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Allergan Finds A Better
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One Of The Leading Optical Companies And Fast-Tax See
Eye-To-Eye On Domestic And International Tax Compliance.
"We have six domestic and 40 foreign subsidiaries," says support offered by Fast -Tax came out on top. I'm amazed at how
William McLeod, Vice President, Taxes, Allergan, Inc. "Not all quickly our staff was able to work with it. Last year, we were
the domestic subsidiaries can be consolidated. We have to file able to complete all our domestic returns without any glitches.
separately for our section 936 companies in Puerto Rico and for I had very high expectations for System 5, and one year late4 I'm
our Controlled Foreign Corporations (CFCs). This makes our still impressed. There's no doubt that System 5 was the right
tax situation very demanding and complex.
answer for our international and domestic tax processing needs."
"At first, we went with another company's package, but
It's clear to see why System 5 is the right solution for Allergan,
that was a nightmare for us. The software wasn't user - friendly and nearly 1,800 other companies. 'Ib see what we can do for you,
and the training was a real disappointment. So we conducted an call 1 -500 FAST -TAX, Ext.7332, G L R r M T - r
extensive review of everything on the market. System 5 and the Or in lbxas, call 214/250-7332.
L 6N5UA6e Re5fARU1
Lena Plus is a registered trademark of Allergan, Inc.
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IMA Members:
Is

A small change now, could mean
a big change when you retire.
There's a change you can make, right now, that
can have a significant impact on your financial
future — a change more and more of your colleagues are making every day - a change to the Association Members Retirement Program, endorsed by the Institute of
Management Accountants and administered by
The Equitable.
When you make this change, you'll find that
planning for retirement is easy, rewarding and
worry-free.
1. It's easy... because we handle the details
and the time-consuming paperwork.
You'll work with a Retirement Program
Specialist who'll help you custom -tailor a Master
Plan that meets your "comfort level" and helps
you achieve your financial goals. All you have to
do is choose from six investment options — ranging from conservative to aggressive — and decide
how much of your money goes where.
Getting information about your plan is a snap,
too. One toll -free call, day or night, gets you upto -date plan balance information or puts you in
touch with a Retirement Program Specialist to
answer any questions you may have about your
retirement plan.

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

Find out more.
Call now and talk to one ofour Retirement Program Specialists about the benefits ofchanging
to the Association Members Retirement Program.
Or return the coupon below. We'll mail you our
FREE Information Kit, so you can see for
yourself how this program offers more advantages
than your current plan.

1500- 523 -H25 Ext. 5835

TELL ME MORE
'
'

YES! I'd like to find out what the Institute of Management Accountants
- endorsed Association Members Retirement Program can do for me. Also, send
me your FREE Information Kit.
Name
Address
city

State

'

Phone: (
)
Business Phone: (

)

Zip
Best time to call

Mail to: Institute of Management Accountants
Association Members Retirement Program
P.O. Box 92714, Rochester, NY 14692
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STANDARDSOF
ETHICALCONDUCT
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ACCOUNTANTS
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WHISTLEBLOWING
ANDTHE
PROFESSIONAL

Cover: When an accounting system is
broken. "who you gonna call ?" Answer. The hired problem solver. See
p. 25. Photo by AFl /Jos. Palmieri.

MANAGEMENTACCOUN'1TNcAD(ISSN
0025.1690) is published monthly by
the Institute of Management Accountants, formerly the National Association of Accountants, 10 Paragon Dr..
Montvale, NJ 076451760. (201)5739000. Price $10.00 per copy. Subscription rates, per year. $20 (included in
dues, nondeductible); nonmembers,
$120.00. Second class postage paid at
Montvale. NJ., and additional mailing
offices. To ensure uninterrupted mail
service, send present address label
and new address including ZIP number to Membership Records Dept.,
IMA, Montvale. NJ 076451760. Allow
six weeks for change. IMNs telex
number is 9102509487; facsimile number is 201 - 573-1639. POSTMASTER:
Send address changes to MANAGEMENT ACCOUNTINGk*, Montvale, NJ
07645.1760.

BY JOHN P. KEENAN
AND CHARLES A
KRUEGER
Managers say they want to be
informed about wrongdoing,
but a common response is to
punish the whisdeblower.
This study shows that while
many professionals have observed wrongdoing and believe such actions should be
reported, they have little confidence that the companies
will protect them from retaliation. What is needed in today's companies is a climate
of trust.
1991 -92 Lybrand Gold
Medal Winner.

25
THEHIRED
PROBLEMSOLVER
BY CLAUDIAI_
CAMPBELL
"Isle general ledger system is
one year old, accounts receivable is not integrated into the
general ledger, and the
checking account has not
been reconciled in 11
months. You're the new controller. What do you do?
1991 -92 Certificate of Merit
Winner.

29
WHAT'S NEW IN
CONTROLLING
CORPORATETRAVEL
EXPENSES?
BY SUSAN JAYSON
Business travel has been
stalled by escalating prices,
the Gulf War, and a continuing recession. To get executives on the road again, the
travel industry is offering a
new airfare structure and
lower hotel rates.

32
CORPORATE
GOVERNANCEAND
THESHAREHOLDERS'
REVOLT
BY MARC J. EPSTEIN
Shareholder groups are prepared for a fight in the
boardroom of corporate
America. Before peace will
be declared, they want assurances that there will be
no major misstatements in
annual reports due to error
or fraud, and they want
management to be accountable for its performance.
The management accountant's role will be critical in
guaranteeing that accountability.

36
WIN/WIN
BUSINESSSALES
BY D. L MORRISON, CMA
Proper financial advice
when buying or selling a
business can reduce the
risk and improve the after tax cash flow for both parties. Here's what to do.
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Profit I erformance,
To improve it,
you must
see it,
track it.
analyze it
report on it.
0

omshare introduces an integrated suite of software products to help
managers track, analyze and report profitability and performance
in complex enterprises with multiple:
• Product lines
• Market segments

• Distribution channels
• Strategic business units

........................................................................ ............................... ..........................

The New Commander":
Delivering Managerial Applications 7rmh i

Profit Management
rofit and
Performance
Analysis

Statutory and
ManagementReporting

mancial

Reduce: the time and costs
associated with closing and
consolidating financials
from multiple distributed
business units with differ ent accounting systems.
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Produce and analyze
information in the critical
dimensions that allow
complex allocations to
reveal true profit trends
and new opportunities.

Budgeting
xeartive
Support
Systems

anagement&,sect
Budgeting

u..,..

..

° °°°
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Executive Support
Systems

-•w.,

Increase the speed of
budget development and
revision while allowing
planning in dimensions
beyond those of traditional financial reporting
requirements.

Effectively measure and
communicate the status of
critical success factors for
a broad base of managers;
automatically monitor key
competitive, customer and
supplier information.

CO&ISAYAMW
M anag erial S o f twar e S o lut io ns

For a cope of a w hile paper about
one or more of theme applications,
call Chris Kelly:

1 _80_922.7979
In Michigan: 1. 513 - 844.4800
In Canada: 1.1100 -541 -1780

Or circle I he while paper )ul_
want and lax this ad w ith lout
business card lo:

1-313-/ 6a7-5943

9 1991. Comshare, Incorporated Commander is a trademark and Comshare Is a registered trademark of Comshare. Incorporated. 092.1.
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PUTCOSTLYPHONE
BILLS ON HOLD
BY WILLIAM B.
WINBERG
If your co mpan y's p hone
bills are too high , create a
software p rogram to mo ni-
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leaving.'
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tor accuracy and curb
abuse.

Small business loans: SBA
to the rescue.

52
DANGEROUS
CONNECTIONS
BY LOUIS E. SERIO, JR.
Your computer telecommunications system is vulnerable to hackers, viruses,
and vengeful employees.
Here's how to safeguard the
system.

S4
WHAT FINANCIAL
PROBLEMS?
BY EMMET D.
EDWARDS, JR.
Many owners of very small
businesses pay more attention to sales and marketing
techniques than to accounting—�especially�if�they�have
no background in numbers.

Are meal allowances really
income to employees?

18
WASHINGTON
REPORT
DCAA staffing levels at issue.

14
ETHICS
Consensus values should
be taught.

Views expressed herein are authors'
and do not represent Institute policy
unless so stated. Publication of paid
advertising and new product and service information does not constitute
an endorsement by the Institute of the
advertiser or the product or service.
MANAGEMENT ACCOUNTING@ is in-

dexed in the Arrouutants'Ixdarand also in the on -line database of the same
name. This publication is available in

other forms of media through l'rtfdrmation Access Company and through
University Microfilms. Inc.. aid
ABI /INFORM (313)7614700. For
more information call (800)227- (3431.
Quantity reprints of any article in
MANAGE•WN- rAc c o tI t1NG,� or
back issues (subject to availability.)
may be obtained from Special Order
Department, 1MA. 10 Paragon Drive,
Montvale. NJ 07645.1760.
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A Full Dad
Payroll Taxation
Seminar
This October

In Your City

"PREPARING FOR YEAR -END AND 1993"
Spo nso red by The American Payr o ll Asso ciat io n
Over 6 1000�Peo ple �Atten ded �Na tio nwide�in�199 1�—
A MUS T fo r Ac co u nting , Pa yro ll an d Hlcma n Reso urc e Comp en sation Pro fe ssio na ls
THE PREPARING FOR YEAR -END & 1993
" October 1 - New York City
October 13 - Milwaukee
October 1- Reston, VA
October 14 -Minneapolis
October 1 - Louisville
* October 14 - Philadelphia
* October 2 - Dallas
* October 14 - San Francisco
* October 2 - New York City
Airport
October 2 - Washington, DC
* October 15 - Boston
October 5 - Atlanta
October 15 - Detroit, MI
October 5 - Baltimore
October 15- Irvine
October 5 - Phoenix
October 16 - Albuquerque
October 6 - Denver
* October 16 - Boston
October 6 - Ft. Lauderdale
* October 16 - Columbus
* October 6 - Philadelphia
October 19 - Charlotte, NC
October" -Newark, NJ
October 7 - Orlando
October 7 - Salt Lake City
October 8 - East Hartford
October 8 - Las Vegas
October 8 - New Orleans
October 9 - Houston
October 9 -San Diego
October 9 - Syracuse
* October 12 - Chicago
* October 12 - Los Angeles
October 13 - Oakland, CA
October 13 - Garden City, ICI

SCHEDULE
October 26 - Green Bay, WI
October 26 - Honolulu
October 26 - San Antonio
October 27 - Bloomington
* October 27 - Dallas
* October 28 - Chicago
October 28 - San Jose
October 28 - Tulsa
October 29 - Cleveland
* October 29 - Los Angeles
October 29 - Wichita, KS
October 30 - Kansas City, MO

October 19 - Pittsburgh
* October 19 - San Francisco
* October 20 - Columbus
October 20 - Portland
October 20 - Richmond
October 21 - Indianapolis
October 21 - Nashville
October 21 - Sea -Tac, WA
October 22 - Memphis
October 22 - St. Louis
October 23 - Anchorage, AK
October 23 - Little Rock, AR
October 23 - Peoria

r

'

Pre pa ring for Ye a r -End

* November 2 - New York City
* November 3 - Tyson's
Corner (Washington DC)
* November 4 - Dallas
* November 5 - Los Angeles
* November 6 -San Francisco
November 9 - Tampa, FL
* November 10 - Chicago

CPE
Registered with the National Association of State
Boards of Accountancy as a sponsor of
continuing professional education on the
National Registry of CPE Sponsors. State boards
of accountancy have final authority on the
acceptance of Individual courses. Complaints
regarding registered sponsors may be
addressed to NASBA, 545 Fifth Avenue, New
York, NY 10017. 3698,1.800- CPA -CPE1.

--------------------- - - - - -CALL OR MAIL

ij

FOR MORE INFORMATION
CALL TODAY

1d o t ■ 0 a n unit

Government/Public Sector's

* High - volume tilde s of fe r participants the c hoic e of multiple d a t e s

CPE & CEU's are awarded at all of the
APA's 180 yearly courses nationwide

E..

* October 30 - New York City
October 30 - Riverside, CA

❑

Please send me the "Preparing For Year -End
and 1993 Brochure."
Please send me APA information.

Name
Title
i Company
Street
The American Payroll Association
City
New York Education Division
i Phone (
)
30 East 33rd Street, New York, NY 10016 -5386 1 Fax ( )

1(800) PAY -2 -USA
OR ( 212) 686 -2202

I

State

Zip +4
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FOCUS: QUALITY EDUCATION

(USPS 327 -160)
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Providing a quality education program for IMA members is a major goal of your organization, as I noted in
the July issue of this magazine and in my acceptance address at the Annual Meeting in Atlanta. It is part of our
fourfold mission: Education, Association, Certification,
and Influence.
Your organization's commitment to education was
symbolized by a unique offering at the Annual Conference when for the first time we offered an integrated cost
management course. This course was conducted for
three hours on each of four consecutive afternoons during the conference
week. More than 200 people registered for the course.
Our educational goals are predicated on the belief that corporations increasingly are going to require their management accountants to maintain
certain educational standards. We intend to position ourselves to be the providers of choice of continuing professional educational programs for employers and member /employees. As part of this effort IMA will maintain CPE hour
records for each member. Our goal is to act as a clearinghouse to accumulate
all CPE hours, whether earned in IMA-sponsored national, regional, or local
educational offerings and provide members with a record every year as a benefit of their membership.
To fulfill this objective, your organization is developing a structured, career oriented continuing education program. It will provide courses which will
meet the continuing education needs of management accountants in all areas
from technical accounting to management and communication skills. From

official publication of the
INSTIT[JTE OF
MANAGEMENT ACCOUNTANTS
EDITOR
Robert F. Randall
MANAGING EDITOR
Kathy Williams
TECHNICAL EDITOR
Susan Jayson
SENIOR EDITOR
Claire Barth
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Kimberly Bender
Lisa Nasuta
ADVERTISING
Doryne Gerstein
CIRCULATION
Alice Schulman
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CMA. Arnold Chassen; Anthony P. Curatola; T. Carter Hagaman; Robert Half-,Roger H. Hermanson; Alfred M. King, CMA; Catherine Reilly, Patrick L. Romano, CMA; Neil E. Holmes.

basic knowledge to leading edge, members can take courses locally from their

chapter or regional council, in national programs like PEP, and in -house from
their employees.
This broad -based education program is designed to address the needs of
companies as technology makes ever greater demands on the corporate staffs.
Because it is a cohesive structured program we believe that companies will
perceive the IMA educational program as a quality system for continuing professional education of their management accountants.
The chart below shows the approximate amount of resources the Institute
devotes to the four basic elements of its mission. Education is by far the largest user of such resources. The graph depicts input and now it is our job to
balance that input with results of equal value. Your participation at every level
will strengthen your contributions to your company and, by the same token,
directly support your company as it competes in today's global marketplace.
We will keep you informed of developments as we begin to roll out these
innovative educational products and services during the coming year.
Allocation of Institute's Resources
VV •

ROBERT W. LIPTAK
President, 1992 -93
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Improve your skills and
knowledge...
new

gain
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192 COURSES

Cincinnati, OH
Oct. 26-28,1992
The Westin Hotel

Charlotte, NC
Nov 16 -18, 1992
Charlotte Marriott
City Center Hotel

For information or registration,
call the IMA Registrar at 800-638-4427, #3

FINANCIALMANAGER
T.CARTER HAGAMAN,EDITOR

SMALL BUSINESS
LOANS: SBA TO
THE RESCUE
he United States Small
Business Administration (SBA) is a small,
independent federal
agency created by Congress in 1953 to "assist,
counsel, and champion
the millions of American small businesses which are the backbone of the
country's competitive free enterprise
economy." This is how SBA describes
itself.
Over the years, the SBA has received mixed reviews. It has performed better in some parts of the
country (such as California) than in
other areas. Too often it has been
known for massive applications and
bureaucratic procedures.
The SBA loan guaranty program,
which enables eligible borrowers to
get loans from banks up to $1 million
with an SBA guaranty covering 70% to
90% of the principal, has been its most
successful effort. Bank lenders then
can sell the guaranteed portion of
these loans in the secondary market,
and retain some fees, servicing income
and interest on the portion of the loan
not sold. Normal procedure requires a
prospective borrower to contact a lender and complete an application, which
is then approved by the SBA. Some
lenders are "preferred lenders" and
have the right to approve the SBA
guaranty, thereby expediting the process.
Small business borrowers often
have difficulty obtaining credit, particularly during a recession. But when a
company finds itself doing business
with a bank that fails, the situation becomes impossible. All but the best
credits usually go on the books of the
FDIC, whose mission is to liquidate
those assets as quickly as possible.
This means no more loans. Worse yet,
the borrower can find that its outstanding loan is called for repayment even if
all payments are being made on sched-

ule! All it takes is to be in default on
one or more covenants in the loan
agreement —a very common problem
in a recession.
Now the SBA is coming to the rescue through a new program pioneered
in the New England states, called the
"New England Lending and Recovery
Project." This project calls for the SBA
staff to review FDIC's portfolio of loans
to small businesses and determine
which companies might be eligible for
SBA guaranties. Then they approach
those companies, offer counsel, and invite them to apply directly to the SBA
for a loan guaranty. With a guaranty in
hand, the companies can go to another
bank for a loan. If they don't have a
bank in mind, SBA will offer introductions based on the agency's experience with various bank lenders. The
usual result is continued financing and
survival of the business.
The program seems to be working.
For example, in the state of Maine,
where 98% of firms qualify as small
business, the SBA determined that almost 40% of the firms in the FDIC's
portfolio (representing about $70 million in loans) appeared to qualify for
SBA assistance. While the project is
still too new to assess results, there is
no reason to think that defaults will be
any higher than the national average of
4%--a better showing than the average
credit card portfolio today! Success in
New England could and should lead to
rolling out the program nationally.
While the SBA program represents
a useful and innovative response to the
credit crisis for small business, it's not
going to solve the problem by itself.
FDIC's single- minded drive to liquidate its portfolio is only one ironic
component of a bigger problem in
which both banks and regulators play
their parts.
On April 17, Maine's Senator Cohen
convened a "Access to Capital" conference and asked federal regulators,
government lenders, members of
Maine's banking industry, and representatives of private, venture capital
groups to meet with business people
and provide "nuts and bolts informa-

tion on gaining access to capital." The
regulators seemed uncomfortable, and
placed repeated stress on a joint statement issued March 1 to the effect that
they will "encourage extending credit
to sound borrowers." But actions
speak louder than words, and it
seemed clear that regulators would
continue to take a severe view of any
bank that appeared tolerant of companies who have been experiencing difficulties. The bankers reflected that
view. They explained why they would
not do business with new customers
who still had problems and would be
extremely cautious with current borrowers in a similar situation.
The increasing concentration of the
banking business compounds the
problem. Basically, small business
loans are character loans. To assess
their risk requires time and skill.
When approval authority resides in a
remote location, bankers face the added challenge of "selling" a loan inside
the bank to people who have only
statement analysis before them. The
benefit of a banker's intimate knowledge about a borrower is frequently
lost, resulting in "decisions by the
numbers" and, of course, that's all the
regulators ever see.
One further point —credit to small
business does carry more risk and has
to be compensated for by higher rates.
Small borrowers need to understand
this. At present, neither borrower nor
lender seems willing to acknowledge
that such business can be done profitably and successfully. Regulators are
decidedly cool to it.
There are more positive things that
can be done. More public officials like
Senator Cohen can exert leadership by
creating open dialogue and genuine
communication among interested parties. Regulators can develop analytical
tools that recognize explicitly the
small business segment of a bank's
portfolio and examine that portfolio
based on criteria that accept higher
risk covered by higher expected returns. And some bankers can focus explicitly on the community business
market segment, staffing it properly
with appropriately trained bankers,
streamlining and localizing their approval process, and pricing this business to make a reasonable profit. Then
the SBA won't be the only game in
town.
■
T. Carter Hagaman is an independent
investment analyst. He teaches at Kean
CollegeofNew Jersey and can be reached
at (201) 762 -6378.
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Youcan'tgowrongwiththe
BestFixedAssetSystem.

if you're looking for the best way to
manage your fixed assets, you only need to

look in one direction — FAS — the Best
Fixed Asset System. It's the most widely
used K -based system available today.

Calculate depreciation more
accurately than ever before.
Choose from over 20 standard methods
of depreciation including AMT and ACE.
Calculate up to five depreciation schedules
for each asset. And as you enter data, FAS

automatically ensures your compliance
with IRS rules — so you'll know your
calculations are 100% accurate!

Get precisely the information
you need.
Customizable fields let you easily tailor
FAS. Run any of over 20 standard management, tax, and financial reports. FAS lets
you sort and select ranges of assets for
nearly any data field.

Full speed ahead. No more
IRS compliance worries.
Let Best monitor changing tax rules and
complicated regulations for you. We
continually update FAS to keep you in full
compliance with the current tax law.

Breeze by roadblocks with
the Best support team.
FAS is easy to install, menu driven, and
equipped with onscreen prompts and help
messages. But if you need extra assistance,
you can count on fast, reliable answers
from your Best team of depreciation and
fixed asset experts.

More complex requirements?
Take the high road —
FAS2000T".
FAS2000 has all the features and
flexibility of FAS, plus extra capabilities and
power. And it's also available in a network
version.
Consider FAS2000 if you need to handle
asset appreciation, property tax
calculations, transfers, partial transfers,
and partial disposals. Or if you need to
consolidate multiple databases for
corporate -wide reporting or track leased
assets and maintenance schedules.

FAS is the right way to go.
FAS is America's best - selling fixed asset
system. Over 16,000 financial professionals have made FAS their choice. Try it today
risk -free. See what it can do for you!

=: B M
PRMM%

o

The Quality Software Company -

I Try FAS or FAS2000 for 30 days I
FREE! Call toll -free:

800-368-2405
CWME

LETTERS

TO THE EDITOR

ROBERTF.RANDALL,EDITOR

WHYDO CPAsDO
BETTER?
read with interest the article [April
19921 about CPAs taking the CMA
examination. The article's findings
noted that "the CPAs were more successful than the non -CPAs on all five
parts of the exam." The authors stated
that the years of work experience between the two groups did not differ
significantly.
I looked for some expansion of
these statistics to no avail. From what
I have seen in issues of MANAGEMENT ACCOUNTING®,the CMAs appear to be more mature than the non CMAs. I know that accounting
teachers continue to promote sitting
for the CPA exam right after graduation from college. Accordingly, I
looked for a set of age grouping statistics in the article. No such statistics
were given. My initial reaction to the
finding quoted above was that the
CPA candidate would be younger than
the non -CPA candidate. Instead, the
authors included years of service,
shown to be almost equal. I would like
more information on the `work experience," since ages weren't given.
Does this "work experience" for non CPAs include months of cost accounting spreadsheets as part of in -house
training? When does a non -CPA candidate begin working with decision making techniques? Since some management accountants come from a
CPA - training background but are not
CPAs, does any of this time count as
"work experience "?
In summary, I came away from this
article with more questions to be answered before I can accept the article's premise.
Richard G. Roberts, Jr., CPA
Metairie, La.
10

THEMANAGEMENT
ACCOUNTANT'SROLE
I refer to Mr. Porter's letter in the November 1991 issue and to the follow -up
response by Mr. Donovan in the February 1992 issue.
It is surprising that both [Mr. Porter, November 1991 Letters to the Editor, and Mr. Donovan, February 1992
Letters] do not see the direction and
long -term goals of the IMA which have
been emphasized in several of the IMA
publications and more clearly in the
IMA president's columns in the last
few issues.
Nobody can ignore the significance
of engineering costs and operations
management in measuring the
strength and performance of an organization. But what about the financial
performance? Which industry can survive without a thorough analysis of its
financial position and performance?
What would be the role of management accountants if financial management, accounting, and taxation are excluded from their scope of work?
In today's competitive environment, management accountants,
whether originating from accounting
or engineering schools, have a very
significant and dynamic role to play in
the success of their employers. Without a solid background in accounting,
finance, economics, management theories, tax, and basic understanding of
the company's operations, their role
will be incomplete and their functions
limited.
In its continued efforts to revolutionize, the IMA has successfully implemented several bold steps to enhance the role of management
accountants and expand the membership base. I do not believe the IMA is
competing with the AICPA. I believe it
is working closely with the AICPA as
well as with other professional organizations to provide highly professional,
diversified and timely services to employers, clients, investors, and the public in general.
Loutft K. Echhade, CPA, CMA, CIA
Senior Manager, Audit and Tax
Price Waterhouse
Riyadh, Saudi Arabia

VALUEOFMANAGEMENT
REPORTS
I agree that the SEC should not require companies to issue these reports
[ "Management Reports on Financial

Statement Responsibility," September
19911 or develop a standardized form
for management reports although I do
believe the SEC should continue to encourage companies to voluntarily issue these reports because of the benefits to both users and the company's
management.
In addition to the benefits of improved communication to users, management has increased responsibility
to assure the reader of the financial
statements that their internal operations are up to par. The article states
that companies will not admit to having a weak internal control system, but
neither will companies take the risk of
misrepresenting their internal control
structure in the management report.
Thus, companies that choose to issue
a management report are going to assure themselves that their internal operations are adequate before they issue a report to the public. Although
there will be increased costs with the
higher emphasis placed on internal operations, these costs will be recovered
through the long -term benefits derived from strong internal controls,
high ethical standards, and up-to -date
policies and procedures. Additionally,
these stronger internal operations will
reduce the costs of audits when the auditor assesses control risk as low.
Thus, I believe that instead of management fearing litigation with the
greater responsibility the report appears to convey, management can use
this to the company's advantage.
Deeann Bueing
Western Washington University

CMAEXAM "STRESS"
I am a third -year student at the University of Idaho majoring in accounting.
After receiving my B.S. degree in accounting I plan to pursue a CMA.
[The] article [ "The CMA on Campus," April 19921 makes it clear that
the CPA is held up as a more prestigious certification than the CMA. After
school, I don't plan on being an auditor
or an accountant who mainly deals
with taxes every day. I will seek employment for a corporation doing cost
and managerial accounting procedures. So I feel that the CMA is the only choice for me. I think that the question brought up in the article, "To what
extent have faculty and students become involved ? ", is an extremely appropriate one. I wasn't even aware that
there was a CMA certification until my
MANAGEMENT ACCOUNTING /AUGUST1992

junior year in college. I realize that the
CMA is only 20 years old, but should
recognition for a good thing be held
back because it's new?
Whether students take the CPA or
the CMA, I think that they should concentrate on finishing school before
adding stress of studying for a professional exam. The stress of acquiring
this certification may be too much for
some seniors. I believe that this article
does lack the real opinion of the students on this issue of the CMA and it
would be really interesting to hear
from them in a future article.
Chad Bailey
University of Idaho

CURRENT VALUE:
ASOLUTION
I am writing in response to the article,
"Should Impaired Operating Assets Be
Written Down ? ", from the December
1991 issue. This article /survey voices
some questions concerning the treatment of the assets of a plant whose assets have been impaired due to an area
of competition. I agree that there
needs to be more guidance from the
FASB, but resolution of this issue
might happen from the resolving of another emerging issue.
It's true that there is no pronouncement that applies to an impairment of
operating assets in general where a decision to sell the asset has not been
made. The diversity of opinion in the
business community regarding the
amounts to be reported along with the
allowance of restoration of those

amounts seems to imply that strong
guidelines won't be set in place for
some time. This is unless the FASB
gives in to the pressure from the SEC
to move accounting as a whole to current value as opposed to historical
cost.
In most cases, using current values
rather than book values would solve
the question of whether operating assets have been impaired. If the plant
and equipment were impaired they
should be stated at a value below their
current book value. And when impairment is permanent, the current value
should remain below the book value.
One foreseeable problem is with an
impairment of assets that are temporary in nature. This could have a tendency of fluctuating the value of those
assets over time. And the movement of
plant values back and forth poses a real
problem with both interperiod and intercompany comparisons.
The formulation of strong guidelines do seem to be far off. Even if the
FASB starts to change assets values to
current ones, those of Plant and Equipment will most assuredly be the last to
go. But if current values are adopted,
they will solve this problem on the
statement of operating assets.
David L. Worden
Western Washington University
Bellingham, Wash.
Because oflack ofspace the table below
was not published as partofthe IMA salary survey story in June 1992. Readers
who would like to estimate their standing in relationship to the IMA sample
may use this table to calculate salary.

TABLE 11 /ESTIMATING A SALARY LEVEL FOR
IMA MEMBERS
Your
Calculation
Start with this base figure
If you are TOP level management
OR
If you are SENIOR level management
OR
If you are MIDDLE level management

The
"Averag
IMA
Membetf

20,533

ADD

10,266

10,266

Number of years in the field
TIMES
If you hold a master's degree
ADD
If you hold a CPA
ADD
If you hold a CMA
ADD
If you are male
ADD
If the number of employees in your
firm is less than 100
SUBTRACT

693
8,089
7,677
6,561
7,008

9,011

Catalog of
continuing
education courses!
Earn credits on your
PC or Mac.
More than 30 self -study
courses to choose from.
All for your PC or Apple
Macintosh.
■ Accounting and Auditing!
■ Management!
■ Taxation!
■ Specialized Knowledge
and Applications!
■ Personal Development!

