of cost management to their companies.
Here are some simple steps that will help to open lines
of communication between cost management and the rest
of the firm:
1. Make noncost accountants a part of the costing team. Bring

representatives of MIS, engineering, manufacturing, general accounting, marketing, and quality control, among
others, together to develop a corporate costing strategy.
Each of these areas touches cost either directly or indirectly. Making them a part of the costing team can contribute greatly to goodwill between the groups.
2. Share cost management articles and theories with interested parties. Ask questions that help to ensure a response.
3. Review with executive management the strengths and weak-

nesses of current costing methodology. Provide evidence of
the strengths and plans to help shore the weaknesses.
4. Show an interest in becoming involved in the problem-solv-

ing process of other departments in the firm. Because cost
management is intertwined with so many other areas,
this step can be taken by showing a genuine interest. This
demonstrated concern communicates a willingness on
the part of cost management to work with others and also
ensures that the cost group has a voice in the decision making process.
5. Learn the business. Take the time to study manufacturing
processes and product lines. Become familiar with suppliers and customers. Corporate cost staffs need to get
out to the manufacturing facilities. Plant cost staffs need
to become familiar with other plants in the company, especially those that impact the process at your plant.
By opening intracorporate lines of communication, cost
accountants can overcome a perceived inadequacy of cost
accounting systems. By developing intracorporate marketing strategies, cost accountants can educate others in how
the new costing theories can provide better cost management than current systems and show the cost effectiveness
of those systems.
Communicating cost management goals and priorities
within your company is no longer optional. The stakes have
become higher for companies to be knowledgeable about
cost management. By the same token, the responsibility is
greater for cost accountants to spread the word.
■
John M. Brauseh is cost accounting manager of Culp, Inc., and
may be contacted at P.O. Box 2686, High Point, NC 27261,
(919) 889-5161.
'Alfred J. Nanni, J. Robb Dixon, and Thomas E. Vollmann, "Strategic Control and
Performance Measurement, "Journalof CostManagement,Summer 1990, p, 33.
'Bradley M. Roof and Charles Batill, "How Does Your Accounting Department
Measure Up ?" MANAGEMENT AcCOUNTINGa. Institute of Management Accountants,
Montvale, NJ., April 1991, p. 42.
'Robert G. E.iler,Jouyna!of CostManagement, Fall 1989, p. 4.
'John Y. Lee, Managerial Changes for the 90's,Addison - Wesley, New York, N.Y.,
1981, p. 63.
'For an in -depth analysis of selling a cost accounting system, please read Stokes'
and Lawrimore's article, "Selling a New Cost Accounting System,"JouHeol ofCost
Management,fall 1989.
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Tax Planning for
Pension Plans
If you can't navigate through pension plan regs, your company
may run aground.
BY RAY A. KNIGHT, LEE G.
KNIGHT, AND MICHAEL WINTER II
orporate executives are increasingly concerned about
funding limitations and standards for defined benefit pension plans. Such plans must meet specific tax law requirements for
minimum funding and observe funding limitations in order to qualify for
tax advantages. Employers who familiarize themselves with these complex
rules will be able to manage tax planning better.
To set the funding standard
amounts, all costs, liabilities, rates of
interest, and other factors under the
plan must be determined on the basis
of reasonable actuarial assumptions
and methods. The standard has been
met as long as the total plan contribution equals the contribution that would
be obtained if each assumption and
method were reasonable.
The actuarial assumptions and
methods must take into account the
experience of the plan and reasonable
expectations2 including the following:

ute sufficient pension plan funds to
provide the promised benefits to employees. Defined contribution plans
other than money purchase plans are
not subject to the minimum funding
rules because they do not provide for
a future benefit that must be funded on
an ongoing basis.
The actuarial cost method (funding
method) used to meet the minimum
funding standard must be "reasonable" —that is, all costs, liabilities,
rates of interest, and other factors are

reasonable under the prescribed regulations and Employment Retirement
Income Security Act (ERISA) section
3(31)' Once a reasonable actuarial
funding method is adopted, the minimum funding standard is based on
contributions that are made under that
method.
Included among the acceptable actuarial cost methods are the accrued
benefit cost method (unit credit method), the entry age normal cost method,
the individual level premium cost
FPG Intemational

• Employee turnover,
• Employee mortality,
• Employee disability,
• Early retirement,
• Employee compensation level, and
• Expected investment experience
and administrative costs.
MINIMUM FUNDING
STANDARD
o qualify for tax advantages,
each defined benefit plan or
money purchase plan subject to
minimum funding requirements must
meet a minimum funding standard.'
Congress established the standard so
that employers would have to contribMANAGEMENT ACCOUNTING /FEBRUARY 1992
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method, the aggregate cost method,
the attained age normal cost method,
and the frozen initial liability cost
method. The terminal funding cost
method and the current funding (pay as- you -go) cost method are not acceptable actuarial cost methods.' Neither
the Internal Revenue Service (IRS)
Code nor the Regulations requires the
use of a specific actuarial cost method
or methods.

",'

FUNDING STANDARD
ACCOUNT

and 2).6 Regulations section
1.412(c) (3) (B) provides guidelines for
determining the charges and credits
for the minimum funding standard.
The actuarial assumptions must be
reasonable, or total plan contributions
must equal the contribution that would
be obtained if each assumption and
method were reasonable.' In addition,
the actuarial assumptions and methods must, in combination, offer the
"best estimate of anticipated experience under the plan.
The funding standard account may
have a negative or a positive balance.
Employers must be quick to understand the significance of a positive balance as other than merely a funding
excess. While this funding excess is
not subject to penalties and may serve
as a buffer or cushion against future
deficiencies, it may cause plan disqualification if the overfunding is intentional. Overfunding may show that
the plan is not maintained for the exclusive benefit of employees and, in effect, is a tax - deferred growth account
used to siphon off the excess upon reversion.

o comply with the funding limitation provisions, an employer
must establish and maintain a
funding standard account for each
qualified defined benefit pension plan.
Section 1.401 -1(a) (2) of the Regulations describes such a plan as "a definite written program and arrangement
which is communicated to the employees and which is established and maintained by an employer ... to provide for
the livelihood of the employees or
their beneficiaries after the retirement
of such employees through the payment of benefits determined without
regard to profits."
The funding standard account is
charged or credited according to section 412(b) —that is, the plan's normal
cost, actual employer contributions,
unfunded past service liability, amortization amounts to cover funding deficiencies, and interest (see Tables 1

INTEREST
he funding standard account
and all items in the account
must be charged or credited
with interest at a rate consistent with
the plan interest rate used to determine costs." For example, annual am-

TABLE 1/SINGLE EMPLOYER PLANS
Funding Standard Account
Beginning balance
Plan's normal cost (past
service cost amortized over
40, 30 or 18 years).
Amortization of net
experience loss over 5 years
(15 years prior to 1988 as
covered in 1987 OBRA).
Net loss resulting from changes
in actuarial assumptions used
under the P
plan are amortized
over a period of 10 years (30
years prior to 1988).
Increase in the unfunded
past service liability because
of a plan amendment is
amortized over 18 years (30
years before 1988).

0
XX

XX

XX
XX
XX

XX
XX

XX

Actual contributions to plan
(defined benefit and
money purchase plans
must make quarterly
estimated plan vontribu tions).
Any decrease in the unfunded past service
liability arising from a plan
amendment amortized
over a period of 18 years
(30 years prior to 1988).
Any net experience gain
arising from a change in
actuarial assumptions is
amortized over 10 years
(30 years prior to 1988),
Experience gains are
amortized over 5 years
(15 years prior to 1988).

If the total charges exceed the total credits, the negative balance is referred
to as an "accumulated funding deficiency."
If the total credits exceed the total charges, the positive balance represents
a funding excess ( overfunding).
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ortization charges and credits, contributions, and any credit or debit account balance must be charged or
credited with interest from the accounting date until the end of the plan
year. (Italicized terms are defined in
"Definitions" on p. 50.) The accounting
date may differ from the end of the
plan year, so items affecting the account during the plan year, such as
funding costs and contributions, may
have to be adjusted for interest to the
last day of the plan year.
If any rate of interest used under
the plan to determine cost is not within
the permissible range,the plan must establish a new rate. The failure to
charge or credit any interest in computing the funding standard account
may result in a failure to meet the basic
funding formula requirement of Regulations 1.412 (c) (3) -1(b) (1) with respect to the present value of future
benefits under a reasonable funding
method.

REQUIRED ANNUAL PAYMENT
mployers are required to make
payment in four installments for
each plan year after 1988 —unless they have a muItiemp1oyer plan
subject to ERISA's funding requirements.' ° If an employer fails to pay the
full amount of a required installment
for any plan year, the rate of interest
charged to the funding standard account for the amount and the period of
the underpayment is the greater of
(1.) 175% of the federal midterm rate
(AFR under section 1274) for the first
month of the plan year or (2.) the interest rate determined under section
412(b) (5). The period of underpayment for which interest is charged
runs from the date when the installment was due to the date when the underpayment is corrected without regard to section 412(c)(10)."
For calendar year plans, the first installment is due April 15; the second,
July 15; the third, October 15; and the
fourth, January 15 of the following
year. For noncalendar year plans, the
installments are due: (1.) the 15th day
of the fourth month, (2.) the 15th day
of the seventh month, (3.) the 15th day
of the 10th month, and (4.) the 15th
day of the first month following the beginning of the next plan year.
The amount of any required installment is defined as the applicable percentage of the required annual payment." The applicable percentage is
determined as follows: (1.) 6.25% for
plan years beginning in 1989, (2.)
MANAGEMENT ACCOUNTING /FEBRUARY 1992

12.5% for plan years beginning in 1990,
(3.) 18.75% for plan years beginning in
1991, and (4.) 25% for plan years beginning in 1992 and thereafter."

FUNDING METHODS
ormal costs, accrued liability,
past service liabilities, and experience gains and losses are
determined under the funding method
used to determine costs under the
plan. The common thread and underlying theory in selecting any method is
that it must be reasonable." The goal
of a qualified pension plan (and the related employer) is to have sufficient assets to meet benefit obligations when
the employees retire.
Stated differently, the present value
of future benefits under a reasonable
funding method must equal the sum of
the followingamounts:
1. The present value of normal costs
(taking into account future mandatory employee contributions, within
the meaning of section
411(c) (2) (C), in the case of a contributory plan) over the future
working lifetime of participants;
2. The sum of the unamortized portions of amortizable bases, if any,
treating credit bases under section
412 (b) (3) (B) as negative numbers;
and
3. The plan assets, decreased by a
credit balance (and increased by a
debit balance) in t h e funding standard account under section
412(b).15
An employer has met all these requirements if, as of the end of the plan
year, the funding standard account
does not havean acccumulated funding
deficiency.

Under a reasonable funding method, all liabilities of the plan for benefits— whether vested or not —must be
taken into account. In addition, if each
actuarial assumption is realized exactly under a reasonable funding method,
no experience gains or lossses are produced. Any funding method that takes
into account only the benefits paid or
accrued by the end of a 10 -year period
is not a reasonable funding method.18
Ancillary benefit costs are computed by using the same method used to
compute retirement benefit costs under a plan. An ancillary benefit is a benefit that is paid as a result of a specified
event that occurs not later than a participant's separation from service and
that is detrimental to the participant's
MANAGEMENT ACCOUNTINGREBRUARY 1992

TABLE 2/MULTIEMPLOYER PLANS
Funding Standard Account
Beginning balance
0
XX Actual contributions to plan.
Plan's normal cost
XX
XX Any decrease in the unFor plans in existence before
funded past service
Sept. 26,1980, any past
liability arising from a plan
service cost is amortized
amendment amortized
over 40 years (otherwise
over a period of 18 years
18 years).
(30 years prior to 1988 or
40 years for amendPlans established before
XX
ments attributable to plan
Sept. 26, 1980, are allowed
years beginning before
40 years to amortize any
Sept. 26, 1980).
amendment increase that
XX
arose in a plan year before
Experience gains are
that date.
amortized over 5 years
(15 yyears prior to 1988,
Experience loss arising in a plan XX
but 20 years is used for
year beginning before
gains experienced in plan
Sept. 26, 1980, is amortized
years beginning before
over 20 plan years.
XX
Sept. 26, 1980).
Net loss resulting from changes XX
Any net experience gain
in actuarial assumptions used
arising from a change in
under the Plan is amortized over
actuarial assumptions is
a Period of 10 years (30 years
amortized over 10 years
prior to 1988).
(30 years prior to 1988).
If the total charges exceed the total credits, the negative balance is referred
to as an "accumulated funding deficiency."
If the total credits exceed the total charges, the positive balance represents
a funding excess (overfunding).

health." However, the cost of an ancillary benefit may equal the insurance
premium paid for that benefit under
the insurance contract if the ancillary
benefit is provided under the contract
and the benefit is guaranteed under
the contract.1 '

ALTERNATIVE MINIMUM
FUNDING STANDARD
ACCOUNT
plan that uses a funding method
that requires contributions in
all years not less than those required under the entry age normal
funding method may maintain an alternative minimum funding standard account for any plan account.19 However,
the usual minimum funding standard
account must be maintained even if
the alternative minimum funding standard account is not maintained. 20 The
alternative minimum funding standard
account (and all items contained therein) must be charged or credited with
interest in the same manner as the
funding standard account. The employer benefits from using the alternative minimum funding standard account because it requires a smaller
contribution that is not subject to a
penalty tax.
The alternative minimum funding
account is credited with the amount

considered contributed by the employer to or under the plan for the plan
year." The account is charged with
the sum of
The lesser of normal cost under the
funding method used under the
plan or normal cost determined under the unit credit method;
The excess, if any, of the present
value of accrued benefits under the
plan over the fair market value of
the assets; and
An amount equal to the excess (if
any) of credits to the alternative
minimum standard account for all
prior plan years over charges to the
account for the particular years."

