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SaraL Corporation Enjoys
Sweet SumessWith Fast Tax

One Of America's Leading
Chooses The Leader
"Some people are surprised at how diversified we are at Sara Lee," says Jim Hahn,
Senior Tax Manager. "In addition to bakery products, we also own Hanes hosiery,
Kiwi shoe care, Jimmy Dean meats and
much more. Such diversification means
our tax challenges are enormous. With
about 100 domestic and 400 foreign entities,
and a centralized 35- person tax department,

Consumer Products Companies
In Automated Tax Systems.
we needed a comprehensive software solution ... and
we got it with System 5 from Fast -Tax. We compared
and tested the product thoroughly. System 5 has
proven to be the right solution for Sara Lee now,
and it has the power to grow with us in the future."
Sara Lee Corporation is one of over 1,800 companies
using Fast -Tax. To have your cake and eat it too, call
1 -800 FAST -TAX, ext. 7332. G—
M
In Texas, 214/250 -7332 . c o 4 u r LANGUAGE�RESE� RCn
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No paper tax form service can live up
to E -Form"
That's because E -Form, the complete electronic tax form CD from
CLR/Fast -Tax, puts an end to maintaining, updating and sea rching
through your cumbersome paper tax
form library.
Instead, E -Form gives you a coml
electronic library of every state and fecterat tax
form you'll ever need. In fact, E -Form has over 15,000
pages of forms and instructions, making it more comprehensive than any printed tag form service.

E -Form ope rat e s und e r
Microsoft® Windows; so it's easy
to learn and use. Every screen
display looks like the corresponding paper tax form. You can fill in
your form right on screen. And,
since E -Form is regularly updated,
u'll always have the current verSo before you're buried in paperwork, cau
1-800 FOR.MS•21 to
find out about our introductory offer.
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MANAGEMENT
ACCOUNTING(AND
OTHER)LESSONS
FROMTHEJAPANESE

Cover: Two Japanese bullet trains.
What can we learn from the Japanese?
See p. 28. Photo by Uniphoto.

BY ROBERT A- HOWELL,
CMA, AND MICHIHARU
SAKURAI
Fourteen senior finance and
accounting executives from
leading U.S. companies,
one consultant, and two academics toured several major Japanese corporations
last summer to compare
U.S. and Japanese finance
and accounting practices.
Here's what they learned.

35
THE IRS' NEW
NEUTRONBOMB

MANAGEMENT ACCOUNTING+ (ISSN
0025.1690) is published monthly by
the Institute of Management Accountants, formerly the National Association of Accountants, 10 Paragon Dr.,
Montvale, NJ 07645.1760, (201)5739000. Price $10.00 per copy. Subscription rates, per year: $20 (included in
clues, nondeductible): nonmembers.
$125.00. Second class postage paid at
Montvale, N.J., and additional mailing
offices. To ensure uninterrupted mail
service, send present address label
and new address including ZIP number to Membership Records Dept.,
IMA, Montvale, NJ 07645.1760. Allow
six weeks for change. IMA's telex
number is 9102509487; facsimile number is 201. 573-0639. POSTMASTERSend address changes to MANAGE MENTACCOUNTINGO, Montvale, NJ
07645 -1760.

BY ALFRED M. KING,
CMA
Congress has declared war
on those highly profitable
U.S. companies that have
been able to shift a significant amount of their taxable
income to low tax jurisdictions. Its weapons are
changes to section 482 of
the Internal Revenue Code.

48
VEBAS: ANOLDIDEA
MAKESACOMEBACK
BY ROBERT E.
DUQUETfE, CPA, AND
W. SCOTT BALESTRIER
VEBAs are a creative way
for companies to offer their
employees additional benefits on a prefunded, tax -deductible basis.

39
INTANGIBLEASSETS:
TO AMORTIZEOR
NOT?
BY LAWRENCE P.
SHANDA
Which way will Congress
move on the amortization of
intangible assets such as
patents, copyrights, and
software? The answer could
result in million - dollar savings for acquiring corporations.