Only $15
per hour of
recommended
credit!
Call for our FREE catalog:

1- 800 -272 -7277
Ext. 4201

7,008

$
-
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21,879

$

12,583

21,679

$

ADD

$

21,879
30,799

$

ADD

CPAs
CMAs
ClAs

48,164
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COMPUTERS
&ACCOUNTING
HARDWARE /SOFTWARE REVIEWS

CLAIRF BARTH, EDITOR

MICROSOFT WINDOWS
3.0
ew programs have changed the
face of personal computing as
much as Windows 3.0. Windows
provides what is called a graphical user interface (GUI) for the IBM (and
compatibles) world similar to the one
that Apple computers have had for
many years. Like DOS, Windows is an
operating system —it provides file,
printer, and screen management. Its
uniform and simple environment replaces the myriad of menuing systems
that have sprouted over the years. Using a mouse, you simply point to the
desired program and click a button to
run it.
Although considered an operating
system, Windows does not entirely replace DOS. Windows runs much like
any other program and loads itself on
top of DOS. The two operating systems interact with each other to per form various functions. At present,
Windows cannot function without
DOS.
For the relatively unsophisticated
user, Windows can supply many benefits. It provides maximum usage for
minimum knowledge. The user can
run any program with little or no DOS
knowledge. In addition, Windows provides consistency across programs,
which can reduce learning time for
many programs. For the more sophisticated user, Windows provides a complete environment that can be organized to suit the user's taste. Files can
be moved easily and program access
can be faster in some cases.
Windows is designed to run on
computers that use the Intel 80386 or
later processor (although Windows
can be run on earlier model PCs). One
of the primary advantages of Windows
12

Multitasking in
Windows gives the
illusion that each
program is running
on an independent
processor
is its ability to have several programs
open at one time, providing quick access to other programs without exiting
the current program. A byproduct of
this feature is the ability to multitask
programs —to run several programs at
once. For example, if a large spreadsheet requires a long time to recalculate, a normal system is tied up while
it recalculates. Multitasking allows the
spreadsheet to be recalculated while
the user prepares a memo or does
some other task.
Windows programs generally produce their display in a WYSIWYG
(What You See Is What You Get) format, which allows you to see text and
graphics formats on the screen exactly
as they will appear when printed.
The ability to "window" programs
as they are being used is a third advantage, which means simply that a given
program does not have to occupy the
entire screen. Several programs can
be run simultaneously and be observed simultaneously.
Windows also provides a feature
known as virtual memory. When fully
multitasking, Windows allocates a portion of memory to each DOS -based
program being run concurrently. This
feature results in the illusion that each
program is running on an independent
processor. Specific Windows -based
programs (the differences between

Windows programs and DOS programs are explained below) consume
smaller and more dynamic portions of
memory. When all RAM memory has
been allocated, Windows then can
store additional information on the
hard drive, effectively increasing the
amount of memory available (speed
suffers, however).
A fifth advantage is the cache utility
(SMARTDrive) provided with Windows 3.0. A cache can reduce the time
required to read information from the
hard drive by storing the information
in a separate part of memory, thus accelerating the speed of programs
when Windows is being used.
Last, Windows provides the ability
to link information between different
programs. While limited in some cases, this feature rates high among users, who can simply copy information
from one document to another.
Windows has drawbacks, however.
Many highly sophisticated DOS users
find the environment restrictive, a
complaint that is well justified. While
Windows allows quick and easy access
to any major program and can easily
move or delete files in bulk, frequent
modification to a small number of files
can be more cumbersome in Windows.
In addition, programs generally run
slower when executed through Windows due to the use of virtual memory
and the multitasking ability. Although
the programs do run slower individually, in multitasking the total output (all
programs combined) for a certain
length of time can still be greater than
if each program were executed in order.
As noted above, Windows 3.0 is intended for computers using the 80386
or higher processor, and it works efficiently when 2MB or more of RAM are
available. If 2MB are not available,
Windows can operate in different
modes, each with unique characteristics (see below). Windows also requires a considerable amount of hard
disk space, preferably at least 40MB,
and the system virtually requires a
mouse.
Two types of programs exist: Windows and DOS programs. Windows
programs are designed to run specifically under Windows, and most are
usually a version of an existing program. For example, while Lotus 1 -2 -3
normally (before Windows 3.0) runs
from DOS, the Windows version runs
from Windows only and takes advantage of Windows' unique graphical environment. Note that Windows proMANAGEMENT ACCOUNTING /AUGUST 1992

grams cannot be run from DOS —Windows programs can be run only from
Windows.
DOS -based programs are the popular programs that people have become
familiar with over the past 10 years,
DOS programs run the same under
Windows as under DOS— except that
Windows may multitask the processing required to perform functions or
calculations.
DOS programs still constitute the
majority of software available. Many
software manufacturers are developing Windows versions of their products so that their programs are more
uniform (read "nice - looking ") and can
multitask fully without slowing down
the system. At the time of this writing,
the category of Windows programs is
composed mostly of spreadsheets,
word processors, and graphics programs. Note, however, that many accounting programs can be run as DOS
programs under Windows.
Windows 3.0 possesses three operating modes: 386 Enhanced, Standard,
and Real. Each has different characteristics and limitations.
In 386 Enhanced mode, Windows
allows full multitasking of all programs —those designed for Windows
3.0and those designed to run in DOS.
Any program can be placed in a window for partial screen viewing, so that
you can work in several programs simultaneously. In 386 mode, virtual
memory is also available. The 386
mode cannot be run on a 80286 or
8086/8088 machine, and at least 1MB
of RAM must be available (2MB are
recommended).
In Standard mode, multitasking of
Windows programs is available. Multiple DOS programs can be used at one
time, but multitasking is not available
for the DOS programs. All other processing ceases when a DOS program
is used. Instead of virtual memory,
Windows swaps out most or all of a
DOS program to the hard drive when
the user changes to another window.
Offsetting this fact, Windows runs considerably faster in Standard mode, especially if you are using a program designed for DOS. In Standard mode
DOS programs run in full screen mode
only —the user cannot view more than
one DOS program at a time (this limitation does notextend to Windows programs). The Standard mode cannot be
run on a 8086/8088 machine, and at
least 1MB of RAM must be available.
Real mode is similar in operation to
the Standard mode except it will accommodate 8088/8086 machines or
MANAGEMENT ACCOUNTING /AUGUST 1992
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later machines that lack sufficient
memory.
In regard to portability and the new
wave of portable and laptop computers, Windows runs nearly as well on a
laptop computer as on a desktop (all
other things being equal). One of the
most limiting factors is the mouse.
Many portable users dislike the long
cord associated with a mouse. In response, a number of manufacturers
have produced a reengineered mouse
(sometimes known as a trak ball).
The overwhelming sales of Windows 3.0 prove that quite a few people
view it as valuable. (The recently released Windows 3.1, with its improvements over the previous version, offers
even more benefits.) The accuracy of
this view depends on the situation. You
need to assess the learning curve associated with installing Windows and,
in addition, decide whether Windows
is necessary. If the users are comfortable with the current way of computing (DOS or menus), Windows may
end up as a neat toy (or worse, a grave
inconvenience).
In cases where the users cannot or do
not understand the computer (or are in-

timidated by it), Windows may open up
a world of opportunity and productivity.
In any event, you must be aware that
Windows isnot for everyone. Problems
because of inappropriate installation of
Windows are well documented. You
should carefully weigh cost versus benefit before deciding to change the way
users process information. You also
should consider viewing a demonstration by an erperienceduser (not a dealer)
before making any decision. The best
source of objective advice is the colleague who has been through the problems and has seen the benefits and costs
of using Windows.
For more information, contact Microsoft Corporation, 16011 NE 36th
Way, P.O. Box 97017, Redmond, WA
98073 -9717; (206) 882 -8080.
Michael Schwindle, CPA
Deloitte & Touche
Dayton, Ohio
Circle No. 36
CORRECTION:The author of the
Physician's Assistant review that appeared in the May 1992issue was
Mark D. Law, CPA, not John Sosik.
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'DON"f KNOCK THE FIRM YOU'RE LEAVING.'

ROBERTHALF,EDITOR
Irecently lost out on a wonderful job opportunity. While I was extremely disappointed,
nis

one positive came out of it. A friend who works in the company found out why 1 didn't
get the job and told me. It involved two things. First, I'd faxed my resume using my
current employer's fax machine.
indiscretion, as minor as it might have been,
did not sit well with the new employer. Despite that, I was called in for an interview.
When asked why 1 wanted to leave my current employer, I made some disparaging
remarks about my boss' management style. This, too, bothered the interviewer. In retrospect, I can understand why. From his perspective, ifI would use the equipment
ofmy current employer for personal reasons and would say negative things about that
person, chances are I'd do the same to him. I write you about this, Mr. Half, in the
hope that you might share this experience with readers ofyour column. jobs are too
hard to Find these days without losing good opportunities because ofinappropriate
behavior.

've devoted a substantial portion
of every book I've written to job
seeker etiquette and behavior.
Countless others have written
on the subject as well. Still,
many otherwise qualified men
and women lose jobs simply because they fail to put their best foot forward or insist upon planting a foot
squarely in their mouths.
You letter eloquently makes two important points about job - seeking etiquette. By respecting your current employer's time, equipment, and money,
you demonstrate to a potential employer
that you would adhere to the same set of
ethics. And, of course, making negative
comments about current employers, or
others with whom you've worked, almost
always damages your chances.
Another blunder that's sure to
backfire is to be late for interviews, unless you can demonstrate a legitimate
calamity. Leave early for job interviews. That doesn't mean show up early. But give yourself a period to relax,
to walk around the block a few times
to pull your thoughts together, perhaps to have a quiet cup of coffee. The
way an interviewer sees it, if you can't
be on time for the interview, chances
are you'll be late for work if you're
hired. That might not be true but why
run the risk of raising such a concern?
Good job search etiquette demands
honesty. If you lie on your resume, and
a subsequent reference check uncovers the lie, you paint yourself as un14

trustworthy. The same goes for answers given during the interview. If
you make claims about your experience and knowledge that don't stand
scrutiny, you'll be viewed in the same
negative light. This doesn't mean that
you should highlight negative aspects
of your background. But there's a difference between accentuating the positive and outright lying.
Use common sense when it comes
to choosing what to wear to an interview. If you've been working in a small
computer software company where
jeans and T-shirts are the norm, it
doesn't mean you should dress that
way when going to interviews. Being
aware of, and conforming to, corporate
cultures is an important part of finding
and succeeding in a job. If you dress
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inappropriately, you'll be uncomfortable, and so will the interviewer. When
in doubt, dress up.
Be careful of what you say and the
language you use. I've seen job opportunities lost because the candidate told
a joke that was inoffensive on the surface but that struck a sensitive nerve
in the interviewer. Don't tell jokes at interviews. Don't make negative comments about places, people, sports
teams, universities, or anything else.
You never know what sensitivities lurk
in the minds of interviewers.
Stifle the natural tendency to ask
about such things as salary, benefit packages, and vacations, especially during the
early phase of interviewing. When it
comes time for you to ask questions, focus on the opportunities available in the
company to learn and to grow. Ask about
the type of projects you'll be working on
if hired and the sort of people with whom
you'd be interacting.
In line with that, do your homework
so that you know enough about the
company to ask intelligent questions.
Job candidates who come in for interviews ignorant of the company's basic
operation, product line, and position in
its industry display an arrogance that
is bound to work against them.
Be nice to everyone throughout the
interviewing process. There are those
individuals who display courtesy and
warmth only to those people they
deem important. The fact is, many a
job candidate has been shot down by
the interviewer's secretary or assistant
who was treated discourteously and
who reported that to the interviewer.
Avoid awkward situations. If in a
restaurant for an interview, order sensibly. Spaghetti is an obvious mistake.
Order what you're familiar with. I always love the story of a young man
who was taken to a restaurant by a potential boss. The boss ordered steak
tartar. The young man ordered the
same, but asked for it well done. Don't
smoke or drink alcoholic beverages
even if the interviewer does. Be prudent and smart and apply all the common sense you possess. You may not
get the job for other reasons, but at
least you won't lose it because of your
indiscretions.
■
Mr. Half is founder of Robert Half International, Inc., a financial and data processing recruitingfrrm with 150 Robert

Half and Accountemps offices on three
continents. His latest book is Howto Get
a Better Job in This Crazy World
(Crown Publishers).
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These and many more suggestions
and observations are contained in the
newly released GAO report, Budget
Policy: Prompt Action Necessary to
Avert Long -Term Damage to the Econ-

omy,GAO /OCG-92 -2 dated June 1992.
To order one free copy, call (202) 2756241.

CFOSAREN'T OVERPAID
KATHY WILLIAMS, EDITOR

GAOCALLSFORFEDERAL
BUDGETREFORM
ii Jess the federal government
hanges its current trends in fiscal policy and the composition of
its spending sometime soon, future
generations will be doomed to a stagnating standard of living, U.S. competitiveness and influence worldwide will
be damaged, and pressing national
needs won't be met, the General Accounting Office predicted recently.
Comptroller General Charles A. Bow sher noted, `The erosion of the nation's future economic strength is being exacerbated by the increasing
allocation of federal budget resources
to current consumption rather than to
investment programs. Because deficit
control alone will not secure adequate
economic growth, more emphasis
needs to be placed on federal investment in infrastructure, human capital,
and research and development."
For instance, according to the
GAO, the average unified budget deficit during the decade of the 1980s was
4.1% of the Gross National Product, up
2.1% from the previous decade. The
Congressional Budget Office's fiscal
year 1992 deficit of $368 billion already
is 6.3% of the GNP, exceeding the
above averages.
In addition, if nothing is done to reverse current trends, federal spending
could increase from the current 23.3%
of GNP to 42.4% by 2020. By that year,
the aging baby boomers will have retired, leaving a relatively smaller working population to support that retirement. The most important areas to
concentrate on right away, the GAO
said, are controlling health care costs
and resolving the dilemma of future
Social Security financing. The only
way to make improvements is through
fiscal and budget policy reform, not
just by making cuts in some spending
areas and increases in others.

U
k
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hief financial officers earn in salary and annual bonuses only 50
cents for every chief executive officer dollar, according to the results of
a recent survey conducted by Deloitte
& Touche for CFO magazine. The national poll of 1,535 senior finance executives revealed that in 1991, the typical
CFO earned $105,000, which was
about the same as in 1990, and just under $24,700 in bonuses, which was
down 23 %. In fact, 53% of the respondents said they had to forgo a bonus or
that their companies don't give them.
Regarding adequacy of compensation, two-thirds of the respondents said
their compensation was adequate even
though they had had a difficult year
and felt they had had to work harder
than usual. They also said that longterm incentives such as stock option
plans weren't a concern—in fact, 44%
reported their companies don't offer
them although more middle market
companies are experimenting with
such incentives, the magazine's editor
noted.
Other findings: Compensation varies widely by company size, industry,
and region; about 55% of the typical
CFO's annual incentive bonus depends on company performance; 23%
of a bonus is tied to individual performance. The magazine also concluded
that the furor about CEO pay could
help senior finance officers at large
public companies but not necessarily
at others.
The survey results were published
in the June 1992 issue of CFO, a controlled circulation magazine published
in Boston. For more information about
the survey, contact Joan Geoghegan at
(617) 236 -4027.

COMMERCEDEPT.
ENCOURAGESWORKING
RELATIONSHIPS
BETWEENU.S.ANDCIS
he U.S. Department of Commerce
has begun a program that encourages development of a market
economy in the Commonwealth of In-

dependent States (formerly the Soviet
Union) and promotes future U.S. business there. Called the Special American Business Internship Training Program ( SABIT), it gives senior -level
managers and scientists from the Independent States firsthand business experience in the United States by placing them in three -to-six -month
internships in U.S. companies.
The Commerce Department says
SABIT's goals in training managers
are "to create a unique opportunity for
U.S. firms to familiarize managers
from the Independent States with
American products and services and to
provide former Soviet managers with
experience working in the U.S. economy to enable them to become leaders
in establishing and operating a market
economy in the Independent States." It
wants scientists to apply their skills to
peaceful research and development.
U.S. government funding will be
used to defray the cost of the internships. For information about the program, call the SABIT office at (202)
377 -0073, or send a fax to (202) 3772443.
■

CMA
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TAXES

ARE MEAL
ALLOWANCES
REALLY INCOME
TO EMPLOYEES?

ANTHONYP. CURATOLA,EDITOR
BY AMY E. DUNBAR
istorically, company -paid meal allowance benefits have
been considered
nontaxable. For this
reason, companies
paying meal allowances have excluded these payments
from gross income.
This benefit has come under scrutiny by the Internal Revenue Service.
If your company offers a meal allowance benefit program or is considering
offering one, it should consider the
possible tax consequences.
In a recent letter ruling (rAM
9148001), the IRS determined that
meal allowances were taxable income
to employees. The allowances did not
fit within the exception for "occasional
meal money" under Regulation Section 1.132 -6(d) (2) for purposes of qualifying for the de minimis fringe benefits exclusion under Section 132(a) (4).
Thus, the employer had to report
these payments on the employees' W -2
forms, and withhold and pay federal
employment taxes on the payments.
Section 132(e) defines a "de minimis
fringe" as:
"any property or service the value of which is (after taking into
account the frequency with
which similar fringes are provided by the employer to the employer's employees) so small as
to make accounting for it unreasonable or administratively impracticable."
When applying the "administratively impracticable" test, Regulation Section 1.132 -6(b) states that
frequency generally is determined
by reference to the frequency with
which the employer provides the
16

benefit to each individual employee.
For example, if one employee receives a meal on a daily basis, the benefit is frequent, whether or not any other employees receive meals. If it is
administratively difficult to determine
frequency for individuals, the frequency is determined by the frequency the
employer provides fringe benefits to
its entire workforce.
In addition to the "administratively
impracticable" test, Regulation Section
1.132 -6(d) (2) provides a three -part test
to determine whether meal allowances
are de minimis.
1. The allowance must be "occasional." Meal allowances that are provided on a "regular or routine" basis
are not occasional. Mary Hevener
and Annette Guarisco (Tax Notes,
November 6, 1989) note that the
IRS avoided referencing a specific
number of times per month as its
definition. "An informal poll of the
persons who are responsible for
regulations and rulings in this area
indicated that no one believes that
`more than once a week' should be
viewed as `occasional,' and some
believe that even `once a week'
would not satisfy the test (p. 768)."
2. The meal allowance is provided because. the employee had to work
overtime.
3. The meal allowance must enable
the employee to work overtime.
The regulations indicate the money
for meals consumed during the period that the employee works overtime satisfies this third condition.
The regulations also note that meal
money calculated on the basis of
the number of hours worked is never a de minimis fringe benefit.
TAM 9148001 addressed whether
meal allowances paid by a utility company to union employees fit within the
exception for "occasional meal money." The employer had a long - standing
policy of providing actual meals, reimbursements for meals, and payments
of meal allowances. The employer's
most recent collective bargaining
agreement with the union required the
employer to provide union employees
with "a comparable substitute" for
meals "when employees are prevented
from observing their usual and average meal practices or are prevented
from eating a meal at approximately
the usual time therefor."
Union employees were entitled to
either a cash meal allowance or reimbursement for the actual cost of the

meal. Most union employees elected
to take the cash meal allowance. The
nonunion employees could only receive reimbursement for the actual
cost of the meal.
The IRS rejected the argument that
it would be difficult to account for the
meal allowance payments. Also, the
employer failed the "occasional" requirement of the additional three -part
test. The meal allowances were not
"occasional" because they were paid
on an "irregular" basis. The likelihood
that meal allowances would be provided was so well- established that the policy was incorporated into the collective
bargaining agreement.
The employer's final argument was
that for more than 50 years it had followed O.D. 514[2 C.B. 90(1920)], which
held that payments not considered additional compensation by the employer
would not represent taxable income to
the employee. The IRS noted the Supreme Court in Kowalski [434 U.S. 77
(1977) ] held that the treatment of "sup.
per money" no longer depends on the
employer's characterization of the benefit as noncompensatory. Thus, the IRS
held that in light of Kowalskiand the subsequent enactment of Section 132, along
with its corresponding legislative history,
O.D. 514 is no longer valid for the proposition that "supper money" is excludable from gross income.
The ruling concluded that because
the employees were entitled to receive
meal allowances on a routine basis for
overtime work, the allowances were
not occasional and, thus, did not fit the
de minimis exception. Also, because
the employer did not have a reasonable basis for believing the meal allowances would not be excludable under
Section 132, the meal allowances constituted wages, subject to federal income tax and FICA tax withholding. In
this case, union employees had the option of receiving either a cash meal allowance or reimbursement for the actual cost of the meal.
Employers should review their meal
allowance policies to determine if such 6
lowances are de minimis under Section
132. If the IRS determines to the con trary, payroll taxes may be due. A word
of caution. Whenever a taxpayer has the
option to receive cash or another benefit,
the transaction is generally taxable. ■
Anthony P. Curatola, Ph.D., is the Joseph F. Ford Professor at Drexel University, Philadelphia, Pa.
Amy E. Dunbar is assistant professor, University ofTexas at San Antonio.
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CPA Marvin Sturtz of Norman, Okla.,
has been the principal of an accounting
firm for 24 years. He's been a dual- career
Franklin associate for just over two
years. Yet last year, his Franklin income
exceeded his accounting income.
In fact. Marvin set a Franklin sales
record among all dual - career associates
and earned his way into our prestigious
Legion of Honor (only 17 out of our
nationwide sales force of 3,000 -plus
associates were named to the '91
Legion). This year, he's on track for
another record.
"Franklin's full portfolio of products go
hand in hand with an accounting practice," says Marvin. "These days. instead
of just recommending tax - deferred plans,
money accumulation programs, and
estate planning. I provide them. And
Franklin activity has been very profitable
from day one. My first two commission
checks totalled over $23.000."
With The Franklin. Marvin Sturtz has
more than doubled his total annual
income. Find out how you might, too, by
returning the coupon or calling toll -free
1- 800-272 -0122. We'll show you how
it's possible to be a recordkeeper and a
recordbreaker with Franklin.
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WASHINGTON REPORT

STEPHENBARLAS, EDITOR
ures on a continuing basis to fully comply
with the Government Auditing Standards, of shortcuts in conducting and
documenting audit work, and of not providing adequate coverage for certain
types of audits. He says recent staff reductions are the principal cause of those
problems. Rep. John Conyers, (D:
Mich.), chairman of the House Government Operations Committee, says it is
"unacceptable ... that such a valuable investment (i.e., DCAA) is being curtailed." The perspective of the AIA's
Haugh is different. "DCAA often appears
to audit to regulations /standards as it
wishes they were and not as they are,"
he explains. "DCAA auditors appear to
be more concerned with minute and inconsequential details, rather than focusing on materiality and government risk."
Rep.John Conyers, Jr.

DCAA STAFFING
LEVELS AT ISSUE

SEC MAKES
PROPOSAL ON
EXECUTIVE PAY

ndustry and the Bush administration
both support reduced staffing levels
at the Defense Contract Audit Agency (DCAA); but those plans have made
some others unhappy. The current
DCAA staff in fiscal 1992 numbers about
6,000, about 80% of whom are auditors.
The Bush administration plans to drop
that staff level about 1,000 positions by
fiscal 1995, in part because of the shrinking size of the defense budget. "In light
of the general downsizing of the DOD, a
corresponding decrease in the size of
DCAA's work force would be appropriate," says LeRoy Haugh, vice president,
procurement and finance at the Aerospace Industries Association (ALA). But
Derek Vander Schaaf, the deputy inspector general at the Pentagon, says reductions on that scale could "impair DCANs
ability to fully carry out its mission efficiently and effectively." Recent reviews of
DCAA work by Vander Schaafs office
have disclosed instances of DCAA fail-

In the Washington version of "No, you
first...; the Senate Finance Committee
declined to take action on the issue of executive pay and the Securities & Exchange Commission grabbed the steering wheel. The Finance Committee, after
hearing SEC Chairman Richard Breeden
tell it on June 4 that he could handle the
perceived problem of inflated corporate
pay, kept its hands off the issue in the tax
bill it passed on June 16. That bill dealt
mostly with extending expiring tax provisions. On June 24, the SEC published
a proposed rule which could be changed
after the receipt of public comments. The
proposal dealt with how companies must
present the pay of top executives when
filing proxies and when dissident shareholders must tell the SEC they have had
discussions with other dissidents. The
executive pay proposal would require the
company to list the five highest-paid executives and display how much they received in salary, bonus, options, restrict-
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ed stock, and several other pay categories. The options would be broken out in
a separate chart showing how their value
would increase if the company's stock
rose by 50%, 100%, and 200%. When he
appeared before the Finance Committee,
Breeden said: "bough use of options as
compensation (as well as to encourage
investment) seems very desirable, the
current pricing of huge options grants
may be less than optimal from a shareholder's perspective. Today, proxy disclosure is all too often a very lengthy, obtuse narrative filled with legal boilerplate
that obscures the relevant facts."

SUPREME COURT
GIVES UNITARY
TAX VOTE OF
CONFIDENCE
In mid June, the Supreme Court voted
unanimously to bless the unitary tax,
which allows states to tax investment income earned out of state by a state -based
corporation only in limited circumstances. The state of New Jersey asked
the court to expand those circumstances.
The Court declined by a vote of 5.4. In
the case, the Court said New Jersey
could not tax Bendix Corp. on the $211.5
million it earned on the sale of Asarco
Inc. in 1981. Allied - Signal, Inc., bought
Bendix in 1983. Bendix was headquartered in Michigan but did aerospace -related business in New Jersey, which also
was home to Asarco, one of the world's
leading producers of nonferrous metals.
The two companies had no operational
or managerial connection, which is why
Judge Anthony Kennedy, in his opinion
for the 5-4 majority, said New Jersey
could not tax Bendix on the Asarco investment gain. New Jersey had argued
that the Asarco investment was part of a
long -term growth strategy for Bendix,
hence an "operational" decision. Four
justices agreed that New Jersey should
have been allowed to tax Bendix's Asarco gain because Bendix was going to use
the income to fund another purchase
that would complement its aerospace
business. But Kennedy wrote that the
Bendix-Asarco relationship lacked "the
hallmarks of an acquisition strategy
which is part of the taxpayer's unitary
business." These include such things as
"functional integration, centralization of
management and economies of scale." ■
Stephen Barlas is a journalist with more
than 13 years of experience reporting
from Washington, D. C.
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ETHICS

they provide a guide to behavior. Individuals may want to edit or augment
the list, but we have found it to be a
valuable tool in examining the ethical
implications of a situation and providing solid reference points for ethical
problem solving.

Become a

CMA
(800) 87 -GLEIM

ETHICAL PRINCIPLES

NEILHOLMES,EDITOR

CONSENSUS
VALUES SHOULD
BE TAUGHT
BYNAMES W.BRACKNER
ast month's column indicated that
universities have increased their
emphasis on ethical training for
decision making in their classes. Unfortunately, for the most part, they ignore the teaching of values. Just how
important are values to the making of
ethical decisions?
Dr. Lynne V. Cheney, chairman of
the National Endowment for the Humanities, stated, "The study of values
ought to be part of a college education
as well —and not just so they all can be
dismissed, but so students can discover those that ought to be affirmed.
Questioning — calling all manner of
practice and belief into doubt —has
long been central to higher learning,
but typically it has served this end:
helping students arrive at some answers. The point was to examine one's
life in order to find the base of conviction from which one should act. Now,
all too often, that second step (the
study of values) is not only omitted
from discussion, but students are actively discouraged from taking it. ",
For moral or ethical education to
have meaning, there must be agreement on the values that are considered
"right." Ten of these values are identified and described by Michael Josephson in, "Teaching Ethical Decision
Making and Principled Reasoning."
The study of history, philosophy, and
religion reveals a strong consensus as
to certain universal and timeless values essential to the ethical life.
These 10 core values yield a series
of principles that delineate right and
wrong in general terms. Therefore,
MANAGEMENT ACCOUNTING /AUGUST 1992

Honesty. Be truthful, sincere, forthright, straightforward, frank, and candid. Do not cheat, steal, lie, deceive, or
act deviously.
Integrity. Be principled, honorable, upright, courageous, and act on
convictions. Do not be two-faced, unscrupulous, or adopt an end-justifiesthe-means philosophy that ignores
principle.
Promise-Keeping. Be worthy of
trust, keep promises, fulfill commitments, abide by the spirit as well as the
letter of an agreement. Do not interpret agreements in a technical or legalistic manner in order to rationalize
noncompliance or create excuses for
breaking commitments.
Fidelity. Be faithful and loyal to
family, friends, employers, and country. Do not use or disclose information
learned in confidence. In a professional context, safeguard the ability to
make independent professional judgments by avoiding scrupulously undue
influences and conflicts of interest.
Fairness. Be fair, open- minded,
and willing to admit error. When it is
appropriate, change positions and beliefs. Demonstrate a commitment to
justice, the equal treatment of individuals, and tolerance for diversity. Do
not overreach or take undue advantage of another's mistakes or adversities.
Caring for Others. Be caring, kind
and compassionate. Share and serve
others. Help those in need and avoid
harming others.
Respect for Others. Demonstrate
respect for human dignity, privacy,
and the right to self - determination of
all people. Be courteous, prompt, and
decent. Provide others with the information they need to make informed
decisions about their own lives. Do not
patronize, embarrass, or demean.
Responsible Citizenship. Obey
just laws (if a law is unjust, openly protest it). Exercise all democratic rights
and privileges responsibly by participation (voting and expressing informed views), social consciousness,
and public service. When in a position
of leadership or authority, openly respect and honor democratic processes

of decision making, avoid unnecessary
secrecy or concealment of information, and assure that others have the
information needed to make intelligent choices and exercise their rights.
Pursuit of Excellence. Pursue excellence in all matters. In meeting personal and professional responsibilities,
be diligent, reliable, industrious, and
committed. Perform all tasks to the
best of your ability. Develop and maintain a high degree of competence, and
be well - informed and well - prepared.
Do not be content with mediocrity, but
do not seek to win "at any cost."
Accountability. Be accountable.
Accept responsibility for decisions and
the foreseeable consequences of actions and inactions. Set an example for
others. Parents, teachers, employers,
professionals, and public officials have
a special obligation to lead by example,
to safeguard and advance the integrity
and reputation of their families, companies, professions, and the government. Avoid even the appearance of
impropriety and take whatever actions
are necessary to correct or prevent inappropriate conduct of others.'
Through the teaching of these values,
students will learn to take a step beyond
what is presently taught. It will help them
to identify and make decisions consistent
with consensus values.
■
James W. Brackner, CMA, CPA, Ph.D.,
is a member of the IMA Committee on
Ethics and the Salt Lake Area Chapter.
He is associate professor at Utah State

University and director of the Master of
Accounting program.
'L,V. Cheney, "Rte Recovery of the American Academy," The Intercollegiate Review,Intercollegiate
Studies Institute, Bryn Mawr, Pa., Fall 1990, p. 25.
'M. Josephson, 'Teaching-Ethical Decision Making
and Principled Reasoning."Ethics: Easier5aid Than
Done.The Josephson Institute, Los Angeles, Ca.,
Winter 1988, pp. 29-30.
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Standards of Ethical Conduct
for Management Accountants
enagement 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.

■ Refrain from engaging in or supporting any activity that
would discredit the profession.

OBJECTIVITY
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 user's 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 memorandum 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 ojManagement Accounting, Statement No. 1B, June 17, 1982.
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WHISTLEBLOWING
and the Professional
The common response to whistle blowers is retaliation.
BY JOHN P. KEENAN AND CHARLES A. KRUEGER
1991 -92 Lybrand Gold Medal

Winner

tempts to behave in an ethical manner. Similar stories are
portrayed in the daily press and other media, often labeled
with the term "whistleblowing."

lex Martin, the manager of cost accounting with
WHISTLEBLOWING INCREASES
a major Defense Department supplier, informed
his boss that he had evidence of a significant
histleblowing involves employees reporting illeamount of wasteful spending in the company. Spegal, immoral, or illegitimate practices under the
cifically, inflated prices were being paid for the purchase of
control of their employers to partiesinternalor exsimple equipment. He was assured the matter would be ternal to the organization who can take action. A common
"looked into." After two months passed and the problem remisconception about whistleblowing is that it involves only
mained uncorrected, Alex approached his boss again. This
those who report wrongdoing outside the organization. This
time he was told quite directly that the company was aware
neglects the fact that internal and external whistle blowers
of the situation; however, he should not regard it as a matter
share similar attitudinal and behavioral characteristics. Emof his personal concern and, furthermore, he should not
pirical data indicate there are few differences between interraise the issue again.
nal and external whistle
AFB/Jos Palmier,
Alex made clear his inblowers regarding their attitention to press the matter
tudes and beliefs toward
further if his boss refused to
whistleblowing, types of
deal with it. After several
wrongdoing observed, reweeks and failure on the
taliation expectancies, and
part of his boss to take acother relevant variables.
tion, Alex referred his conThe dramatic increase of
cerns to a higher authority.
whistleblowing is evidencA month later he received
ed by press coverage, court
notice he had been laid off
hearings, and articles. The
due to a restructuring of his
recognition of this phenomdepartment.
enon as an area of growing
Incidents of this nature
concern to leaders and
are occurring with increasmanagers is witnessed by
ing frequency in corporate
recent articles in popular
America, affecting larger
and professional journals,
numbers of employees and
which advise the careful
managers. A physician emhandling of such incidents.
ployed by a pharmaceutical
Recent trends have influfirm recently challenged
enced the growth and sigthe release of a drug that
nificance of the whistlecauses birth defects; a conblowing issue. These
struction company engiinclude increased national
neer discovered and reportand international competied defective welds in a
tion, increased technologimajor building project; and
cal complexity, new laws
an engineer for a nuclear
and regulations, a more soconsulting firm warned of
phisticated and demanding
nuclear power plant safety
consumer and workforce,
hazards. Each of these emand larger bureaucratic corployees experienced harsh
porate structures. Each of
retaliation rather than emthese has contributed to inA can of worms? Reporting fraud, waste, or mismanagement can
ployer support in their atput your job in jeopardy.
creased pressure on emMANAGEMENT ACCOUNTING /AUGUST 1992
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ployees and managers to attain high levels of performance.
This may sometimes motivate them to look aside when
questionable activities occur, especially if acknowledgment
of such activities poses an obstruction to their personal
goals.
Another contributing factor is a lack of managerial expertise in dealing with human relations concerns. Dealing with
ethical and moral issues requires sensitivity, tact, and skill.
Such delicate situations become even more complicated in
organizations whose upper management gives "lip service"
to ethical principles and focuses expectations and reward
systems on "bottom -line" performance and productivity.
From one perspective, organizations stand to benefit
from the actions of whistle blowers, who enable them to correct unsafe products or working conditions and curb fraudulent or wasteful practices. Substantial adverse consequences, such as harm to clients, customers, or employees,
can be avoided. Thus, a supportive response to whistle blowers can prevent loss of sales, costly lawsuits, and negative
publicity.
On the other hand, whistle blowers may threaten the organization's authority structure, cohesiveness, and public
image. The perception on the part of upper management
that the adverse effects of the whistle blower's position outweigh the potential benefits can lead to organizational retaliation rather than support.
In spite of increased concern about whistleblowing, very
little research on this phenomenon currently exists. Though
there have been some studies made of public service employee whistleblowing, there has been a major neglect in examining it from a private - sector and management perspective. We decided to explore the issue of whistleblowing and
what effect the organization's communication climate has on
whistleblowing. Whistleblowing at the managerial level also
was examined. Our preliminary findings are presented here.
EXECUTIVES AND MANAGERS SURVEYED
n Corporate Ethics and Crime: The Role of Middle Management,Marshall Clinard presents findings that indicate middle managers tend to want to be informed about
wrongdoing. But a common response to whistle blowers is
to retaliate against them. This inconsistency between middle
managers' stated attitudes and an organization's practices
results in difficult dilemmas for employees and organization
leaders. Under these conditions, employees may choose to
remain silent or seek resolution of a problem outside the organization rather than through formal organization channels. These choices can lead to a variety of undesirable consequences.
In order to develop more effective strategies to resolve
such problems, it is important to gain a clearer understanding of the experiences, perceptions, and attitudes of executives and managers in regard
LO
whistleblowing. These
groups were chosen as the focus of our study because they
set the ethical climate and culture for employees at lower
levels and throughout the orZ
ganization. Another issue that
is explored in this study is the
relationship between whistle blowing and organizational
communication climate.