WAIVER OF MINIMUM
FUNDING STANDARD
f an employer is unable to satisfy
the minimum funding standard for
a plan year without temporary substantial business hardship and without
adverse effects to the interests of plan
participants in the aggregate, the Secretary of the Treasury may waive all or
a portion of the requirements for the
minimum funding standard" The
Secretary may not waive the minimum
funding standard for a plan for more
than three of any 15 consecutive plan
years.
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To determine substantial business
hardship, one must consider the following factors:

FULL FUNDING LIMITATION

According to section 412(b) (2) (C),
the waived funding deficiency must be
amortized in equal installments over
five plan years. The employer must
have a reasonable chance to recover
and meet the costs of the plan in the
future (including the amortization of
the waived amount) for the Treasury
to grant a waiver. The Treasury requires proof of the potential for recovery before granting any such request.26

n employer may make deductible contributions to a qualified
defined benefit plan up to the
plan's full funding limitation. If the
plan's investments increase dramatically in value, the difference between
its total liabilities and the value of the
assets may be less than the amount required to meet the minimum funding
standards for the year. Thus, the e1nployer can satisfy minimum funding
rules by contributing a smaller
amount. If a plan's assets are equal to
or exceed its current liabilities, the
plan is considered fully funded —and
no contribution is required for the current year and for each succeeding year
until the plan's liabilities exceed its total asset value."
The 1987 Omnibus Budget Reconciliation Act (OBRA) set a 150% full
funding limitation to prevent employers from contributing any amount
greater than that needed to fully fund
the plan and to meet minimum funding
standards. If the employer does contribute in excess of the amount re-

Accounting date: the due date of the
normal costs or amortization amount
under the funding method during the
plan year.' The accounting date for a
contribution is the date it actually is
made or the last day of the plan year
if a contribution is made during the extended period.'
Accumulated funding deficiency: for any plan the excess of the total
charges to the funding standard account for all plan years over the total
credits to the account for such years
or, if less, the excess of the total charges to the alternative minimum funding
standard account for such plan years
over the total credits to the account for
such years'
Current liability: all liabilities to
employees and their beneficiaries under the plan, that is, the amounts owed
participants upon termination according to the plan's provisions and the
funding method and its assumptions.
For purposes of the current liability,
any unpredictable contingent event
benefits are not taken into account until the event on which the benefit is
contingent occurs.
Full funding limitation: the excess (if any) of the lesser of (1.) 150%
of current liability or (2.) the accrued

liability (including the normal cost)
under the plan over the lesser of (1.)
the fair market value of the plan's assets or (2.) the value of the assets under section 412(c) (2).4
Nondeductible contributions:
the sum of (1.) the amount of the employer's contribution that exceeds the
amount deductible under section 404
and (2.) any excess amount contributed in the preceding tax year that has
not been returned to the employer or
applied as a deductible contribution in
the current year — determined as of
the close of the employer's tax year.
Normal cost under a reasonable
funding method may be expressed as
(1.) a level dollar amount, or a level
percentage of pay, that is computed
from year to year on either an individual basis or an aggregate basis or (2.)
an amount equal to the present value
of benefits accruing under the method
for a particular plan year.
Permissible range: an interest
rate that is not more than 10% above or
below the weighted average of the interest rates on 30-year Treasury securities during the four -year period ending on the last day before the
beginning of the plan year. However,
if the Treasury finds that the lowest interest rate under the permissible
range is unreasonably high, it may allow a lower interest rate not less than

1. Is the employer operating at an economic loss?
2. Is there substantial unemployment or
underemployment in the trade or
business and in the industry concerned?
3. Are the sales and profits of the industry concerned depressed or declining?
4. Is it reasonable to expect that the
plan will be continued only if the
waiver is granted ?24

quired to fully fund the plan, the excess is disqualified (nondeductible).
If, at the close of a plan year, the accumulated funding deficiency is greater than the full funding limitation, the
employer needs to make several adjustments. First, the funding standard
account should be credited for the excess of the accumulated funding deficiency over the full funding limitation.2 Next, "all amounts described in
paragraphs 412 (2) (B), (C), and (D)
and (3) (B) of subsection (b) which are
required to be amortized shall be considered fully amortized." " These
amounts include the unfunded past
service liability that is to be amortized
over a period of 40 years, if the plan
was in existence after Jan. 1, 1974;11
the amount, if any, of accumulated
funding deficiency waived and amortized over five years for single plans
and 15 years for multiemployer
plans;"' and the amount credited to the
funding deficiency that was in excess
of the alternative minimum funding
standard."
In computing the full funding limitation, it should be noted that the IRS
80% of the weighted average interest
rates on 30 -year Treasury securities
during the four -year period.'
Required annual payment; the
lesser of (1.) 90% of the amount required to be contributed to the plan by
the employer under section 412 without regard to any waiver under section
412(c) or (2.) 100% of the required
amount for the preceding plan year.5
Tax period: defined by the IRS as
beginning with the last day of a plan
year when an accumulated funding deficiency exists and ending on the earlier of (1.) the date of mailing of a deficiency notice with respect to the
initial tax on the failure to meet minimum funding standards, or (2.) the
date on which such initial tax is assessed.'
Waived funding deficiency: the
portion of the minimum funding standard [determined without regard to
section 412 (b) (3) (C) ] for a plan year
waived by the Secretary of the Treasury and not satisfied by employer contributions.
■
°Prop. regs. 1.412(b)- 1(b)(i1); Rev. Ru1.82 -125. 19821 C.B. 64_
'Prop. regs. 1.412(b)- 1(b)(u).
'Sec.412 (a) (2).
'Sec. 412(c) (7).
"Sec. 412(b) (5).
"Sec. 412(m) (4) (B).
'Sec. 4971(c) (3) (AB).
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PENALTIES FOR
UNDERFUNDING

a

n order to implement the minimum
funding standards, ERISA established penalties to be imposed if an
employer fails to fund the plan with the
required minimum amount. Violation
of this requirement gives rise automatically to the excise tax.
To make underfunding of plans unprofitable, section 4971 imposes a twolevel excise tax. The initial excise tax
is 10% of the accumulated funding deficiency. It is imposed for each plan
year in which the deficiency has not
been corrected. 93To correct the deficiency, the employer must pay off the
deficiency plus interest to date on the
payment to reduce the accumulated
funding deficiency to zero. The interest added to the amount is calculated
by using the appropriate rate consistent with the one used under the plan
to determine costs.''
For example, XYZ's pension plan
has an accumulated funding deficiency
for the plan year ending in 1987 of
$50,000, which is not corrected until
1989. XYZ will be assessed a 10% excise tax on the deficiency in 1987 (.10
x $50,000 $5,000) and a 10% excise
tax on the 1988 deficiency (.10 x
$50,000 - $5,000) plus interest on the
deficiency outstanding during 1988.
As long as the entire deficiency is corrected during the plan year 1989, no
10% tax or interest will be assessed for
1989.
The second level of excise tax under section 4971 is triggered when the
initial excise tax is applied to an accumulated funding deficiency and the accumulated funding deficiency is not
corrected within the taxable period.
The amount of the uncorrected accumulated funding deficiency is subject
to a 100% excise tax. 311 A complicating
factor is that a deduction is not allowed
for the payments.
Employers will receive a notice of
deficiency from the IRS indicating the
amount of excise tax due. First, however, the IRS must notify the Secretary
of Labor and give the employer a reaM A N A G E M E N T ACCOUNTING /FEBRUARY 1992

The funding method
must be `reasonable.'
sonable length of time to eliminate the
accumulated funding deficiency or to
comment on the imposition of the tax.
Usually the IRS allows only 60 days for
an employer to meet one or the other
requirement."
The additional excise tax under section 4971(b) is not assessed if a correction is made during the correction period, which begins with the last day of
the plan year (the date of the taxable
event) and ends 90 days after the deficiency notice (under section 6212) is
mailed." The Secretary of the Treasury is empowered to extend the correction period when it is reasonable
and necessary to a correction of the
taxable event. Thus, the employer may
pay the deficiency within the correction period to avoid additional taxes
and to seek a refund of any additional
taxes paid."

PENALTIES FOR
OVERFUNDING
plan cannot be a tax - qualified
plan if it provides for benefits or
contributions greater than
those allowable under the overall limitations on benefits or contributions.39
Currently, section 6662 provides that
in addition to losing the deduction, the
employer will be hit with a tax penalty.
For returns due after December 31,
1989, section 6662 imposes a 20% penalty on the portion of any underpayment attributable to any substantial
overstatement of pension liabilities. A
substantial overstatement exists if either: (1) a deduction or (2) the actuarial determination of liabilities for section 404(a)(1) is 200% or more of the
correct liabilities. There is no penalty
unless the underpayment attributable
to the overstatement for the year exceeds $1,000. The penalty is doubled
from 20% to 40% of the underpayment
if the actuarial determination of the liabilities is 40% or more of the correct
liabilities.
Section 4972 (enacted as part of the
1986 Tax Reform Act) imposes a 10%
excise tax on nondeductible contributions by an employer to a qualified
plan. The tax, which is imposed on the
employer, is determined as of the
close of the employer's tax year.
To avoid the excise tax penalty, employers should monitor the balance of

the plan's funding standard account
carefully. An employer who foresees a
possible accumulated funding deficiency may receive relief from the
minimum funding standards with the
approval of the IRS.'° Conversely, to
avoid overfunding, an employer must
avoid the primary cause of overfunding -using unreasonable actuarial assumptions.
Funding limitations also will force
employers to monitor the valuation of
plan assets, liabilities, and the funding
account more carefully. A working
knowledge of the limitations will allow
the employer to avoid penalties and to
ensure the company's work force of
sufficient pension plan assets.
■
Ray A. Knight, J.D., CPA, and Lee G.

Knight, A.D., are both professors of accounting at Middle Tennessee State
University, Murfreesboro, Tenn. They
can be reached at (615) 898 -2558.
Michael Winter, 11, CPA, issenior
accountant at Le Bonheur Children's
Medical Center, Memphis, Tenn.
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'Sec. 412(c) C3).
'Secs. 412(a). 412(b).
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'Sec. 412(b) (5); ERISA 302(b) (5).
iDSec. 412(m).
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"Sec. 412(m) (4).
"Sec. 412(m) (4) (C).
"Sec. 412(,) (3).
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"Begs. 1.412(c) C3) -1(c) (2) and (g), Ex. 3.
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"Sec. 412(8) (2) (A); ERISA 305(b) (1).
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"SEc. 412(b) (5).
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Sec. 4971(d).
"Sec. 4961(a).
Sec. 4963(e).
"Secs. 401(a) (16) and 415(a).
' "Sec. 412(d).
(a.

can step in and make necessary adjustments to the 150% used in the full funding limitation. These adjustments reflect the appropriate average age and
length of service of the participants in
the plan" For example, the IRS may
increase the percentage to 175% for a
younger work force or decrease the
percentage to 125% for an older work
force.
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Making Government'
`PROFITABLE'
Private sector service performance measures can improve the
efficiency of government service delivery.
BYDAVID J.HARR AND JAMES T.GODFREY
he U.S. government recently got a taste of its own
medicine. In April 1988, it was handed a regulation— Executive Order 12637 signed by Ronald
Reagan— mandating the establishment of a governmentwide program to improve the quality, timeliness,
and efficiency of services provided by the federal government.
Although government agencies do not operate in a profitseeking environment, techniques used in profit- seeking organizations often have been advocated for adoption by government organizations to improve financial performance.
This raises the issue of what cost -based financial performance measures used in private sector service organizations can be applied effectively to budgeting and financial
performance evaluation for government operations. An important consideration underlying this exploration is that
timely and quality service delivery must be maintained while
improving cost -based financial performance to meet the
mandate of the Executive Order.