43
ARE WE IGNORING
COUNTERTRADE?
BY PATRICIA J. BOST,
CMA, AND JOHN A.
YEAKEL,CPA
No longer the exclusive domain of cash -poor countries, countertrade —the
linking of exports and imports of goods and services
with little or no use of cur rency—is growing internationally. As accountants,
how are we going to handle
these transactions? Monsanto has some ideas.
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with The New Commander'" for Budgeting
No matter how well you plan, or how hard you work, you'll always face
problems during the budgeting process. You can't eliminate them, but you
can choose the one system that lets you solve them quickly — before they
become a crisis:
The New Commander for Budgeting.
The Crisis of Change
At any time during the annual
budgeting process you may need
to restate the budget to reflect
changes —a re- organization, a new
acquisition or divestiture, new allocation rules. The New Commander
for Budgeting meets this challenge
with features and flexibility that
can quickly provide a revised
budget while maintaining complete
Integrity of the system.

)ilities to manage the entire budgeting
Ming templates, instructions and
the status of budgets submitted from
B world. For once you'll have a tool to
,kly identify areas needing attention,
omplex, Interrelated budgets.

Reporting From
Emery Angle
There's no way to anticipate all
the different requests for budget
reports. But the New Commander.
with its multidimensional consolidation, analysis, and reporting
capabilities, makes it easy to
respond with budget reports from
any perspective, without extraordinary effort or anxiety about the
Integrity of the data.

See for yourself...

cxxuqs

For a copy of a whits paper on Management - Based Budgeting, and our video,Delivering Managerial
Applications Today. call Chris Kellyat 1- 800-922.7979,Canada: 1-800 -541 -1780, or 313 - 994 -4800
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BAR CODING FIXED
ASSETINVENTORIES
BY SUZANNE EKMAN,
CPA

53
COMPLETINGTHE
PICTURE:ECONOMIC
CHOICESWITHABC

Bar coding captures and
reconciles enormous
amounts of information
quickly, accurately, and
cost effectively. Thorough
planning and the right
equipment, however, are
crucial to successful scanning.

BY MICHAEL D. WOODS,
CPA

Activity-based costing
(ABC) was developed to address manufacturing managers' concerns about the
relevance of conventional
cost accounting information
to actual managerial problems. But typical applications of ABC do not provide
enough information about
relevant costs because they
combine fixed and variable
costs. Fixed and variable
costs can be kept and reported separately throughout the ABC reporting process, as demonstrated here.
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The foundation of internal
control.
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'Unemployed for eight
months, what do I do ?'
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INTERNALCONTROL
A three -year study designed
to define internal control
and provide practical guidelines for implementation
has just been published.
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"At PCS, service is everything. "
"It's true. Service is everything at PCS Health Systems, Inc. As a

"The infonnatiou generated through ABC studies quickly proves

service company, our business is helping our customers manage

its worth. Besides service costing, we've used ABC to help im-

their prescription drug benefits.

prove our processes through quality measurements.

"Services can be hard to cost — we don't manufacture anything,

"ABC helps us to understand our business and ABC Technologies

so we can't tie costs to materials and direct labor. What does it

is helping us to understand ABC. When we started shopping for

really cost to process a single health claim? How do our market-

ABC software, our list was simple: Value for our money, software

ing efforts fit into the cost equation?

flexibility, growth potential, and a good help desk. At

"We've found that activity -based costing is the most logical

ABC Technologies, we found it all!"

approach to understanding these costs. With ABC, costs are tied
to each activity and to the services that consume the activities.

i
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ABC Technologies Inc.

1
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8926 SW Hall Blvd. • Portland. OR 97223
503/626 -4895 • 503/626 -4003 (fax)
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i ne role of the management accountant nas Deen cnang-

ing rapidly in these final days of the 20th century. It has
always been expected that our profession provide financial information of the highest quality. But in the face of
global competition to American business, we have had
to look beyond just doing our job right. We have had to
look hard at how our job helps our companies compete
in a quality environment.
These days the term quality is used to explain many
things and often used too loosely. The meaning of quality
more useful to the general management of our compa-

nies—is continuous improvement of relevant services. As management accountants, our performance is expected to continuously improve. As professionals, we are committed, and expected, to enhance our skills by continuous
learning. Continuous improvement can only be achieved through continuous
learning. As the field of management accounting becomes increasingly complex, our product — financial and operations information —is expected to become simpler and more user friendly. Our performance will be measured not
against last year's performance but how we help our companies perform
against the benchmark of "best in class." Our activities will be judged by the
value we add to our companies' products and services.
In a world where structural change — compressed organizations and
shared corporate governance —is becoming the rule, our improvement and
learning needs will have to accelerate if we are to improve the management
accounting conventions that will allow our companies to compete and succeed. IMA has been contributing to continuous improvement for almost 75
years. We have promoted improvement by helping the profession generate
the knowledge it needs to serve, by making it easier for management accountants to communicate with each other and their peers, by recognizing quality
in our professional pursuits, and by assuming a leadership position within our
professional field. Now IMA, through the Task Force on Quality in Financial
Management, has a focused approach in the process to learn just how management accounting and IMA meets its challenge of continuous improvement.
The IMA —all of us, as professionals and as integral parts of our organizations —must be dedicated to the continual learning and improvement of ourselves, and our profession, to the benefit of those to whom we serve.
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TO THE EDITOR