In the fall of 1988, we surveyed approximately 6,500 executives and managers randomly selected from a national
population base and received 725 completed questionnaires
for an 11% response rate. Ninety percent of the respondents
were males with a mean age of 43.6. There was a mix of managers with 18% at the CEO or vice president level, 26% at a
middle -level position, and 56% at the first -level position. Half
of the managers came from the manufacturing sector and
the other half from the service sector. The mean size of their
organizations was 690.5 people.
Respondents had a mean of 6.2 years in their current positions and a mean of 13.2 years with their employers. Fortyfour percent had a college degree, and 25% held a graduate
degree. In all cases, participation was voluntary, and surveys
were completed anonymously. Respondents were assured
their responses would be confidential and used for research
purposes only.
The questionnaire was designed to measure managers'
opinions and perceptions about their organizations' policies
and practices concerning whistleblowing. We wanted to determine their knowledge about where to blow the whistle,
moral perceptions of wrongdoing, and attitudes about whistleblowing.
Our survey was a revised version of the U.S. Merit Systems Protection Board's questionnaire that was used in a
major study of employee whistleblowing within federal agencies in 1980. Terminology was changed to reflect work environments of managers within the private sector. The second part of the questionnaire requested information on a
variety of demographic issues including sex, years of managerial experience, and whether one was assigned to a
home, branch, or regional office.
A large percentage of managers (65 %) claimed to have
personally observed or obtained direct evidence of one or
more examples of fraud, waste, or mismanagement within
their companies /organizations in the 12 months prior to
their completion of the survey. However, the incidence of
observed wrongdoing varied widely among the specific categories of wrongdoing. For example, only 7% of all respondents claimed to have direct evidence of stealing company
property. The three most frequently noted types of wrongdoing of which respondents had direct evidence were, in
rank order: waste caused by a badly managed department
(42%), purchase of unnecessary goods or services (29 %), and
theft of company property (17 %).
In assessing the extent to which the observed violations
are "serious," one might give consideration as to whether
or not they involve substantial amounts of money or occur
on a regular basis. It should be noted there is a wide range
of relative dollar values and frequency of occurrence among
the kinds of observed activities. Thus, while the percentage
of managers who claimed direct knowledge of employees
stealing company property is
relatively high, the dollar
amounts most often are less
than $100 .
By contrast, 48% of managers who observed an illegal or
wasteful activity said it inmore than $1,000.
Those who had knowledge of
wasted funds caused by a bad ly managed department typically estimated the amount to
be more than $100,000. As for
activities that cannot be quan-

Sixty-five percent ofmanagers
surveyed have observed fraud,
waste, or m ismanagement
n their r co mp a n i es. But
only 7% had direct evidence
Of company thof i.
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tified easily (such as tolerating a situation which poses a danger to health
or safety), 40% of the managers observed such events occurring at least
occasionally and, in many cases, frequently during the 12 -month period.

treatment depends on the level, position held, or length of service of the individual.
Respondents indicated a variety of
perceptions about their organizations'
encouragement of whistle blowers.
The largest percentage (45%) expressed uncertainty as to their organization's position in this regard, while
32% noted it was "good" or `very good"
and 23% rated their organization as
"poor."
While 82% of managers said they
knew where to report illegal or waste ful activities, 7% did not, and 11% were
uncertain. Similarly, 72% of respondents felt they had enough information
about where to blow the whistle, while
28% felt they needed more information
about how to report wrongdoing.
Respondents indicated a variety of
perceptions about their organizations'
encouragement of whistle blowers.
The largest percentage (45%) expressed uncertainty as to their organization's position in this regard, while
32% said it was "good" or "very good,"
and 23% rated their organization as
"poor."
While 82% of managers indicated
they knew where to report illegal or
wasteful activities, 7% did not, and 11%
were uncertain. Similarly, 72% of respondents felt they had enough information about where to blow the whistle, while 28% felt they needed more
information about how to report
wrongdoing.

CORPORATE WATCHDOGS
NEEDED
he study's findings indicate
that 50% of managers who observed wrongdoings did not report them. This is contrary to one of
the major responsibilities of managers, which is not only to stay abreast
of possible problems, but to communicate information about them upward
and /or through appropriate organizational channels so effective decisions
can be made. A related issue is whether a link exists between managers; tendencies to report wrongdoing and how
the organization's channels of communication work.
The Institute of Management Accountants' Standards of Ethical Conduct for Management Accountants specifically states:

T

"Management accountants have
a responsibility to: Communicate unfavorable as well as favorable information and professional judgments or opinions."
Our friend Alex Martin acted accordingly. Following the "Resolutions
of Ethical Conflict" presented in the
Standards of Ethical Conduct for Man agement Accountants, he discussed the

RETALIATION OR REPRISAL

problem with his immediate supervisor. When satisfactory resolution was
not achieved, he pursued the issue at
higher levels.
Although the majority of managers
(58%) claimed their organization has a
formal written policy for handling suspected dishonest and fraudulent activides, only 28% indicated their organization regularly reviews with employees
proper procedures for reporting
wrongdoing. Only 28% claimed their
organization has a "watchdog" person
or department to police dishonest and
fraudulent activities. Of those having
such a mechanism, 17% claimed it is ineffective, and the largest percentage
(39%) was "uncertain" about its effectiveness. This means that only 12% of
all respondents can claim to have an effective "watchdog" department in their
organization. In addition, 42% of all respondents said suspected wrongdoers
are treated unfairly and inconsistently
in their organization. Specifically,

T s a lie
l perception about the adequacy of protection from repria company or organization
offers is a concern for potential whistle
blowers. Reprisal involves an undesirable action taken against an employee
or a desirable action not taken because
he or she disclosed information about
a serious problem. Reprisal may involve such consequences as a reassignment to a less desirable job or location, suspension or removal from a
job, or denial of a promotion or train ing opportunities.
Unfortunately, Alex Martin suffered consequences consistent with
the experience of many whistle blow ers. The Report of the National Commission on Fraudulent Financial Reporting, also known as the Treadway
Report, states:
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W h is t le b lo w e rs p a y a h ea v y p r ic e .

`The paper concludes that, for
the most part, those making disclosures of alleged wrongdoing

Waste caused by
mismanagement was cited
as the most frequently
observed wrongdoing by
respondents.
or illegality find little or no protection. Whistle blowers
almost inevitably pay a heavy price. With few exceptions, they are driven out of not only their jobs, but also
their profession." (p. 114)
Perhaps Alex Martin's layoff was for the best, as the Standardsstate: "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
memorandum to an appropriate representative of the organization."
Resigning from your position is a strong statement, but
the true professional has no other choice. If you don't, you
are condoning the unethical behavior. The Standards note,
"Except where legally prescribed, communication of such
problems to authorities or individuals not employed or engaged by the organization (external whistleblowing) is not
considered appropriate."
The Institute of Management Accountants supports an
Ethics Counseling Service hotline (1- 800 - 638.4427) to help
members define, clarify, and deal with ethical challenges.
Strict confidentiality is assured. The hotline is not a source
for yes and no answers. Most ethical challenges the member
may consider as "whistleblowing" are not clear cut. Instead,
the hotline provides guidance on professional issues and
helps the member decide on the appropriate action to take.
Only 53% of managers gave a positive response to a question addressing the possibility of their organization's ability
to protect a whistleblowing employee from reprisal, and 12%
gave a negative response. Thirty -five percent were not sure
and indicated a concern of facing potential reprisals for
speaking out.
Likewise, results are mixed concerning the perception of
an adequate level ofprotection. Though 24% felt that company
protection is very good or good, the largest percentage
(50%) were uncertain regarding this item, and 15% believed
there could and should be more adequate protection.
Another question addressed the degree of confidence
that the respondent's boss or someone in a higher position
would not retaliate against the respondent if he or she blew
the whistle. Though the majority were confident this would
not happen, 12% were not confident, and another 18% felt
"uncertain." Higher percentages did not feel confident or
certain (19% and 28 %, respectively) when asked specifically
about fear or reprisal at a level above the boss.
The great majority (95 %) personally expressed approval
of the practice of employees reporting illegal or wasteful activities within their company's operations. In regard to another issue, 96% of managers thought that organization employees should be encouraged to report illegal or wasteful
activities, and 56% of the managers indicated very strong
feelings that internal whistle blowing is in the best interest
of the organization. While 38% of the managers did not feel
24

monetary rewards should be offered for internal whistle blowing, 26% believed such rewards would be a good idea.

CLIMATE OF TRUST
reliminary results of this study indicate there are direct links between conditions for the open exchange
of information and the whistleblowing responses. Organizations supportive of their employees encourage participation, free and open exchange of information, and constructive conflict resolution. Organizations with a defensive
atmosphere are characterized by employees who keep
things to themselves, make only guarded statements, and
suffer from reduced morale.
Results of this study indicate the more supportive and
less defensive the organization is, the more positive the responses are in terms of opinions and perceptions of company practices about whistleblowing. Also, there is a more positive response about where to blow the whistle and company
encouragement of whistleblowing. More important, there is
direct evidence that the more supportive and less defensive
an organization is, the less fearful managers are about reprisals and the more willing they are to blow the whistle
through formal company channels. In addition, managers
are more likely to speak up and report such incidents.

SUPPORT WHISTLE BLOWERS
oday's leaders need to take a more enlightened approach to dealing with whistleblowing. The management accountant is supported by the Institute of Management Accountants via the Standards of Ethical Conduct
for Management Accountants and its toll -free hotline.
Several states have implemented whistle blower protection statutes, and the courts have attempted to increase protection. Unfortunately, not much more has been done to improve the protection or encouragement of whistle blowers.
We recommend that organizations create conditions for
using the valuable information provided by whistle blowers.
Such information can help companies respond effectively to
the variety of challenges from both a "bottom -line" and an
ethical perspective.
■
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THE HIRED
PROBLEM
SOLVER
Your mission: Clean up the accounting mess.
BY CLAUDIA L. CAMPBELL
1991 -92 Certificate of Merit Winner

uppose you were hired as controller of a medium -sized company with $60 million in annual
sales, with the assignment to
"fix" the problems in the accounting
department and the financial reporting
process. (It happened to me.) During
the interview several executives gave
an overview of the problems as
they saw them, and you decided you had enough experience
to solve them.
The first day on the job you
find you are the fifth controller
in the past three years, and
management's overview of the
problems might not be entirely
accurate. Suddenly wondering
why you agreed to accept this
position, you look for a place to
begin.

In discussing the time frame for the
project with management, you learn
the company is in its slow period. The
"season" begins in five months. You
have the year -end audit to deal with in
three months. There were previous
year -end audit problems, and management makes it clear that you need to
resolve many of the problems before
the auditors arrive.
The company understands the
need to solve the problems quickly, so

THEEXTENT OFTHE
PROBLEMS
uu learn the general ledger system is one year
old, the accounts receivable program is not integrated
into the general ledger, and the
checking account has not been
reconciled in 11 months. The
clerk in charge of the reconciliation states that last month the
bank and general ledger were
off by only $11,000. Upon further examination, you find it is
true the overall difference was
$11,000, but the components
varied in the millions (positive
and negative adjustments).
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You need the right tools to "fix" the problems in an
accounting department.

it authorizes the use of an outside accounting firm and temporary labor if
necessary. It also indicates it believes
every employee in the accounting department needs to be replaced.
New software was purchased one
year ago and is being used for accounts payable and general ledger.
You discover that not only was the software a poor choice, because it was designed for a manufacturing environment rather than for a distribution
company, but also the support was not
available for maintaining the software.
The software was chosen without regard for the existing custom software.
Consequently, another change will be
required in the near future.
You are told that everyone on the
management team and the board is
counting on you to save them.
Now that you have a general understanding of the extent of the problems,
the time frame to correct them in, the
resources available, and management's support, what is the next step?
GETTINGSTARTED

he first question to ask is, "Where
do I begin ?" Concentrate immediately on gaining an understanding
of the problems and the challenges.
You should examine the follow Palmieri
i"s
four areas:
• Extent of the problems,
• Business cycle and time line
for work,
• Resources available to solve
the problems, and
• Management support.
Find out what has been tried
before, and the results, so you
can avoid repeating ineffective
solutions. Besides management, who else reviews financial information? Talk to other
users to determine the extent
of interaction between accounting and other departments. Do
the problems involve other departments?
The business cycle and time
line for work can give you an
idea of the time and work pressures you are likely to encounter as you grapple with the
problems identified.
Adequate resources are essential to solving the problems
within the necessary time
frame. If few resources are provided you may have to decide
which are needed and begin
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negotiating with the appropriate providers to obtain them.
Finally, how much management
support are you actually receiving? It is
often most evident in the level of resources management is willing to devote to solving the problems. Though
verbal support is important, if resources don't follow, your likelihood
for success diminishes drastically.

TAKING ACTION
ollowing are 10 "action steps" involving personnel, systems, and
management that can help in further determining the details of the
problems, developing solutions, gaining department and management support, and implementing your solutions.
They are not intended to be all inclusive nor is every step essential in every
situation.
1. Obtain an assistant. The key to
successful launching of a project of
this magnitude is to understand that
you were hired as the expert, and,
therefore, it is essential to the project
management to have your involvement in all areas of the project as much
as possible. However, it is equally important to realize you can't solve all the
problems alone. Regardless of your
personal level of skills, to solve major
problems you must investigate to the
root of problems, and you can't expect
to do all the work alone.
Review the resumes of the department personnel, and determine who
has the strongest accounting background. If you can identify current employees who would qualify as your assistants, let them know your needs and
if they accept, get them started on the
project immediately alongside you. Let
them know you support them, and provide the authority necessary to solve
problems. Hire an outside assistant only if the right person isn't available
from within the company.
2. Ask questions. Identify the key
employees and their roles in the accounting department. Interview all the
employees, and review their responsibilities. You need to understand each
position and its interaction with others
within the company. Ask about forms
they use, where the files are kept, what
information is retained, and where
they go if they don't know how to handle a task. Are the rules or procedures
documented? If so, obtain copies of all
pertinent information.
Ask all employees if they are involved in the month -end closing process. What is their role, and when do
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they complete their part each month?
If no one knows about the process, you
have another clue as to why the information being produced is poor.
Find out how the employees are
evaluated. Is there a performance appraisal form? What criteria are used to
evaluate performance? How often are
performance reviews conducted? Do
the employees know whether they are
doing a good or bad job? How is morale within the department? hasten to
their comments about the problems in
the accounting department, and look
for recurring comments among coworkers. Employee comments could
provide valuable clues as to the real
problems, such as lack of supervision,
poor training, or poor communication.
Review all the previous performance reviews, if any. Also review the
skills of the accounting personnel to
determine the level of understanding
and abilities you can expect from various employees. Look for a mismatch
between responsibilities and skills level in each position.
Involve as many employees in the
interview process as is practical. You
must remember that various departments in the company may play a role
in the accounting information gathering process. For example, the shipping
department may have important information regarding the shipment of
goods (shipments or receipts of materials) that needs to be transmitted to
the accounting department. How does
the accounts payable clerk know when
goods have arrived? What is the flow
of paperwork?
3. Keep the staff informed. Even
though time is precious during the initial review process, you need to have
regularly scheduled staff meetings to
communicate your findings and plans
to the employees and help them understand where you are headed. Meetings
are particularly important if the department's morale is low.
Discuss with the employees what
you find and how you propose to fix
the problem or system. This way, if
you are off track, you can hope the employees will let you know —but don't
count on it. Change is difficult for employees to accept, especially if others
have tried and failed before you. Ask
questions, keep informed, dig as deep
as needed to understand the cause of
the current situation. Find out who initiated the current systems, controls,
and policies.
4. Make personnel changes quickly.

Keep an eye on the employees on your
staff. If you make changes in an area

and find you are meeting constant resistance, then you must be prepared to
move or fire the person causing it if
you cannot get him or her to work with
you. One person constantly resisting
change can cause low morale for workers who otherwise are willing to give
you a fighting chance. Watch the
changes you make to ensure you are
keeping the workloads manageable.
5. Flowchart the accounting system.

It may seem like a lot of work, but
when a system has been diagnosed as
needing fixing, it is important to understand it in its entirety and not just
make changes to some parts without
examining the rest of it The interrelationships between various functions
and departments can be very tricky.
You don't want to fix one part of the
system at the expense of another part
or department.
Flowcharting can be done internally with very inexpensive software available for the personal computer. You
should make sure you include all major functions and keep the information
as basic as possible. A flowchart will
provide a quick overview and enable
you to get your arms around the whole
system. When you want to examine a
certain part, you can go deeper into
that area and examine paperwork flow
or personnel involved.
When you finish your system
changes, complete the flowcharts and
place them into a book. Use the flowcharts during training to make it easier
for every employee to learn the new
system and changes.
6. Verify the source of the financial
information. Accounting departments

work with a variety of information
sources. Some companies have a mixture of custom software, purchased
software, and personal computer software. Some companies work very hard
to maintain consistency throughout
their financial and accounting software, while others end up with a
hodgepodge of programs. Make sure
that you examine each program and
find any links between programs and
systems. Watch for duplication of entry— usually a sign of a problem. Not
only is it time consuming, but it also
provides additional opportunities for
errors.
When you are given a set of financial statements printed by a computer
printer, never assume they are computer- generated statements. Suppose
you find the information on the financial statements is coming from a
spreadsheet program. Any time the financial statements are not prepared
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from the general ledger
If new general ledger
program, make sure you
accounts are created
examine the source of
each month, review the
the information. Also, exreason. Is it to separate
amine the alternatives.
important data for manWhy did the company
agement review? Or did
choose to create financial
someone create a new acstatements with a spreadcount because she or he
sheet program? How
didn't know where to
does the company verify
post an item? It is importhat trial balance, general
tant to be able to obtain
ledger, and financial
the most frequently restatements agree?
quested
information
Be sure to examine
straight from the trial
the financial information
balance. For the financial
being prepared. If you
statements, however, defeel the problems are sigtermine whether the gennificant enough to distort
eral
ledger program has
Claudia L Campbell (fourth from left) with her accounting staff.
the information in the fithe ability to roll up the
nancial statements, then
detail and report top level
determine whether the financial stateare tired of incorrect information or
accounts only, a form that is much less
ments should be prepared during the
having new general ledger accounts
overwhelming to management.
system revisions. Bad information is
added that they don't think are necesThe cost involved in running the acworse than no information at all. You
sary. They could be concerned about
counting department can be another
need to decide whether external users
the labor dollars being spent to run the
indication of the extent of the probshould see incorrect information. Is a
accounting department. Although
lems. The cost of information should
bank involved? At a minimum you
these comments may not point at dibe determined by examining the
should make sure the bank is aware of
rect problems, each may be a sympamount of manual work required to
the work being done. Of course, you
tom and a sign of the severity of the
process an order, prepare financial
must be careful not to alarm the bank,
problems.
statements, or reconcile the bank acbut make certain it knows some probAsk managers what information
count. Perhaps some of the manual
lems exist that could result in some inthey request regularly to assist with
procedures can be shifted to the comaccurate information until the system
business decisions. How is the inforputer so that employees have more
changes have been completed.
mation prepared? Does the company
time for verifying results and monitor7. Examine the subsidiary ledgers.
have programmers on the staff? Who
ing balance sheet accounts.
The accounts receivable subsidiary
designs reports for management, and
9. See how the company is performledger should balance to the general
is there a procedure to make sure the
ing compared to budgets. Examine the
ledger. If it doesn't, it is always a tellinformation is complete and accurate?
budgeting process to determine how
tale sign of a systems problem. You
If the reports are prepared manually,
often budgets are prepared and who is
must be able to make entries to the
who prepares them? Are they reinvolved. Are the budgets reviewed
subsidiary ledger during the month
viewed and compared with control ac- with the accounting department so the
and have summary entries in the gencounts? Bad accounting information
coding of accounts payable bills is the
eral ledger arrive at the same balance. causes management to lose faith in the
same as in the budget?
If the accounts receivable system is
accounting department, the employMany companies work with annual
not integrated with the general ledger, ees, and the department manager.
budgets, usually prepared by the chief
what process is used to reconcile the
If managers are unhappy with emfinancial officer and used to monitor
two balances? How often is the reconployees in the accounting department,
revenue and expenses. But what if the
ciliation performed? If the system isn't
listen to their comments. Are they talkfinancial officer prepares them without
integrated, then reconciliation should
ing about the skill level, employee mothe aid of prior year results? They
be done monthly at a minimum.
rale, or the work habits? When the incould end up not tracking with reality.
Some companies use various satelformation they receive is bad, they
To prepare a good budget, you should
lite systems for maintaining portions
usually demand more and more inforbegin with the previous year's results.
of the receivable information. Examine
mation. While they are trying to deter- Then obtain input from the departthese systems to make sure they conmine whether the information is corment managers and find out how the
tain sufficient controls. Satellite sysrect, they continue to make demands coming year compares to the previous
tems usually result in a lot of manual
on the accounting department, someyear. Will sales be up? What expenses
labor. They should be examined after
times without regard to workloads.
will increase or decrease? What is the
the priority items are completed to see
Some of the employees may have
relationship of expenses to increased
if they can be streamlined or if the
ideas for eliminating the problems,
or decreased sales? Once budgets are
main program can be modified to inwhich they think should be considcomplete, they must be reviewed with
clude the subsystem information.
ered. Maybe management is so busy it
the persons in the accounting depart8. Listen to managements comdoesn't listen. The result is poor moment who will be making the entries to
plaints. Management sees only about
rale, poor communication, and manthe general ledger. Otherwise, you will
20% of the problems that exist. Howevagement that doesn't think the acend up with the actual monthly
er, you can determine its concerns
counting area can produce accurate
amounts being over or under budget
from its comments. Maybe executives
and timely information.
due to coding errors. When financial
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statements are produced, examine the
items that do not match the budget
and determine the reason. Good budget reviews will shorten or eliminate
this process.
Another sign of trouble is if budgets
are changed every two months because the financial statements are not
tracking with the budgets. You should
examine several areas. One is the
preparation of the budget as stated
above.
A second is the attitude of the managers. If they are unable to deal with
failure they may be adjusting the budgets so they can meet them— always a
bad sign. Budgets are designed to assist management in monitoring performance. If the targets are changed too
often, management will lose track of
the problems. Lots of changes to the
budgets make it very difficult to determine the planning errors from one
year to the next.
A third point to examine is whether
the budgets are tied to a balance sheet
and statement of changes in financial
position. A good budget will have an income statement, cash flow, and forecasted balance sheet as well as supporting schedules. The forecasted
balance sheet will begin with audited
year -end figures from the previous
year. The budget must match with
general ledger balances, and the budget components must balance.
10. Don't change any software Programs. If you are experiencing ac-

counting problems, whether major or
minor, do not make changes to any
software used by the accounting department for financial statements. Suppose your present software package is
outdated and in need of updating. If
you switch to new software and have
some accounting system problems,
new software will only complicate the
situation by giving the managers a
false sense of knowing where the problem lies. If the accounting department
is having system problems when it
purchases new software, you are likely
to find, after resolving the problems,
that you have made the wrong software choice. Also, you could have added to the problems with software that
isn't integrated with the rest of the
company software.

WHATWASTHERESULT?
f ever you are faced with a "fix it"
problem, make sure you examine the
problem carefully, and don't make
any changes until you understand the
current systems and controls. Also, it
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doesn't do any good to spend a lot of time
and resources analyzing and reconciling
accounts unless you are sure that an appropriate system is in place that works.
You could end up spending all your time
thinking that you are fixing the problem
when you really are working on the
symptoms.
Always keep management fully informed of your findings, regardless of
how bad they are. It is important to understand your personal liability in producing financial statements for a company that has systems and control
problems. You must be prepared to do
whatever is necessary to correct the
problems and eliminate the chance for
recurrence.
Be sure to monitor the changes you
have made to ensure the employees are
continuing with the systems and controls
you implemented. Don't leave anything
to chance. When you really want to understand a specific area —say, accounts
payable —then roll up your sleeves and
try doing some input or month-end balancing yourself. Maybe employees are
overlooking some of the options available because they haven't been trained
properly. Read the software manuals,
and learn the options.
If you can use on -staff personnel for
"fix it" projects instead of outside resources you will be better off. Working
on a project will teach your employees
a great deal about the system and also
involve them in the changes to the systems and controls. In some situations
this choice is not possible, and then
you must turn to outside service providers. If so, make sure you hire the
appropriate external resources, such
as temporaries for doing clerical projects and accounting professionals for
flowcharting systems.
Once you have implemented the
necessary changes to the systems and
controls, make sure you create the
procedures manuals and review the
contents with all employees. Each employee should have his or her own
copy for reference. Also, during this
process you probably observed some
weaknesses in your staffs skills. Make
sure you train the staff. If you have
added more spreadsheet work on the
personal computer, you should make
sure each employee has the necessary
skills to handle it
While carrying out a project this
large, you must prioritize your work so
that it can be completed in the time
frame you are given. Note any efficiency ideas you have along the way because once you are finished changing
the systems and controls, you should

try to incorporate the efficiency changes. These changes help in cutting labor costs, reducing overtime, and possibly eliminating some positions.
How did my own project turn out?
It was a real challenge. However, with
the help of everyone around me, we
were able to meet all the management
deadlines and go into the business cycle much better prepared to deal with
new problems. When I started with the
company our audit bill was quoted at
$60,000, with additional billings for extra time needed to complete the review
of the systems and controls. Now the
company's audit bill is $20,000, and
there hasn't been an additional billing
for two years. Not only are the systems
and controls working, but the budgets
are accurate and are created annually.
The accounting and finance department originally had 14 employees. Today we are doing even more work with
a staff of seven, and the skill level is
higher. The employees can count on
accurate financial statements during
the interim months because there are
no year -end auditor adjustments.
The repair of the systems and controls probably cost this company several hundred thousand dollars. All this
money was spent due to several "false
starts." A company needs to hire the
right person and empower him or her
to solve the problems. I was lucky that
after several false starts the company
still had the resources to make this
project successful.
My personal feeling is that if the
company had not made the decision to
solve the systems and control problems when it did, it wouldn't be here
today. The company now is financially
strong and has a great relationship
with the bank because the financial
statements are timely and accurate.
The board of directors is happy because it feels the company made the
necessary changes to end the problems and management now is safeguarding the company's assets.
■
Claudia L. Campbell is vice presi-

dent – finance and administration for Seattle Fur Exchange, Inc. She is president
of the Bellevue /Eastside (Washington)
Chapter, through which this article was
submitted. She can be reached at (206)

567-4294.
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What's New in
Controlling Corporate
Travel Expenses?
In today's environment cost cutting is available to everyone.
s companies cut costs to survive and prosper in the '90s,
one expense category that
seems to resist control is business travel. According to travel industry consultant Denis W. Day, companies spend approximately $15,000 to
$20,000 annually on each traveling executive. Depending on the industry or
type of business, the cost can be even
higher. Mr. Day is the founder and senior partner of the Day Partnership,
headquartered in Oak Brook, Ill., and
the author of How to Cut Business
Travel Costs. Recently we interviewed
him to find out what companies can do
to control expenses without getting
grounded.
Two years ago in MANAGE MENTACCOUNTINGOyou
wrote that business travel
was a major expense for companies. Will this continue to be the
case in the near future?

O

Unfortunately, the cost of business
travel has become prohibitive, especially for smaller companies. Typically,
day business trips incur the highest
airfare. Hotel rates continue to be
high, especially in major metropolitan
areas. However, the new airfare structure, introduced by American Airlines,
has made airfares lower than what we
all experienced earlier this year. Most
observers in the travel industry expect
airfare wars to continue, especially in
competitive markets. Hotels also have
reacted to changing airfare trends by
introducing reduced rates at many
properties across the country. The bottom line is that industry vendors are
aware of the problem. Rather than continue losing business traffic, the airlines, hotels, and rental car companies
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Employees should ask, "is this trip really necessary?"

are now offering cost - saving fares and
rates.