With the support of the Institute of Managment Accountants and the Association of Government Accountants, we
examined financial and related performance measures used
by private sector service - oriented organizations and how
they could be applied to government operations. Our study
focused on logistics operations to assess the applicability of
both traditional and more recently developed techniques
from businesses in an actual government operation.
Broadly defined, logistics is "getting the right product to
the right place, at the right time, at the right cost, and in the
right condition. "' The "product" was considered the appropriate service delivered to meet a predetermined need in a
timely manner at the lowest feasible cost. The study involved
mailing a questionnaire to private sector companies and conducting extensive interviews with senior and operating managers in both private sector and government organizations.
From these interviews, a number of principles emerged to
guide the successful application of business - oriented financial performance measures in a government operation to improve the efficiency of service delivery without jeopardizing
delivery timeliness or quality. Key aspects of the organiza-

A 1988 Executive Order instructed the government to become a quality supplier of services, borrowing Ideas from private business.
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tions involved in the study are described next, followed by
a discussion of the major findings.

PRIVATE SECTOR CHARACTERISTICS

creased efficiency in government operations. DLA is the federal agency responsible for supplying materials and supplies
to all branches of the military. This study focused on the Department of Defense Depot in Mechanicsburg, Pa.
The Mechanicsburg operation is one of six depots within
DLA located throughout the United States. The depot is responsible for receiving, storing, issuing, and shipping DLAowned commodities to all branches of the armed forces as
well as to other agencies of the federal government. These
commodities include medical material, clothing and textiles,
foodstuffs, industrial, construction, and electronics items. Its
area of responsibility includes the northeastern region of the
United States and the Atlantic overseas area for most of its
services and worldwide for still other services.
The depot employs approximately 1,400 people and handles over 525,000 tons of material and over four million line
items annually. As with private sector firms interviewed, operating and quality standards are established as key indicators to monitor timeliness, accuracy, and effectiveness in
meeting customer demands. Depot operation funds of approximately $50 million annually were provided as part of appropriations by Congress. Historically, funds had been provided as labor and nonlabor elements for each operating and
support function. Capital equipment items in excess of a
$15,000 unit cost are funded by a separate appropriation.

questionnaire was mailed to 70 companies to collect
data concerning current cost management practices
and financial performance measures and to request
participation in interviews. Twenty-two usable responses to
the questionnaire were received for a response rate of 31%.
Ten respondents agreed to follow -up interviews.
Key characteristics of firms that responded to the survey
and participated in interviews are displayed in Table 1. Half
the firms are engaged primarily in manufacturing, wholesaling, or retailing, and their logistics operations are considered an overhead function. Consequently, financial performance measures for these operations are inherently cost
based. Forty percent of the interviews were with these types
of firms. By contrast, the other half are firms engaged in public or contract warehousing, transportation, and logistics services, and their logistics operations are linked directly to
customers. Sixty percent of the interviews were with these
types of firms to determine financial performance evaluation
practices when logistics operations are a primary line of
business.
Across the firms surveyed, major commodity types handled include chemicals, medical supplies, foodstuffs, clothFINANCIAL PERFORMANCE MEASUREMENT
ing and textiles, electronics and printed matter, and a broad
range of general items and bulk materials. Inventory value
oth DLA headquarters and its depots perceived that
for firms carrying stock ranged from $9 million to over $500
a business approach to budgeting and financial permillion. The firms in public and contract warehousing and
formance evaluation was needed to achieve signifiin logistics services handle billions of dollars in inventory for
cant efficiencies while maintaining operational and quality
customers but do not actually own the stock.
standards. This view led to the use of principles in the depots
Geographic areas served ranged from regional coverage
similar to those used by managers we interviewed in the prito international operations. Interviews were held with firms
vate sector organizations described earlier. These principles
across this characteristic to
_
represent a consensus of
assess whether the nature
the managers from both the
and extent of financial per- I
private sector organizations
TABLE 1 /SURVEY RESPONSES AND
formance measures used
and the government operaINTERVIEWS BY FIRM
differed as the geographic
tion. The significance of
scope expanded. Similarly,
CHARACTERISTICS
these principles is not in
as the number of personnel
their originality but in their
employed directly in logisPercent
demonstrated applicability
tics operations ranged from
Primary Line of Business
in a government operation.
fewer than 50 to more than
27.3
Manufacturing
Along with the use of these
1,000, interviews were conWholesaling
4.5
principles, the depot also
ducted with firms across
Retailing
18.2
developed several innovathese employee levels to astions in governmental budPublic /Contract
sess whether the nature
Warehousing
18.2
geting and cost manageand extent of financial perTransportaion
9.0
ment.
Seven
major
formance measures and
Logistics Service
22.7
principles for the effective
how they were used difdevelopment and use of
Total
100.0
fered as the number of emcost -based financial perforLargest Geographic Area Served
ployees increased.
mance measures are disRegional
22.7
2
5
cussed below.
National
36.4
8
3
Use output - oriented meaTHE GOVERNMENT
International
40.9
9
5
ORGANIZATION
sures—In private sector orTotal
100.0
22
10
ganizations
interviewed,
he Defense Logistics
service delivery to the inC. Personnel Employed in Logistics Operations
Agency
(DLA),
tended user is the predom50
18.2
4
1
headquartered
in
inant
objective, and all func50-100
22.7
2
5
Washington, D.C., had estions
and activities must be
10 1 - 5 0 0
18.2
4
2
tablished a goal in 1987 to
geared
to achieving it. An
501-1 ,000
4.5
1
1
reduce its operating costs
actual service delivery mea1,000
36.4
8
4
by 30% over three years in
sure such as orders comTotal
100.0
22
10
response to calls for inpleted generally is used al>

<
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determine the cost per
though one firm considers
Store - Keeping Unit (SKU)
the customer as the output
shipped and delivered.
unit. While many functional
Both of these approaches
workload and other input
use allocated costs in the
measures are used, they are
models to ensure price
subordinate to output conquotes cover full costs of
cerns.
Output- oriented
providing services. Managmeasures are generated by
ers' comments on using
customers or users outside
these models reflected the
the logistics operation raththeme "It is better to be aper than workload activity inproximately right than exside the organization.
actly wrong!"-'
The Mechanicsburg deThe depot identified all
pot, working with headoperations costs by using
quarters, defined nine outexisting accounting sysput measures for its
tems to compile labor and
services. Each was develnonlabor costs. Costs were
oped from one or more exrelated to outputs with an
isting functions within the
assignment and allocation
depot and consisted of meaapproach similar to those of
sures representing differthe private sector organizaent types of materials retions interviewed. Direct laceived, processed, and
bor and nonlabor costs
shipped in response to orwere identified and traced
ders. In general, these meato each of the nine outputs
sures are similar to those
as final cost objects wherevused for outputs by private
er possible. The direct labor
sector organizations. One
hours needed historically to
measure, however, is based
accomplish these outputs
on items received and repalso were determined.
resents a unique adaption of
Indirect labor and nonlathe output concept. This inbor
costs of operating funcdicator was selected to captions such as warehouse suture the success of the efpervision, training, and
fort undertaken to obtain
clerical support that could
and hold inventory to meet
not be traced directly to outcustomer demands. Alputs were assigned to an inthough involving the input
direct cost pool. These
side of the logistics process,
costs were then allocated to
this "output" is accom- Private sector organizations maintain delivery to intended user as
each output based on its usplished in response to an
the primary objective.
age of direct labor hours. Fioutside order directing manally, general and administerial to the depot for stortrative costs, both labor and nonlabor, for all depot support
age and facilitates the financial and operational performance
functions such as security, personnel administration, purevaluation of a significant portion of depot operations.
chasing, and safety were compiled and assigned to an indiIdentify total costs of service delivery. Private sector orgarect cost pool. These costs also were allocated to outputs
nizations generally identify all direct and indirect costs of debased on the direct labor hours used to produce each output.
livering services and allocate indirect costs to services when
Essentially, the depot adopted the basic approach of activityevaluating overall financial performance. This approach is
based costing by linking all of its costs to its outputs. Its idenused primarily to ensure visibility of all costs incurred and
tification and use of cost drivers, however, has not proto promote the sense that all organization functions, both opgressed beyond direct labor, which is the major one for its
erating and support, ultimately are responsible for the effiactivities.
cient and timely delivery of quality services. The private secTake an operational view of costs. For private sector orgator also found this approach valuable to aid full recovery of
nizations, costs were classified not only as fixed and variable
costs in pricing decisions wherever possible. Although the
but also in operational terms. For example, labor and overallocation schemes were recognized as imperfect, they were
head costs were denoted as direct or indirect and also in
seen as the best available means to translate all the costs of
terms such as handling and flow costs and storage and cadoing business into price quotes to customers.
pacity costs. Associated cost drivers, or causes of costs, were
Several companies have developed rather sophisticated
identified for each type of cost, and several drivers often
cost estimating models for pricing. One firm uses multiple
were identified for a given category. For example, a major
regression analyses to estimate its total costs for various
cost driver for handling or flow costs is the time required
commodity types as a pricing tool. Another firm is developto move material. Thus, labor and material handling equiping a "logistics pipeline" model to estimate costs of material
ment are major resources used to handle material. In many
movement and storage from origin to destination. This model involves a wide variety of cost drivers at various stages cases, the type of commodity handled significantly drives
the costs incurred. For example, hazardous material moveof the pipeline, all of which are transformed analytically to
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TABLE 2 /DIFFERENT VIEWS OF COSTS IN A LOGISTICS SERVICE ENVIRONMENT
Costs
Incurred for:
Direct Labor
Indirect Labor
Direct Materials
Indirect Materials
Direct Support
Indirect Support

Financial
Accounting
View

Can be viewed
in terms of:
A. Responsibility
Controllable
Noncontrollable
B. Behavioral
Variable
Fixed
Mixed

Traditional
Managerial
Accounting

andcan also be
viewed In terms of:
A. Operations
• Handling
0 Flow
B. Support
• Storage
• Capacity
• Clerical

Operational
View

Inputs

ment and storage requires special expertise, increased safety precautions, and special equipment, all of which cause increased resource utilization and cost.'
This operational view is quite consistent with other views
of costs as shown in Table 2, which demonstrates different
views of costs in terms of a process. The direct labor and
overhead cost terminology corresponds to the financial accounting view and largely concerns inputs to the process.
Responsibility and cost behavior terminology relates to the
traditional managerial accounting view and is focused on the
process itself.
Also focused on processes, but in a different way, is the
operational view. While the accounting view may see handling costs as largely variable and controllable at the floor
level, the operational view will include a portion of fixed and
noncontrollable costs such as equipment depreciation as
handling costs. Thus, the operational view could encompass
both fixed and variable costs and, depending on organizational level, both controllable and noncontrollable costs. In
addition, it implies the allocation of indirect costs to various
operations processes within an operation.
Another implication of the operational view is the identification of cost drivers within the processes of a logistics operation, which is a key feature of activity accounting. Of major interest is that no operating manager interviewed had
heard of activity accounting, but virtually every one is engaged in it Also important, the operational view is entirely
consistent with activity accounting and its associated techniques. The major advantage of the operational perspective
is its orientation to identification of cost drivers in terms familiar to managers and employees. From a behavioral perspective, trying to reduce capacity costs may appear more
achievable than trying to reduce fixed costs. The operational
view also facilitates consideration of the use of techniques
related to activity accounting. For example, by associating
costs with specific operational and support activities, managers and employees can attempt to reduce or eliminate unnecessary costs by analyzing which activities can be eliminated without adversely affecting service timeliness or
quality.'
Use measures relating total costs to outputs. In the private
sector organizations, virtually every manager interviewed
MANAGEMENT ACCOUNTING/FEBRUARY 1992

Processes

Driven by
factors such as:
0 Time
• Space
• Commodity or
Service Type
0 Distance
• Weight
• Volume
• Transactions
Activity
Accounting

To Find:
Costs of
Services
Provided

Cost
Objectives

Outauts

uses cost per unit of output measures. These measures are
either part of the formal financial performance evaluation
process or are determined "off -line" by operating managers
to monitor performance. While many firms also use a broad
range of unit cost measures concerning inputs, functions,
and other activities, generally they perceive that total cost output measures are critical benchmarks from which to assess changes in financial performance over time in the delivery of services.
Senior personnel find the total unit cost measure to be
an easily understood yardstick to use to assess performance
and to explain the financial aspects of activities and outputs.
In firms where such measures are determined "off -line," internal financial reports do not reflect such measures because the accounting function either has an external reporting orientation or does not have the needed information to
generate the measures desired by operating personnel in a
timely manner.
The government operation found a particularly effective
means to use a total cost - output measure in its budgeting
process — linking resources provided directly to the achievement of outputs despite the limitations of an annual appropriations process. Headquarters and the depot agreed to let
the delivery of outputs create "revenues" and then, for budgeting purposes, assumed costs incurred would exactly
equal revenues generated. Using a cost - volume -profit model
in breakeven form, a unit cost for each output is determined
based on the costs assigned and allocated to it and the anticipated annual volume of the output. Because all depot operations costs are either assigned or allocated to outputs, the
total costs of the depot are captured within the unit cost measures.
In contrast to an annual budget under the traditional approach, headquarters provides operating funds to the depot
for the first quarter of the year based on planned outputs and
target unit costs. Funds for operations in subsequent quarters are based on outputs achieved. Thus, the operating budget becomes more responsive to changes in demand and resource requirements for service delivery.
Headquarters provides capital funds to the depot as budgeted. As part of the objective to determine the total costs
of operation, capital budget expenditures are considered as55

set acquisitions and are depreciated on a straight -line basis.
the budget or unit cost goals in addition to or even in lieu of
Depreciation is now part of the total operating cost of the
profit -based measures because the services are provided interdepot, and headquarters recoups operating funds from the
nally and thus there is no revenue. In other cases, individuals
depot in amounts equal to depreciation as payback for the
are not in positions to influence revenues but can influence
capital expenditures. An explicit part of this approach is the
costs. Performance -based incentives that are consistent with exview that the capital expenditures in a given year should lead
isting statutes and regulations also are used in the government
to productivity improvements in subsequent years to reduce
operation.
the cost of operations.
An innovative approach that provides employee bonuses
Incorporating depreciation as an expense of operations is
based on achievement of total unit cost goals and operating
an innovative approach in an appropriation - funded governperformance standards has been implemented in the depot
ment setting. It is used to motivate managers to consider the
based on a "profit share." To accomplish this, funds provided
total cost of operations regardless of funding source or when
to the depot based on the outputs actually accomplished are
the associated outlay occurs. In contrast to private sector
considered "revenues." Actual operating costs incurred are
use of depreciation, there is an actual and negative cash flow
compared to these revenues to determine whether the depot
earned a "profit' or incurred
associated in this situation
through a reduction of opera "loss." Thus the goal is to
keep actual costs below toating funds. Charging de
tal resources earned. Headpreciation to operations to
quarters and the depot
achieve paybacks from inagree to share the "profits"
vestment projects should
or the difference between
motivate managers to conplanned and actual costs for
sider carefully whether inthe outputs achieved.
vestments actually will proA major feature of the
duce anticipated returns.
"profit - sharing" agreement
'Isle certainty of having to
is the linking of quality perimprove operations to genformance with financial pererate savings and pay for investments made should ensure only projects with a reasonformance. To ensure quality standards established by headquarters are maintained or exceeded by the depot, a "Quality
able probability of success are undertaken.
Window," or a sliding scale for determination of the depot
A key factor underlying the implementation of this approach was the education and training of managers and suprofit share, was developed to preclude a drive for "profits"
from detracting from the achievement of performance stanpervisors. The use of depreciation and how it affected the
dards. This window is shown in Table 3.
budgeting process under the new approach was explained
A quality baseline was established from the depots hiscarefully to operating personnel. The need for increased eftorical achievement of performance standards for processficiency and for the adoption of a business perspective to
ing and service delivery timeliness, inventory accuracy, and
bring about the necessary changes also was explained clearcustomer satisfaction at 97% and became the "sill" for a 50.1%
ly. Backing the entire effort was sustained and strong supdepot share of any profits earned. The share remains at
port from the top management of the depot and DLA head50.1% for an achievement "window" between 97% and 98%
quarters.
and then increases in steps
Because pitfalls of using
to a maximum 60% share for
unit cost measures in situaachievement of 100% of qualtions involving fixed costs
ity standards. Conversely,
are well known, use of total
TABLE XQUALITY WINDOW LINKING
quality levels below the 97%
unit cost measures as
FINANCIAL $ OPERATING
sill reduce the profit share
benchmarks must be temPERFORMANCE
to zero as the quality level
pered by adjusting for
declines to 87.0% or below.
changes in unit volume or
The depot can use its profit
by separating the fixed
share for any legal expendicosts to provide a reliable
tures desired such as
measure of overall financial
awards and quality of work performance. At the division
life improvements.
and lower levels, both the
If the depot suffers an opprivate sector firms and the
erating "loss," DLA headdepot used only direct costs
quarters will fund the shortin unit measures to preclude
fall if it is not due to
misleading inferences.
mismanagement
OtherProvide incentives for fiwise, the depot managenancial and operating perment is subject to the statuformance. As might be extory penalties associated
pected, many private sector
with the overexpenditure of
organizations link the cony
appropriated funds.
pensation of executives, manFocus on continuous proagers, and employees to ficess improvement. Private
nancial performance. Many
sector logistics organizafirms use cost -based meations have identified a broad
sures such as achievement of

orporating depreciation as
an expense of operations is an
innovative approach in a n
appropriation funded
government setting.
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range of cost drivers related to time, area, volume, weight,
commodity type, and transaction type in order to manage
the diversity and complexity of costs incurred in the delivery
of services. These results are consistent with findings in
studies of activity accounting techniques such as "Process
Value Analysis" and related tools such as '"Total Quality
Management" and "Quality Function Deployment." Central
to these concepts is the theme of identifying activities as being either value or nonvalue adding to products and services
provided to users and customers. Nonvalue- adding activities
are considered process waste that should be eliminated.
To achieve cost reductions, the depot developed an active
program of employee involvement to motivate the entire
work force through education and training, teamwork, and
participative management. Because labor costs account for
75% of the operating budget, a major thrust was to develop
a "flexible work force" to match resources with demands for
outputs. Extensive use of temporary employees and judicious application of overtime complement the efforts of permanent employees during peak output periods. Productivity
improvements involve acquisition of new equipment, quality
improvements in work facilities, and constant refinement of
work methods and procedures. Thus, the depot engaged in
many of the process improvements associated with activity
accounting in the private sector to achieve improvements in
financial performance.
Improve quality and timeliness of service delivery. Private
sector organizations uniformly perceive cost reductions that
downgrade service timeliness and quality as self- defeating
and believe that merely maintaining quality levels is not
enough in a competitive environment. Quality measures of
one or more aspects of service delivery are used in virtually
every organization surveyed. Quality measures also are
used in the government organization, and the "quality window" linking quality performance and financial performance
is designed to improve both.

OTHER GOVERNMENT OPERATIONS
ased on the project results, we conclude that these
principles should be considered for use in the internal budgeting and financial performance evaluation
processes of other government operations. The output orientation recommended for measures differs from the functional focus often used and accordingly makes the budget
sensitive to service outputs. If appropriate, the total unit cost
approach easily can be refined to use activity accounting
techniques. For example, resources for activities supporting
direct service delivery functions can be linked to the cost
drivers within such support activities on the basis of benefit
or value provided to the service or on the use of the cost driver by the service output.
For financial performance evaluation, output- oriented
unit cost measures based on total costs incurred can provide
managers a reliable benchmark over time to assess the cost
of service accomplishment and also can serve as goals to motivate and monitor changes in operations to improve financial performance. These measures should be used with caution in comparing similar operations within government or
comparing government with private sector operations. Full
consideration must be given to the scope and scale of service
efforts, geographical location, regulatory and statutory requirements, physical plant, and a host of other factors before
any meaningful comparisons can be drawn. This is not to
suggest that such comparisons cannot be made but only that
they should be done with extreme care. Changes in unit
Jv
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costs over time also should be considered carefully.

CHALLENGES FOR ACCOUNTANTS
his project presented challenges and opportunities
for the management accountant in both the private
sector and in government. In the private sector, much
of the effort involving sophisticated cost analysis and determination of cost drivers in the organizations studied was occurring outside the controller or accounting function. In addition, operating managers were maintaining databases
"off- line" in many cases because the formal accounting system was not structured to provide needed information. This
means duplicate databases are being maintained. A worse
possibility is that the accounting organization is not perceived as capable of providing the necessary expertise.
Thus, the management accountant may well face the challenge to interact with the operational aspects of the business
to bring a professional expertise to bear on the identification,
analysis, and control of costs in ways that better support the
objectives of the firm. As one senior manager succinctly put
it, "Financial analysis is fine, but don't let it get in the way
of operations!" In other words, accounting should support
the operations.
In the public sector, although examined on a much more
limited basis, most of the effort involving cost analysis and
control was occurring inside the controller organization.
Successful implementation of a new budgeting and financial
performance evaluation approach required extensive training and education of operating personnel concerning topics
fundamental to accountants such as depreciation and flexible budgeting. Thus, the management accountant in government also faces the struggle of getting involved with the operational aspects of the agency to provide a basis for
implementation of principles discussed here. The result for
management accountants in both the private and public sectors should be the achievement of professional objectives to
aid their respective organizations in meeting the challenges
to improve operational and financial performance.
■
Davidl Harr, Ph.D., CPA, is assistant professor of accounting
at George Mason University, and James T. Godfrey, Ph.D., is

Foundation Professor of Accounting. Both are members of the
Northern Virginia Chapter, through which this article was submitted. ?hey are involved in research on cost allocation issues
and performance measurement ofgovernment and not-for-profit organizations. They may be reached at (703) 993 -1770.
'Ernst & Whinney, Corporate Profitability and Logistics, Innovative Guidelines for
Executives,CLM, Oak Brook, Ill., and 1MA, Montvale, NJ., 1987, p.l.
'For a set of recommended criteria for the selection of output measures, see R.
Anthony and D. Young, Management Control in Non - Profit Organizations,Richard
D. Irwin, Inc.. Homewood, III., 1984, pp. 478.479.
'No comment or quote is attributed directly to any participant as confidentiality
was assured during interviews.
'For an excellent and succinct description of the problem from an operational perspective, see K Ackerman, Practical Handbook of Warehousing,Van Nostrand Reinhold, New York, N.Y., 1990, pp. 409.420.
'See, for example, M. Beischel. "Improving Production with Process Value Analysis, "Journal ofAccountanry,September, 1990, pp. 5357.
"For logistics related examples, see M. Beischel, Ibid.,pp. 53.57; and R. Quevedo,
'Quality Function Deployment" in Performance Excellence in Manufacturing and
Service Organizations,AAA, Sarasota, Fla., 1990, pp. 33-52.
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Editor's Note: The following article was
submitted by Jack LaGue, CMA, CPA,
CIA, vice president of professional education and director of CMA programs
for the Green Mountain Chapter.
bout this time each year, most
of us think about our goals —
for the new year, or possibly
goals that will positively affect
the rest of our lives. It's a period of serious self - assessment. We ponder who
we are, what we want to achieve in our
lives, and how we might achieve our
goals.
Some goals are personal, while others relate to improving our professional lives. We may have goals to increase
our professional knowledge, obtain
new skills, achieve promotions or positions of stature within our organizations, increase our income, or in some
other way advance in our careers.
But as difficult as it is to set challenging and realistic goals, often it is
even harder to devise tactics to achieve
our goals. For example, let's say our
goal is to obtain a promotion or significantly increase our earnings. How do
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we do so? Assuming that it isn't possible to appreciably improve our job performance by increasing our workload,
we may look to the possibility of improving the quality of that work. This
path requires a broadening of our
knowledge of the various tools used by
management accountants to analyze
and solve problems.
The Certified Management Accountant (CMA) program may prove
to be the answer. The CMA is the only
professional designation designed specifically for management accountants.
A CMA is a well- rounded financial professional, someone who is much more
than the proverbial "bean counter" or
desk -bound "green eyeshade" —those
stereotypical descriptions of our profession.
The CMA program consists of a
comprehensive, four -part examination
that is an objective test of a candidate's
knowledge and skills relating to a wide
variety of critical topics such as economics, business law, management organization and theory, communication, financial reporting, auditing, cost
measurement, organizational behavior, decision analysis, information systems, internal auditing, and much
more.
The CMA program focuses on the
knowledge and skills we need to make
innovative contributions to our organizations from which we derive not only
personal and professional satisfaction
but other rewards as well. The benefits
of CMA certification are obvious in our
professional life, but there are other,
more tangible benefits of becoming a
CMA
A study published in the June 1991
issue of MANAGEMENT ACCOUNTING® examined the career advancement of 135 accountants in three large
industrial companies. The study concluded that:
• A proportionately higher number of
accountants with CMA certification
reach higher managerial levels
than those without a CMA;
• For accountants with a bachelor's
degree, there is a significant difference in the average period between
promotions for CMAs and non CMAs;
• CMAs at the lower ranks took a
third less time to get promoted than
non -CMAs;
• Because a proportionately larger
number of accountants who have
obtained CMA certification reach
higher -level positions more quickly, CMA certification is a valuable

tool for achievement.'
As the CMA gains recognition,
many leading employers such as 3M,
Anheuser- Busch, Monsanto, Johnson
& Johnson, and IBM look for CMAs
when filling key accounting positions.
There are bottom -line benefits as
well. The 1990 IMA salary survey published in the June 1991 issue of MANAGEMENT ACCOUNTING® showed
that CMA salaries are, on average, 19%
more than the salaries of accountants
with no certification. Salaries of survey
participants with both a CMA and a
CPA are an average of 7.6% higher
than those with solely a CPA.'
There are other aspects of the program that uniquely benefit certified
public accountants. Those who have
successfully completed the U.S. CPA
examination may be granted credit for
Part 2 of the CMA exam (Financial Accounting and Reporting). Also, some
CMA study programs can be used to
fulfill CPA Continuing Professional
Education (CPE) requirements. For
example, Accounting Publications,
Inc. (a.k.a. Gleim books) offers a CMA
self study - program that qualifies for 94
hours of CPE credit.
While not a substitute for an MBA,
the CMA is a good interim alternative
for those who want to expand their
knowledge of business and management but can't currently pursue MBA
studies. Much of the subject matter
covered by the CMA exam is similar to
the material covered by many MBA
programs, particularly those with an
accounting or finance concentration.
The opportunity is NOW. There is
one action step you can take today to
begin achieving your goals. Call the Institute of Certified Management Accountants at 1- 800 - 638 -4427, #2, and request a CMA information kit. (Or write
to the ICMA at 10 Paragon Drive,
Montvale, NJ 07645.) BUT DONT
PROCRASTINATE! To sit for the upcoming June exam, you must apply by
March 1st. So, as they say in the Nike
ads, JUST DO IT.r
■
Jack LaGue, CMA, is employed by National Life of Vermont as Second Vice
President - Financial Reporting.
'Surendra P. Agrawal, CMA, Philip H. Siegel, and
Hadassah Baum, CMA, "Yes, CMA Certification Is
Valuable," MANAGF.MFNTA000UNnNGT, Vol.
LXXII, No. 12, June 1991, p. 35.
'David L. Schroder and Karl E. Reichardt, CMA,
"Salaries 1990," MANAGEMENTACCOUNTINGS, Vol.
LXKII, No. 12, June 1991, p. 26.
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HARDWARE /SOFTWARE REVIEWS