AftWhat effect has the new airfare structure had on business travel and on the travel
industry?
In most cases, the new airfare structure
has lowered coach fares by 38%. Obviously this is a benefit to the business traveler and corporate budgets. 'Me result
for the industry has been an increase in
reservation activity. However, the impact
has had a negative effect on travel
agents. Most agencies anticipate that
their commission revenue, as a result of
lower fares, will be reduced 20%-25 %.
This significant cut in revenue will have
a negative impact on travel agencies in
general. The smaller operations that lack

a large business base or that are undercapitalized will be most affected. The end
result could be fewer agencies doing
more business.
Will teleconferencing and
other office technology curtail
business travel?
During 1991, many corporations put
their travel plans on hold because of
escalating prices, the Gulf War, and a
continuing recession. But business
still needed to be conducted, and companies began to substitute teleconferencing, conference calling, and fax machines for business trips.
Consequently, managers learned the
benefits of staying in their electronic
offices rather than taking a business
trip. The travel industry is well aware
29

What role can a travel manager play in helping a company
reduce its costs?

pric-

If a company spends significant dollars
on business travel, it makes sense to
put somebody in charge who can monitor pricing and negotiate deals with
the airlines, hotels, and car rental companies. Even if it's a part-time position,
the company can reduce its costs
5%-20%. The travel manager also can
track the performance of the company's travel agency and follow up on
traveler complaints about vendor
ing and employee services. Smart
companies hire a travel manager and
manage travel as they would any other
major expense category. The ideal
travel manager should have a thorough knowledge of the travel industry,
the ability to identify and capitalize on
cost containment or reduction opportunities, a high level of personal integrity, and good communication skills.
Also, he or she should have a firm
grasp of industry statistics, a genuine
sensitivity to the company's
travelers and, of course, senior
management's confidence.
While it may be tough to find
such a manager, the potential
rewards justify the effort spent
finding that individual.

apply to all corporations, every policy
should be individualized. Companies also need to obtain the cooperation of all
their traveling employees or the policy
becomes meaningless. That's why a travel policy needs senior management's total support. Most important, it must be
communicated meaningfully and frequently to each traveler. Don't limit communications with employees to a once -ayear memo from the CFO on why we
should be aware of what is spent when
traveling. Many companies use several
interactive techniques. For example, one
company holds a series of meetings each
quarter with its most frequent travelers.
At these meetings, managers discuss
travel budgets, the cost of travel, and the
need to spend conservatively. Managers
also air their feelings about their travel
agency, other vendors, travel policies,
and the logistics of a typical trip. These
brainstorming sessions often enable the
company to find solutions to their travel
budget problems.
How can employees help
their companies control
costs?
Today, employees are very sensitive to
the fact that travel costs can affect their
company's competitiveness. Top management should encourage employees
to use good judgment and be creative
about controlling expenses. For example, employees should consider
whether a business trip is really neces-

Should companies
have a formal, written
policy?
Every company needs a formal,
up-to -date, written travel policy
that has top management's commitment and support After all,
unless a company tells its employees how and when they
should spend its money, the
company can't expect to control
travel spending. The policy
should provide guidelines and
rules for employees to follow. It
should be compatible with the
corporate culture and specify
how travel and entertainment expenditures will be reported.
While some general guidelines
30

Denis Day helps companies establish effective travel
management policies.

sary or if a telephone conference call
or other method of communication
would do just as well. Many companies
also are creative. For example, some
companies pay an employee $50 for
each night they stay at a friend's or relative's house rather than using a hotel.
Another purchases the frequent flyer
award certificates from employees at
1/2 the rate of the airfare. I advise senior management to work closely with
employees who travel and develop
strategies to reduce costs. Management should meet with those employees at least once each quarter.
What can a company realize
with a well- managed travel
program?
Companies can negotiate "soft dollar"
benefits from travel vendors. For example, if a particular hotel is used frequently it may do more than just reduce the room rate based upon
volume. The hotel also may offer free
upgrades to larger rooms, complimentary newspapers, or even a "no charge'
for breakfast. Airlines also offer upgrades or complimentary club memberships to their larger clients. Or,
when a company purchases a specific
number of trips to the same destination, many carriers will award the company free tickets. More important, a
well - managed travel program is sensitive to the employees who travel and
responsive to their travel needs.
What role does a travel
consultant play in
helping companies
control travel costs?
all

of these trends and expects to compete
with office technology in the years
ahead. However, we all know that electronics will never replace a face - to-face
meeting. Technology, no matter how
sophisticated, will never replace the
need and comfort level of meeting and
conducting business in person. The
travel industry is well aware of that
fact, too.

Consultants can help companies understand the travel industry and how it affects their
spending and employee services. If a company has no one
on staff who is informed about
the industry, how it prices its
services, and how to negotiate
for good deals, then it should
seek outside help. The fast
"consultant" the company may
want to approach is the travel
agency. An agency can be a
good resource about travel industry trends. But a consulting
firm that specializes in travel
management issues and is upto-date on industry trends can
provide customized educational workshops. An outside consultant also brings an unbiased
approach to evaluating the cost
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effectiveness of each vendor's pricing
and the quality of its services. A company should not establish a permanent
relationship with a consultant. Rather,
it should develop its own expertise, as
it would for any other product or service it purchases. For example, if a
company purchased a significant
amount of raw material for its manufacturing process, it certainly would have
someone in charge who knew that industry and could make astute decisions. That same philosophy holds
true for a company that purchases a
significant amount of travel.
Can small businesses reduce
costs as effectively as larger
busnesses?
Smaller companies can be just as proactive as larger companies in reducing
costs. Even though they spend less,
the travel budget still may be a significant percentage of a smaller company's overall budget. Smaller companies also need a travel policy that
provides strong guidelines to employees. The smaller company can require
employees to select air travel based on
the lowest airfares. It can require employees to select an airline based on
the best airfare rather than the frequent flyer award. It can require employees to use specific airlines, hotels,
rental car companies, and even restaurants where special rates have been
negotiated. It can limit entertainment
expenses, lavish hotel accommodations, and similar perks. It can limit the
use of rental cars and encourage use
of personal or company automobiles.
The smaller company also can motivate employees to be just as prudent
and cost effective with their business
travel as they are when they plan their
personal trips.
What information should
companies provide travel
agencies, hotels, and car
rental agencies?
Travel suppliers need specific information on a company's travel patterns. Everyone is willing to negotiate, but unless a supplier has specific hard data
from a company, there's no basis for
negotiation. A company needs to consolidate all its spending information
monthly and then contact suppliers
where there's any appreciable volume.
For example, if a company has several
locations in the U. S. and sends employees to Chicago on a regular basis,
they all may be spending the night at
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different hotels. The travel manager
should be able to determine the total
room nights in Chicago and which areas of the city are used frequently by
employees. Then the manager should
approach two or three hotels in these
areas to get a reduced rate based on
guaranteed volume. After all, the travel
industry is not an exception to discount purchasing. Travel agencies can
produce this information for companies. Most corporate travel agencies
have backroom operations that gather
monthly spending data according to
airline, total hotel room nights, and
rental car activity. It's up to the company, in partnership with the agency,
to analyze that travel activity and then
contact the vendors to negotiate more
favorable rates.
What are the disadvantages
and advantages of working
with a large national travel
agency as opposed to a small local
agent?
There are obvious advantages of working with a large international travel
agency. The mega - agencies, as they
are called in the industry, have a network of offices, sometimes worldwide;
sophisticated accounting and information systems; and the clout to negotiate with the major suppliers. On the
other hand, the smaller agency, while
it lacks some of the infrastructure and
systems of the larger agencies, certainly offers more personalized service
and the ability to react more quickly to
travelers' needs. Most Fortune 500
companies, with their significant budgets, realize that a smaller agency
would be overwhelmed with their travel volume. On the other hand, the
smaller company also may feel it is an
insignificant account if it decides to
use one of the mega - agencies. We recommend that the needs, requirements, and travel spending levels be a
driving force in finding the best agency for a company. A company's culture, how it does business, and its
unique travel needs also will have an
influence on an agency selection. In essence, there should be a good fit with
the agency the company selects. The
more a company learns about travel,
the more it will gravitate to agencies
that offer the services it needs.
Is it advisable for companies
to shop around for vendors
that offer the best price, or
should they establish long -term relationships with one vendor?

We believe long -term relationships are
in the best interest of the company and
the travel vendor. However, as everyone is aware, the travel industry is a
fast paced and changing business. The
favorable rates you negotiate today
could be less favorable in the future,
based upon fare wars and other promotions. As a result, the travel manager and agency need to be proactive in
seeking out new opportunities. Without that attitude, a company may miss
out on better pricing.
Are specific industries more
successful at controlling
business travel expenses
than others (for example, services
versus manufacturing)?
It's my experience that the larger companies, not necessarily in any specific industry, are more astute at controlling
costs. After all, the larger companies typically have more staff or resources to analyze and react to travel spending. I believe every company, no matter the size
or industry, can be proactive and aggressive about controlling business travel
costs. In today's travel industry environment, cost cutting opportunities are available to everyone, not just to the larger
players, so it makes sense for every company to adopt a new attitude about travel
spending and cost control. With the influence of a contemporary travel policy,
a full- or part-time manager, and a partnership approach with employees, every
company can reduce travel spending.
Finally, what's the best
travel tip you can give our
readers?
Well, that's easy —and I can give you
two. One, make sure you ask yourself,
"Is this trip really necessary?" We have
been talking about strategies to reduce
travel expenses 596 -20%. But, if you
routinely scheduled a trip to conduct
business that you now handle with a
fax machine and /or a telephone discussion, the savings can be more substantial— literally 100%. The second tip
is to consider your complete business
travel needs. Rather than a series of
one - day - trips, a more economical approach, especially for airline tickets, is
to visit several cities and clients during
the same trip. While you would incur
hotel costs, the overall airfare expense
might be far less and justify the additional time on the road.
■
Susan Jayson
Technical Editor
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CORPORATEGOVERNANCE
and the

SHAREHOLDERS'REVOLT
Shareholders want more information and accountability.
cized "some of these exorbitant salaries paid to corporate
executives unrelated to productivity," and stated that he
might have the White House
Competitive Council look into
the issue this year. Finally,
the SEC has changed its position and encouraged increased disclosure and shareholder votes on executive
pay. It seems clear that if corporate managers don't improve corporate effectiveness
and develop employee compensation systems based on
performance, government
may force them to do so.
I don't believe executive
pay is really the issue. What
shareholders desire is accountability. Shareholders
want an independent board
to develop compensation
systems that will motivate
managers to perform well
Managers should remember they are responsible to the corporate shareholders.
and to have a monitoring
system that will evaluate
their performances. To do this, an independent board of diBYMARC J.EPSTEIN
rectors and improved communications with shareholders
oliticians and corporate executives have one probare necessities.
lem in common. They are facing an irate and dissatisfied constituency. While it is unclear what will hapG.M.ANDSEARS
pen at the polls this November, recent shareholders'
hat is good for G.M. is good for the country." This
demands for management accountability guarantee corpolong
held belief again may be true for corporate
rate America will never be the same.
governance. On April 6,1992, General Motors' outside board of directors took action on matters that the finanTHEFIRST SHOT
cial community had been bothered about for some time.
General Motors was incurring record losses and manageeports of the mega - salaries earned by executives of
ment did not seem to have a plan to turn it around.
troubled U.S. companies were the clarion call for both
One month later, the Sears board was shocked when two
individual shareholders and institutional investors.
shareholder proposals received more than 40% of the vote.
These shareholders were bewildered by the increase in exThese proposals would have required the annual election of
ecutive pay when corporate profits were on the decline.
directors and changed voting procedures. In addition, 27%
Government also showed its concern. Senator Carl Levin
(D.-Mich.) has introduced the Corporate Pay Responsibility Act, of the shareholders voted to prohibit one person from holdand Representative Martin Sabo (D.-Minn.) has introduced the ing positions as both chairman and chief executive officer.
In the past, when individuals purchased a corporation's
Income Disparities Act Vice President Dan Quayle has criti32
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stock they recognized that although the system did provide
substantial investment liquidity, it did not provide much individual organizational control. Today, however, pension
funds and other institutional shareholders recognize that
their large shareholdings no longer allow the same liquidity
because of the size of their portfolios. Thus, assuming responsibility of organizational control is not only desirable
but a fiduciary obligation.
The increased activism of institutional shareholders has
been an important impetus to the change in attitudes toward
corporate governance and the role of the corporate director.
The California Public Employees Retirement System
( CALPERS) is the largest publicly funded retirement system
in the nation covering over 900,000 people and with assets
of almost $70 billion. CALPERS Chief Executive Officer Dale
Hanson has been one of the strongest advocates for a larger
role for shareholders in corporate decision making. Although he has $20 billion invested in shares in U.S. corporations, he does not want to get involved in day -to-day management decisions. Instead he wants director accountability,
director independence, and power for shareholders. He
wants pension fund managers to accept the responsibilities
that accompanies share ownership.
Colorado's Public Employee Retirement Association has not
been known as an activist shareholder. This year, however, it
refused to support the corporate boards of numerous companies including American Express, Travelers, Occidental Petroleum, and Westinghouse. Edward Regan, New York state comptroller and Gray Davis, California state controller also have been
active in the fight for increased shareholder power.
Last year, shareholder activist Robert Monks was decisively defeated in his quest for Sears board membership.
The voting and proxy systems were stacked against Monks.
Furthermore, the board did not disclose a pending share holdgr lawsuit.
No longer content to take a passive role, shareholders
demonstrated their discontent. As a result, Sears adopted
several corporate governance changes, including a new policy to allow full confidentiality in shareholder voting. Sears
also removed its chairman from the committee that nominates directors and required all directors to own at least
1,000 shares of the company's common stock.
Sears and General Motors provide us with a preview of
changes that are sweeping corporate America and forward looking organizations need to recognize that changes in corporate governance and accountability are indeed coming
rapidly. CALPERS has suggested that Sears spin off its financial services group and similar structural changes are being recommended at numerous other companies.
While Sears was voting whether to split the roles of chairman and CEO and considering structural changes in company operations, G.M. already had taken decisive action.
The board removed Chairman Robert Stempel from his post
as head of the board's executive committee and signaled a
desire to change corporate directions. The board accelerated a new business plan and took drastic action to return
the company to profitability.
Although both companies minimized the significance of
the shareholder and board actions, it is clear this is just the
beginning of a wave of shareholder activism. I believe individual shareholders will soon join institutional shareholders
in their efforts to improve the way corporate directors guide
and control U.S. corporations.
'Me reasons for this movement are numerous. It is a reaction
to abusive behavior on the part of management and a dramatic
change in the attitudes and behavior of shareholders.
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FIGURE 1 /SHAREHOLDERS' ATTITUDES
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CORPORATESHAREHOLDERSSURVEYED
recently completed study examined the use and usefulness of corporate annual reports.' It is an expansion
and replication of an earlier study completed in 1973 2
Examining the results of the current study and, in some cases, comparing those results to the earlier study provides important data for an understanding of the shareholders' demand for accountability.
The current study analyzed the responses to a questionnaire mailed to a random sample of corporate shareholders
in all 50 states that owned at least one round lot (100 shares
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of one stock) on either the New York or American Stock Exchange. In total, 246 responses were received and tabulated.
Statistical tests, including a test for nonresponse bias, were
performed. All results reported here are statistically significant. The study results are quite surprising and provide an
explanation for the rise in shareholder activism.
The shareholders' attitudes have changed since my last
survey. The results shown in Figure 1 are very encouraging
and indicate a substantial increase since 1973 (from 55% to
74 %) in the usefulness of annual reports to corporate shareholders. This is partly due to the shareholders' increased understanding of corporate annual report components and
some improvement in the presentation of information in the
annual report.
No longer can we say that annual reports aren't important
or that the individual shareholder doesn't care. The shareholders' use of annual reports also is due in part to the dramatic changes in shareholder investment goals since the
previous survey (see Figure 1).' Shareholders are far more
interested in safety of capital and steady income than speculative gains. This is a substantial change from 1973.
This shareholder interest in security affects what shareholders now expect from the corporate director. It will also
influence their demands for improved corporate governance
and improved accountability.
A related question provides us with further understanding of how investors make decisions. In 1973, shareholders
were relying on stockbrokers as their primary source of investment advice. In 1991, there was a precipitous decline in
shareholder trust and reliance on the advice of stockbrokers
for investment advice. The shareholder's analysis of the annual report and the shareholder's own technical analysis increased. Thus, it is critical for companies to provide shareholders with the information they need for decision making.

a result of error was desired by 47% of the respondents. Absolute assurance that the audited financial statements are
free from material misstatements as a result offraud was desired by 71% of the respondents. Although absolute assurance is impossible to provide, shareholders clearly want
more investigation and disclosure on the fraud issue and are
not satisfied with reasonable assurance.
Shareholders expect the boards of directors and the audit
committees to exercise more control and direction over the
external audits being performed. They want both groups to
ensure that an effective internal control system exists and
any weaknesses are being corrected. Further, shareholders
want assurance that the auditors, management, and the
board of directors are responsible for the prevention and detection of errors and fraud.
This concern for assurance also is related to the shift in
investment goals cited earlier. As investors concern themselves with safety of capital and steady income rather than
speculative investing, security is more important. In part,
this is seen in their desire for absolute assurance.
DISCLOSURE OBLIGATIONS

ho do shareholders expect to provide them with
certain information related to significant business
events? Table 1 shows shareholders' ranking of six
items. The highest ranking on each item may not be surprising. But board of directors is listed as second on four of the
six items. Shareholders hold management responsible first
on three of the items. But consistent with earlier findings,
shareholders view the board of directors as having secondary liability on issues of reporting on severe problems in
product quality and significant financial irregularities in the
company. Here again the auditors are ranked first for responsibility in the area of reporting on financial irregularities. The implications for the monitoring and supervising of
SHAREHOLDERSELF-RELIANCE
the external audit by the audit committee are clear.
An annual report should be a report to the owners of the
ndividual shareholders clearly have become more self corporation on management's effectiveness in managing the
reliant. They have assumed more responsibility of their
company's assets (stewardship function). The shareholders
financial well-being by increasing their use of corporate
clearly want more information than they are presently
annual reports and relying less on stockbrokers for their inreceiving. They want management and the board of direcvestment advice.
tors to be more accountable. The shareholders' call for a
I view this as clear evidence of a lack of trust in stockmanagement audit may be a precursor to the mandating by
brokers, management, and the board of directors. Shareeither
government or large shareholders of a continued inholders want to add an evaluation of management's overall
crease in account effectiveness (manUniphoio /John Coleui
ability. The SEC is
agement audit) to
clearly taking action
the annual report.
to provide more inThey also want a letformation to shareter from the chairholders through inman of the audit
creased disclosure
committee describrequirements and ining the committee's
creased
access to
responsibilities and
corporate boards
activities during the
through changes in
year including any
voting and proxy
material weaknesses
procedures.
in internal controls
Peter Drucker
and the actions takhas suggested in the
en to correct the
March -April 1991 isweakness.
sue
of the Harvard
Absolute assurBusiness Review,
ance that the audited
that a business audit
financial statements
performed by an inare free from materidependent
profesMajor
U.S.
companies
have
been
stunned
by
recent
shareholder
activism.
al misstatements as
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THE MANAGEMENT ACCOUNTANT'S ROLE
y research indicates that the shareholders don't
trust management representations and expect the
external auditors to investigate and verify that the
financial statements fairly present the financial condition of
the company. The shareholders want assurance there are no
significant misstatements due to error or fraud. The shareholders want management to be accountable for its performance and the accountant to be able to ensure that accountability. They want a "level playing field," and they expect the
auditor to insure that.
Liability for both external auditors and boards of directors has increased dramatically. The owners of the companies —the corporate shareholders —are demanding increased disclosure and improved governance. If they don't
receive it from management, they want their boards to take
action. They want reports of progress. They want action by
audit committees and external auditors and corporate accountants to provide the information necessary to improve
governance and disclosure. Shareholders expect the accountants to take their place in society and provide the accounting services demanded by the corporate shareholders,
as well as other stakeholders.
Consequently, the management accountant's role is likely to increase. The SEC is considering disclosure of more
information related to executive pay. This will likely include
a presentation of the methods of calculation and computations of the present value of stock options. There will be an
increased role for accountants to implement stronger internal control systems. Both compensation committees and audit committees will likely become more independent, include more outside directors, and increase their
supervision. Then, corporate accountants will become even
more critical to both improved governance and accountability.
Management accountants will likely be in positions
where they can best inform directors about potential liabilities. But as the boards of directors become more vigilant,
the corporate accountant may face more conflicts regarding
responsibility to the board of directors, management, the
shareholders, society and other stakeholders, and professional codes of conduct and personal ethical values.
ACCOUNTABILITY IS KEY
In key issue in the shareholders' revolt is accountability. Sometimes it shows up as frustration over executive
pay that appears to be unrelated to performance. Sometimes it shows up as an activist shareholder (whether an individual shareholder, institutional investor, or pension fund)
who wants more participation in corporate governance. Or,
it is the desire to have more complete disclosures so the
owners can more effectively evaluate the performance of the
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TABLE 1 /SHAREHOLDERS' VIEWS ON
DISCLOSURE OBLIGATIONS
(1 Highest Ranking)
Who has an obligation to disclose the following items?
Check as many as apply.
Manage- Board of
StockAuditors ment
Directors brokers
Is the company
positioned for
future growth?
4
1
2
3
Before you purchase
stock, what is
the risk level of
the investment?
3
2
4
1
After you purchase
stock, what is the
likelihood the
company will
go bankrupt?
1
3
4
1
Are there severe
problems in product
quality?
4
1
2
3
Are there significant
financial irregularities
in the company?
1
3
2
4
Is it likely the
company will
experience a
severe downturn
in profitability?
4
1
2 (tie)
2 (tie)
=

sional agency, similar to a financial audit, may be required.
This is consistent with the results of my survey that call for
more assurance and more accountability from the auditors,
management, and the board of directors.
More care must be taken in the design and content of corporate annual reports. Boards of directors must evaluate
how well they and the audit committee monitor and supervise corporate management. They need to determine whether they are meeting the obligations that the owners expect.
These actions can improve corporate governance and ensure management's accountability to the shareholders.

company and hired managers. In sum, the shareholder
wants management to disclose more and the auditor to audit
more so as to provide assurance of the financial condition
of the company.
If corporations want to keep the small investor in the market and if they want to keep the institutional investor satisfied as to management's performance, better accountability
is required. The shareholders want to participate more in the
process of corporate governance. They are showing more
interest in the annual reports. It is now time for managers
to remember who their bosses are and how they can work
more effectively with them.
■
Marc f. Epstein, Ph.D., is visiting professor, Graduate School
of Business Administration, Harvard University, Boston,

Mass. He is a member of the New York Chapter and may be
reached at (617) 495 -6359.
'Marc J. Epstein and Moses L Pava, Ike Shareholders Use of Corporate AnXX41
Reports.JAI Press, Inc., Greenwich, CT, forthcoming, 1992.
'Marc J. Epstein, The Usefulness of Annual Reports to Corporate Shareholders, Bureau of Business and Economics Research, California State University, Los Angeles, CA, 1975.
'Further discussion on the usefulness of annual reports generally and various financial statements specifically can be found in Marc J, Epstein and Moses L Pava,
"How Useful Is the Statement of Cash Flows ?" MANAGEMENT ACCOUNTING®, July 1992.
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Win /Win
Business Sales
A few simple tools can help both buyer and seller profit.
BY DONALD L. MORRISON, CMA
business sale should be a
win /win situation for both
the buyer and the seller. A
necessary ingredient is
competent financial advice. It can
mean the difference between selling
and not selling a business, and the subsequent success of the business after
the sale. Here are several "tools" to
save taxes, reduce risk, and simultaneously improve after -tax cash flow for
both sides in a typical installment sale.
The first thing to remember is that
the We price is notthe real price! The
real price is cash flow after tax, adjusted for an appropriate time value of
36

money given the riskiness of the deal.
The overall structure of the sale affects
taxes and risk for both the buyer and
the seller. Often you can lower the
price, improve the cash flow for both
sides, and decrease the overall risk.
Establishing the "right" price is
very difficult— somewhat like "pinning
jello to the wall." An appraiser can help
you establish the range of prices you
should consider and determine how
changes in underlying assumptions
can affect the value. Obtaining a formal
appraisal can cost thousands of dollars, and two fully qualified appraisers
can differ substantially on the value. I
repeat —there is no one "right" price.
Trying to compare prices rarely

works, either. Even if fully comparable
businesses exist and have been sold
recently, it's tough to find out the price
for which they sold. Even still, you also
must know all the other terms of the
sale, or the "price" is almost meaningless.
Rules of thumb rarely apply. Book
value often bears no relationship to
earning power or the market value of
the firm's assets. Net sales may be
high and profits low, or vice versa. Low
profits may conceal high owner compensation or valuable company assets
that could be sold without affecting
company operations. Stiff competition
lowers the value; great growth prospects raise the value. The number of
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variables is endless.
If a business is worth more dead
than alive, the value will be whatever
the assets can bring. If it is worth more
as a going concern, then its value is
based on its expected future cash flow.
"Cash flow" is not "profit" and often
has to be estimated by adjusting the income statement. For instance, many
owners pay themselves higher salaries
and benefits than they would pay a
manager to do the same work and add
the surplus to "cash flow" from the
business. Depreciation and capital expenditures are other major cash flow
adjustments.
After you have figured out the adjusted cash flow, you need to estimate
what it will be in the future. Two key
variables willbe how much growth to
factor in and the appropriate time value of money. The business value will
be highly sensitive to each of these
variables. For example, assume a business generating $200,000 /year cash
flow (after tax) is expected to grow 10%
a year from factors already in place,
and assume the appropriate time value
of money is 20%. With these assumptions, the value of the business is $2
million. Change the growth to 0% and
the time value of money to 25 %, and the
value drops to $800,000. You can see
how important even seemingly minor
changes in these assumptions can be.
Estimated growth and time value of
money are not the only variables that
can change a valuation substantially.
Small and medium -sized businesses
often are difficult to market. If that is
the case, you may find an additional
"marketability discount" applied. If only a minority interest is being sold, an
additional "minority interest" discount
may apply. The size of these discounts
depends on the facts and circumstances of each case, but they can be
quite large. Marketability discounts of
25% are common, and minority interest
discounts may be even larger. The
combined effect of these two discounts
alone can reduce the value of a business by more than 50%.

CASH FLOW IS KING!
aluing a business is subjective
and extremely difficult. Although price is an important
starting point for discussion, what really matters is that both parties agree the
expected future after -tax cash flows to
them are satisfactory.
■ First, decide on a reasonable "base
case" set of assumptions.
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• Second, project future cash flows
from the business based on those
assumptions.
• Third, tentatively plan the sale, including the after -tax cash flow to
both the buyer and the seller.
• Fourth, run cases under various assumptions. Modify the terms of sale
until both buyer and seller are satisfied with the expected cash flow
and the level of risk involved.
To evaluate the effects of planning,
start with a hypothetical "plain vanilla"
five -year installment sale as a benchmark for comparison. You can plan a
sale without this step or ever even
agreeing on the "value," but a basis for
comparison makes the job a lot easier.

DON'T IGNORE THE BASICS
finding a qualified buyer can be
difficult. Maintaining employee
morale during the process also
can be difficult, so a business owner
may want to keep the process confidential and may want to use a business
broker for the job. Business brokers
help find buyers and maintain confidentiality (if needed) while they look,
and they can help package the information needed to sell the business, including help generating restated financial statements and a starting "price"
for the business. Their fees can be
high, however, often as much as 10%
of the final price of a small business as
their commission. If a seller knows
about potential buyers, he may want to
contact them on his own before committing to pay a broker. Because a broker's compensation often is tied strictly to the "price" for which a business
sells, a broker has a financial incentive
not to use many of the techniques I'll
be describing. If you plan to use these
tools and also use a broker, you or
your broker may want to negotiate a
different fee structure.
"S" vs. "C ". Corporate "S" vs. "C" tax
status should be reviewed and any
needed changes made before the sale.
Many factors are involved in this decision, but a particularly important one
is that personal interest expense incurred to purchase shares of a "C" corporation is tax deductible only against
investment income. As most buyers
will not have that much investment income, they will not be able to deduct
a good portion of their interest expense. Interest incurred to purchase
"S" corporation shares is fully deductible if the buyer is actively involved in
the business.

If the company is a "C" corporation,
a partial solution is to have any purchase debt held by the company,
which, in most cases, provides immediate deductibility of interest expense.
The downside is that the buyer will
have a lower basis in his stock and
thus higher capital gains tax when his
stock eventually is sold.
Asset vs. StockSale. In an asset sale,
the buyer purchases only those assets
he wants and limits assumed liabilities
to those enumerated specifically in the
contract. This reduced liability is a major advantage for the buyer. Third-party contracts with the old corporation
do not carry over and often must be renegotiated. The assets purchased get
a step -up in basis for the buyer. Unfortunately, proceeds from the sale may
be taxed first to the selling corporation, then to the selling individuals as
a dividend. Because of reduced potential liability and possibly higher costs
to the seller, an asset We generally
tends to favor the buyer.
A purchase of stock may be simpler. The corporation continues as before, just with different owners. Proceeds are taxed directly to the selling
individuals. A stock sale generally
tends to favor the seller.
StockSwap. An acquiring corporation may use its own stock to obtain either the assets or stock of the selling
corporation. This transaction may
qualify as a tax -free exchange for the
seller. If the acquiring company is a
publicly traded company, this deal
may have a lot of appeal to the seller.
A statutory merger is a similar technique but with greater flexibility in use
of cash. When the seller eventually
sells the stock he received, capital
gains tax willbe owed. Both options
can be very complex.
Other Considerations.The due diligence process for both the buyer
and seller can be quite involved and
time consuming. Except for an all cash deal (very rare), the seller must
be convinced the buyer will be able
to make the payments. In most cases, it means the seller must be convinced the buyer can run the business successfully.
The buyer must be satisfied the financial records reflect the condition of
the business accurately and must be
confident key customers and key employees can be retained. Decisions
must be made about who gets the accounts receivable and liquid assets in
the business. All assets must be inventoried carefully, and financial and legal
liabilities must be reviewed.
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may be able to negotiate a
better overall deal if things
work out as planned, and
the seller shares in the benefit if things go even better
than expected.

TABLE 1 /TYPICAL INSTALLMENT SALE
SALE PRICE
SELLER'S BASIS
Business Cash Flow
Annual Growth

$600,000
5.0%

NOW
BALANCE OWED
Beginning
2,000,000
End
1,800,000
BUYER
Cash Flow, Operations
Interest
Tax (31 %)
( "S" Corp)
Down Payment
(200,000)
Principal
Net

Cash Flow

TERMS OF SALE
Down Payment
Principal
Years
Interest

$2,000,000
$0

1

2

3

1,800,000 1,440,000 1,080,000
720,000
1,440,000 1,080,000

Management Contract.

4
720,000
360,000

5
360,000'
0

600,000
630,000
661,500 694,575 729,304
(91,800) (61,200) (30,600)
(153,000) (122,400)
(138,570) (157,356) (176,607) (196,346) (216,598)

(360,000 ) (360,000 ) (360,000 ) (360,000 ) (360,000 )
33,093
77,029 122,106
(51,570)
(9,756)

(200,000)

Total Cash

($29,099)

200,000
360,000
360,000 360,000 360,000
0 360,000
(56,000) (100,800) (100,800) (100,800) (100,800) (100,800)
61,200
30,600
153,000
122,400
91,800
0
(9,486 )
(47,430) (37,944 ) (28,458) (18,972 )
0
301,428
280,314
343,656
322,542
144,000 364,770
$1,756,710
Total Cash
.

SELLER
Down Payment
Principal
Capital Gains Tax
Interest
Income Tax
Net Cash Flow

$200,000
$360,000
5
8.5%

ML

WHAT PLANNING TOOLS ARE
AVAILABLE?
o repeat a crucial point, what
matters most is after -tax cash
flow, not "price." Most sales
can be structured to improve the cash
flow for both parties at a lower "price."
To measure this improvement, a good
starting point is to compare the
planned cash flow results with a realistic, typical business sale, such as a five -year installment sale. As most planning tools add complexity, the benefits
can be compared with the added complexity to see if a particular planning
tool is justified.
Whatever deal finally is structured,
reasonable cash flow projections under a variety of conditions should be
considered. Projections always will be
at least somewhat wrong, but the cash
flow on a deal under a reasonable
range of circumstances should always
be checked to protect both buyer and
seller.
Installment Sale. This planning
technique is the most commonly used
and often the only tool used. If the buyer cannot raise enough money to cash
the seller out, the seller makes a loan
to the buyer for the balance of the purchase price. The seller receives inter38

est on the note and pays capital gains
taxes only as the note is paid off. The
note usually is junior to any bank debt
and is considered very risky. Often,
the business must succeed in order for
the note to be paid off.
Many buyers fall into the trap of trying to negotiate a low interest rate after
agreeing to a "price." Because interest
is tax deductible and principal payments are not, taxes for the buyer can
be reduced by negotiating a lower purchase price in exchange for a higher
interest rate. The debt is very risky
(higher than most junk bonds), so the
rate can be very high, which means
the savings can be substantial. The IRS
has set a floor on interest rates but not
an explicit ceiling. The rate selected
must be reasonable, and proper support for the rate selected should be
available.
Contingent Earnout. An earnout
makes payment of the full price contingent on the future performance of the
target as measured by some agreed upon criteria. For instance, the selling
price or some other form of compensation may change, and pay under a
consulting or management contract
could be based on net sales. Contingencies are a major tool to protect the
buyer. By offering them, the seller

Often the seller's personal
contacts and knowledge are
critical to the success of a
business. Making that
knowledge available to the
buyer after the sale can be
very valuable. There are tax
advantages to a management contract as well. Compensation is tax deductible
to the business, while principal payments are not, so
every dollar of purchase
price that can be converted
into compensation saves the
buyer money.
Covenant not to Compete.