CLAIRE BARTH, EDITOR

HPLASERJET III
he sheer volume of the forecast
printouts generated daily at Cox
Cable New Orleans, a 250 -employee regional cable television company, is enough to faze the most avid
numbers cruncher. In the budget season, we produce 300 -page six-year
forecasts daily on every aspect of the
company, from programming fees to
how many miles of cable need to be
strung; from subscription fee forecasts
to projections of how many employees
we'll need. But printing all this paper
drives our eight- member accounting
department crazy.
Dot matrix printers used to handle
the volume, but their noise (especially
in an accounting environment) made it
difficult to concentrate. With the average 300 -page forecast taking almost
eight hours to print on a dot matrix
printer, we needed a better solution.
That's why our accounting department
moved to laser printers. Not only are
they quieter and many times faster,
but they also allow us to print sharper
text and fit more financial information
on a single page.
Elsewhere in the accounting department, we used to have a line printer connected to our department's IBM
System /38. Not only was this printer
slow and its print fuzzy, but it was extremely limited in its paper- handling
flexibility. The only size paper it could
take was 11" x 14" (ledger paper),
which we then would have to copy to
reduce for distribution. Copying was
wasting time, and the quality of print
was not up to our high standards.
Faced with these problems, we
went to our corporate computer (MIS)
department for suggestions. They recommended a laser printer, specifically,
an HP LaserJet printer. I did some fol60

low -up research of my own, asking other accounting professionals for their
recommendations, and those who
used HP LaserJets were consistently
happy. We purchased one of the original HP LaserJet printers. That was
four years ago.
Since then, the printer has performed so well that we have added two
HP LaserJet III printers to the department. They were priced right, with
enough memory to handle our long
and sometimes complex documents,
and fast — faster than the original LaserJet. Even the four - year-old printer is
still reliable, with no problems (after
printing more than 25,000 pages!), and
the newer ones have the memory and
speed I need.
I print the 300 -page forecast every
day during the budget season because
forecasting is an art, not a science. Every change has repercussions on a
number of other aspects, and all 10 department managers want to see the effects of their changes in the daily budget sessions. If the marketing
manager increases the forecast of the
number of new customers, it has an
impact on revenues, programming
costs, installations, and copyright fees,
to name just a few areas. And each
manager wants to see the impact of
changes on paper.
Among the things we have to keep
track of and forecast for the company
are our converter boxes —the boxes
that decode the cable signal into TV
programming. With 90,000 cable customers, there is a lot of installation
and /or removal tracking, and billing
can be quite complicated. With the increasing competition for viewers that
all TV providers are facing, we must
forecast numbers of new customers
accurately so we can figure and control
expenses for additional installers and
converter box costs. We also need to

know where each box is and, if 20 boxes were picked up that day, that 20
boxes went back into inventory. It's a
big job, and the paperwork for it is generated in massive quantities. Laser
printers make keeping track a little
easier.
The rest of our department's printing needs mirror those of most other
corporate accounting departments:
presentations, financial reports, budgets, and flyers for internal posting.
We print presentations with Harvard
Graphics software, using fancy charts,
graphs, titles, shading, and different sized typefaces. Our in -house flyers
are developed with Broderbund's Print
Shop. For most of the financial functions, we use Smart, an integrated database, word processor, and spreadsheet from Innovative. Unlike other
departments, such as marketing, I use
only the built -in fonts in the printer.
Most accounting applications don't require fancy fonts, and Times Roman or
Courier meets most of my needs. Although we use larger sizes of fonts for
readability in presentations, about 90%
of our printing is bread -and -butter accounting numbers and narrative.
Because I use the printer so heavily, only my PC is hooked up to it —I
won't share. Most laser printers, however, can be shared with the addition
of switch boxes or peripheral- sharing
devices from third -party vendors. And
others in the department print from
my PC via sneakernet —they walk
disks over and print when I'm not using my PC.
For our accountant who works on
the IBM System /38 for general ledger
and accounting reports, we've connected a PC with an internal Smart
Aleck card. It allows the mid -range
computer to print on letter -size paper
on the HP LaserJet III printer. We've
found this solution eliminates two
time- consuming problems— changing
ribbons and copying to reduce the
page size. The laser printer also works
faster than the he printer.
The benefits of integrating laser
printers into our accounting department have been many, particularly in
time savings and quality presentation.
Now I can print out a 300 -page document in 30 minutes, a task that used to
take eight hours. I can use very small
characters (such as 7 -point type) for financial statements that. have to be all
on one page, and the print quality is
such that I actually can read that size
of type. My only complaint is that to
change the orientation of a page from
portrait (up and down) to landscape
MANAGEMENT ACCOUNTING /FEBRUARY 1992
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HOWTOSELECTTHERIGHTLASERPRINTER
Laser- printed documents are becoming the minimum standard for professional business documents. The following list of factors to consider is
intended to help you choose the right
printer for your needs.
PrintQuality. Print quality is one of
the main reasons for moving up from
a dot matrix printer, and perhaps the
most important. But people also must
be aware that all 300 -dot -per -inch (dpi)
printers (the standard) are not equal.
The way a printer sizes and arranges
dots and the kind of toner a printer uses can affect character edge and intersection clarity, half -tone reproductions, and saturation of large black
areas. Ask to see sample output from
the printers you are considering and
evaluate the quality yourself.
Engine Speed. Another important
criterion to consider is speed. Just as
there are differences in 300 dpi clarity,
there are also differences in speed
among printers rated at the same engine speed. Engine speed usually is
measured by how fast a printer moves
a simple text document through the
printer. It ranges from four to 17 pages
per minute (ppm) for desktop laser
printers. But you also need to look at
how fast you get your screen back after you hit the PRINT command and
how fast you get graphics- intensive
output. To get an idea of a printer's
true speed, test it with the kinds of documents you typically will produce.
Flexibility. After print quality and
speed, printer purchasers should look
for flexibility. Flexibility can be defined as the printer's ability to meet a
variety of user needs. Questions to determine flexibility include:
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software packages you plan to use?
■ How much memory does it come
with, and does it have slots available for memory upgrades?
■ Does the printer have PC and Macintosh connectivity?
■ Does it have the paper- handling capabilities you need?

■ What typefaces can you add, and
how easy is the process?
■ Can you print the special effects and
graphics you need?
■ Can several people share the printer?
■ Is the printer compatible with the

Paper handling may seem like a
small point, but how sophisticated
your printer is in this regard can dictate flexibility. Look at your report
needs. Can your printer be set up to
print on both sides of a sheet of paper?
What is the capacity of the paper tray?
Can you print envelopes and letterhead easily for mailings? What optional paper trays are available?
Compatibility. A printer isn't useful
unless it works with your software, so
find out how many existing software
packages work with your printer and if
the applications you use work with the
printer you are considering. Most
printers are compatible with most off the -shelf software, but to make sure,
consider only those printers that follow page description language standards. Page description languages determine a printers ability to do
everything from character creation to
complex graphics. In the Macintosh
world, this standard is Adobe PostScript; for PCs, it's the Hewlett-Packard PCL5 printer language. Watch out
for printer language emulations (as opposed to the true versions), as some
applications don't work with them.
Fonts. Ifyour office produces newsletters, flyers, brochures, presentations, or other documents that require
the personality that different typefaces
give, then you'll need to think about
font issues. For example, if you work
with foreign languages, will you be
able to print the German umlaut or
French accents? Be sure that the printer you purchase will support your specialized needs. Most printers come
with some fonts already resident in the

(sideways) requires entering a many digit control code. Some applications,
such as Smart, store this information
for you, so you don't have to input it.
PCs and laser printers have helped
the company as a whole to do more
with fewer people. While our revenues
have grown by 25% over the last four
years, we haven't added any full -time
equivalents, but in our department

alone, we've added four PCs and two
printers.
Laser printers have proved themselves over the long term at Cox Cable,
and I'm sure they will play an important role in our future growth. I expect
to purchase six more HP LaserJet
printers over the next three years. I
should know —I've forecasted for
them.

printer. Depending on your needs and
which fonts come resident, you may
want to purchase additional fonts to
create a specific look for specialized
text or graphics documents.
Reliabilityand Support. Reliability
can be determined by reading reviews
of various printers in PC and Macintosh magazines and talking with longterm users. Remember to look at hardware reliability as well as vendor
service and support when gauging this
issue. In addition, check monthly page
volume (also known as duty cycles) to
make sure the printer matches your
estimated print volume needs.
EaseofUse. Also look at ease of use.
Look for printers that you can just plug
in and operate and a toner system that
is easy to install (watch out for systems
that require you to install loose ton er—it can be a messy business).
Speaking of toner, the quality of this
consumable can vary among cartridge
manufacturers, so look for a manufacturer with a reputation for strict adherence to quality standards if you want
all your documents to look good. A
new toner issue has been raised recently --can you recycle the cartridges
to reduce waste? With more millions of
laser printers out there, discarded toner cartridges are adding to our landfill
problem. Beware of toner refillers, because their quality varies widely —a
better solution is to choose a vendor
who has a recycling program and cartridges that will be melted down and
turned into new ones.
Now that you know the issues to
consider, it's time to do research. First,
talk to other users, especially people in
your industry or people who use the
same applications as you do. They are
your best source of information, followed by reviews in trade journals.
Once you have your laser printer
vendor selected, you'll need to evaluate which member of the product family best meets your needs. As you become more familiar with your laser
printer and the things you can do with
it, you'll find it becomes an indispensable part of your office system.
■
The HP LaserJet III printer has a
list price of $2,395. For more information, call or write Hewlett- Packard Co.
Inquiries, 19310 Pruneridge Ave., Cupertino, CA 95014; (800) 752 -0900. ■

foAnn Edwards

Administrative Analyst
Cox Cable New Orleans
Circle No. 49
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IN EDUCATION

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

THE DEVELOPMENT
OF CHITICAL
THINKING
BY MICHAEL P. RIORDAN AND
E.KENTST_PIERRE
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s technology continues to impact the business environment,
the demand for accounting
graduates who are capable of solving
and integrating a wide variety of complex problems increases in urgency.
Educators are responding to this problem by reevaluating the traditional accounting curriculum. Historically, the
accounting class format has consisted
of a lecture followed by an extensive
session of "learning by doing," with an
emphasis on numerical problem solving. In recent years this approach has
undergone extensive criticism for failing to develop students' cognitive /crit
ical thinking skills. One response has
been a demand from both academics
and practitioners for a more "conceptual approach" in the classroom.
Unfortunately, a consensus on just
what constitutes a conceptual approach is difficult to obtain. Do we
mean discussing the concepts underlying the methods covered in the current texts? Do we mean teaching accounting in an economic framework
that provides the impetus of all that we
do? Does this concept imply moving
away from a "numbers crunching"
mentality to a more abstract level of
reasoning? Do we avoid teaching more
complex entries found in the current
texts? Does this term imply using cases in the classroom instead of the normal lecture /problem orientation?
Before the academic community
adopts one or more of these approaches in the hopes of finding a "quick fix,"
a review of specific educational /psychology literature might provide some
useful insight. This literature supports
/rztsruiLKY
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the contention that the real issue is not
what we mean by conceptual or procedural but rather the improvement of
the student's ability to think in a critical manner.
For nearly 60 years, the Swiss psychologist Jean Piaget studied the development of thinking. He categorized
individuals who were at the most developed level of thinking as being at
the "formal - operational level." At this
level, individuals are able to generalize
and apply concepts in a new situation.
At the formal - operational level, a
skilled critical thinker presumably can
say, "I have an idea concerning this
problem. I can conceive of alternative
ideas that might explain the results
and I understand that they are different from my idea. I can contemplate
new evidence bearing on this problem
and I can evaluate how it affects both
my own and alternative ideas. I can
recognize and acknowledge discrepancies between ideas and evidence,
and, based on such discrepancies, I
can contemplate revision of my idea."
Substantial evidence exists suggesting
that as many as 50% of all college freshmen have not yet reached this formal operational level of development.'
There exists a long and distinguished body of literature in the field
of education reflecting the view that
the only effective way to teach people
to become critical thinkers is to engage them in critical thinking. Dew ey's classic How We Think (1910)
states that in order to learn to think,
one must engage in thinking. Symonds in Education and the Psychology
of Thinking (1936) wrote that practice
in thinking itself is necessary for the
improvement of thinking.
According to the National Education Association report, The Central
Purpose of American Education:

If our goal as educators is to enhance
the development of critical thinking
skills, our focus should not be centered on what approach is to be used
(procedural versus conceptual) but
rather on the degree to which the approach is structured and directed.
In an environment where information is both presented and tested exclusively in an algorithmic fashion, as
it often is in intermediate, cost, and
other accounting courses, there is lit
tle chance for developing students'
critical thinking skills. A lecture on the
conceptual framework in class with a
discussion of how it was developed,
the politics involved, and what it has
accomplished may be both structured
and highly directed if presented only
in a lecture format and tested by focusing specifically on factual data. This approach is highly structured and directive. While students' memorization
skills are enhanced, their critical thinking skills are not.
Conversely, a bookkeeping problem that requires the student to derive
adjusting entries from partial data in
situations not previously encountered
is an example of classroom material
that is both unstructured and nondirective. Requiring students to evaluate
and solve situations not previously encountered will improve their critical
thinking skills.a
Improving the quality of the learning
experience for our students is the primary objective of our accounting programs.
However, before we implement wholesale changes in the approach to this
learning experience, the profession
should understand what the "new' process will involve and how this process
will work. If not we run the risk of continually confronting the same basic issues in the years to come.
■

"The rational powers of any person are developed gradually and
continuously as and when he uses them successfully. There is
no evidence that they can be developed in any other way. They
do not emerge quickly or without effort.... Thus, the learner
must be encouraged in his early
efforts to grapple with problems
that engage his rational abilities
at their current level of development."

Both authors are at James Madison
University. Dr. Riordan is a member of
the Virginia Skyline Chapter.

According to Hunt's match -mismatch educational model, by gradually
withdrawing structure, students' critical thinking levels can be enhanced?

'D. Dunlop and F. Fazio, "Piagetian Theory and Ali
stract Preferences of College Science Students,"
Journal of College Science Teaching, May 1976, pp.
297 -300.
'David E. Hunt, "A Conceptual Systems Change
Model and Its Applications to Education; in Etperi.
exce,Structure, and Adaptability,Springer, 1966, pp.
277.302; Matching Models in Edxcation: The curric.
ulumofTeaching Methods with Student Charaderistics,Ontario Institute for Studies in Education, 1971;
and "Learning Styles and Teaching Strategies," The
Behavioral and Social ScienceTeacher,Spring 1974,
pp. 22.34.
'Joel H. Amernic and Thomas H. Beechy, 'Accounting Students' Performance and Cognitive Complexity. Some Empirical Evidence,"The Accounting Review,April 1984, pp. 300313.
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Two New Case Studies to Help Accountants
Understand and Evaluate CIM
In the latter half of the '80s, U.S. manufacturers turned to advanced technologies to support their automated
manufacturing systems. The major tool used in these systems is computer - integrated manufacturing (CIM) and its
subsystems, CAD, CAM, FMS, and others.
What has been the companies' experience with this technology? Have they achieved the goals expected'? Have they
improved productivity and quality?
To provide answers to such queries, IMA recently published two case studies. They are:
CIM JUSTIFICATION IN THE PROCESS INDUSTRY: A CASE
STUDY, Coopers & Lybrand —Ray Cole and Lee Hales, 1991.
(# 91257, $12.50) This report, prepared by Coopers & Lybrand
automation and manufacturing consultants, describes investment
justification for an advanced manufacturing technology project in the
process industry. By understanding the appropriate productivity factors (cost drivers) and their impacton profitability, Monsanto was able
to overcome the leap of faith often required to justify CIM. The
company had demonstrated that it was able to quantify the impact of
capital expenditures and changes in cost drivers on operations, as well
as the revenue effect of improved quality.
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CIM IMPLEMENTATION PROCESS: A CASE STUDY, Earl D.
Bennett and Sarah A. Reed (monograph), 1991. (#91264, $9.95)
Computer - integrated manufacturing (CIM) represents one area of
significant investment in software and hardware. This study
documents in detail the experience of Lockheed Missile and Space
Company, Inc., Austin, Texas, with a CIM implementation process.
This case series enables the reader to develop an appreciation of the
magnitude of these projects and an understanding of project issues
and success factors seldom available from "snapshot" case histories.
Management accountants will find these cases helpful in understanding both the complexity of such projects and the potential
returns that can be achieved from them.
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LOUIS BISGAY, CPA,EDITOR

MAP COMMITTEE MEETS
IN ATLANTA
n conjunction wi th the other IMA
commi ttees, the Management Accoun ting Practices (MAP) Commi ttee met the first week of December
in Atlanta. Having a number of commi ttees mee ting wi thin the same time
frame in the same loca tion facilitates
the national president's ability to
spend some time with the groups.
President Don Baker availed himself
of the opportuni ty to meet wi th the
commi ttees.
At the MAP Commi ttee's mee ting,
Financial Accoun ting Standards Board
(FASB) member Victor Brown bri efed
Committee members as to recent and
current Board ac tivities. Mr. Brown
provides liaison to the IMA and, in that
capaci ty, regularly a ttends MAP Committee meeti ngs.
MAP Committee members were
asked to approve for issu ance as Statements on Management Accoun ting
two draft papers: Reporting Information to Managers and Use and Control
of Financial Instruments. In both cases, the Commi ttee endorsed publication of the papers subject to certain
changes deemed appropriate. When
revisions are completed, the new
drafts will be circulated to MAP Committee members for final approval by
mail ballot.
Commi ttee members also addressed a varie ty of financial reporting
issues involving the FASB, CASB, and
IASC as descri bed next.
IV1A1Wn,CMC1V 1 Atj_kJUNl1NL, /VV.BXUhKY 1`9`9'2
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summary of comment lett ers
that were submitted as a result of
the MAP Commi ttee mee ting
t,eo December
5 follows.
Financial Accounting Standards
Board. Accountingfor Investments with
Prepayment Risk —The MAP Committee agrees wi th the Board's tenta tive
position expressed in the Exposure
Draft that only one approach for recognizing changes in es timated cash flows
is appropriate. The use of three different me thods for similar circumstances— retrospective (as provided in
SFAS 91), prospective (EITF Issue 89
4), and composite (EITF Issue 8638)—is not acceptable. But because it
is not clear there is a conceptually correct answer that would cover all situations, the Board is encouraged to pursue a pragma tic approach.
Cost Accounting Standards Board.
Applying Cost Accounting Standards to
Educational Institutions —The MAP
Commi ttee's le tter addressed numerous details regarding the CASB staff
discussion paper. It was noted that the
CASB should coordinate with the
FASB, which is working on a standard
dealing wi th nonprofit accoun ting. If,
for example, one proposed FASB provision is adopted, the proposed CASB
Disclosure Form will not fit.
International Accounting Standards
Committee. Inventories—The MAP
Commi ttee agrees that the prohibi tion
of the LIFO inventory cos ting method
is conceptually sound. Because of the
Internal Revenue Service's "LIFO Conformi ty Rule," however, the many U.S.
companies that currently use LIFO for
federal income tax reporting purposes
will con tinue to use LIFO for financi al
reporting as well, and therefore will be
unable to comply wi th an IASC standard that does not permit LIFO,
Capitalization
of
Borrowing
Costs —The MAP Commi ttee agrees
that the borrowing costs should be
capitalized as part of the cost of a qualifying asset. The capitalization rate
should be based on actual borrowing
costs when a new bo rr owing is associated wi th expenditures on a specific
qualifying asset. The MAP Commi ttee
does not agree that the amount of borrowing costs capitalized du ri ng a period should be limited to borr owing
costs incurred, less interest earned;
generally the amount capitalized
should be limited to gross borrowing
costs incurr ed du ri ng the period.
Research and Development Activi-

ties —The MAP Commi ttee agrees it is
theoretically sound to recognize development costs as assets when they will
provide future economic benefits.
While the Commi ttee is concerned by
the high degree of judgment and subjectivity inherent in making such determina tions, it suppo rt s the overall
conclusion.
Copies of any of the above -mentioned comment letters or of any other
letters previously issued may be obtained by wri tten request to Ms. Lorraine Lupinski, Ins titute of Management Accountants, 10 Paragon Drive,
Montvale, NJ 07645.1760.

IFACISSUESSTATEMENT
he International Federation of Accountants has published Statement
on International Management Accounting 4, Management Control ofProJects.A product of IFAC's Financial and
Management Accounting Committee
(FMAC), the Statement outlines the issues to be considered by management
accountants involved in the managing of
projects, which are defined as "a set of activities intended to accomplish a specified end result of sufficient importance to
be of interest to management" The rnanagement accountant's role in this regard
is to develop, install, and operate the systems for collecting and reporting relevant information and to assist management in planning and con trolling the
project. The individual principally responsible for development of the Statement is Robert Anthony, a former mem
ber of FMAC and a current member of
)MA's MAP Committee. Dr. Anthony is
professor emeritus, Harvard Business
School.
■
Louis Bisgay, CPA, is director, management accounting practices.
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OFFICE
TECHNOLOGY
CLAIREBARTH,EDITOR

SOFTWARE

PC and Macintosh SE or larger clients.
Circle No. 35

Ross Systems, Inc. has introduced
Desktop Budgeting, a client /server
application with an easy -to-use graphical user interface that allows client
PCs and Macintoshes to access and
manipulate budget infonnation from
Ross Systems' general ledger system.
It can call out selected sections of a ledger or budget and can consolidate uploaded worksheets automatically into
the appropriate file. A toolbox included
with the package supports global or
single -cell worksheet modifications.
Desktop Budgeting uses Digital's
PathWorks, the SQL Services data access service, and Ethernet communications protocol. It requires a
VAX /VMS server and supports IBM

Macola Inc. has brought out version
5.0 of its Manufacturing Software, an
MRP II system consisting of eight
packages. It includes Capacity
Requirements Planning, an analysis
tool that examines the master schedule and the orders generated by the
Material Requirements Planning package to determine if the shop has
enough capacity to meet the production schedule. All the modules use menu bars, pull -down menus, and pop-up
windows, and the menu groupings
have been streamlined. Version 5.0 offers two new capabilities —full screen
editing, which allows up and down
movement through entry fields, and

keyboard macros, which speed up repetitive tasks. The system runs on
IBM PCs and compatibles and all major I-AN operating systems.
Circle No. 36
Intex Solutions, Inc. has introduced
Compare & Contrast, a Lotus 1 -2 -3
add -in comparison program that inspects two worksheets cell by cell and
reveals all differences between them.
The comparison can be run over a selected range or over entire spreadsheets. Spreadsheet differences are reported as a summary report, in List
mode, or in Map mode. Compare &
Contrast offers an easy way to ensure
that worksheets are identical or, if not,
what the differences are. It runs with
Lotus 1 -2 -3 release 2.0 and higher and
all releases of Symphony. It requires
50K RAM,
Circle No. 37
Decisioneering, Inc. has produced
Crystal Ball for Windows, financial risk
analysis software that is an add -in to
Windows Excel. The software graphically illustrates forecasts with a range
of possible outcomes. Once the software is installed, Excel users can access it through pull -down menus. Making changes in spreadsheet formulas
instantly updates a user's Crystal Ball
simulations. The software allows analysts to factor in uncertain market influences so that users can perform
thousands of "what -if' queries with
one simulation. It can export to presentation graphics programs or create its
own reports, which include forecast
graphs, probability distributions, and
other underlying assumptions.
Circle No. 38
Syspro Impact Software Inc. has unveiled its fully integrated IMPACT
Award version 2.0 accounting, distribution, and manufacturing software
system, with 19 application modules.
The latest release enables users to
"hotkey" between nine user - defined
menu options shown in pop-up windows. IMPACT Award also features
on- the-fly conversion to foreign languages and company - specific terminologies, foreign currency conversion,
and a remote site update system. It incorporates multilevel access control,
MRP /Lot Traceability, real -time operations, and user - defined programmable switches for streamlining the fit of
the software. IMPACT Award software
runs on most 286, 386, and 486 -based
microcomputers, as well as minicomputers and RISC -based work stations.