Agreeing not to take the
money, move across the
street, and go back into
business as a competitor
can be critical. A value can
be assigned to this agreement, and the payments deducted by the company as
compensation. Every dollar
of principal converted into compensation saves the buyer money.
Unfunded Deferred Compensation.

Deferred compensation is a legal obligation of the company to pay compensation in the future instead of now. If
no assets are set aside to cover this ob.
ligation, the "value" of the company is
lowered by the amount deferred, plus
interest. The drop in value is offset by
compensation. Again, nondeductible
stock purchase payments have been
converted into deductible compensation payments.
Total compensation each year must
be "reasonable," or the IRS may consider the excess a dividend, which
means the more years you have to
work with this tool, the better. An
agreement entered into the same year
as a business sale also will be considered suspect.
Funded Deferred Compensation.

Money funding a deferred compensation agreement can be set aside in a
"Rabbi Trust "` to ensure it goes to the
seller eventually. The assets involved
must be subject to claim by the general
creditors of the corporation. For a variety of reasons, life insurance usually
is used to fund these agreements. Until all agreed -upon payments have been
made, the seller is in danger of losing
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the remaining payments if the buyer
dies or becomes disabled. Insurance
usually is provided to protect against
this event. Combining this need for insurance with funded deferred compensation can be cost effective, but even
more advantageous is "split dollar"
funding for this insurance.
Use of life insurance in these applications has been hampered previously
by the high commissions on insurance
and resulting low cash values in the
early years of insurance policies. The
new low and even zero commission
products eliminate this problem, but
they are so new that few agents work
with them.
Two -Step Sale.This option applies
only if the seller does not need all the
cash from the sale of the business and
wants to eliminate capital gains tax on

gain from assets sold now, but this tax
can be eliminated if the stock is held
until the seller's death. If the seller is
in good health, purchase of the seller's
interest can be guaranteed through a
buy -sell agreement funded with life insurance.
Employee Stock Option Plan (ESOP). Congress likes the idea of em-

ployee ownership, so it created some
extremely favorable tax incentives to
encourage it. In the process, it created
an excellent tool to help buy and sell
a business. The buyer still essentially
owns and runs the company, but the
employees have a major stake in the
company's success.

makes more money and can make the
loan at a lower interest rate. All the
money the company contributes to the
ESOP to pay off the loan is tax deductible, including principal. The buyer, as
trustee, votes the unallocated stock in
the ESOP on almost all corporate matters, thus preserving control.
SELLER: The seller gets much
more cash up front. If the ESOP owns
30% or more of the company's stock,
proceeds rolled over into proper in-

vestments are not subject to capital
gains until sold. If the proceeds are invested in a CRU P or CRA'I`' or are
held until the seller's death, they are

never subject to capital gains tax.
In short, the buyer has more money
available to buy the business, and even
plan is used to buy stock for the emthe principal payments are tax deductployees instead. A financial institution
ible. The lender gets a tax break and
the sale. When the owner dies, all caplends the ESOP money. If the ESOP
can make the loan at a lower rate. The
ital assets receive an immediate step seller gets cash out up front and
owns 50% or more of the company's
up in basis to fair market value. The
doesn ' t have to pay immediate capital
stock, the lender gets to deduct half of
seller will pay capital gains tax on any
the interest on the loan. The lender
gains tax. The employees get a stake
in the company.
ESOPs also have a downside. They are expensive
TABLE TPLANNED SALE
I" , 1 0 M V
and complicated. If your
SALE PRICE
$700,000
TERMS OF SALE
stock is not traded publicly,
SELLER'S BASIS
$0
Down Payment
$200,000
you will need an annual apPrincipal
$100,000
praisal satisfactory to the
Business Cash Flow
$600,000
Years
5
IRS. Employee communicaAnnual Growth
5.0%
Interest
15.0%
tions are critical, and workers will learn more about
NOW
1
2
3
4
5
the company's financial afBALANCE OWED
fairs.
The biggest problem
Beginning
700,000 500,000
400,000
300,000 200,000 100,000
can
be
the unexpected
End
500,000
400,000
300,000
200,000 100,000
0
one - buying back stock
BUYER
from employees as they
Cash Flow, Operations
600,000
630,000
661,500 694,575 729,304
eventually leave the compaInterest
(75,000) (60,000)
(45,000) (30,000) (15,000)
Combined Effect,
ny. A funded repurchase li(350,000) (364,000) (378,560) (393,702) (409,450)
Management Contract,
ability program can keep
Covenant Not to Compete,
this situation from becomUnfunded Deferred
ing a problem.
Compensation
Charitable Remainder
ax (31 %)
(54,250) (63,860)
(73,761) (83,971) (94,505)
Trusts. Charitable remain( "S" Corp)
der trusts are the next best
Down Payment
(200,000)
thing to a free lunch. You

BUYER: Money that would have
been used in a company retirement

�

Principal
Net Cash Flow

M

(200,000)

(100,000) (100,000) (100,000) (100,000) (100,000 )
20,750
42,140
64,179
86,902 110,349
Total Cash
$124,319

SELLER
Down Payment
200,000
Principal
0
100,000
100,000
100,000
Capital Gains Tax (56,000) (28,000) (28,000)
(28,000)
Interest
0
75,000
60,000
45,000
Combined Effect,
350,000
364,000
378,560
Management Contract,
Covenant Not to Compete,
Unfunded Deferred
Compensation
Income Tax
0 (131,750) (131,440 ) (131,304)
Net Cash Flow
144,000 365,250
364,560
364,256
Total Cash
MANAGEMENT ACCOUNTING /AUGUST 1992

100,000

100,000

(28,000) (28,000)

30,000
393,702

15,000
409,450

(131,348) (131,580 )
364,355

364,871
$1,967,292

put a highly appreciated as-

set, such as a business, into
a trust and promise to give
it to charity eventually. The
gift doesn't become effective until both you and your
spouse have died, and you
collect the income from the
trust until then.
You need to put company
stock into the trust before
the stock is sold. Once the
stock is sold, the proceeds
are taxed only when they
are withdrawn from the
trust. The trust has more
money to invest because it
39

ues. The result can be the death of the
business. Fortunately, many tools are
available to control the problem. Unfortunately, the natural human tendency is to avoid the issue.

pays no tax. Taxes are paid only on the
money actually paid to you. As long as
either your or your spouse is still alive,
you receive more income from the
trust than you would have if you had
been forced to pay capital gains tax on
the sale. When both of you have died,
the charity of your choice gets the
money. Also, you can buy insurance to
completely replace the asset for your
heirs, and it can be purchased for substantially less than the tax savings
from the trust. You win, the charity
wins, and your heirs win.
Family or Employee Sales. When
you decide to sell your business, finding a buyer is rarely easy. An alternative is to sell it to someone within the
business or to pass it on to a family
member. Numerous issues such as
employee incentives and buy -sell
agreements are involved, and the human issues need special attention.
These transitions work best if they are
planned well in advance.
Congress and the IRS have created
special rules to make sure the full value of a family business is subject to estate taxes when the company is passed
on to other family members, which
makes family succession planning
with a business particularly difficult
and even more important.
Estate Planning. Selling a business
involves many related state planning
issues. Estate taxes alone are as high
as 55%—and that's on all assets, not
just income. The rates are confiscatory, and paying the tax can result in
forced liquidation of assets at low val-

WHICH SALE IS BETTER?
figure 1 illustrates the differences between a typical five year installment sale with 10%
down and a planned sale. The bars
show the buyer's cash flow each year
after tax. The lines show the seller's
cash flow each year after tax.
Most important to the buyer is that
cash flow is always comfortably positive (except for the down payment).
The buyer has more cash in each of
the first four years, more total cash, a
higher present value, and a higher future value. The seller has more cash in
every year. The deal is less risky to
both the buyer and the seller because
the buyer is more likely to be able to
make the business succeed. In other
words, regardless of how you look at
the deal, both parties are better off.
Part of the analysis, not shown
here, would be cases showing a realistic upside and downside. If the downside appeared too risky, contingency
factors could be added for protection.
Installment Sale. Table 1 shows the
installment sale numbers used for Figure 1. The sale was a stock sale for $2
million. Terms included a 10% down
payment, principal payments for five
years, and 8.5% interest on the unpaid
balance. "S" Corp. status was as-

FIGURE 1 /INSTALLMENT VS PLANNED SALE q

W

ANNUAL CASH FLOWS, AFTER TAX

REMEMBER
uying or selling a business involves a number of financial
considerations that can be overlooked easily. Key factors to remember include the following:

B

• There is no one value for a business.
• The "price" is NOT the price. You
also must know the terms.
• Risk and after tax cash flow matters
most to both buyer and seller.
• Cases to makes sure the deal works
under various future conditions
should be run.
• With proper cash flow and tax planning, you can negotiate an overall
deal with less risk and more cash
for both buyer and seller.
The tricky part is putting them all
together.
■
Donald L. Morrison, CMA, is president

of Advanced Financial Concepts, specializing in business sales and related
areas. The article was submitted
through the Bellevue /Eastside Chapter
in Washington State. He may be reached
at (206) 450 -9607 or 12826 SE 2nd

-

$400

sumed, with the buyer in the 31% income tax bracket. The seller was assumed to have essentially no basis in
the company.
Planned Sale. Table 2 shows the
planned sale numbers used for Figure
1. The sale was still a stock sale, but
now the "price" is much lower— $700,000. Terms include the same
$200,000 down payment, principal payments for five years, and 15% interest
on the unpaid balance. The combined
effect of a management contract, covenant not to compete, and /or unfunded deferred compensation starts at
$350,000 and increases 4% each year to
compensate for inflation. Additional
tools could have been used as needed.

$300
$200
C

cts

St., Bellevue, Wash., 98005 -3603.

$100
0

A Rabbi trust is an irrevocable trust which, because
of retained administrative powers. is treated as a
grantor trust.
'CRUT— Charitable Remainder Unitrust.
'CRAT— Charitable Remainder Annuity Trust.

($100)
($200) "9
'
NOW

1

Buyer, Planned

2

3
4
YEAR
O Seller, Installment
■ Seller, Planned
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Your computer can help manage costly phone bills.
BY WILLIAM B. WINBERG
o you review your company's phone bills for accuracy and to see if employees are abusing their phone
privileges? If you don't, then you're missing an opportunity to control a major expense.
I am currently the chief internal audit manager for the
State of Illinois' Department of Central Management. My office was asked to develop a software program to help employees review their phone bills for accuracy and any potential abuse or misuse.
Software makes it
possible to review
any data files and
records quickly and
accurately. Your only limitation is your
creativity.
We used a general spreadsheet software program to do
the following:
• Prepare a frequency distribution of long -distance phone calls
in minutes per
call.
• Select out -of -state
and international
calls.
• Indicate the calls
made after offices
are closed.
• Indicate calls lasting more than a
specific number
of minutes.
• Highlight most
frequently called
numbers.
• Select one or
more phones for
full analysis.
The program enables companies to
review phone bills
electronically. If you

do not receive automated phone bill data, check with your
phone company and request that they provide information
in an electronic format. Sophisticated utility and audit software also is available to help companies perform this analysis.
Once any automated data file has been defined, you can
select the data you want to analyze. If you use one automated
file for another automated system to do analysis, the analytical software system must know what information to look for
and where the data are placed. Consequently, when you define a file for the analytical software you
will establish the
ability to use the
main file and all of its
records. By using a
record layout, you
will simulate each
record position by
indicating where it
begins, type of data
(numeric or alpha),
and how many digits
it uses. The billing
data file contains a
great deal of information, not all of
which we use.
FREQUENCY
DISTRIBUTION
ANALYSIS

A Careful analysis of phone usage can save money.
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n our company,
we selected long distance calls for
our frequency distribution analysis. We
assumed long -distance calls are for
business purposes
only.
The analysis criteria selected phone
calls with durations
of 0-2 minutes, 3-5, 56, and so on up to
30+ minutes. We
tried several different groupings but
41

duration. We reviewed this area for possible line or equipment charges. Based on this review, we discovered that on
occasion an employee would hang up the phone when the
call was completed, but the phone company did not disconnect. It happened rarely, but, without a review, it could have
caused an expensive overcharge. You should note that conference calls can distort your analysis if they are not taken
into consideration.
Another area to analyze is the most frequently used number. A single sort according to the phone number called can
indicate location of calls. If you eliminate the most frequently
used business phone numbers, nonbusiness calls can be
identified easily. Employee home phone numbers are the
most common. Our policy is to allow employees to call home
or their doctors. However, calls made to the same number
three to five times per day
are considered unnecessary.
LONG - DISTANCE PHONE USAGE—'
If you have questions
about a unit or person, you
Number
Mean Std De
Percent
may isolate one or more
of Calls
.49
phones for analysis. This
1.38
9.1
1,231
3.43
.50
6.9
analysis should show all lo374
5.43
.49
5.0
170
cal and long - distance calls
7.50
.50
4.4
110
and equipment charges.

found that this satisfied our objective. The results for one
period are shown in Table 1.
The first step is to determine the time bands to be used.
This, of course, is judgmental. Once the report was printed
we learned some interesting facts about specific patterns of
call duration, total number of long- distance calls, and a unit's
average long - distance call time. When we reviewed the same
analysis for lower -level units, it was possible to see where
the largest number of long - distance calls were made.
The organization averaged 4.5 minutes for each long -distance call. One unit within the structure -which was used
for the sample -spent an average of 8.41 minutes per call.
While the auditor can use the software as a base to conduct further testing, it also can be used for management decision making. For example, in a sales, marketing, or cus-

TABLE VANALYSIS OF
Range in
minutes

>

0.01 -2.00
2.01 -4.00
4.01 -6.00
6.01 -8.00
8.01 -10.00
10.01 -12.00
12.01 -14.00
14.01 -16.00
16.01 -18.00
18.01 -20.00
20.01 -22.00
22.01 -24.00
24.01 -26.00
26.01 -28.00
28.01 -30,00
30.00
inal Total

Total
1,702.00
1,284.00
923.00
825.00
805.00
476.00
450.00
539.00
227.00
212.00
193.00
211.00
205.00
140.00
177.00
10,267.00
18,636.00

86
41
33
35
13
11
9
9
8
5
6
74
2,215

4.3
2.6
2.4
2.9
1.2
1.1
1.0
1.1
1.1
.8
.9
55.1
99.9

9.36
11.61
13.64
15.40
17.46
19.27
21.44
23.44
25.63
28.00
29.50
138.74
8.41

.48
.49
.48
.49
.50
.45
.50
.50
.48
.00
.50
158.63
38,05

BEDISCREET

f you decide to review
phone bills, be discreet.
You must use good judgment to separate nonbusiness from business phone
calls. With a computer to do
the internal legwork, the repetitive and laborious portions are eliminated.
Also, you can combine
area selections for broader
or narrower analyses. For
example, you can select all
out -of -state calls that are
lasting more than 30 min2$.
utes made after 6:00 p.m.
Once these selections are
made, they can be matched
easily to individual telephone logs. In case phone logs are
not in operation, you may consider instituting them as a possible addition to your general operating procedures.
Although the approach described here requires printouts
of data selected for analyses, the same software programs
are available for on -line inquiries. Keep in mind that the analysis can narrow the areas of review, but it cannot be used
to identify a single abuser or case of misuse. However,
trends can be identified, and this will be helpful in managing
your phone bills.
■

Computers eliminate the repetitive and laborious
aspectsof your analys
tomer service department, telephone costs can be a major
expense. Not only can cost projections be made from comparable and consistent analysis, but managers also can determine if the phone is being under or overused when they
compare data to other production analyses. For example, Table 1 indicates that 55.1% of all long - distance calls last longer
than 30 minutes. These data prompted further study of
phone use.
Other areas that can be analyzed include out -of -state and
international calls. The purpose of your analysis is to search
for the unusual. If your firm conducts business interstate,
this portion of a review may not be important unless further
qualifications are placed in the selection criteria process.
If normal business hours for your firm are between 8:00
a.m. and 5:00 p.m., you may want to look for calls made by
persons using a company phone when no one is in the office.
For test purposes, we selected 6:00 p.m. Some adjustments
were necessary to account for areas that had night shifts, but
the results were quite informative.
The frequency distribution analysis showed calls of long
42

William B. Winberg, CPA, FLMI, is the chief internal audit

managerfor the Department of Central Management Services,
State of Illinois.
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The New Approach
to Accounting for
IncomeTaxes.7..1-717Financial
Haw uiil/ SFAS No. 109�a� �et�the�woy

Accounting

companies account for income taxes?
BYMARK M.BIELSTEIN AND EDWARD W.TROTT
n February 1992, the Financial Accounting Standards
Board issued Statement of Financial Accounting Standards No. 109, "Accounting for Income Taxes." SFAS
No. 109 is the result of three years of reconsideration
of the requirements in SFAS No. 96. It supersedes that statement and effectively sup ersed es APB No . 11, "Accou nting
for Income Taxes — Special Areas." Although SFAS No. 109
requires an asset an d liab ility m etho d of accou ntin g for incom e taxes sim ilar to that requ ired by SFAS No. 96 and retains many of the same concepts, the FASB has made a number of significant chan ges.
One o f th e m ost sign ificant ch an ges is that d eferred tax
assets n o w will b e recogn ized an d m easu red b ased o n the
likelihood of realization of a tax benefit in future years. That
is, deferred tax assets are recognized for d edu ctib le temporary differen ces an d o perating lo ss and tax cred it carryforwards. Th en a valu atio n is es tab lish ed to red u ce th at deferred tax asset if it is "m o re likely than n o t" that th e tax
benefits will n ot be realized.
The FASB h as simp lified so m e o f th e m echan ical com plexities o f the deferred tax calculatio n in SFAS No. 109 as
compared with SFAS No . 96. Ho wever, th e n ew statem ent
introduces jud gm ental com plexities relating to the recognition of deferred tax assets by req uirin g an evalu ation o f the
likelihood of realization of tax benefits in future years.
The requirem ents o f SFAS No. 109 are effective for fiscal
years beginn in g after Decem ber 15, 1992. Fu rther d elays in
the effective d ate are n ot ex pected.

OVERVIEW OF SFAS NO. 109
ollowing is a brief overview of the major concepts of
SFAS No. 109. Certain provisions of the new statement are discussed in more detail later in this article.
Balance sheet focus. As in SFAS No. 96, the focus of accounting for income taxes under SFAS No. 109 is on the balance sheet. Deferred tax assets and liabilities and the valuation allowance are calculated at the beginning and end of
a reporting period. The change in the sum of the three items
from the beginning to the end of the period generally is recognized as deferred tax expense or benefit.
MANAGEMENT ACCOUNTING /AUGUST 1992

Temporary
differences. Temporary differences are the
differences between the tax
bases of assets
and liabilities
and their repor ted am oun ts

in the financial
statements that
will result in I
_
taxable or d eductible amounts in future years when the financial statement carrying amounts of the assets and liabilities are recovered and settled. These differences are the primary
cause of deferred tax assets and liabilities. With the balance sheet focus of SFAS No. 109, deferred tax assets and
liabilities are recognized based on temporary differences
that exist at each balance sheet date. These differences
must be identified for each tax jurisdiction — federal,
state, and foreign. In most cases, the identification of all
temporary differences will require the development of a
tax basis balance sheet.
Recognition of deferred tax assets and liabilities. Under
SFAS No. 109, temporary differences are identified as taxable temporary differences (differences that will result in future taxable amounts) and deductible temporary differences
(differences that will result in future deductible amounts).
A deferred tax liability is recognized for virtually all taxable
temporary differences. A deferred tax asset initially is recognized for all deductible temporary differences and operating loss and tax credit carryforwards. The likelihood of realizing the tax benefits related to that deferred tax asset then
is evaluated, and a valuation allowance is recognized to reduce that asset if it is "more likely than not" that all or some
portion of the asset will not be realized."More likely than not"
is intended to mean a level of likelihood of more than 50%.
This new approach in SFAS No. 109 allows for consideration
of future income in assessing the likelihood of realizing tax
benefits in future years.
Measurement of deferred tax assets and liabilities. Deferred
43

rider SFAS No. 109, the following steps are performed in the tax calculation:
1. A current tax liability or asset and current tax expense
or benefit are recognized for the estimated taxes payable
or refundable based on the tax returns for the current
year.
2. All temporary differences are identified and accumulated
for each tax jurisdiction. Those temporary differences are
segregated as taxable temporary differences and deductibletemporary differences.
3. Operating loss and tax credit carryforwards are identified.
4. A deferred tax liability is recognized on all taxable temporary differences based on the enacted tax rate expected
to apply when those differences are expected to reverse.
5. A deferred tax asset initially is recognized on all deductible temporary differences and operating loss and tax
credit carryforwards based on the enacted tax rate expected to apply when those differences and carryforwards are expected to reverse or to be used.
6. The deferred tax asset (step 5) is evaluated to determine
whether that asset should be reduced by a valuation allowance. A valuation allowance is recognized to reduce
that deferred tax asset if, based on an evaluation of all
available evidence, it is "more likely than not" that all or
some portion of that deferred tax asset will not be realized. The valuation allowance should reduce the asset to
the amount that "more likely than not" will be realized.
The valuation allowance is based on the total deferred tax
asset —not on the net of deferred tax assets and liabilities.
7. The change in the sum of the deferred tax liability and
asset and the valuation allowance from the beginning to
the end of the period generally are recognized as deferred tax expense or benefit.

AN EXAMPLE
he following example illustrates the application of
these steps to accounting for income taxes in accordance with SFAS No. 109.
The assumptions are that:
44

Based on the requirements in SFAS No. 109, the company would apply the following steps:
1. Current tax expense and a current tax liability of $187
would be recognized for taxes payable on taxable income
for the current year, as shown in Table 2.
2. At the end of the year, the company has taxable temporary differences of $100 and deductible temporary differences of $150. It has no operating loss or tax credit car ryforwards.
3. The company would recognize a deferred tax liability of
$34 on the taxable temporary differences related to the
depreciable assets based on the enacted tax rate (34%).
Deferred tax liability =100 x 34% = 34
4. The company wouldrecognize a potential deferred tax asset of $51 on the deductible temporary differences related
to the deferred compensation contracts based on the enacted tax rate (340).
Deferred tax asset = 150 x 34% = 51
5. The company would recognize a valuation allowance on

TABLE 1

Book
Carrying
Amount

Depreciable assets
Deferred compensation
Net temporary differences

350
150

Tax
Basis

250

Taxable
(Deductible)
Temporary
Differences

100
150
(50)

TABLE 2
Pretax accounting income
Additional tax depreciation
Deferred compensation not deductible
for tax purposes
Taxable income
Tax rate
Current tax expense

500
(100

)

STEPS IN TAX CALCULATION

• The company had no temporary differences at the beginning of the year;
• During the current year, the company had pretax accounting income of $500;
• At the end of the year, the company has the two temporary differences shown in Table 1;
• The estimated remaining useful lives of existing depreciable assets range from three to seven years;
• The deferred compensation contracts with management
personnel are expected to be paid in 2010 based on the
terms of the contracts;
• The company has no operating loss or tax credit carryforwards;
• There are no permanent differences; and
• The enacted tax rate for the current year and future years
is 34 %. There are no graduated tax rates. The tax law permits three -year carryback and 15 -year carryforward periods for operating losses.

—

tax assets and liabilities generally are measured under SFAS
No. 109 using the enacted tax rate expected to apply for the
periods in which the deferred tax asset or liability is expected to be realized or settled. The effects of future changes
in tax rates are not anticipated. When graduated tax rates
are expected to have significant effects on future taxes, an
average tax rate applicable to the estimated average annual
taxable income would be used to measure deferred tax assets and liabilities. Special deductions (e.g., statutory depletion and small life insurance company deductions) are not
treated as adjustments of the enacted rate in SFAS No. 109.
Changes in tax laws or rates. Under the asset and liability
method of accounting for income taxes, deferred tax assets
and liabilities represent taxes to be recovered or settled in
the future. Accordingly, as in SFAS No. 96, deferred tax assets and liabilities are adjusted under SFAS No. 109 to reflect
the effects of enacted changes in tax rates or other provisions of the tax law. Future changes in tax laws or rates are
not anticipated. The effects of those enacted changes are
charged or credited to income from continuing operations
as part of deferred tax expense or benefit for the period in
which the change is enacted.

150
550
34 %
187
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■ There are no means to accelerate the deductible amounts
related to the deferred compensation contracts. Under
the provisions of the tax law, an operating loss in 2010
resulting from the deductible amounts related to the contracts could not be carried back to recover taxes paid for
the current or prior years.
■ Taxable temporary differences related to depreciable assets will result in taxable amounts in years prior to the
year in which the deductible amounts related to the deferred compensation contracts will occur. The deductible
amounts related to the deferred compensation contracts
could not be carried back under the provisions of the tax
law to offset the taxable amounts related to the depreciable assets.
■ Realization of the tax benefits of the deductible amounts
related to the deferred compensation contracts will depend on earning taxable income in the years 2007 (three year carryback from 2010) through 2025 (15 -year carryforward from 2010). Because realization of the deferred
tax asset depends on the company's earning income in
the future, all available evidence concerning the likelihood of future income should be considered.
6. Assuming that the company concludes it is "more likely
than not" that the full amount of the deferred tax asset
of $51 will be realized because the company expects to
earn at least $150 of cumulative income in 2007 through
2025, no valuation allowance would be recognized. In that
case, a net deferred tax asset of $17 (deferred tax asset
of $51 less deferred tax liability of $34) would be recognized. The deferred tax benefit for the current year would
be $17, which is the difference between the net deferred
tax asset or liability at the beginning of the year (zero)
and the net deferred tax asset at the end of the year ($17).
Total tax expense would be $170 (current tax expense of
$187 less deferred tax benefit of $17).
OTHER MAJOR PROVISIONS
ther major provisions of SFAS No. 109 are:
Measurement of valuation allowance on deferred
tax assets.Under SFAS No. 109, a valuation allowance
is recognized for the portion of the potential deferred tax asset that "more likely than not" will not be realized. The
amount of the valuation allowance may range from zero to
the full amount of the potential deferred tax asset, not just
the net deferred tax asset (net of any deferred tax liability).
Realization of tax benefits of deductible temporary differences and operating loss or tax credit carryforwards depends on sufficient taxable income of an appropriate character within the carryback and carryforwavd period. Sources
of taxable income that may allow for the realization of those
tax benefits include: (1) taxable income in prior years that

0
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Statement 109 Statement96

Deferred tax asset
Valuation allowance
Deferred tax liability
Net deferred tax asset (liabililty)

51

—

Balance Sheet

—

TABLE 3

—

the potential deferred tax asset (Step 5), if it is"more likely
than not" that all or some portion of the deferred tax asset
will not be realized. The potential valuation allowance
would range from zero to $51 depending on the circumstances. (The valuation allowance is based on the total deferred tax asset of $51, not on the net deferred tax asset
of $17.) The valuation allowance should reduce the potential deferred tax asset of $51 to the amount of the tax
benefit that "more likely than not" will be realized on the
future tax deductions related to the deferred compensation contracts. Circumstances that would be considered
in determining the amount, if any, of the valuation allowance include, but are not limited to, the following:

34
17

(34)

500
170
330
34%

500
221
279
44%

Income Statement
Pretax income
Tax expense
Net income
Effective tax rate

is available through carryback, (2) future taxable income
that will result from the reversal of existing taxable temporary differences, and (3) future taxable income, exclusive of
the reversal of existing temporary differences, that is generated by future operations. In addition, tax- planning strategies may be available to accelerate taxable income or deductions, change the character of taxable income or
deductions, or switch from tax - exempt to taxable investments so that there would be sufficient taxable income of
the appropriate type and in the appropriate periods to allow
for realization of the tax benefits.
All available evidence, both positive and negative, would
need to be identified and considered in determining whether
it is "more likely than not" that all or some portion of the
deferred tax asset will not be realized. In applying the "more
likely than not" criterion, positive evidence of sufficient quality and quantity must exist to counteract negative evidence
in order to support a conclusion that a valuation allowance
is not needed. The weight given to the potential effect of negative and positive evidence should be commensurate with
the extent to which it can be objectively verified.
If changed circumstances lead to changes in judgments
about the realizability of deferred tax assets, the resulting
changes in the valuation allowance generally are recognized
in income tax provision in the yearof the change.
Comprehensive alternative tax systems. Under SFAS No.
109, deferred tax assets and liabilities are measured using
the enacted tax rate expected to apply in the periods in
which the deferred tax asset or liability is expected to be realized or settled. If alternative tax systems exist, the tax rate
should be determined under the new approach in a manner
consistent with the tax law after considering any interaction
between the two tax systems. SFAS No. 109 indicates that
the tax rate used in the deferred tax calculation for U.S. federal income tax purposes should be based on the regular tax
system, and a deferred tax asset should be recognized for
any available alternative minimum tax credit carryforward.
That deferred tax asset should be reduced, if necessary, by
a valuation allowance.
Scheduling. Scheduling the reversal of temporary differences is not specifically required by SFAS No. 109.
Tax - planning strategies. Under SFAS No. 109, tax -planning strategies should be considered in determining the
amount of the valuation allowance on deferred tax assets.
The amount of deferred tax benefits that results from a tax planning strategy should be reduced by the net -of -tax
amount of any significant expenses to implement that strategy or any significant losses that would be recognized if that
strategy were implemented. The criterion in SFAS No. 96
that prohibited consideration of tax- planning strategies in45

volving significant costs has been eliminated in SFAS No.
109.

a change in exchange rates. SFAS No. 109 does require recognition of deferred taxes on temporary differences that result from changes in the tax bases of assets due to indexing
when the local currency is the functional currency; it does
not if the reporting currency is the functional currency.
Purchase business combinations. SFAS No. 109 requires
that deferred tax assets and liabilities be recognized on differences between the assigned values and tax bases of assets acquired and liabilities assumed in purchase business
combinations, except for temporary differences related to
the portion of goodwill for which amortization is not deductible for tax purposes, unallocated negative goodwill, and leveraged leases. Tax benefits are recognized at the date of
acquisition for acquired deductible temporary differences
and acquired carryforwards if realization is "more likely than
not." If a valuation allowance is recognized for acquired deductible temporary differences or acquired operating loss or
tax credit carryforwards at the acquisition date, those tax
benefits, when initially recognized, would be recognized in
subsequent periods by reducing to zero any goodwill related
to the acquisition, reducing to zero any noncurrent intangible assets related to the acquisition, and reducing income
tax expense.
Exclusions from income.The tax effects of the following
items are charged or credited directly to the related components of equity under SFAS No. 109:

Basis differences that will not result in taxable or deductible
amounts.SFAS No. 109 generally requires recognition of deferred tax liabilities on all taxable temporary differences.
However, the statement indicates that certain basis differences (differences between the financial statement carrying
amount and tax basis of assets or liabilities) may not result
in taxable or deductible amounts upon recovery or settlement. These basis differences are not temporary differences
for which a deferred tax liability or asset is recognized.
An example of this type of basis difference is the excess
of a parent company's investment in the stock of a majority owned domestic subsidiary over its tax basis. If the tax law
provides a means to recover the reported amount of the investment through a tax -free transaction, such as a tax -free
liquidation or statutory merger, and the enterprise expects
that it will ultimately use that means, that type of basis difference is not a taxable temporary difference for which a deferred tax liability would be recognized. Without provisions
of the tax law that would allow an asset that gives rise to a
taxable temporary difference to be recovered in a tax -free
transaction, or a special provision in SFAS No. 109 that provides an exception to comprehensive recognition of deferred
taxes for that temporary difference, deferred tax liabilities
must be recognized on all taxable temporary differences.
Goodwill. Under SFAS No. 109,deferred taxes are not
recognized on temporary differences related to goodwill (or 1. Tax benefits of deductible temporary differences and carryforwards that exist at the date of a quasi - reorganization (inportion) for which amortization is not deductible for tax purcluding one that involves only the elimination of a deficit in
poses. However, deferred taxes are recognized on temporetained earnings by a concurrent reduction in contributed
rary differences related to goodwill (or the portion of goodcapital) and that are recognized after the quasi-reorganizawill) for which amortization is deductible for tax purposes
tion are reported as a direct addition to contributed capital.
in the applicable tax jurisdiction. The amortization of goodHowever, SFAS No. 109 includes an exception to this rewill currently is not deductible for U.S. federal income tax
quirement for enterprises that have both adopted SFAS No.
purposes, so deferred taxes are not recognized on tempo96 and effected a quasi - reorganization that involves only the
rary differences related to goodwill in the calculation of deelimination of a deficit in retained earnings by a concurrent
ferred taxes for the U.S. federal tax jurisdiction.
reduction in contributed capital prior to the adoption of SFAS
Intercompany transactions. In SFAS No. 109, the FASB
No. 109. For those enterprises, tax benefits of deductible
changed the requirements relating to recognition of the tax
temporary differences and carfyforwards that e3dsted at the
effects of intercompany transactions. Under SFAS No. 109,
date of the quasi - reorganization are included in income and
the tax effects of transfers of inventory or other assets bethen reclassified from retained earntween entities in a consolidated group
ings to contributed capital if they are
are deferred until the related asset is
recognized subsequent to the quasi
transferred outside of the group. As a
reorganization.
result, income taxes paid by the seller
2.
Tax
effects of an increase or deare deferred. In addition, no deferred
Financial
crease in contributed capital (for
tax asset should be recognized for the
Accounting Series
example, tax benefits of tax deducexcess of the buyer's tax basis over the
tions for expenditures that are recarrying amount of the transferred asSPECIAL REPORT
ported as a reduction of the prosets as reported in the consolidated ficeeds from issuing capital stock)
nancial statements.
A Guide to
are reported as a direct addition to
Foreign operations. When the reImplementation
or reduction in contributed capital.
porting currency (the U.S. dollar) is
of Statement 109
3. Tax benefits of tax deductions for
the functional currency for foreign opon
Accounting for
employee stock options in excess of
erations, SFAS No. 52, "Foreign CurIncome Taxes
the related compensation expense
rency Translation," requires remeasrecognized for financial reporting
urement of nonmonetary assets and
est i o ns an d An sw er s
purposes are reported as a direct
QU
liabilities of the foreign operations in
addition to stockholders' equity.
U.S. dollars using historical exchange
4. Tax benefits of tax deductible diviRa ymond E. Perry
rates. SFAS No. 109 does not require
E. Raymond Simpson
dends paid on unallocated shares
recognition of deferred taxes on differheld by an employee stock ownerences created between the current forship plan and charged to retained
eign currency equivalent of the historiFinancial Aocounft Standards Board
earnings are reported as a direct adcal cost or proceeds of those
dition to contributed capital.
nonmonetary assets and liabilities and
5. Tax benefits of an increase in the
their foreign currency tax bases after
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tax basis of assets "acquired" in a taxable business combination accounted for as a pooling of interests that are
recognized at the date of the business combination are
reported as a direct addition to contributed capital.
6. Tax effects of adjustments of the opening balance of retained earnings for certain changes in accounting principles or corrections of errors are reported as an adjustment to retained earnings.
7. Tax effects of gains and losses included in comprehensive income but excluded from net income (for example,
a change in the carrying amount of marketable securities
that is included in stockholders' equity rather than in net
income in accordance with SFAS No. 12, "Accounting for
Certain Marketable Securities ") are reported in the related components of equity.
Balance sheet classification. Deferred tax assets and liabilities generally should be classified based on the classification of the assets and liabilities that give rise to the temporary differences. Classification of deferred tax assets and
liabilities resulting from temporary differences not related
to an asset or liability, including deferred tax assets related
to carryforwards, should be based on the expected reversal
date of the related temporary differences. For each taxpaying component within a particular tax jurisdiction, all current
deferred tax assets and liabilities for that component are offset and presented as a single amount. Similarly, all noncurrent deferred tax assets and liabilities for that component are
offset and presented as a single amount. The valuation allowance is allocated between current and noncurrent deferred tax assets on a pro rata basis.
Additional disclosures. The disclosure requirements in
SFAS No. 109 generally are consistent with those in SFAS
No. 96. However, SFAS 109 requires additional disclosures:

■ The gross amount of deferred tax assets and of deferred
tax liabilities recognized in the balance sheet.
■ The amount of any valuation allowance recognized to reduce deferred tax assets and any net change in the valuation allowance during the period.
■ For a public enterprise the approximate tax effect of each
type of temporary difference and carryforward that gives
rise to a significant portion of deferred tax liabilities and
deferred tax assets.
lntercorporate tax allocations. SFAS No. 109 does not prescribe a single method of allocating income tax expense
among members of a consolidated group for purposes of the
members' separate financial statements, but methods of intercorporate tax allocations not consistent with the broad
principles of SFAS No. 109 are prohibited. Examples of prohibited methods include the following:

• Methods that do not allocate deferred taxes to members
of the consolidated group that have taxable temporary differences at the end of the period,
• Methods that allocate no current or deferred tax expense
to members of the consolidated group that have taxable
income because the consolidated group has no current
or deferred tax expense,
• Methods that allocate current and deferred tax expense
based on an APB No. 11 basis.
Effective date and transition. Public companies are required to adopt SFAS No. 109 no later than in the first quarter of the fiscal year that begins after December 15, 1992.
MANAGEMENT ACCOUNTING /AUGUST 1992

Initial application of the statement shall be as of the beginning of an enterprise's fiscal year. If the statement is adopted
prior to its effective date and during an interim period other
than the first interim period, all prior interim periods of that
fiscal year shall be restated.
Restatement of financial statements for any number of
consecutive fiscal years before the effective date is permitted
but not required. Purchase business combinations that occurred in restated years must be remeasured in the restated
financial statements in accordance with the new statement.
For purchase business combinations consummated prior
to the earliest year in which SFAS No. 109 is applied, remaining balances of the assets acquired and liabilities assumed
in such purchase business combinations (other than goodwill, negative goodwill, and leveraged leases) should be adjusted from their net -of -tax amounts to their pretax amounts
unless determination of that adjustment is impracticable.
Deferred tax assets and liabilities are to be recognized under the provisions on temporary differences related to the
adjusted (pretax) carrying amounts of those assets and liabilities. The net effect of those adjustments to adjust the remaining balances of the assets and liabilities from their netof -tax amounts to their pretax amounts and to recognize
deferred tax assets and liabilities on temporary differences
related to the adjusted (pretax) amounts is included in the
cumulative effect adjustment upon adoption of the statement.
If it is impracticable to determine the adjustment to the
remaining balances of assets acquired and liabilities assumed in prior purchase business combinations from net -oftax amounts to pretax amounts, because the necessary information is no longer available or the cost to develop it is
excessive, the remaining balances would not be adjusted to
pretax amounts. Deferred tax assets and liabilities would be
recognized on temporary differences between those remaining balances and the tax bases of the assets and liabilities.
ADVANTAGES AND DISADVANTAGES
he new approach to accounting for income taxes in
SFAS No. 109 addresses many of the criticisms of the
requirements of SFAS No. 96. The principal advantages of the new approach include the ability to recognize
greater amounts of deferred tax assets and the reduction in
the mechanical complexity of the deferred tax calculation.
The elimination of the strict limitation on the recognition of
deferred tax assets may reduce the volatility of income tax
expense in some situations and result in income tax expense
closer to "expected" income tax expense.
However, the new approach is not without its drawbacks.
The need to assess the likelihood of realization of tax benefits in the future introduces a great degree of subjectivity and
judgment to the deferred tax calculation. That subjectivity
and judgment may result in noncomparability, abuses, and
"second- guessing" by regulators and others.
Mark M. Bielstein is an audit partner with KPMG Peat Mar wick's.
Edward W. Trott is a partner in charge of the accounting
Policy group with KPMG Peat Marwick, New York. An IMA
member, he serves on the MAP Committee.
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Personal Investing:

AREYOUREADY
FORREALESTATE?
It requires patience and an ability to judge character.
BYDENNISJ. DUFFY
espite the serious slide in
property values in recent
years, real estate is still considered one of the few investments that can make you wealthy. But
before you add real estate to your portfolio, be aware that tax laws and the
economy can conspire against getting
a good return on investment.
My experience owning and managing residential rental property began

on the evening of April 13, 1979. 1 finished our 1978 tax return and was
shocked to find that our modest incomes, supplemented by some capital
gains taken after many hard years
fighting a mediocre stock market, had
placed our family in the 50% tax bracket. We owed, in addition to some obscene withholdings and estimated tax
payments, an additional $6,500.
My wife's consoling statement,
"we're lucky to have that kind of income to pay taxes on," was of little

help. To impress her with the gravity
of the situation, I made her write out
the check. She then uttered words that
were to echo in my mind during the
next 12 years, "Maybe we should look
at buying some rental property."

WHYREALESTATE?
t the time, there were various
economic factors that made
rental property attractive. The
inflation rate, measured on a yearly baAFI /Jos. Polmieri

Before you invest, calculate the return on investment.
IN
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sis ending March 1979, was 10.1% and
finished the calendar year at 13.3 %.
Our family's marginal tax rate was 50%.
During coffee breaks, discussions on
how to avoid taxes replaced sports.
The "conventional wisdom" was that
real estate would appreciate in lockstep with inflation while the unpaid
mortgage would be reduced by the
same rate of inflation. We rationalized
paying the historically high mortgage
interest rates because the interest
could be deducted at the high marginal tax rates. In our case, this would result in a return of 50 cents of every dollar of interest expense.
Also important was the ability to apply depreciation expense as a tax deduction against not only the income
generated by the real estate but also
against any other taxable income. For
these reasons, all savvy investors considered it financially prudent to purchase a residential rental property.
By the fall of 1979, my wife and I
bought a newly constructed duplex. It
looked like a sure way to avoid income
tax while building equity. Moreover,
the transaction seemed to meet the accepted "rule of thumb" of monthly
rental income equalling 1% of the purchase price.
In 1979 and 1980, the returns on our
initial investment were 18.34% and
16.61 %, respectively. Because I believed a little bit of a good thing wasn't
enough, we also bought an identical
duplex adjacent to our first purchase.
The returns on the second investment
in 1979 and 1980 were 21.97% and
12.76 %, respectively.
All was well with the world. But in
1980, the first of many changes occurred that began to affect our real estate investment plans.

THEREAGANREVOLUTION
oter dissatisfaction with the
economy during President Carter's administration resulted in
the triumph of a new (actually old) line
of economic thought. According to the
"new" theory, economic incentives encourage people to work harder. I believe in this reasoning. My wife and I
made important investment decisions
because of the economic disincentives
of 1979.
Ronald Reagan's election in 1980
makes me think that a politician who
keeps his campaign promises is more
dangerous than one who doesn't. The
administration's enhanced depreciation deduction for most capital investment and a particularly generous deMANAGEMENT ACCOUNTING /AUGUST 1992

duction for rental property had the
most direct impact on real estate.
Buildings now could be depreciated
over 15 years. I had pushed the limits
of reasonableness in electing 25 years
under the prior law. Furthermore, the
depreciation methodology under the
new law resulted in a much heavier deduction in the early years.
An indirect effect of the Reagan
Revolution on real estate was caused
by the lowered tax rates. Our 50% tax
bracket of 1979 became the maximum
rate. Thus, our investment produced
less tax write -off value for its tax losses. Because our property was subject
to the depreciation provisions of the
prior law, the net effect of these changes resulted in a small net loss in tax
benefits provided by the reduced tax
rates.
Interest rates remained high
throughout 1982, but mortgage rates
gradually increased from the 10% -11%
rate prevalent in late 1979 to about 15%
in 1982. Fixed mortgage rates in 1979
were being replaced slowly by variable
rates tied to a variety of interest rate indexes. I was convinced that no economy could endure these high interest
rates. They would have to be reduced
eventually.

We are wary of
politicians who keep
their promises.
At the same time, the siren song of
generous depreciation deductions
beckoned. In August 1982, the stock
market responded to the Federal Reserve Board's easing of interest rates
and began a historic rise. The recessionary cycle, which had been engineered to bring inflation under control,
reached bottom in November 1982.
In January 1983, we were encouraged by the brightening prospects for
the economy and purchased a third duplex. A good thing kept getting better,
and in the fall of 1985 we purchased a
fourth.
At the time, I was employed by an
engineering consulting firm and evidently was influenced by the concept
of "economies of scale." Three of the
properties were on a single cul -de -sac,
and the fourth was on an adjoining
one. All of the properties were essentially identical, and increased ownership resulted in a rather modest in-

crease in work.
The additional purchases also enabled us to place two properties under
the liberalized depreciation provisions. Interest rates started to moderate. In 1981, the inflation rate decreased from 12.5% to 8.9% and in 1982
it was reduced to 3.8 %.
During 1981, the return on investment for the first property dropped to
4.80%. In 1982, the ROI was 5.86 %. The
other property had an ROI of 3.81% in
1981 and -1.24% in 1982. A large part of
this drop was caused by the prepayment of property taxes to maximize
the effect of the decreasing tax rates,
but it was clear that the tax benefits
were decreasing while the rental income did not even begin to keep pace
with inflation. Also, the market value of
the property was not only failing to
keep pace with inflation but was getting cheaper with each purchase.

TAXREFORM
n 1984, President Reagan asked the
Treasury to look at the possibility of
lowering the marginal tax rates
and eliminating as many "tax shelters"
as possible. After several proposals
had been made and rejected, the
House of Representatives passed a
tax - overhaul bill on December 17,
1985.
It took the Senate until June 24,
1986, to pass its version of tax reform.
On August 16, 1986, a House - Senate
Conference Committee approved a
compromise bill that set the top individual rate at 28% and the top corporate
rate at 34 %. After the compromise bill,
known as House Resolution (H.R.)
3838, had been approved by the House
and Senate, President Reagan signed it
into law on October 22, 1986. The new
law, which took effect on January 1,
1987, made the most sweeping changes to the tax laws since the end of
World War II.
During the summer of 1986, I realized the tax law changes were going to
affect real estate. It was ironic. Congress was trying to show its concern
and lower our tax burden. At the same
time, my wife and I —in a near state of
depression —were wondering just how
much congressional concern we could
afford.
Prior to the enactment of the final
version of the bill, there was much discussion about whether any loss generated by real estate investment would
be allowed to offset income from other
sources on the individual tax return,
Form 1040. The possibility of losing
49

TABLE 1 /CALCULATING R01: DUPLEX 1
Investment
—

—

Mortage

Assessment

—

Deposits
Avg.

Investment

+

Taxable Income

Depreciation

1984
72,200.63
48,651.08
2,156.89
615.00
20,777.66

1987
73,350.73
43,915.41
1,520.41
635.00
27,279.91

1988
73,355.06
43,694.71
1,308.25
668.33
27,683.77

1990
73,235.32
42,856.85
883.93
665.83
28,828.71

1991
73,739,61
42,311.91
671.77
711.67
30,044.27

(5,518.60)
5,866.69
2,429.10
2,777.19

(3,553.31)
4.254.57
1,055.08
1,756.34

(1,969,76)
3,119.51
_ 607.60
1 ,757.35

(1,380.06)
2,864.08
448.91
1,932.93

(3,074.25)
2,520.75
979.98
426.48

1,170.22
2.411.61
143.39
3,438.44

8.45%

6.44%

Avg. Investment

=

:

+

Tax Benefit
Cash Flow
Cash Flow

1980
71,627.96
51,295.48
3,005.53
602.08
16,724.87

this deduction made for many sleepless nights, and it was ultimately a very
close call for the small investor.
In a last - minute fit of common
sense, Congress decided that there
were many people engaged in the
management of rental property for reasons other than as a tax shelter. Therefore, Congress included a provision
that allowed losses in an amount not to
exceed $25,000 to be used to offset other income, as long as the taxable income (prior to the deduction) did not
exceed $100,000. If taxable income
was over $100,000, the deduction
would be phased out at $1.00 for every
$2.00 of income. The entire $25,000
would be lost by the time taxable income reached $150,000. This portion
of the new law preserved the tax benefit from our investment. Now we had

6.98 0

to figure out how the other provisions
of the new law would affect us.
First, the near total collapse in the
marginal rates reduced the tax benefits to be realized from losses generated by rental property. Second, a higher
long -term capital gains tax rate of 28%
meant a higher tax bill if we were to
sell the property. The value of our real
estate declined because the significant
reduction in allowable depreciation reduced the incentive to purchase real
estate.
A simple and obvious investment
plan in 1979 became a very complicated equation in 1986. We evaluated the
overall return on our properties in order to make the best of the situation.
In measuring the property's return
on investment, we matched earnings
against investment. First we deterien

The decision to purchase this duplex was based on cash flow —not on tax consequences.
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1.48%

11.44%

mined the cash flow from each rental
unit. The loss for tax purposes and depreciation expense was recorded on
each year's tax return. The tax benefit
from each loss had to be calculated
separately by recalculating each year's
return without the rental activity from
Schedule E of the 1040 form. The total
tax effect from each year's return was
allocated to each property based on
the percentage of each property's loss
to the total loss.
Cash flow was then calculated by
starting with the loss reported on
Schedule E, adding back depreciation
expense which is a noncash expense,
and also adding the tax benefit of the
loss. This cash flow became the numerator in the equation measuring return on investment The denominator
was the amount of cash invested. It
was calculated monthly by subtracting
the unpaid mortgage principal, the unpaid assessment, and the amount of
renter deposit being held from the total cost of each unit.' The net investment for each month was averaged to
show the average cash invested during
the year (see Tables 1 and 2).
As a result of all the tax law changes, we began to consider our real estate venture as a game. We continually
were challenged to find a way to win
despite our opponent's ability to adjust
the rules at almost any time.
We concluded that the market value of the property would decline because every incentive to own real estate had been eliminated. Rents, on the
other hand, would gradually increase
because demand for rental property
would exceed supply. We knew we
were committed to our investment. We
could not sell the duplexes at a profit.
If we did sell, there would be a sizable
MANAGEMENT ACCOUNTINGIAUGUSr 1992

BEFORE YOUINVEST
tiring the past 12 years we
learned the following about investing in real estate:
• Price is the most important consideration. As a local sage said, "You
don't make your money when you
sell —you make it when you buy."
Because our purchases were
spread over a span of nine years, we
were able to average the inflated
prices of the early years with the depressed prices of the later years.
Overall, we will not be hurt unduly
by our early mistakes.
• You must be able to calculate the return on investment. It is easy to rationalize an investment that may
not be working out. If tax saving is
an important criterion, it should be
quantified correctly. Many small investors shy away from calculating
exactly how their investment is doing because they are afraid they will
not like the answer.
• Don't expense items not related to
the operation of the property. Aside
from the small matter of tax fraud,
the expensing of items unrelated to
MANAGEMENT ACCOUNTING /AUGUST 1992

ABLE 2 /CALCULATING ROL DUPLEX 6
Investment
– Mortgage
– Deposits
Avg. Investment
Taxable Income
+ Depreciation
+ Tax Benefit
Ih Flow
h Flow
. Investment

I

1988
35,438.23
26,188.06
445.83
8,804.33
(1,652.39)
1,331.52
537.49
216.62

1989
72,418.51
51,704,37
_ 891.67
19,822.47
(402.08)
3,110.91

1990
74,161.83
50,840.76
875.00
22.446.05
(3,956.52)
4,777.76

1 26.42

1,260.91

2,835.25

2,082.15

199 74,852.45"
49,107.31
92125
24,823.90
1,530.97
2,666.25
187.61
4,009.6

e

taxable gain. There was little choice
but to sit tight and make the best of a
bad situation.
In December 1986, a real estate
agent informed me that the one remaining duplex on the cul-de -sac was
for sale and that there were few takers.
Because the new tax act didn't take effect until January 1, 1987, both buyer
and seller were motivated to act before
that date. The buyer would have the
better depreciation rates available under the prior law, and the seller would
have the capital gains tax break. The
purchase was completed in little more
than a week at 11% less than the first
duplex cost in 1979 with better depreciation.
It seemed the more the tax laws affected real estate adversely, the more
property we bought. But, as we expected, TRA 1986 had an indirect effect on
the price of rental property. Rental
properties became underpriced and
rental rates increased steadily. In mid 1988, we purchased our final, to date
at least (see Table 2), duplex. Our justification for the purchase had completely reversed. Whereas the purchase of the first property was based
almost solely on tax considerations,
the last one was based on the ability of
the property to generate adequate
cash flow strictly from rental income.

A &
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the operation of the rental property
disguises the results and keeps you
from receiving accurate information any accounting system provides. Bad information leads to bad
decisions.
■ Ignore conventional wisdom and
rules of thumb. By the time a particular investment strategy becomes popular with the masses, it is
too late to benefit the average investor. Rules of thumb are usually out of -date as soon as they become popular.
IGNORE STATICANALYSIS
have grown to enjoy managing our
six duplexes. Lower interest rates
experienced in the past year and anticipated for the coming year have improved our bottom line. Net operating
losses are a thing of the past.
When we started our real estate
venture, I remember how two co -work-

We had sleepless
nights when
lawmakers
threatened to take
away the
deductionfor real
estate losses.
Ultimately it was a
closecallforthe
smallinvestor.

4 . 3 0 1

9.28%

16.15'

ers nodded in solemn agreement
when someone said real estate prices
would continue a steady increase indefinitely because there was really no
alternative. If ever there were a reason
to avoid starting a real estate investment program, that was it.
On the positive side, we have
learned the importance of preparation
and patience. People make economic
decisions daily based upon what they
consider to be sound reasons. I sup.
pose we were among many investors
who made similar commitments during a time of historic change in our tax
laws.
I am perturbed when I hear politicians discuss how a change in the tax
law will increase or decrease tax revenue. These figures are based on what
is known as "static analysis." The analysis involves applying a change in tax
law to historic revenue returns and assumes the taxpayer will not react to
the change in any way. I am confident
I know of at least one tax return to
which the term "static analysis" will
never apply.
■
Dennis J. Duffy, CPA, works as a consultant in thefield ofutilityaccountingand
is a member of IMA'B Platte Valley (Nebraska) Chapter. Dennis and his wife
dabble in real estate investments.
"'Assessment" is the unpaid portion of the paving assessment. This is like a loan from the city for a portion of the overall cost of the property. The interest
rate was 696, and it was repayable in equal increments
over 15 years. My cash investment increased by one,
fifteenth of the assessment with each payment while
the interest portion was expensed. All of the first five
properties carried this assessment.
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Dangerous Connections
How secure is your telecommunications system?

omputer telecommunications
networks are being used in
the accounting systems of
even the smallest companies.
Employees are using these networks
to work smarter and faster.
At some companies, for example,
the inventory system program will indicate when an item is below its economic order quantity and the computer will contact the vendor's computer
to place a sales order. This is accomplished without any human interface.
The benefits include lower personnel costs and the ability to maintain
lower levels of inventory because of
timely ordering. Of course there are
equipment, program maintenance,
and communication costs. But in many
cases, the operational benefits exceed
operating costs, and this means greater potential profits for the company.

ENDANGERED SYSTEMS
elecommunications makes it
more difficult to keep computer
systems secure because of geographically separated terminals, locally controlled resources, and unprotected lines. Potential threats to your
telecommunications systems are the
same threats facing any computer system. They include the unauthorized
examination or copying of a record or
file, unauthorized changes or deletions in a file, insertion of false data,
and disruption or destruction of the
system.
To avoid or eliminate any of these
threats, you need to review your company's accounting information system
and perform a safety review to see how
many potential threats you face.

mise your system. Because we need to
worry about inside users as well as
those outside your company, the system's security needs to be developed
to minimize the potential danger at the
critical danger points.
The first danger point is the terminal itself. Whether directly connected
to the computer or connected by communication lines, the terminal is a direct input into your accounting information system. I recommend the
following safeguards:
1. Terminals should be in a secured
location where only authorized users have access to it. Denying unauthorized usage cuts down your security risk.
2. Establish operating procedures for
users when they are logged onto
the system, and make sure they
know and understand the importance of these procedures. Users do
not share passwords, sign on and
leave the terminal area without
signing off, and use the computer
for personal use.
3. Program the system not to display
the user's password. Anyone look-

ing at the screen should not be able
to get the user's password. The
password should be programmed
into the operating system and individual operating programs.
Safeguarding your terminal does
not mean your system is secure. A telecommunications system enables computers and other data collecting devices to store information in your
system. If anyone wants to destroy
your system, this area is vulnerable to
viruses or other destructive commands. With a remote device, locating
the culprit could be difficult. Thus, you
must determine from whom and
where the data transmission comes
and if it is valid.
To protect your system, you must
prevent unwanted connections. Passwords are a must. But just as important
is the telephone and /or communications line. If a telephone dial -up is being used, programs now exist where
the connecting device
disconnect
the transmission line and redial to only
an approved phone number for a particular password. This would cut out
hackers.
will

BYLOUISE.SERIO,JR.

AFI /Jos. Palmieri

DANGER POINTS
very computer telecommunications system has danger points.
They need to be identified and
internal controls established to reduce
the danger. The key control measure
is not to let anyone on your computer
network who could or would compro52

Don't ignore possible threats to your telecommunications system.
MANAGEMENT ACCOUNTING /AUGUST 1992

When transferring data files into
your computer system, you must know
if the data file comes from your secure
system or from external sources. If it
is from an external source, a virus scan
could be useful. Because viruses are
transmitted unsuspectingly through
programs or data, it is worth the time
to use a virus detection program when
there is potential access to your system. Both the passwords and telephone numbers should be changed
regularly. The risk of unauthorized access increases significantly when the
numbers and passwords are not
changed regularly.
The transmission line and network
is another danger zone. While this area is highly technical and requires a
sophisticated invader, the risk potential is great because it can happen anyplace between the two ends of the
communication line — remote device
and computer. If this is a potential
problem for your company, then encryption of data communication over
the transmission is advisable.
Your employees can endanger your
security. Managers must establish the
company's computer policy and then
follow up to ensure compliance.
Company policies should include
the following:
• If someone is transferred or terminated, he or she should be excluded quickly from the computer network. All passwords and telephone
numbers should be changed.
• Programs and system documentation used by the employee are company property. All documentation
must be maintained and returned to
the company upon request. This
may seem too strict, but it is especially important in telecommunications networks. For individuals outside the company to be able to
negotiate the network, they must
have some knowledge of the system. The documentation could give
them that knowledge and, therefore, must be protected.
• Hiring honest employees and treating them fairly is essential.
The data files are a potential danger
point. With today's advanced systems,
the paper trails or documents for most
systems no longer exist. Therefore, to
prevent the loss of data, keep access to
the files secure. Keep all data files and
programs in a library. Proper access
authorization ensures security of the
files.
Regular backups of files and proMANAGEMENT ACCOUNTING /AUGUST 1992

TABLE 1 1SECURITY CHECKLIST
Equipment
YES
Is equipment secured in low -risk areas?
Are telecommunication access programs in use?
Is remote equipment safeguarded?
Personnel
Do individuals sign -on and stay in area?
Is there a termination policy in effect?
Do employees safeguard system documentation?
Access
Are passwords/telephone numbers changed regularly?
Are passwords/telephone numbers protected by employees?
Are there restriction on users read /write permission?
Data Backup and Recovery
Are regular backups of files made?
Are programs & documentation kept in a safe location?
Are files & programs checked for viruses?
Programs and Operating System
Are program changes documented?
Is a system log in use?
Is there an annual external audit?

Make sure your
company has
computer usage
policiesfor
employees.
grams should be made. Then, if any
network disaster occurs, you can recreate the system with a minimum of
lost time. When there are remote locations in your network, backups should
be made and kept for all files and programs throughout the telecommunications network. The security risk of
your data files and program can be
kept low if you take the time to plan
and institute sound data security.
The final danger point concerns
program and system changes. All accounting information systems change
over time. The information requirements, operating procedures, and
business practices all change with
technology and company growth.
What if one of your programmers
or system analysts puts in a procedure
that could circumvent the system's internal control? The programmer
should not, therefore, update the master program until the code changes are
approved by some program manager.
This provides segregation of duties.
Another safeguard is the implementation of a system log program connected to the CPU. The system log

NO

records all users of the systems, the
time logged on and off, and the program and process activated. This allows you to see who was on the system
and what that person was doing while
on it. This is one reason password security is important. Armed with this
program, unauthorized usage of the
computer network can be located and
stopped.
The danger points I have discussed
are only a few of the critical security areas in a telecommunications network.
If you feel you have limited expertise
in internal controls, one way to ensure
that your system's internal controls
are adequate is to make sure your
company has an annual independent
audit.
Table 1 will help you determine if
your system meets the minimum system security. If you have any "NO" answers, you need to look closely at your
entire computer system security.
Good telecommunications system
security does not just happen. You as
the management accountant must ensure that it works.
■
Louis E. Serio, Jr., CPA, is assistant pro fessorofaccounting, Old Dominion Uni-

versity, Norfolk, Va. He is a member of
IMA's Virginia Peninsula Chapter and
can be reached at (804) 693 -5679.
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What
F inancial
Problems.?
All too oftenit's the question asked most
frequently by failing small businesses.
BYEMMETD.EDWARDS,JR
ccountants are considered
the most trusted professional group in America,' but
this high level of faith might
be dangerously misplaced for one
small business segment and could be
a major contributing factor to the high
mortality rate among businesses with
fewer than 20 employees.
Frequently, owners of very small
businesses lack even a rudimentary
understanding of accounting and financial management subjects, which
leaves them unable to judge the differences in accountants' skill levels. Because of the necessity for a fragmented
approach to running the one - manager
organization, owners of very small
businesses often farm out accounting
functions to anyone willing to perform
those functions for a "reasonable" fee.
They not only contract with marginally
competent bookkeeping service providers, but they also operate as if all
records, reports, observations, and
suggestions were provided by professionally competent accountants. In
combination, these factors virtually assure inadequate accounting and financial management.
What, then, do these small business
owners need in the way of education,
training, and counseling to prevent financial problems? To find out, we conducted a five -year multiphased study
of small business owners' perceptions
of recurring problems. The results dis54

closed that a significant percentage of
owners of very small businesses view
the entire area of accounting from a
nonrational perspective.
The base study was conducted
among small businesses registered
with the Small Business Development
Center in Evansville, Ind. Early phases
of the study, completed in 1987,
showed an unexpectedly low number
of accounting and finance problems reported by respondents with fewer than
20 employees (20). Small business
owners with more than 20 employees
(20+) reported that half of their 10
most frequently recurring problems
were in the accounting and finance area, with tax reporting ranked first.
Problems identified by the Indiana
businesses before segregating responses by firm size did not differ significantly from those reported in a recent national study?
These early phases of the survey— involving data collection, analysis, and follow -up interviews —were
conducted with a sample (32 %) from
among 897 businesses. When results
of those efforts were brought to the attention of the Small Business Administration Office of Advocacy as an issue
having national policy implications,
the project was extended to the Office
of Economic Research in Washington,
D.C., to evaluate these implications.
The research strategy included
identification of small business owners' perceptions about recurring and
significant problem areas. Study meth-

odology and procedures produced statistically reliable results.
The follow -up study results reported here are an attempt to develop an
explanation why recurring problems
perceived by 20+ businesses tend to be
of a financial nature while those of -20
businesses are not financial. Failure
rates among businesses with fewer
than 20 employees is more than 90
times higher than for firms with more
than 20.' Statistics have proven that
business failure is primarily a financial
phenomenon, so we had expected that
financial problems would be mentioned first in that business segment
with the highest failure rate experience.
EXPERIMENTING WITH
DEMOGRAPHIC VARIABLES
he research instrument included a number of demographics
questions that would allow us
to analyze the effect a variety of variables such as size, industry, and experience have on perceptions reported
by small business owners. The expected effects of demographic variables on
practitioners' perceptions of problem
areas were tested by use of the Statistical Package for Social Studies
(SPSS). We encountered no significant differences from the expected until organization size was introduced.
With regard to size, small businesses in the Evansville area are divided almost equally at 20 employees, with
slightly more than half (56.4 %) reporting fewer than 20. The SBA says that
businesses with fewer than 20 employees account for more than 90% of all
business failures and that failures
among that group are likely to occur
during the coming year at a rate of 126
to 1 compared to businesses with more
than 20 employees.°
Under the assumption that business failure is primarily a financial condition, one expects that businesses
with fewer than 20 employees are likely to report significantly higher numbers of accounting and finance problems than are businesses with more
than 20 employees. From that rationale, an experimental hypothesis can
be derived:
Very small firms are exposed to more
accounting and financial management
problems than are larger firms.