Macola's Manufacturing software version 5.0 augments its basic sottware.
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It is available in a range of multiuser
operating systems as well as an entrylevel single -user MS-DOS version.
Circle No. 39

SERVICES
SAP America, Inc. and Price Waterhouse have established a joint service organization called a Center of Expertise (COE) for software consulting
and implementation. The Center, with
headquarters in Philadelphia, can provide a full range of functional, technical, and project management services,
including SAP software fit and analysis, business process re- engineering,
implementation consulting, project
management, and end -user training.
Circle No. 40
MCI Communications Corporation
is offering MCI Preferred, a package
that makes long- distance service options and other call management tools
available to small businesses, those
that spend $50 to $1,500 monthly on
long- distance telephone calls. It features toll -free 800 numbers, fax, calling
cards, business calling from office and
residential sites, account coding, and
volume and bonus discounts. Charges
for services are combined on one bill,
and businesses receive a 10% volume
discount on the total dollar amount
over $200. Phone bills from multiple
office locations can be combined to
achieve even greater savings.
Circle No. 41

EQUIPMENT
Lexmark International Inc. has introduced the 4029 Series of IBM LaserPrinters, consisting of a five pages per- minute model, a six ppm model,
and two 10 ppm models. One of the ]at-

The 4029 Series of IBM LaserPrinters.
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ter, the 101., has special features so it
works effectively in a local area network environment. All the models
have 16 Adobe Type 1 scalable fonts
and 10 resident bitmap fonts. The 4029
Series comes standard with 1MB of
memory, expandable to 9MB. The
printers work with IBM PCs and systems, IBM - compatible computers, and
Apple Macintosh computers.
Circle No. 42
Support Systems International
Corporation has developed Station
Doubler, a "plug & go" hardware device that allows two users with separate keyboards and monitors to share
a personal computer. Users alternately
access the PC automatically from their
keyboards. The second keyboard and
monitor can be up to 500 feet from the
PC. Station Doubler features include
the ability to lock either station out for
privacy, only the active user's screen is
visible, or both screens can be visible
for PC monitoring. Mouse support is
optional.
Circle No. 43
Canon U.S.A. Inc. has introduced
the Canofile 250 Version A N D (alpha,
numeric, date) electronic document filing system for small and mid -sized
businesses. The Canofile 250 Version
A N D allows users to store and retrieve documents in three ways —by
file name (alpha), file number (numeric), and filing date. The machine is
based on the company's advanced
256MB -per -side, rewritable magnetooptical disk that stores up to 6,500 letter-size pages per disk side. A built -in,
high -speed scanner scans up to 40 letter -size pages or 120 checks per minute, offering both one -sided or two-sided document scanning in one pass to
maximize input speed. The system integrates a liquid crystal display, optical
disk drive, digital rotary scanner, full

keyboard, and laser beam printer.
Circle No. 44

PUBLICATIONS
International Risk Management Institute, Inc. has published the fifth
edition of the Glossary of Insurance and
Risk Management Terms.The glossary
defines more than 1,300 key insurance
and risk management terms and
phrases. In addition, it contains a glossary of some 500 frequently used abbreviations and acronyms, a directory
of more than 90 risk management and
insurance organizations and associations, and a directory of state insurance departments, with addresses and
telephone numbers.
Circle No. 45
ASQC Quality Press, the publishing
arm of the American Society for Quality Control, has released its 1991 -92
Quality Press Service Publications Catalog, including more than 50 books,
videotapes, and standards. The catalog, the first aimed specifically toward
service industries, also features the
ISO 9000 equivalent standards (ANSI/ASQC Q90 -1987) series. The 199192 Quality Press Publications Catalog
is also available. Either catalog can be
obtained by calling ASQC customer
service at (800) 248 -1946.
Circle No. 46
What to Buy for Business has published Plain Paper Fax,a 38 -page consumer buying guide that covers 59
plain paper fax machines. The guide
includes grid -style comparison charts
with the specifications and prices of all
machines, together with the editor's
comments and "best buy" recommendations. The guide includes articles
about what type of machine to buy and
how to obtain the best deals on price
and support. For more information,
call (800) 247 -2185.
Circle No. 47
Matthew Bender & Co., Inc. has
added a special series of pamphlets to
its federal tax service subscription.
The pamphlet series features practical
"how-to" guidance in dealing with the
IRS. Specific pamphlets include "How
to Protect Your Assets from the IRS,"
"How to Write an Offer in Compromise," "How to Write an Installment
Agreement," and "How to Avoid 100
Percent Penalty." Additional titles will
be published during the year.
Circle No. 48
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PROMOTIONS&
NEWPOSITIONS

omy. He is a former general
partner for Deloitte & Touche in New York.

for of the Famous Bonanza
Casino, in Central City, Col.

J.R. Davis, CMA, New Orleans, has been named director of finance for the Diamond Power Specialty
Company in Lancaster,
Ohio. He is a member of the
Board of Regents of the Institute of Certified Management Accountants.

Thomas A. Wellman,
CMA, Hawaii, has been
named controller of Alexander & Baldwin, Inc., and its
subsidiary, A &B- Hawaii,
Inc. in Honolulu.
John P. Dodson, Mt, Rainier, has been named senior
manager in the Multistate
Tax Group of Ernst &
Young in Seattle, Wash.

Leon J. Jaworski, Southern Maine, has been promoted to vice president and
treasurer of Chadwick -BaRoss, Inc., and Timberland
Machines, Inc., in Westbrook, Maine.
Stuart L. Graff, CMA,
Washington, has been appointed director, financial
reporting and technical issues, at the U.S. Department of Education in Washington D.C. This position is
responsible for preparing
the annual financial reports
required by the Chief Financial Officers Act of 1990.

KENNETH AURICHIO, EDITOR

DAVISNAMEDAT
DIAMONDPOWER

Consultants, Inc.

Michael M. Horwitz

Michael M. Horwitz,
Northwest Suburban Chicago, has been named vice
president of finance for the
Chicago Blower Corp. in
Glendale Heights,
Ill....Nancy R. Suarez was
promoted to controller of
the Indramat Division, Rex roth Corp. in Wood Dale,
II1....Timothy J. Romenesko has been named corporate controller for the AAR
Corp in Elk Grove, Ill.
Stephen E. Olinski

Stephen E. Olinski,
Wheeling, has been named
vice president in charge of
operations for Bank One,
Narietta, NA.

WEREYOU
PROMOTED?

Teresa E. Whipple

Teresa E. Whipple, Asheville, has been promoted to
controller of Oakwood Hospital in Rockford, Ill.
Michael R. Smith, Baltimore, has been named controller for the Hunt Valley
Plant of the McCormick /Schilling Division of
McCormick & Company,
Inc., in Maryland.
William A. Taylor, CMA
Colorado Centennial, has
been named controller for
G.F. Gaming Corp., opera68

John P. Dodson

Ramon J. de Reyna, New
York, has joined the United
Nations Centre on Transnational Corporations in New
York as Transnationa1 Corporations Affairs officer.
Mr. de Reyna's work will include consulting on accounting technical issues
and education and training
in support of the economic
development of third world
countries and countries in
transition to a market econ-

Nancy R. Suarez

Clifford Wubbenhorst,
Raritan, has been promoted
to director, operations analysis for Schering- Plough International in Kenilworth,
N.J.
Stephen Demaine, San
Diego, has been appointed
president and CEO of the
North County Pension Plan

Have you or has someone you
know been promoted? Drop
us a line! Include the member'sfullname and IMA account number, the chapter
name, the company name,
and the employee's new title.
Send that information to:
Kenneth Aurichio, IMA, 10
Paragon Dr., Montvale, NJ
07645. If the promotion involves a change of address,
please send that information
to Member Services at the
same address. Please submit
news about salaried positions
only.
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ASSOCIATION
NEWS
KENNETH AURICHIO,EDITOR

MEMBERNAMED
TOADVISORY
COUNCIL
Wanda A Wallace, Houston,
has been named to a one year term as a member of
the Financial Accounting
Standards Advisory Council. The Advisory Council is
composed of 32 high -level
individuals representing
preparers, auditors, and users of financial statements.
The Council has the responsibility for consulting with
FASB as to key projects on
its agenda, selection and organization of FASB task
forces, and other matters as
requested by FASB.
Ms. Wallace is the John
H. Dalton professor of business administration and associate dean for academic
affairs, The College of William & Mary School of Business.

AUSTIN & LAS
VEGASCHAPTERS
IN HIGH STEAKS
(STAKES)
CHALLENGE
Earlier this year the Austin
Area chapter issued a yearlong challenge to the Las
Vegas, Nevada chapter to
see who would end the year
in the Stevenson Division
with the highest point total.
The Vegas chapter quickly
accepted the challenge, but
70

true to Vegas tradition
upped the ante on the proposed awards for the victor.
Austin agreed to send
Las Vegas $200 worth of
prime Texas steaks to be
used for the annual Las Vegas summer family picnic, if
they should lose. In the
event Las Vegas should
lose, an Austin chapter
member and a companion
will be the guests of the fabulous Riviera Hotel and Casino for three days and two
nights, which includes several meals and tickets to
their hit show "Splash." The
Austin couple also will receive lunch at the Mirage
Hotel and Casino. This challenge is typical of the friendly rivalries that chapters initiate every year which help
to spur member participation in the organization's
programs and activities.

EMERITUSLIFE
ASSOCIATES(ELAs)
Forest L. Baker,
Muskegon.
Robert E. Bargmann,
Lima.
Richard E. Bergquist,
Waterbury.
Robert J. Borgmann,
Phoenix.
George T. Borrows,
Eastern Connecticut.
Chester W. Brown,
Reading.
Alicia M. Butler,
Danbury Area.
Anthony V. Carnesi,

Long Island.
Joseph F. Cheleno,
New Orleans.
Walter M. Coley,
Los Angeles.
Morris A. Du Brow,
Orange Coast California.
Richard C. Eisenbrei,
Canton.
Elmer E. Fehring,
Minneapolis Northstar.
James J . Foydlin,
Bergen - Rockland.
Irving A. Francis,
Massachusetts North Shore.
Richard C. Gainer,
Northwest- Suburban
Chicago.
Ralph D. Groff,
Lehigh Valley.
Sergi F. lacaponi,
Southeastern Massachusetts.
Carl E. Karlsson,
Delaware.
Victor R. Kelminskis,
Beaver Valley.
Max R. Kenworthy,
Central Pennsylvania.
Richard E. Koch,
Charlotte.
Vito J. Maida,
Boston.
William J. Maus,
Erie.
Jonathan I. Maxson,
Providence.
Duane H. Mitchell,
Illowa.
Thomas H. Morgan,
Los Angeles.
Francis Mulvaney,
Asheville.
Anthony J. Orosz,
Trenton.
Herbert W. Overley, III,
Louisville.
Richard J. Pictor,
Buffalo.
Herbert R. Pohl,
Dallas North.
Joseph B. Powers,
Charlotte.
Catalina Rodriguez,
New York.
Russell C. Saewert,
Mass Route 128.
George W. Scheffer,
North Penn.
Samuel Sirko,
Elkhart Area.
Millard E. Smith,
Connecticut Gateway.
Emery J. Snyder, Jr.,
Lehigh Valley.
George 0. Sparks, Jr.,
Baltimore.

Frank W. Subalusky,
Washington.
Edward R. Szucs,
Bergen- Rockland.
John B. Taylor,
Fort Worth.
Joseph A. Tonnis,
Cincinnati.
Dan Winsett, Jr.,
Atlanta.

IN MEMORIAM
Virginia A. Bird, 37, Houston, 1982.
Joseph B. Cibulka, EI A,
Milwaukee, 1966.
Charles L. Clapp, ELA,
New York, 1972.
Rudolph Cruz, 37, Houston, 1987.
E.W. Deuchler, ELA, 76,
Fox River Valley, 1982.
Vernon A. Ferre, ELA, 79,
Salt Lake Area, 1983.
Howard C. Gibson, EI A,
Niagara, 1973.
H. H. Haight, ELA, 93, Syracuse, 1976.
R.J. Harrigan, ELA, 83,
Minneapolis Viking,1975.
Louis J. Hemmelgarn,
ELA, 66, Michiana, 1951.
Richard Henderson, Danbury Area, 1985.
William H. Henderson,
Jr., ELA, 74, Birmingham VuIcan, 1954.
Milton Hudders, ELA,
New York, 1969.
J. Fred Johnson, Jr., ELA,
71, Denver, 1965.
Jesse F. Kaufmann, ELA,
New York, 1966.
W.M. Keller, ELA, 71, Birmingham- Vulcan, 1974.
Kenneth A. Kersten, EIA,
74, Racine - Kenosha, 1973.
E.H. Koehl, ELA, Member at- Large, USA, 1974.
C.W. Kuether, ELA, 82,
Milwaukee, 1974.
William W. Littlejohn,
ELA, 81, Jackson, 1974.
Edmund T. McCoy, ELA,
85, Minneapolis Viking,
1974.
Arthur R. McGuire, EI A,
67, Massachusetts North
Shore, 1957.
William H. McKinney,
Jr., 88, Nashville, 1973.
John R. McLaughlin, 68,
Syracuse, 1986.
H.L. McVay, ELA, 69,
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Houston, 1953.
Thomas G. Meaders,
ELA, 78, Jackson, 1979.
Julian P. Meadows, ELA,
86, Pensacola, 1974.
H.V. Meighan, ELA, 75,
Charlotte, 1979.
William H. Mers, Jr., 63,
Cincinnati, 1976.
David N. Meyers, 61,
Greenwood Area, 1965.
Donald K. Miller, CMA,
Member -at- Large, USA,
1989,
Joel E. Miller, ELA, 71,
Wichita, 1957.
Shelby V. Minter, ELA,
Member -at- Large, USA,
1971,
Mark A. Montevecchi, 37,
Fresno Area, 1985.
Elbert C. Moon, EI A, 82,
Piedmont Greensboro, 1973.
J.D. Morris, ELA, 75,
Worcester Area, 1983.
Patrick R. Murray, 36,
Redwood Empire, 1974.
MauritzG. Myrelius, ELA,
Philadelphia, 1960.
W.J. Nettles, ELA, Member-at-Large, USA, 1974.
John J.W. Neuner, ELA,
New York, 1970.
Kenneth A. Olson, 47,
Minneapolis Viking, 1971.
Frank 0.Olsson, EI A, 70,
Princeton, 1973.
Edward L. O'Brien, EI A,
79, Mason - Dixon, 1976.
T.J. O'Connell, ELA, 75,
South Bay, 1982.
Tho mas J. O'Reilly, 60,
Cleveland, 1957.
Lamar J. Otis, ELA, 83,
Shreveport, 1974.
W.L. Ottey, Jr., EI A, 80,
Philadelphia, 1975.
H. Warner Overley, Jr.,
ELA, Louisville, 1956.
Carl A. Page, ELA,74, Lansing-Jackson, 1953.
Fred G. Page, ELA, Nashville, 1960.
J.F. Palmer, ELA, 74, New
York, 1956.
Arthur J. Parent, ELA, 84,
Albany, 1973.
Charles J. Palsgaard,
EI A, 80, Macomb County Michigan, 1976.
Oscar W. Pease, EI A,
Hartford, 1968.
AJ . Petralia, ELA, Member-at- Large, USA, 1974.
G. Thomas Poe, 60, Fayetteville Area, 1973.