When the responses were examined separately, results were opposite
to the expected.
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SIZE DIFFERENCES:
PERCEPTION
COMPARISONS
FOR -20 AND +20 FIRMS
hree separate rank order listings for the
10 most frequently
reported problems are
shown in Table 1. The left hand column is a composite
result for all 287 usable responses received. It includes three accounting /finance problem areas. The
middle column is a rank -order listing for companies
with fewer than 20 employees, and the right -hand column covers firms with 20 or
more employees. No accounting or finance problems were mentioned for -20
firms, while 20+ firms show
five of their 10 most frequently encountered problems in the financial area.
small company's business plan.
Among businesses with fewer than 20 employees, accounting and finance problems were
are more difficult and complex than
among the least frequently reported,
ones facing their counterparts in largwith "cash flow" the first problem ener organizations. Typically, the owner
countered at rank order number 17. As
must perform all aspects of manageyou can see, the lists are significantly
ment as well as bear a heavy share of
nonmanagerial tasks. Because their
different, which causes the composite
rank order list to be significantly differ- companies are too small to justify —eient from each of the subcomponent
ther functionally or economically —a
lists. We validated this lack of agreespecialist in each of the functional arment in the three lists with a nonparaeas, the very small business owner
must provide the full spectrum of manmetric statistical test, the Kendal Coefficient of Concordance, W. Results of
agerial effort for the organization perthat evaluation produced a W value
sonally or find an alternate strategy for
well below a level needed to accept a
gaining access to expertise in applicable functional areas.
hypothesis that rank order between
Structured interviews with 28 ownthe two groups is related at a meaningful level of confidence. Sidney Siegel
ers selected at random from among resuggests that such low results for the
spondents showed that, rather than
Kendal test may mean that observers seeking to become masters of all
are applying different standards in rattrades, most very small business owning the factors under study.'
ers divide functional expertise needs
into three performance groups: critical
success factors, organization mainteANALYZING OWNER
nance factors, and imposed perforPERCEPTIONS
mance factors.
Tn an attempt to identify underlying
Critical Success Factors. The first
causes for significantly different
group represents those functional areas in which managers possess some
perceptions about financial problems between -20 and 20+ businesses,
degree of expertise, either through
we interviewed almost one -fourth of
prior experience or education, and
the 127 owners of very small business which they perceive to be important to
es. We found several factors contribut- success and especially interesting.
ing to the low number of accounting Their attitude about these functions
and finance problems recognized by
and processes typically is zealous and
ery small businesses.
appears to be tied closely to those facOften managers of very small busitors which motivate individuals to benesses are faced with challenges that
come business owners. That is, these
ACCOUNTING /AUGUST 1992

functions conform closely to the entrepreneur's vision of what "being in business is all about." Managers /owners
retain responsibility for these activities
and spend a good deal of time and effort in pursuit of functional knowledge
about them. Not surprisingly, the majority of time devoted to the business
is consumed by these activities. The
most frequently cited examples of activities in this category fall into the
"marketing" area.
Organization Maintenance Factors.
The second group contains those activities managers perceive as relatively
unimportant to success in operations
and not very interesting. Frequently
these activities are relegated to "routine" employee job content status or
are delegated to employees or family
members with expertise or interest in
the area. Frequent examples include
personnel, administrative, and organization support system activities.
The owners become concerned
with managing these areas only when
specific problems arise and lose interest when the problems are solved. Efforts to improve managerial effectiveness in these areas are related to
interpersonal communications skill
development and more likely are a fallout from Group 1 activity than a concerted effort to build Group 2 skills.
Imposed Performance Factors. This
group includes areas considered necessary to meet externally imposed re55

quirements but not essential to managing the business. Owners frequently
perceive these duties as technical,
dull, and well outside the mainstream
of materials needed for success in the
business. Not only do very small business owners fail to perceive a need for
functional knowledge in these areas,
but they almost are antagonistic to the
idea that many people find the areas of
some practical value or essential ingredients to effective management.
Some study results also indicate
that many entrepreneurs feel threatened by their inability to comprehend
even basic concepts or to define underlying logic, shying away from these activities as a defense mechanism. These
duties almost always are contracted
out. Accounting was the area mentioned most here.
Questions designed to test managers' perceptions of the usefulness
of financial statements resulted in
answers which make it clear that
most managers interviewed see
these documents as "ancient history," with no relationship to current
and future operations. One manager's succinct description sums up attitudes held by the majority: "What
my balance sheet says my cash is
and what my cash flow statement
says it should be don't mean anything to me. What I have to operate
with is how much money is actually
in the till."
The effect of our failure to equip
small business managers with an understanding of basic accounting concepts is illustrated by one owner's
observation that, "My (balance
sheet) statement net worth is less

than I could sell my building alone
for —how is this supposed to have
any relationship to what's really going on here? What I feel about the
volume we're doing and the turnover
of stock and my feel for the business
is what I have to go by."
This description of the very small
business owner's approach to providing coverage for managerial responsibility is compatible with observations
on entrepreneurial behavior reported
by numerous researchers.'
We uncovered a related factor during our follow -up study: The -20 employee organization size also appears
to be at or near the size where in -house
bookkeeping becomes economically
feasible. In the current study, almost
all the respondents contracted for
their accounting. We weren't surprised by this discovery because of our
earlier perceptions regarding owners'
lack of interest and failure to recognize
accounting as an activity important to
management. Because this observation invites the assumption that accounting function performance is related closely to why very small business
owners fail to recognize financial problems, we undertook an especially detailed inquiry into attitudes, perceptions, and results of external
accounting by very small businesses.
The outcomes are both surprising and
alarming.

WHAT WE FOUND
ere are the two key findings of
our study as they pertain to the
financial viability of the respondents. I cannot emphasize enough the

H

TABLE 1/RANK ORDER LISTING OF 10 MOST
FREQUENTLY REPORTED PROBLEMS BY FIRM SIZE
All Respondents
1. Employee Motivation
2. Sales Techniques

Employee Motivation
Increasing Sales

Tax Reporting
Promotional Strategies
Cash Flow Analysis
Customer
Development
7. Advertising
Effectiveness
8. Productivity
Management
9. Measuring Sales
Force Performance
10. Sources of Capital

Sales Techniques
Training
Promotional Strategies
Advertising
Effectiveness
Measuring Sales Force
Performance
Customer
Development
Productivity
Management
Hiring and Firing

3.
4.
5.
6.
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Very Small Firms

20+ Firms
Tax Reporting
Promotional
Strategies
Cash Flow Analysis
Employee Motivation
Market Analysis
Customer
Development
Identifying Target
Market
Sources of Capital
Budgeting
Accounting Records

importance they play in a small business's success.
1. Owners of very small businesses frequently jail to differentiate among the
wide variety of competence levels

available in the marketplace with regard to accounting and bookkeeping
services.
Responses from business owners
we interviewed indicated that a majority of them fail to recognize a difference between CPA, accountant,
or bookkeeper. Factors that create
confusion in this area are the CPA
certificate and license requirements.
Even to the reasonably well -informed business owner these factors
can be confusing and can imply that
(1) any practitioner who offers accounting services is operating in a
field where the state exercises license controls, (2) the purpose of
such controls by the state is to provide protection against incompetent
or unethical practitioners, and (3)
anyone so operating must have demonstrated a minimum standard of
competency in the field of accountancy.
While virtually every state has
these requirements and exercises effective controls on an individual who
offers services to the public, such as a
beautician or barber, few impose controls on the selling of accounting services. Even in those states where some
controls exist, no attempt is made to influence arrangements where the relationship between contracting organizations and accounting services
providers have "part -time or casual
employee" appearances.
2. Owners of very small businesses fail
to define effectively the services purchased in an agreement for outside
bookkeeping and /or accounting services.

Although most very small business
owners referred to the individual from
whom they purchased services as
their accountant or their CPA, frequently the price paid for services indicates that only record - keeping services were included in the contract. In
fact, detailed inquiries frequently established that the same economic factors that make in -house bookkeeping
impractical also make professional services unattractive.
Inability to differentiate among ski
levels and an assumption that servic(
providers are competent establishes a
MANAGEMENT ACCOUNTING /AUGUST 19,

merce, and financial institutions need to be especially
sensitive to client weaknesses in this area. Initial contact
documents for all small
business service providers
should call for information
on accounting and record keeping processes in the client organization.
Finally, the professional
accounting field should examine whether professional
accounting has recognized
the need for an innovative
marketing approach to
small businesses and for
some of the type of pro bono
services provided by professionals in medical and legal
areas. At present it appears
that only the professional
associations can raise such
questions as, "Should states
Author Emmet Edwards briefs student counselors on their next assignment. At the University's Small
regulate contract and partBusiness Institute, students advise local entrepreneurs on all types of business problems.
time para- professional and
nonprofessional administrative services providers ?"
situation in which minimally qualified A REMINDER
The answers to those questions
contract bookkeepers are used as if
alone might not provide a comprehenthey were professional accountants. In
ntrepreneurial personality traits
sive solution for the entrepreneur's dithis situation, contractor bookkeepers
frequently result in weaknesses lemma, but such questions must be
may be flattered by having business
in accounting and finance areas. asked. We are equally certain that the
owners ask for their advice or opinions
Popular misconceptions about compepursuit of a solution by accounting proand may not be aware that advice or
tency in accounting and failure to realfessionals would be in their own best
opinion is treated as if it were being
ize the impact accounting and financial
interests because failure to do so
provided professionally.
management areas have on success ofmight invite the government to invent
Unfortunately, many larger acten lead owners of very small businessthe solution.
■
counting firms don't market their
es to hire less - than - competent external
services to small businesses. Acproviders.
counting professionals who do adFailure by owners of very small
Emmet D. Edwards, Jr., is the associate
dress the small segment typically
businesses to recognize the impact of
dean of the school of business and direcare independent local practitioners
accounting and finance activities on
tor of the Small Business Institute at the
in the start -up phase who solicit
their business and, as a result, to masUniversity of Southern Indiana. He may
business at below- market billing
ter even the most rudimentary conbe reached at (812) 465 -7036.
rates to fill excess capacity. As their
cepts of accounting applications alpractices grow and attract larger climost certainly is a significant
ents, billing rates for "fill -in" clients
'"Professional Reviews —Where Does the Accountcontributing factor to the high inciing Field Stand ? ", Accounting Notes published in
escalate, so very small clients find
dence of failure among that group.
Careen, McGraw -Hill Book Co., New York, N.Y.,
themselves priced out in about three
One can argue effectively that concertMarch 1989.
'National Federation of Independent Business,
ed efforts by accounting professionals
years.
"Quarterly Economic Report for Small Business,"
Also, the failure to perceive differand small business service providers
NFIB Foundation Report No. 61,San Mateo, Calif.,
ences in accountants' skill levels or
to redress these weaknesses is more
October 1988.
ignorance of fee structures for pro'U.S. Small Business Administration, The State of
likely to affect small business failure
Small Business: A Report of the President,United
fessional practitioners have led
rates than any other action.
States Government Printing Office, Washington,
small businesses to pay prices comAwareness of the problem should
D.C.. 1988, pp. 21.29.
parable to fees charged by profesbring into focus a variety of education- 'Ibid.
'Sidney Siegel, Nonparametric Statistics,McGraw sionals for services from moonal and professional correctional steps.
Book Co., New York, N.Y., 1956.
lighting "accountants" whose qualiCounselors of small business owners Hill
'Barbara J. Bird, Entrepreneurial Behavior,Scott
fications amounted to accounts clerk
should test the perception of clients Foresman and Co., Glenview, III.. 1989.
trained on the job or through high
about accounting and accounting pracschool "accounting" courses. No sotitioners. Information on how to select
lution to this problem will appear unan accountant should be part of every
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til states or professional accounting
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The republics of the former Soviet Union offer a new and
untested frontier for American business. Companies that plan
to undertake joint ventures in Russia or other republics are
con cer ne d a bou t the ir la ck of kn owledge of the S oviet
accounting system as well as about the region's instability.
There is a great need for inform ation and guidance. Doing
Business in Russia and the Other Former Soviet Republics:
Accounting and Joint Venture Issues provides such information
and guidance. It describes the Soviet accounting system,how
the system differs from Western accounting methods, and how
to go about setting up joint ventures and the accounting for
them. Further, this handbook describes those regulations that
have reduced difficulties for business enterprises operating
under free market conditions.
The book, written by Adolf Enthoven, director of the
Center for International Accounting Developm ent at the
University of Texas at Dallas, and by two university professors
who have been consultants and experts to the former Soviet
Ministry of Finance, provides history and background on the
past and on m ost recent events, It describes how Soviet
accounting developed to this point and how it is adapting to
the changing political and socioeconomic conditions in the
former Soviet Union.
Those who req uire an in -depth und er st and in g of
accounting and auditing as practiced in the form er Soviet
Union and who a r e pla nning for potential econom ic
partnerships in this region need to read this book
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ELAINE GOLDMAN, EDITOR

CONTINUOUSIMPROVEMENT
IN OPERATIONS -A
SYSTEMATICAPPROACHTO
WASTEREDUCTION
Alan Robinson, ed., Productivity Press,
P.O. Box 3007, Cambridge, MA 02140,
(800) 274 -9911, 1991, 406 pp. —Con-

tinuous improvement has joined quality as a business imperative for the
1990s. Competition has forced companies to search for ways to eliminate
waste and cut costs. Alan Robinson's
book shows it takes more than good intentions to make this happen. Continuous Improvement in Operations gives
examples of companies that have established programs to guarantee their
competitiveness for years to come.
This book concentrates on three areas: manufacturing systems designed
expressly to eliminate waste, employee involvement programs, and tools
for continuous improvement. One of
the strengths of this book is that each
topic is illustrated by excerpts from
the works of those directly involved in
the development of the process or
method.
Many excerpts are autobiographical. The innovators teach us about
their methods but, at the same time,
talk about the people and circumstances that shaped their philosophies. Taiichi Ohno, the developer of
just -in -time (JI1), writes how he applied methods he learned from American supermarkets to his production
systems at Toyota. Henry Ford's writings demonstrate a passion for eliminating waste. Ford explains his belief
that new operations should be directed
by people with no previous knowledge
of the subject. He reasoned they
wouldn't know what was impossible.
This presentation allows the reader to
witness the thought processes of great
innovators while learning production
methods.
Robinson also provides a historical
perspective of the development of
modern Japanese management techMANAGIsMEN "TACCUUN "l7NG /AUGUST 1992

niques. He shows that many of the ideas of Japanese management have their
roots in American management philosophy and practice. Robinson concentrates on one of the lesser -known areas
of American influence. He devotes a
chapter to the massive training programs initiated after World War II by
U.S. occupation forces under Gen.
Douglas MacArthur.
All levels of Japanese managers
were taught the same techniques and
philosophies their American counterparts learned during the War. The impression was so great that many of the
courses have been updated and are
taught still. The author refers to estimates showing that more than half of
all Japanese supervisors and managers
have taken the core courses.
Continuous Improvement in Operations is a more than adequate "how to"
book, but it excels when it takes a glob-

al and historical perspective. The author takes us from England's Luddite
Rebellion to the present Toyota production systems. This approach
makes us see that today's excellent
performance is just a benchmark to be
beaten by companies that create an environment where continuous improvement is the norm.
Garyf Zielinski, CMA
Toledo, Ohio

BLUEPRINTSFORSERVICE
QUALITY:THEFEDERAL
EXPRESSAPPROACH
AMA Membership Publications Division, AMA Management Briefing,
American. Management Association,
135 West 50th Street, 15th Floor, New
York, NY 10020, (212) 586 -8100,
1991, 80 pp.This short but signifi-

cant book details the quest for quality
at Federal Express. It is part of the
growing body of literature on the theories and practices of well -run, successful companies. While most of
these books tell stories and anecdotes
related to manufacturing or sales orga-

nizations, Blueprints adds information
about a service organization. Federal
Express's product is service. Its product is not manufactured in a factory.
Quality cannot be measured by the
number of machine defects, malfunctioning parts, or millimeters of tolerance. For Federal Express, quality is
something else.
But Federal Express is not concerned about some elusive conceptual
"quality." Federal Express believes
"that service quality must be mathematically measured." Blueprints details the Federal Express approach, including descriptions of the company's
efforts to put the employee first and to
measure complete customer satisfaction. The book is laced with episodes
of organizational behavior that, taken
together, describe the corporate culture at Federal Express.
Two examples capture the company's approach:
1. The company performs a quarterly telephone survey of 2,100 customers
in four market segments. A five -point
scale is used for all items: completely
satisied, somewhat saisfied, neither
satisfied nor dissatisfied, somewhat
dissatisfied, or completely dissatisfied.
Most companies would combine the
"completely satisfied" and "somewhat
satisfied" categories to determine the
satisfaction level of the customers, but
not Federal Express. Its interest is in
satisfying the customer, not itself. Anyone can make numbers tell us what we
want to hear, but this is one company
that, when it comes to meeting its stated goals, tries to measure its actions in
a fair manner. The goal repeated at
Federal Express is "100% complete
customer satisfaction" without compromise. Accordingly, management
does not want to include the "somewhat satisfied" in the results.
2. The two quality goals at Federal
Express are quite clear: 100% customer satisfaction after every interaction
and transaction and 100% service performance on every package handled.
What exactly does this mean in the average organization if it is a stated goal?
In most cases it probably means that
95, 96, 97, or 98% customer satisfaction
would be acceptable. If on a typical
day, however, Federal Express handles 1.5 million packages, a 98% satisfaction level could represent 30,000 unhappy customers. If only 30% of these
customers complained, that would
mean 9,000 customer complaint calls
per day. When looked at from this perspective, the 100% goal makes practi59

cal sense. Imagine if it were your package that was late or mishandled!
Also in the book, weightings are established that represent the level of dissatisfaction experienced by the customer. For example, a late delivery on the
right day will cause less dissatisfaction
than a lost or damaged package. By the
way, the company considers a package
late even if it is one minute past the commitment time. As you may know, Federal
Express has a package - monitoring computer system that traces packages from
pick -up to delivery, so there is no opportunity for a carrier to "estimate" the delivery time by writing in a more acceptable time. Again, the goal is honest
reporting of actual quality performance.
Federal Express continually aims at reducing the weighted service quality
score as represented by the above schedule applied to daily service.
This comment stands out "Virtually
all the problem- analysis and solution generating techniques used by Federal
Express employees are readily found
throughout quality- management literature and are widely in use at other corporations." At Federal Express, however,
the difference seems to be that there is
complete support from the CEO down to
the delivery personnel. This support is
developed through training, intracompany television and telephone communications, regular publication of performance
standards and results, and true empowerment of employees to satisfy the customer.
It is clear from the book that Federal Express really does consider customer satisfaction to be a function of
employee satisfaction and that managers serve employees as leaders and as
arbiters of justice. In fact, managers
are rewarded by how they are perceived as leaders by their "followers."
What also is clear is that Federal Express did not set out to win the Malcolm
Baldrige National Quality Award and
then rest on its laurels. In fact, the Baldrige can be seen as just a step along the
way of Federal Express's quest to
achieve 100% customer satisfaction.
As a final note, I would like to mention a concern that runs throughout
this growing body of literature on "excellent" companies and unfortunately
is present here —the seeming desire
on the part of each organization to develop its own language and acronyms.
It's difficult in an 80•page book to keep
up with the differences and nuances of
QAT Teams (which is redundant because the T stands for Team), SQI failures, QIP mindset, FADE, GFTP, and
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SFA, just to name a few.
Despite this concern, I recommend
Blueprints for its contribution to the literature about service to organizaitons
and its descriptive information on how
Federal Express measures quality.
Toby Kasavana
Associate Financial Officer
John Hancock Financial Services
Boston, Mass.

HANDBOOKOF
INTERNATIONAL
ACCOUNTING
Frederick D. S. Choi, John Wiley & Sons,
One Wiley Drive, Somerset, NJ 08875,
(800) 225 -5945, 1991, approx. 600

pp.Although the title does not suggest
it, the Handbook of International Accounting also deals with financial analysis, strategic planning, risk management,
and financial control in an international
arena. Written by experts in the field of
international accounting and finance, the
30-chapter book is intended as a reference and is scheduled for updating
through annual supplements.
It divided into eight parts. Part I, "Internationalization of the Accounting
Function," sets the stage for the study of
international accounting. It depicts an internationally competitive financial environment by describing integration of the
world financial markets, internationalizes
tion of the financial services industry, and
implications for the future.
Part II, "World Scene of Accounting
Practices," includes chapters contrasting accounting principles around the
world, regulatory disclosure requirements, and auditing standards. Canada, Germany, Japan, the United Kingdom, and the United States are given
the most attention. Part III, "International Financial Analysis," deals with financial statement analysis in an environment of accounting diversity. One
chapter shows how accounting adjustments may be made to compare
price /earnings ratios of firms in two
different countries using Japanese
stocks as an example.
Part M "International Accounting
Harmonization," offers information on
harmonization of accounting standards in the European Community, efforts at harmonization of accounting
standards by international accounting
organizations, and an examination of
the role of the International Federation
of Accountants (IFAC) in harmonization of auditing standards.
Part V, `Technical Issues in International Accounting," deals with seven areas of accounting often considered con-

troversial in practice. They are: consolidated financial statements and joint venture accounting; foreign currency transaction and translation; inflation
accounting; accounting for intangibles;
accounting for pensions; accounting for
deferred taxes; and accounting for derivative products such as interest rate
swaps, financial futures, and the like.
Chapters in this section compare practices in selected countries, and the authors occasionally offer proposals for harmonization and uniformity.
Part VI, "Financial Reporting and
Disclosure," focuses on disclosure issues not included in Part V but considered important for multinationals. For
example, topics include disclosure of
accounting policies, funds flow statements, management's discussion of financial data, segmental and foreign
operations disclosures, and social and
nonfinancial disclosures.
Part VII, "Analysis, Planning, and
Control Issues," discusses items not normally included in accounting texts but
nonetheless vital to businesses— strategic planning in an international framework, multinational budgeting and control systems, foreign capital investment
analysis, and management of risk in hyperinflationary environments.
Part VIII, "International Transfer
Pricing and Taxation," covers both topics. The latter focuses mainly on U.S.
tax rules dealing with international
business activities.
The editor says he envisions an audience of accountants, auditors, and
users of international accounting data.
Some chapters read like the academic
papers on which they are based, while
others are written in a more relaxed
style. To profit most from the book,
readers should have some degree of
sophistication in international accounting. For example, if one were trying to
understand the financial statements of
a Japanese company, one would need
to read several chapters to extract relevant sections on Japan. On the other
hand, if one were curious about audit
requirements for a firm operating in
various countries in the world, one
would only need to look at Exhibit 6.2,
'Me Attest Function" (p. 6.19).
This book is a welcome addition to
existing reference books on international accounting and is recommended
for anyone with more than a passing
acquaintance with international accounting.
Rajeev N. Parikh, CMA, Ph.D.

St. Bonaventure University
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based costing is the collection of financial and nonfinancial data about an organization's significant activities and
the tracing of the data to the organization's products and services. ABC systems focus on activities rather than on
products and services as the fundamental cost object. An excellent logical
diagram of the ABC model was provided by Norm Raffish in his March 1991
MANAGEMENT ACCOUNTING® article (see Figures A and B).
Implementation of activity-based
systems involves the identification and
description of activities, called an activity analysis, and the subsequent determination of those activities which add
value to the organization's products
and services. Value -added activities
are those that contribute directly to
customer satisfaction, thereby increasing the value of the product or service.
Support activities, those that provide
direct support to value -added activities, and sustaining activities, those
that maintain the organization, also are
needed. The remaining unnecessary
activities, called nonvalue -added activities, are targeted for elimination in
ABC systems.
Activity-based systems may be
used to measure the profitability of
products and services (profitability
costing systems use cost information
about activities to determine the profitability of various customers, distribution channels, and so on), to evaluate
the performance of activities (control
costing systems use information about
activities, much of it nonfinancial, to
evaluate the efficiency and effectiveness of particular processes), and to
improve the design of products and
processes (design costing systems use
information about activities to deter-

mine better ways of engineering new
production processes).
Activity-based costing systems contain certain elements. In the model by
Raffish, an ABC system has both a cost
IN EDUCATION
view and a process view. Activity pools
are at the center of the ABC model and
are part of both the cost view and the
process view. Thus, activities are the
focal point in the ABC system.
The cost view indicates the general
flow of costs from input to output. Its
elements consist of resources, reRALPHL. BENKE, JR., CMA, AND
source drivers, activity pools, activity
ROGERH.HERMANSON, EDITORS
drivers, and cost objects. This is the
two-stage cost allocation idea: Resource drivers are used first to assign
TEACHING ACTIVITY resource costs to activities; then, activity
drivers are used to assign activity
BASEB COSTING
costs to cost objects.
Resource drivers are measures of
BY RALPH L. BENKE, JR., CMA
the amount of resources consumed by
specific activities, and activity drivers
ost /managerial accounting
are measures of the activity requirepractices have undergone subments of particular cost objects. Restantial change in recent years,
sources are the individual pools of increating a problem for accounting edput costs, while cost objects are the
ucators. The need to teach an inspecific items receiving the assigncreased body of knowledge reduces
ments of output costs. The activity
the amount of time available to cover
pools are the accumulations of costs
individual topics. Yet students must
and other nonfinancial measures assolearn all the latest concepts and pracciated with particular activities.
tices, including FMS, TQM, MRP,
The process view indicates the genCIM, or JIT.
eral flow of transactions and informaActivity-based costing (ABC) is pertion. Its elements consist of cost drivhaps the most extensive of all the new
ers, activity pools, and performance
cost management concepts. Teaching
measures. Cost drivers are factors that
students their "ABCs" has become an
cause activities to occur. The identifiimportant pedagogical objective in
cation, measurement, and control of
cost /managerial accounting.
cost drivers is a key objective of a sucInstruction regarding the activitycessful activity-based system. Perforbased costing model cannot be igmance measures are the output meanored. It needs to be a part of every
sures of the process view; they are
course in the cost /managerial curricused primarily for control purposes in
ulum to some extent. In higher -level
the evaluation of activity performance.
courses, it should be inteThe same activity pools also
grated into the teaching of
are part of the process view.
related topics such as costGiven that this informaFIGURE
A
/ACTIVITY
-BASED
COSTING
ing products and services
tion about activity-based
LOGICAL MODEL
and performance measurecosting must be taught, a
COST VIEW
ment.
number of questions immeA good analogy is to
diately come to mind. How
compare ABC to cost allocashould it be presented?
RESOURCES
tion because it is a new verWhat type of teaching matesion of cost measurement
rials should be used? What
PROCESS VIEW
and allocation. At a minimaterials are available?
mum, ABC must be introBecause activity-based
duced in managerial princiINPUT
systems
have multiple obPERFORMANCE
ACTIVITIES
ples and given full chapter
INFORMATION
INFORMATION
jectives and impact upon
coverage in basic cost acmany other managerial
counting texts. It should be
functions such as decision
an essential topic of study in
making and planning and
both undergraduate and
control, ABC concepts
PRODUCTS
graduate cost accounting
should be presented early
seminars.
in the coverage of every
c o s t / m a n a g e r ia l e nnrc e nfBy definition, activity-
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went, respectively.
Additional available resources
focusing on ABC isCOST VIEW
sues that would be most appropriate for inclusion in
TOTAL
either
a basic cost accounting
PROCUREMENT $6,000,000
course
or a cost accounting
COST POOL
seminar include case studies.
41
Two excellent resources are
TRACING
the newer Harvard Business
ALLOCATION
School cases written by Robert Kaplan and Robin S. CooPROCESSVIEW
per and the latest volumes of
$450,000
the series Cases From ManPURCHASING
agement
Accounting Practice
PURCHASING
MATERIAL
PERFORMANCE
REQUISITIONS
published
by the Institute of
A
CTIVITY
REQUIREMENT'
MEASURES
Management Accountants
8000 r?a yr,
Customer Order
with the Management AcScrap Ticket
counting Section of the American Accounting Association.
$75 0 P O
The Cooper and Kaplan
PURCHASE
1500
PO
Errors
6000 POs
yr
cases and related readings
ORDERS
3500 Expedited
6000 POs Ca yr.
have been recently published
12 -Day Cycle
in
a textbook, The Design of
$75 Ca PO
PART
Cost Management Systems
Cost Driver
(published by Prentice - Hall).
Also, the recently published
Computer Aided Manufacturing- International glossary of ABC
fering. Then, ABC should be tied into
terms and recent books on activitydiscussions of subsequent related topbased costing by James A. Brimson
ics through occasional examples and
(published by John Wiley & Sons,
assignments. Ideally, these applicaInc.) and Peter B. B. Turney (pubtions should comprise a full range of
lished by Cost Technology, Inc.) are
ABC illustrations from high -tech
available for those who wish to go into
"world class" manufacturers to tradimore depth.
tional manufacturing operations to serMany conferences and symposia on
vice organizations. Students should
activity -based costing and related topics
understand that although activityhave been offered for both practitioners
based systems currently are the excepand academics over the past few years.
tion rather than the rule, they exist in
Organizations that regularly provide
counting
texts
with
in
-depth
coverage
a broad spectrum of organizations.
such opportunities include the Institute
of ABC. Also, including examples and
Teaching any topic in any course is
of Management Accountants, the Profit
assignments on particular topics leads
always easier if it is "in the book." HowManagement Institute, and the Manageinstructors
to
look
beyond
the
textever, it's only been in the past year or
ment
Accounting Section of the Ameribook
for
resource
material.
For
these
so that one could even find cost accan Accounting Association. These activreasons, and because activity-based
ities are a rich resource for teaching
systems are in their preliminary appliideas and materials as well as for identication phase, nontextbook resources
BUSINESSVALUATIONSOFTWARE
fying professional contacts that could
may be a valuable resource of ABC maMenu - driven Lotus 1 -2 -3 template,
serve as effective classroom speakers or
terial for the next few years.
and 'stand- alone" provides low, medium
provide opportunities for interesting field
Journal articles on ABC can be includand high values of eight common
trips.
ed
easily
in
course
syllabi
at
any
level.
valuation methods- 4 1 graphs- 5 1 ratios.
Readers interested in obtaining more
They
can
provide
background
reading
Only $195.00 4,000+ sold, Free info
information on these resources or in
material, supplement textbook exposiBUSINESSPLANNINGSOFTWARE
sharing additional resource ideas are
tion, and serve as the basis for class disEight financial models for business plans,
encouraged to contact the author.
■
cussion or paper assignments. Three esraising venture capital, leveraged buyouts,
pecially
rich
resources
of
articles
on
and budget cash flow planning. Used with
activity-based systems are MANAGELotus 1 -2 -3, Excel, SuperCalc5, etc.
Ralph L. Benke, Jr., CMA, Ph.D., is the
MENT ACCOUNTING®, the Harvard
Great value! 12,800+ sold. Free info!
ArthurAndersen Alumni /Journal ofAcBusiness Review,and theJournal of Cost
CALL:1-800-777-4920
counting Education Professor at James
Management. Both the Institute of Manor
agement
Accountants
and
Warren,
Gor(714) 759.8987
Roger H. Hermanson, Ph.D., is the
ham, and Lamont have published collecILARSystems,Inc.,334 Baywood Drive
Ernst
& Young Alumni professor and
tions
of
ABC
related
articles
that
have
Newport Beach, CA92660
Regent's professor at Georgia State Uniappeared in MANAGEMENT ACCOUNT
versity in Atlanta.
ING®and the Journal of Cost ManageCircle No. 15
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University.

Madison

The identification,
measurement, and
control ofcost drivers
is a key objective ofa
successful activitybased system.

MANAGEMENT ACCOUNTING /AUGUST 1992

AIREXPRESSCOSTSSLASHEDFORMEMBERS
WITHNEWAIRBORNEEXPRESSAGREEMENT
he IMA, by leveraging its collective buying
power, has negotiated an agreement with Airborne Express that will reduce overnight express shipping costs for members by up to
44%. An $8.75 rate (8 oz. overnight letter) including
flexible, free pick -up, is available to all members.
Those members who average five or more overnight shipments per day qualify for an even lower
rate, saving up to 55%.
Through Airborne, the world's fastest growing air
express company, member's businesses have access to discount levels normally reserved for high
volume shippers.
Businesses today understand how important fast,
dependable service is to their customers. That is
why air express has grown into a $12- billion industry. Although a high level of services is the most important element to the majority of our shippers, all
companies want to hold the line on their costs, too.
That's why the program has been successful. By

HowM
members
rate with us.

75
5

AIRBORNEEXPRESS
OVERNIGHTLi;TTIER'

vs
.
OTHER MAJOR CARRIER
OVERNIGHT LETTER

•8 oz. Letter Express. Shipments within contiguous U.S. and Puerto Rico.

combining their resources, the IMA members can
take advantage of a more affordable shipping program—with the strongest emphasis on service.
The Airborne program is a great benefit for growing businesses —the savings from shipping a few letters or other vital documents helps pay for your annual membership dues.
Airborne Express provides free pick -up and next
morning door - to-door delivery of time- sensitive documents, letters, and small packages to virtually every city in the United States. Airborne also services
183 countries worldwide, more than any other express company. Headquartered in Seattle, Airborne
Express is corporate America's preferred carrier.
To participate in the IMA's Airborne Express program, members must sign up by calling 1- 800 -2892776 and tell the operator they are a member of
IMA. They will then be assigned an account number
and receive a starter kit within one week.

EVEN LOWER RATES AVAILABLE TO MEMBERS
AVERAGING 5 OR MORE OVERNIGHT
SHIPMENTS PER DAY. CALL NOW FOR DETAILS!

For a free,
no obligation
supply kit
Call:
1- 500 -289 -2776

OFFICE
TECHNOLOGY
CLAIRE BARTH, EDITOR

SOFTWARE
® Cimple Solutions, Inc. has made
available several Lotus -based template
products for computer - integrated
manufacturing, with source code. The
programs use the Lotus macro command language. ®Cimple SPC includes more than 40 template programs; ®Cimple Operations Manager
comprises three separate products
that provide a complete set of tools.
@Cimple Forecast is a set of seven
templates to analyze data, adjust for
seasonality, and project trends. ®Cimple Inventory comprises nine programs that help managers make inventory decisions for both manufacturing
and distribution. Models deal with economic order quantity and material requirements planning (MRP). ®Cimple
Schedule includes 11 programs to help
plan production and scheduling for
any operation. The templates all can be
integrated with Lotus ®FACTORY.
They run on DOS, Windows, VMS,
Unix, OS /2, MVS, and Macintosh.
Circle No. 37
Software Systems has introduced
ABC SOLUTIONS, modeling software
for activity-based costing. The system
offers an automatic interface with popular G/L packages, costing on both
the product and activity levels, variance analysis on both activity and resource levels, and a built -in master
general ledger. It has an easy - to-use
business model and includes detailed
multilevel implementation procedures. The software requires DOS 3.0
or higher.
Circle No. 38
American Express has introduced
two software packages for corporate
travel managers. The Executive Information System (EIS) presents a com64

pany's summary travel information in
charts and graphs, using Windows®
software and a mouse. With the EIS
system, American Express clients receive a diskette each month containing
the company's current summary travel
data. The travel information can be reviewed on a current month, rolling 12month, or year -to -date basis. EIS provides four modules of travel data
analysis: travel spending, policy compliance, vendor negotiation, and "what
if." The second package, PDQ, makes
key travel data available on demand. It
allows travel managers to track employee travel plans before departure
and take advantage of opportunities to
negotiate group rates. The software
collects all active reservations nightly
and transmits them electronically to a
client's office, where PDQ analyzes the
data and creates custom reports based
on pre - established criteria. PDQ also
contains "what if" options.
Circle No. 39
Financial Decision Systems, Inc.,
dba Corptax, has revised its PC -based
asset management and depreciation
system, previously known as Corptax
AMS. Now called Super Asset Depreciation System (Super ADS), it can
handle hundreds of thousands of assets at very high speed and print reports in minutes. Its 10 -book capacity
meets all financial requirements and
provides all tax capabilities. A key feature allows users to create multiple
sets of asset databases and access
them either individually or simultaneously so that no merging is required
to prepare consolidated reports. A corporate tax department can set up a centralized database and also individual
asset files at remote locations where
the information can be updated as
needed. The group definition feature
simplifies data entry for users with

thousands of assets. Super ADS provides full networking and security and
an intricate audit trail that includes an
automatic date stamping and notepad
feature. The software can import information directly from other depreciation systems and export information to
general ledger, tax compliance, and
spreadsheet programs. It can perform
"what it" analyses and projections. Super ADS requires at least a DOS 286 based system, although higher systems are recommended. It needs 640K
RAM, and program data require 4MB
of storage. Additional memory requirements depend on the number of
assets and books. The software operates in any network environment.
Circle No. 40
The TravelData Company has introduced PC TRAVEL version 2.1, a 33city travel guide on a high-density diskette. It offers detailed information
and cost comparisons on hotels, rental
cars, resorts, restaurants, entertainment, sightseeing, and weather. The
huge databank contains abstracts of
articles and reviews in some 80 travel
and city magazines, newsletters, and
newspapers. A computer program
pulls together, weighs, and averages
the combined opinions of four to six independent travel experts, plus staff reviews, to produce quality-of-service
and ambiance ratings. Each destination is subdivided into nearby cities,
the airport(s), and downtown locations.
There are also cost and rating comparison screens for hotels, restaurants, and car rentals. PC TRAVEL will
run on any IBM or compatible computer that uses DOS 2.1 or higher. The
program requires 640K of memory
and a hard disk drive with 3.5MB of
free space. The travel planner is revised every six months, and users may
subscribe to either an annual or semiannual update.
Circle No. 41
PostalSoft has brought out PrintForm
version 2.0, software that presorts and
adds postal codes to print image forms
before they are printed. The software
also adds inserter marks to variable length statements. The marks are read
by Bell & Howell intelligent inserting
machines so they can determine
where one statement ends and the
next begins and can place the correct
number of pages in each envelope.
PrintForm 2.0 also creates a separate
output file to reprint statements
creased or torn during insertion. PrintMANAGEMENTACCOUNTLNG /AUGUST 1992

Form is intended for high- volume and
commercial mailers and businesses
that work regularly with print image
files. The software runs on IBM or
compatible computers with 16 MHz or
higher and supports most laser printers from Xerox, Bull, Delphax, IBM,
DEC, Genicom, and Data General.
Circle No. 42
Anderson Laser Software is offering
T FONTSon a disk!,software that
downloads special tax characters and
graphics to a laser printer in about 10
seconds. You can then print forms
identical to the IRS originals. Much
cheaper than a T -font cartridge, the
software takes up only 200K disk storage space and can be installed on a
hard disk or run from the floppy. It requires an IBM or compatible computer
and an HP LaserJet II or compatible
printer.
Circle No. 43
Commerce Clearing House, Inc.
has made its 19- volume loose -leaf
Standard Federal Tax Reporteravailable in a CD -ROM -based tax research
system for PCs —CCH ACCESS@ CDROM. Researchers can find specific
documents and cross - references in
seconds. The new system works with
CCH printed products and with CCH
ACCESS@ Online. A feature called
PATH tracks every step in a research
session, so the process can be documented.
Subscribers receive two compact
discs. Disc 1, updated monthly, contains the IRS provisions dealing with
income tax and related regulations,
committee reports, explanations, annotations, and current developments.
Disc 2, updated quarterly, contains the
complete Internal Revenue Code in its
official format, with a history of Code
sections. Subscribers also receive a user guide, a monthly newsletter on electronic tax research, and a weekly
newsletter on federal tax developments. CCH ACCESS@ CD -ROM requires an IBM or compatible computer
with a 286, 386, or 486 central processing unit and 640K of memory, a disk
drive, DOS 3.1 or higher, a hard disk
with 2MB of free space, and one or two
CD -ROM players. The system can be
licensed for network use.
Circle No. 44

chines, the HP FAX -200 and HP FAX 310. Both devices have fax /phone
switches and transmit at 9600 bits /s.
Both use 20-page automatic document
feeders that handle letter, legal, and
A4 (standard European) paper for outgoing transmissions. Both machines
have remote diagnostics, error- correction mode, and the ability to produce
management reports, such as a journal
of daily activity. They will redial a busy
number up to five times.
The HP FAX -200 scans at 200 dots
per inch (dpi) for sending and can receive at 300 dpi. The machine has
256K of memory and can be programmed with up to 50 speed -dial
numbers. The HP FAX -310 uses a 300
dpi scanner and printer and comes
with 512K of memory that can be expanded to 2.5MB. In addition, it can be
programmed to send while an incoming fax is being printed, does copy reductions, and has a confidential mailbox that stores a fax and prints it only
after a password has been entered.
The machine can be programmed with
up to 100 speed -dial numbers and can
broadcast a message to, or poll from,
up to 100 locations.
Circle No. 45
Eldon-Rubbermaid has produced
the AUTO OFFICETM' Seat Desk System, an auto-based office that fits on
the passenger seat next to the driver.
It consists of three independent sections that can be used separately or together. The main section contains a
storage bin. A back section with a

snap -on lid stores pens, pencils, paper
clips, notepads, and coins. The bin's
cover is a swiveling, removable clipboard that serves as a desktop with a
surface firm enough to hold a laptop
computer or fax machine. Special detachable file bins, which hold up to 25
hanging letter -size files or folders, can
be attached to the storage bin. The
lightweight system, made of high -impact plastic, can be removed by a carrying strap and stored.
Circle No. 46

PUBLICATION
Practitioners Publishing Company
has released the Guide to Installing Microcomputer Accounting Systems. Volume I leads you step -by -step through
the installation process —from needs
analysis to software selection to installation and training. The second volume contains a variety of installation
aids for nine integrated accounting
packages: ACCPAC Plus Accounting,
CYMA Professional Accounting Series, Great Plains Accounting, OneWrite Plus, Peachtree Complete III,
RealWorld Accounting, Solomon III,
Accountant, Inc, and CheckMark MultiLedger. The book will be updated annually. CPAs can earn four hours of
CPE credit for a nominal charge by
completing a reading assignment and
returning the book's optional self study examination.
Circle No. 47

EQUIPMENT
Hewlett-Packard Company has introduced two plain -paper fax maMANAGEMENT ACCOUNTING /AUGUST 1992

The AUTO OFFICE Seat Desk System by Eldon- Rubbermaid.
fi5

CMA
NEWS
SURVEY
ILLUSTRATES
CORPORATE
SUPPORT FOR
CMA PROGRAM
CATHERINE REILLY, EDITOR
oday more than 11,200 people proudly call themselves
Certified Management Accountants. This number is increasing steadily as more and more accountants become aware of the many
personal and professional benefits derived from pursuing the CMA.
Attaining the CMA requires a great
deal of dedication and commitment on
the part of the candidate, but it also requires support from the participants'
employers. As part of the Institute of
Management Accountants' CMA Corporate Sponsorship Program, the IMA
marketing services department conducts an ongoing survey designed to
measure this commitment. The results
are encouraging, revealing significant
support for the program.
The typical candidate takes the
CMA exam at age 33 and has been out
of school for seven years. All of the
candidates have undergraduate degrees or the equivalent, (as is expected by the Institute of Certified Man-

agement Accountants), and 31% possess advanced degrees. The majority
(69 %) are employed in industrial /commercial accounting; however, accountants from other areas of the profession are represented as well. Such
candidates include government and
college administrative accountants
(5 %), teachers (9%), practicing CPAs
(6 %), and consultants (5 %). Another 6%
are students.
To date, 120 companies have declared themselves to be CMA Corporate Sponsors. Company support for
the CMA program takes many forms.
Eighty-seven percent of the companies
responding to our survey give employees paid time off in order to take the
examination. Because the four parts of
the exam are scheduled for two weekdays (Thursday and Friday), this kind
of support is very significant.
Many companies support the program by reimbursing the exam fees for
their employees. A total of 7996 of those
responding to our survey indicated that
their companies do so, while 39% reimburse employees for expenses incurred
traveling to and from the test site.
Candidates feel that taking a review
course is an important factor in their
success, and company support for this
facet of the CMA experience is not
lacking. Seventy-three percent of the
respondents reimburse the costs of
taking a review course. Another 48%
said that they purchase review packages for their employees' use in preparing for the exam. Further, our
study revealed that other candidates
attend in -house review courses sponsored by their companies (13 %).
We also asked CMA Corporate

Sponsors about the ways in which they
recognize the accomplishment of
CMAs in their companies. Sixty-five
percent of the companies responding
said that they announce the achievement in the company newsletter or a
local paper. A salary increase or bonus
is given by 45% of the companies.
Many others noted that, while the
achievement of the CMA does not warrant an immediate salary increase in
their companies, the CMA designation
is taken into consideration for future
promotions and professional advancement (65 %). Still others recognize new
CMAs at an award ceremony (18 %).
Many of the companies have a policy
of sending their CMAs personal letters of
congratulations from supervisors, managers, and CEOs. Copies of these letters
are kept in the CMNs personnel file.
Registrations for the CMA exam
have been increasing over the past few
years. The December 1991 exam saw
an increase of 29.7% in new applicants
to the CMA program, as compared to
the December 1990 exam. The June
1992 exam saw a 17.4% increase in new
applicants over the previous year's exam. Exam registrations were up by
21.1% in December 1991 (over December 1990) and 16.8% in June 1992 as
compared to the previous June.
To obtain a CMA Corporate Sponsorship Kit, which explains the CMA
program and the benefits of the CMA
for both the employee and the company, write to Manager, Marketing Services, IMA, 10 Paragon Drive, Montvale, NJ 07645 -1760.
■
Catherine Reilly is marketing manager,
IMA11CMA programs.

FIGURE 1 /CMA CORPORATE SPONSORS SURVEY
SPECIFIC SUPPORT OF EMPLOYEES' EFFORTS IN PURSUING THE CMA
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TRENDS

IN MANAGEMENT
ACCOUNTING

Memoranda, "Consolidation Policy
and Procedures" and "New Basis Accounting." At this writing, comment
letters thereon are being developed.
The MAP Committee dealt with
three other FASB matters as well, Exposure Drafts on:
• Reporting by Defined Benefit Pension Plans of Investment Contracts;
• Accounting and Reporting for Reinsurance of Short - Duration and
Long- Duration Contracts;
• Employers' Accounting for Postemployment Benefits.

MANAGEMENT
ACCOUNTINGPRACTICES
LOUIS BISGAY,CPA,EDITOR

MAPGOESTONORWALK
n June, IMA's Management Accounting Practices (MAP) Committee made its annual trek to the
FASB's home in Norwalk, Conn. Once
a year the MAP Committee holds one
of its meetings as the guest of the Financial Accounting Standards Board.
These meetings provide a good opportunity for Committee members to interact directly with Board members
and key staff personnel about currently important issues.
The MAP Committee's many involvements necessitated a two-day
meeting. Meeting on day one at an area hotel, MAP got a running start on
a variety of items on the agenda. Initial
discussions dealt with the internal control project of the Committee of Sponsoring Organizations of the Treadway
Commission, recent actions of the
Emerging Issues Task Force and the
Cost Accounting Standards Board, and
the several projects currently under
way under the supervision of the Subcommittee on SMA Promulgation.
Financial Instruments was the first
topic requiring action, and the Committee hammered out positions on a
wide variety of issues. Based on that
deliberation, letters were sent to FASB
regarding its Discussion Memorandum on "Recognition and Measurement of Financial Instruments" and to
the International Accounting Standards Committee regarding its Exposure Draft on the subject. The other
major FASB matter addressed at the
meeting involved two Discussion

I
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And not to forsake the public sector, the Committee agreed on a position with respect to a Discussion Memorandum from the Governmental
Accounting Standards Board, "Implementation of GASB Statement No. I L"
That comment letter has been filed.
On the next day, the scene shifted
to the offices of the FASB, and a half day was devoted to hearing presentations by FASB representatives on major FASB projects in process, followed
by MAP Committee comments and
questions.
Three Board members sat in on the
joint meeting, as did then IMA President Don Baker, IMA Vice President
Bob Weiss, and IMA Executive Director Gary Scopes. All in all, a great deal
was accomplished in less than 48
hours.

FASBISSUESINCOMETAX
REPORT
he Financial Accounting Standards Board has published a Special Report that answers implementation questions about its recently
issued Statement 109, "Accounting for
Income Taxes." Principal authors of
the Report are Raymond E. Perry and
E. Raymond Simpson.
FASB Statement 109 was issued
last February and becomes effective
for fiscal years beginning after December 15, 1992, with earlier application
encouraged. Statement 109 supersedes Statement 96 on the same subject.
The Report includes the questions
and answers that are still relevant and
that were included in a similar Report
on Statement 96, modified as appropriate. Copies of the Report are available
for $10.00, prepaid, from FASB Order
Department, P.O. Box 30816, Hartford, CT 06150. Orders from Connecticut must include 6% sales tax.

OTHERFASBPUBLICATIONS
nterpretation No. 39, "Offsetting of
Amounts Related to Certain Contracts" —this defines right of setoff,
as that term is used in APB Opinion
No. 10, "Omnibus Opinion."
Exposure Draft, "Reporting by Defined Benefit Pension Plans of Investment Contracts" —this proposed Statement would amend FASB Statement
35. It would require defined benefit
pension plans to report investment
contracts issued by either an insurance company or other financial institution at fair value.
Exposure Draft, "Accounting and
Reporting for Reinsurance of ShortDuration and Long - Duration Contracts" —this proposed Statement
would amend FASB Statement 60 to
eliminate the practice of reporting
amounts for reinsured contracts net of
the effects of reinsurance.
One copy of each Exposure Draft
may be obtained by contacting the Order Department, FASB, 401 Merritt 7,
P.O. Box 5116, Norwalk, CT 068565116.
Louis Bisgay, CPA, is director, manage-

ment accounting practices.

RESEARCH
JULIAN M. FREEDMAN, CPA,
CPIM,EDITOR

RE-ENGINEERINGFINANCIAL
PROCESSES
uality, quality, quality is to management accountants as location, location, location is to real tors. A major structural change is
taking place within the basic fabric of
our profession that has a far- reaching
impact for all of us. The change is an
all -out commitment to quality accounting. Quality means meeting customers' wants, expectations, and requirements. In order for an enterprise to
survive and be profitable in today's
competitive global economy, the emphasis continually must be on serving
the customer.
Quality is certainly not new to IMA.
A number of initiatives have been undertaken or are currently in process.
They are: (1) Two significant IMA research studies were published; (2) An
IMA task force is addressing the role
67

68

■

&

er Aided Manufacturing - International,
Inc. (CAM-0 Cost Management Sys tem (CMS) meeting held May 20,
1992, in Boston, Tom Davenport from
Ernst Young's Center for Information Technology and Strategy, speaking about the rebirth of financial processes, identified six key IT enablers
of financial processes:

■

of the total quality philosophy in the
management accounting and financial
management process; (3) IMA's InHouse Training Catalog lists an offering on how to build total quality into
the financial process; (4) IMA has developed a self -study course, Cost of
Quality: The Management Accountant's Tool for Continuous Improvement; (5) A Statement on Management Accounting (SMA) is soon to be
published, titled Cost of Poor Quality;
and (6) An IMA research project is under way titled Controllership and TQM:
A Practical Approach. What is new,
however, is the way management accountants are thinking about traditional accounting. Instead of functions, we
now think processes. We are studying
and controlling customer - focused operational processes with technology
for the purpose of finding and eliminating waste.
In his article in next month's MANAGEMENT ACCOUNTING®, H. Thomas Johnson says we need to create process maps, have a customer focus, and
use bottom -up ideas to generate continuous process improvement. Information technology (IT), not the accounting system, allows customers to
choose. What this means to manage ment accountants, according to Paul
Sharman,' is to think beyond dollars
and cents to the impact of operational
factors such as activities, cycle time,
process flows, activity drivers, and
quality measurements. At the Comput-

■

Expert systems (matching, analysis);
Electronic Data Interchange
(EDI) /Electronic Funds Transfer
(EFT);
Client /server networks (more accessible applications);
Wide and local area networks (realtime applications);
Frontware (case management);
Broad process applications (common systems).

An example of a forward - looking company that has recognized the need to improve a process with technology is
Southwire Company of Carrollton, Ga.
Traditional activities associated with accounts payable were transformed into a
process with the goal of improving customer satisfaction. This total quality management (MM) focus was championed
by Donald W. Baker, CMA, Southwire's
vice president -controller and IMA's
chairman and former national president
for 1991 -92 and former Committee on Research chair. EDI was applied. Presently
purchase orders are received from 20

Implement a program that will
heighten the awareness of the Com mittee on Research's Statement of
Purpose and Operation. Support the
awareness program with a robust
topical guide, an updated /revised
research opportunities brochure,
guidelines for preparing a proposal,
and a summary of policy statements
and available research grants.
Target— Publish a looseleaf hand book that contains updated documeans that address the needs of various constituencies: new Committee
on Research members, related IMA
professional and educational com mittees, IMA chapters and members, potential researchers, chairs of
accounting departments, authors
submitting MANAGEMENTACCOUNTING® manuscripts, and organizations where joint funding opportunities exist.
■

Enhance the value of research outputs for IMA members and the profession.
Target—Increase the number of

Coordinate the activities of the Committee on Research with those of
other IMA committees and other
professional organizations that have
management accounting as a focus.
Target— Maintain working relationships with AAA, FEI, FASB, CAM -1,
AICPA, CIMA, SMAC, AGA, ITA, and

■

To reach these overall goals, Committee Chair Dennis I., Neider, CMA,
partner and national director of German Business Services for Price Waterhouse, announced the following
EACI action plan:

Accelerate the turnaround time from
receipt of the proposal to final publicalion. Improve the dynamics of the project committee to improve the likelihood that completed projects are
published within a reasonable period
of time.
Target—Approve for publication 10
projects.

■

Relevant to today's environment;
Reliable as a result of a rigorous
project methodology;
Responsive to the needs of manage ment accountants; and
Recognized as a contribution to
management accounting literature.

quality proposals that are useful, relevant and timely in order to select from
a broader base. Obtain and evaluate 24
high - quality proposals.

■

•

•

•

•

The basic responsibility of the Committee on Research is to ensure that
our published research is:

IFAC. Participate in two new projects
that are jointly funded.

customers and sent to 16 suppliers; four
customers receive invoices, and freight
bills are received from 20 carriers ... all
in an EDI format. Thus, if each financial
activity is studied as a process, is looked
at from the customer's perspective, is
supported by top management, and is influenced and guided by management accounting skills and tools, our profession
is in the position to take credit for making a positive contribution to the success
of the enterprise.
To help members discover quality, a
special quality package has been assembled: IMA's two publications on quality,
Measuringg. Planning, and Controlling
Quality Casts by Wayne Morse, Harold
Roth, and Kay Poston (1987), and Current Trends in Cost of Quality: Linking the

Cost of Quality and Continuous Improve ment by KPMG Peat Marwick and WilLiam Winchell (1991) and a 15 -page bibliography prepared by the IMA library.
Call toll-free at 1- 800638 427, press 4 for
research publications, and request the
quality set. Members are entitled to a
20% discount on each book, and the bibliography is free.
For a full description of the two pub lications, see IMA's 1992 -93 Publications Catalog, pp. 4 and 7.
■

IMA'sCOMMITTEEONRESEARCHSETS1992.93 GOALS

Julian M. Freedman, CPA, CPIM, is director, IMA research.
Paul Sharman, -A Tool Kit for Continuous improve
CM
MAA Magazine, p. 1? -20, May 1992.
ment,"
m
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and accounting at Robert
Morris College in Pittsburgh.

PROMOTIONS&
NEWPOSITIONS

Ed McManus, Syracuse,
was promoted to chief financial officer of Die Molding
in Canastota, N.Y.
Pat Conti, Westchester, has
been promoted to controller
for Marakon Associates,
Stamford, Conn.

Jeffrey Templeton

Gus Harper, Akron, has
been promoted to associate
professor at the University
of Akron.

man, has been named manager of financial reporting
and property accounting for
TPI Restaurants.

Michele Bontrager, Central Illinois, has been promoted to accounting supervisor I, home office accounting at State Farm.

Jeffrey D. Templeton,
CMA, Michiana, has been
promoted to director, financial analysis at Whirlpool
Corporation, Benton Harbor, Mich.

Earl J. Jacobson, Chicago,
has joined the firm of Marshall and Stevens, Inc., as
area vice president, based
in its Chicago office.
Charles L. Grant, Connecticut Gateway, was named
president and chief operating officer of Photon Technology International, Inc.,
headquartered in South
Brunswick, N.J.
Cliff Aiton, Evansville, has
been promoted to treasurer
at Zeidler Floral Co.... Julie Brown has been promoted to product accountant for power and fuels at
Alcoa.... LarryWeinzapfel
has been promoted to tax
manager in the Owensboro
office of York, Neel & Co.
Teresa Greemon, Gaston Carolinas, has been promoted to manager - financial reporting at Gaston County
Machine Co.
Glenda Brock, Memphis,
will be teaching federal income taxes as an associate
professor at California State
Polytechnic University-Pomona. ... Emma Jo Kauff70

Monique L. Ring, New
Hampshire, has accepted a
controller position with
Walker Power, Inc., Warner, N.H.
David A. Hogue, CMA,

WEREYOU
PROMOTED?

as a liaison between the
company's accounting and
treasury functions.
Larry L. Hurst, CMA,
Scottsdale Area, has been
named chief financial officer of Messenger Graphics
Corp. in Phoenix, Ariz.
Dr. Charles Fazzi, Susquehanna Valley, has accepted
the position of chairman of
the department of business

Have you or has someone you
know been promoted? Drop
us a line! Include the member's full name and IMA account number, the chapter
name, the company name,
and the employee's new title.
Send that information to:
Kathy Williams, IMA, 10
Paragon Dr., Montvale, NJ

07645. Fax number: (201)
573 -0639.

thANNIVERSARYSLOGANCONTEST

Northwest Keystone (Pa.),

has been elected controller
of Quaker State Corporation by the board of directors. He had been corporate
accounting manager.
Jeffrey A. Miller, Quincy
Area, is now accounting
manager at Nieman Foods.
John Mills, Reno Area, has
attained the rank of full professor at the University of
Nevada, Reno.... Patti Gallucci, has been named supervisor of royalties and
sales for Newmont Gold in
Elko, Nevada.... Brad Atkins, has been promoted to
senior accountant at Barnard, Vogler & Co., Certified Public Accountants.
Kimberly C. Wood, Saginaw Valley, has been promoted to the corporate controller's department at Dow
Chemical Company to serve

On Thursday, October 13, 1994, the Institute of Management Accountants will celebrate its 75th Anniversary. Although they are in the very beginning of the process, Ernie
Huband's committee is hard at work organizing a year -long
celebration for this momentous occasion.
Each Annual Conference has had a slogan and we are
searching for one to use for the entire anniversary year (July
1, 1993 — June 30, 1994). The only hint you will get is that
the 75th anniversary is celebrated with DIAMONDS. The
winning slogan will be chosen by the 75th Anniversary Committee and a prize of Annual Conference registration, four night stay at the New York Marriott Marquis, and airfare
with limousine service to and from airport will be awarded
to the winning member and spouse. All arrangements will
be made by IMA The winner will be recognized in The Leader, and M A N A G E M E N T ACCOUNTING@ magazine. In addition, a presentation will be made at the 1993 Annual Conference.
Please submit your entry to Joseph Loren, Institute of Management Accountants, Inc., 10 Paragon Drive, Montvale, NJ
07645. Entries must be postmarked no later than December
31, 1992. Make sure you include your name, address,
chapter affiliation, and day and evening phone numbers with
your entry.
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ENGLAND
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REVIEW will present classes in
the Boston area starting on September 3, 1992. For information,
call Professor John Shpkowsky,
CMA, CPA (508) 6856681.
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ACCOUNTING
CAREER
PATH GONE
AFOWL

Northeast CMA Review will
present classes in the SE MA,
Providence and Springfield/
Hartford areas. Limited class
size. Starting September 7th,
1992. For information, call Ralph
Sigler, CMA (508) 759 -7382.
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• Owner manuals and
much more

Budd

CALL 1-811110-323-7292
Call collect in CA:

(9161966-2348

Reduce Operating Costs 1550%"Free Analysis "! Call for details ENERGY GROUP 201 -94'28628

PUBLICATIONS
INVEST IN VALUE, "The
Performance Viewpoint" features
monthly tabulations of the most
prominent common stocks by
profitability. $35 yearly, S/I Techniques, Box 559, Orchard Park,
N.Y. 14127 4)559

FOR FULL
DETAILSI

P'ADGETT
BUSINESS
SERVICES,d

19
1
15
4

ADVERTISERS'INDEX

PAGE

63
Airborne Express
5
American Payroll Association
9
Best. Programs, Inc
Comprehensive Business Services 13
3
Comshare
Cost Management Strategies
(i9
1
Equitable
7
Fall PEP Course
C -2
Fast'rax
15,19
Gleint Publications, Inc.
C-4
Robert Half
C -3
ICMA
62
liar Systems
58
IMA Publication
71
Malibu Publishing Company
11
MicroMash
Padgett Business Services
7'2

Do you want to
reach hundreds of
thousands of corporate
accountants with your
product or service?
Call Doryne Gerstein
(201) 573 -6275
FAX (201) 573 -0639

An
Accounting
Int
ernational
Franchise

Rates : $2.00 per word. 15word minimum. Abbreviations,
ZIP codes, and phone numbers
count as one word each. All
classified advertising must be
prepaid.
Noncommissionable.
Clos ing Date: Deadline for
copy is six weeks preceding
publication date.

Copy: All advertising must be
submitted in typewritten, double- spaced form. No telephone
orders accepted.

BoxNumber:Write Doryne
Gerstein at MANAGEMENTACCOUNTING&

Display Classified:One twelfth page (one column x 2
3/8") is available at $555.

Payments: Payment in U.S.
funds must accompany each order. Mail copy to Doryne Gerstein, MANAGEMENTACCOUNTINWj, 10 Paragon Drive,
Montvale, M 07645. 1760.

Acceptance: Publisher reserves the right to accept or reject advertisements for MAN AGEMENT ACCOUNTING
Classified.

Up to 50 words FRET: " to
companies that are looking
for employees who hold
CMA certificates and so
specify in advertisement.
'Up to six insertions.

MANAGEMENTACCOUNTING /AUGUST 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 a re 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 .. .

"OE�"'� T
aY

CMA: Three Letters That Spell Success
1- 800 - 638 -4427

MA

Certified

Institute of Management Accountants

Ma n a g em e n t

fo r m er ly

Accountant

National Association of Accountants
CMA Program 10 Paragon Drive, Montvale, NJ 07645 -1759
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HELP!
v

Employee Vacations
Leaving You Short - Handed?
When vacations threaten to disrupt your accounting department, Accountemps will
help. From Controller to Accounting Clerk we will supply the right person for the
job - for a day, a week, or longer. Every assignment receives our specialized expertise,
backed with a liberal guarantee.
So, if you're looking for a reliable accounting, bookkeeping or financial professional
on a temporary basis, call your local Accountemps office today! We won't leave you
short-handed!

For the office nearest you, call

1 -500 -562 -7654

accounremps.
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