J.R. Price, 60, St. Louis,
1962.
Robert J. Radocha, 53,
Waukesha Area, 1971.
Mark C. Riseborough,
ELA. 87, Fort Wayne, 1977.
Ralph G. Ritchie, ELA, Los
Angeles, 1965.
Charles R. Roesch, ELA,
Rochester, 1973,
Clesson A. Rogers, ELA,
Chattanooga, 1964.
Harry J. Rose, ELA, Tampa Bay, 1967.
Edgar H. Ross, Jr., EI A,
74, Trenton, 1980.
R.L. Rush, EIA, 73, Tulsa,
1963.
John J. Ryan, Philadelphia,
1989.
William E. Sauder, EI A,
75, Central Illinois, 1980.
Harry J. Scales, EI A, 73,
Trenton, 1982.
John J. Scharfenberge,
ELA, Louisville, 1967.
Rudolph G. Schmidt,
ELA, 79, Philadelphia, 1977.
H. Schneiderman, ELA,
68, New York, 1947.
William A. Schroskey, 39,
Grand Rapids, 1988.
Eldred M. Scott, ELA, Detroit, 1969.
Anthony T. Sczudlo, ELA,
71, Olean - Bradford Area,
1965.
Milton M. Shanley, ELA,
67, Wheeling, 1959.
Bernard Shaw, ELA, New
York, 1971,
B.B. Sheehan, ELA, 88,
Syracuse, 1927.
L.A. Shene, ELA, 79,
Northern New York, 1977.
Charles A. Sigrist, ELA,
67, Buffalo, 1960.
Harold E. Smith, ELA,
Buffalo, 1965.
Joseph V. Smith, ELA, 75,
Southern Massachusetts,
1958,
E. R. Smitherman, ELA,
66, Birmingham -Magic City,
1953.
C. W. Smoot, EI A, Member-at- Large, USA, 1974.
William P. Southmayd,
ELA, 80, Los Angeles, 1981.
Herbert G. Spindler, ELA,
80, Springfield, 1982.
R.E. Swanson, ELA, 74, IlIowa, 1978.
Charlie W. Swope, ELA,
Dayton, 1971.
J.H. Terreberry, EI A,
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SCHEDULEOFEVENTS
March 16 -18: Professional Education Program, Omni
Tampa Westshore, Tampa, Fla.
March 26 -27: Implementing ABC, Hyatt Regency, St.
Louis, Mo.
April 13 -14: Bar Coding & EDI, Hyatt Regency, New
Orleans, La.
April 13 -15: Professional Education Program, Sheraton
Palace, San Francisco, Calif.
April 21 -22: Implementing ABC, The Mirage, Las Vegas, Nev.
April 23 -24: 6th Annual Cost Conference, The Mirage,
Las Vegas, Nev.
May 11 -12: Cost /Controllers' Roundtables, The Lafayette, Boston, Mass,
May 14 -15: CFO's Role in Organizational Change, Hilton Hotel, New York City.
May 20 -22: Professional Education Program, Sheraton
Plaza, Chicago, Ill.
May 28-29: Implementing Activity Based Costing, Hyatt
Regency Baltimore, Baltimore, Md.
June 8 -9: Corporate Financial Management Conference, Marriott Copley, Boston Mass,
June 19-20: Executive Committee /National Board,
Marriott Marquis, Atlanta, Ga.
June 21 -24: Annual Conference, Marriott Marquis, Atlanta, Ga.
July 30 -Aug. 2: Committee Meetings, Westin - O'Hare,
Rosemont, I11.
August 9 -12: AAA Conference, Washington D.C.
October 15 -17: Executive Committee, The Breakers,
Palm Beach, Fla.
October 18 -21: SCMS, The Breakers, Palm Beach, Fla.
October 21 -23: Controllers Conference, Opryland,
Nashville, Tenn.
Member-at- Large, USA,
1974.
James J. Tierney, ELA,
New York, 1973.
J. L. Tomlin, ELA, Member -at- Large, USA,1974.
Herschel W. Trepod,
ELA, 75, Battle Creek, 1982.
Andrew H. Tynan, 49,
Bloomington Indiana, 1986.
Malcolm B. Varney, ELA,
94, New York, 1980.
Mark G. Veckman, ELA,
Long Island, 1965.
R. Visser, EI A, 78, Grand
Rapids, 1975.
Walter A. Wahler, ELA,
76, Princeton, 1980.
D. R. Walker, ELA, 62,
Houston, 1963.
Randall W. Warden, ELA,
81, Member -at - Large, USA,
1977.
Leroy Wardwell, EIA, 83,
Member -at - Large, USA,

1977.
Howard J. Warner, EI A,
Waukesha Area, 1972.
Parry A. Watkins, 59, Albuquerque, 1970.
E.P. Weaver, ELA, 67, Elkhart Area, 1968.
Rudolph F. Webber, ELA,
77, St. Louis, 1977,
Dorothy H. Whitney, ELA,
71, Oakland County, 1985.
George R. Wickey, EI A,
69, New Hampshire, 1959.
Thomas J. Williams, ELA,
74, Nashville, 1960.
J.R. Wilson, 70, Philadelphia, 1951.
Albert J. Woods, ELA, 80,
Central Illinois, 1973.
Leslie M. Woodward,
EI A, Wichita, 1967.
George M. Woolley, EIA,
Denver, 1958.
Glenn E. Zweifel, ELA, 75,
Central Illinois, 1976.
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CLASSIFIED
BUSINESS
OPPORTUNITIES

and res ume s inc luded. Written
by a C PA who has be e n there .
Send $18.00 to DWC, P.O. Box
1592, El Toro, California 92630,

DEALERSHIP OPPORTUNITY. There is currently an outstanding opportunity to own a
Ditch Witch De ale rship! If you

know of someone interested and
need more information please
contact Milan Ray (402) 8952444.

OPPORTUNITIES
IN ACCOUNTING
_ ANDFINANCE
Meet 1400 investors with one
call. $4 billion for business. Free
recorded message: (707) 4483818. (30R7)

AT &T 800 —PRO WATS DISCOUNTS. MAIL COPY OF LATEST BILL. BUSINESS C ARD/
SASE. AGENCY SERVICES/
UPA — 33 7P — LF — NJ —
07424.

DOES YOUR RESUME
"ADD UP "?
When it comes to Success...
your Resume is the Bottom Line.
CAR EE RC RAF TE RS
Resume Writers for
Accounting / Financial Execs.
(212)�744�-5512�■�(516)�4666640

SECRETS OF JOB HUNTING
IN THE ACCOUNTING PROFESSION. Concise, comprehensive manual describing the essentials of finding work in the
accounting field. Sample letters

Give Yourself the

PADDETT
E D G E !
Bu�:� U youu own successful account -

ing practice with the company Success Magazine calls the "Number
One Accounting Franchise in
America!" (March, 1991) Give
yourself the competitive edge with
Padgett's:
•�Intensive�4�-week�training
•�Client�marketing�systems
•�Yearly�tax�seminars�/support
•�Streamlined�accounting�system
•�On�-going�field�support
• O wner manua ls and
much more

CALL1.800-323-7292
FOR FULL
DETAILS[

PADGETT

An
International
Accounting

BUSINESS
SERVICES Franchise
72

An impo rt f u rnit ur e firm in
South Ca rolina is seeking a
Chief Financial Officer. This position directs and is responsible for
the financial affairs of this company with s pecific responsibilities
as follows. Res ponsible for the
design and installation of all accounting systems and procedures. Responsible for the financia l packaging and negotia tions
with banks and other financial institutions. Must originate the
opening of letters of credit and all
othe r Customs documentation.
Responsible for the operating
budgets, capital budgeting, cash
flow forecasts and all monthly financial reports. Responsible for
the review of cost and price buildup of export products to the United States. Requires well rounded
exposure to both manual and
computerized accounting, and
working knowledge of Novell
Computer Network, and Data
Pro Accounting System Software. Must have a BS degree in
Accounting or equivalent and
certified public acc ounting c redentials or equivalent. Must have
at least 5 -years experience in import /export negotiations and
documenta tion. Mus t be able to
speak, read, and write in the Philippine language and available to
travel to the Philippines periodically. Forty -hour week, M -F,
$30.000 per a nnum. Submit resume to Ce rtifying Office r, Job

Order 0973621, S. C. Employment Security Commission, P.O.
Box 1868, Summerville, South
Carolina 28473.

Do you
want to reach
hund red s of
thousa nds of
corpora te
ac count a nt s
with your product
or service?
Call
Doryne Gerstein
(201)573 -6275

9 6 , 0 0 0 C u s t o mers !
Business software? Career
opportunities? Business
for sale? Position wanted?
New products? Leases?
Whatever you want to
sell—use the MANAGEMENT ACCOUNTING@
classified department to
do it. IMA has 96,000 readers and potential customers. Call Lisa Dawson at
(201) 573 -6280.

SOFTWARE
10 Ready to Use
Lotus 1 -2 -3 Applications
Templates are menu driven and
provide data entry screens making them easy to use, even for inexperienced Lotus users. Included are: Annual Budget with
Variance Analysis, Loan Amortization Sche dule, Capital Expenditure & New Venture Analysis,
Lease Vs. Purchase Analysis,
Cash Flow Projection, Travel Expense Works heet, Sales Forecasting Model, Address Data
Base, Check Register Summary,
Receivable Register with Invoice
Generator.
Only $39.95
Management Resourc e Center
20 E. Valley Brook Road
Long Valley, NJ 07853
(908) 876 -3847

CMAREVIEW

C all c olle c t i n C A:

(916) 966 -2348

HELPWANTED

NEW ENGLAND CMA REVIEW will present classes in Boston starting on March 4, 1992.
For information, call Professor
John Slipkowsky, CMA, CPA,
(508) 6856681.
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Abra Cadabra Software
Annual Cost Conference
CIFAR
CMA Review Materials
Comprehensive Business Services
Computer Associates
Comshare, Inc.
FastTax
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IMA Annual Conference
IMA Research Publication
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PAGE
26
69
59
9
41
3
7
C -2
8
16
C4
C -3
58
21
1
64
5
15
61
65
72
17
13

MANAGEMENT ACCOUN ING /rEBRUARY 1992

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
ad dress bel ow .. .
a
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CMA: Three Letters Tha t Spel l Success

■� � �� �

1- 800 - 638 -4427
II n s t it u t e

o f M a n a ge m e n t A c c o u n t a n t s

formerly
Na tio n a l A s so c ia t io n o f A c co u nt a nt s

CMA Program 10 Paragon Drive, Montvale, NJ 07645 -1759

Ce rtif ie d
Management
Ac c o un ta nt
P ro gr am

oanun.

THE POWER OF
INFORMATION
When it comes to salary information in the accounting, finance, information
systems and banking professions, there's nothing more powerful than the
1992 Robert Half and Accountemps Salary Guide. And this year, we've a dded valu able
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 your local Robert Half' or
Accoun temps' office for your FREE
copy or complete this coupon today.

Robert Half International Inc.
P.O. Box 33597
Kansas City, MO 64120
Please send me a co mplimentary copy of your 1992 SALARY GUIDE.

Name

s�

ROBERT
M A LE

accounre'mps.

Title
Firm
Address
City /State /Zip
Telephone (

)

m 1991, Robert Half International Inc._
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