ROBERTF.RANDALL,EDITOR

EMBRACETOTALQUALITY
MANAGEMENT
ravo for Tom Johnson! [September 1992 issue] It takes courage
to point out that the ABC information set may be empty when professional support for ABC seems overwhelmingly positive.
We cannot do "better" what we always have done and hope to regain respect for accounting. If we know there
is a problem such as a cross - product
subsidy, ABC can confirm our intuition. However, ABC's focus on independent activities and consumers of
those activities diverts attention away
from real opportunities for improvement in company processes that are
woven tapestries of activities.
Accountants can expand their
thinking to encompass the complete
operations of a company and develop
measures to track critical success factors. We can "dollarize" these measures to standardize the measurement system and weight the severity
of any problem. For example, a late order could be "dollarized" by assigning
it a penalty equal to the contribution
margin that the firm ultimately will realize on the order. This number then
can be weighted by multiplying it by
the number of days the order is late.
The resulting measure has nothing to
do with allocating a past cost incurred,
but appropriately signals an unfavorable condition and triggers appropriate corrective action.
Our profession must abandon its
total absorption with the allocation of
costs and embrace total quality management and theory of constraints
concepts. In short, we know techniques galore, but not when and
where they should be applied.
Charlene W. Spoede, Ph.D., CPA, CMA

Professor, Baylor University

When a colleague such as Tom Johnson speaks, many listen to what is said.
Often this is enlightening; however, I
believe your September 1992 article
and interview with Dr. Johnson (as
well as the PR hype for his new book
Relevance Regained) has created considerable confusion in the minds of
many management accountants.
Therefore, I am compelled to comment on those issues.
The major concern I have with Dr.
Johnson's latest work is that it appears
to ignore a key point that he and Bob
Kaplan made in Relevance Lost. That
point being that there are fundamentally three views of costs: operational,
strategic, and financial, and no cost
system (not even an activity-based
one) can effectively and efficiently
serve all three simultaneously.
Johnson's point of "It's time to stop
overselling activity-based concepts" is
extremely valid. However, it is this failure to remember the three views of
costs that leads ABC converts into
overselling.
Dr. Johnson, Tom Vance, and I attempted to address this problem in a
January 1991 Corporate Controller article "The Pitfalls of Using ABC CostDriver Information to Manager Operating Costs. "' Apparently, Relevance
Regained seeks to make a stronger
point but in so doing risks negating the
value that ABC does provide when applied to solve a specific problem.
The book and article evaluate the
history of ABC, noting it was tried in
the 1960s by General Electric but "did
not avert declining competitiveness at
GE during and after the 1970s."2 johnson uses this argument to assert that
activity-based costing "as a tool to improve the competitiveness of a business it is pure snake oil." 3 While that
quote may help Johnson sell books, it
does little to promote understanding.
I question Johnson's conclusions
first on their premise.
Yes, GE may have used some form
of ABC since the 1960s. But is the
statement not also true that the basic
Deming quality principles (that Johnson correctly says we also need) have
been around since the 1940s? Americans first made widespread use of
those quality principles during World
War II. Though they remained available and to some degree "widely used"
in the 1950s through the 1980s, they
failed to receive top management attention with many believing that Deming was "selling pure snake oil."

Yet, through Deming's constancy
of purpose and the dire needs of a war
ravaged Japan, he was able to see implementation take root. The U.S. only
began reacting in 1980 when the success of Deming "quality snake oil" resulted in Japan becoming a threatening global competitor. Drucker states
that it typically takes 35 years for an innovation to take hold. That was certainly true of the U.S.'s adaptation of
Deming's quality principles which is
still under way. I believe that is true of
ABC as well.
My second challenge to Johnson's
statement stems from the hundreds of
companies that have improved their
operations and competitiveness
through activity analysis. The examples are too prolific to ignore.
Johnson states that the goal of business is customer satisfaction. Our clients at Arthur Andersen (including
some that Johnson has assisted us
with) have found activity-based information extremely valuable. I will readily agree that our focus is on improving
operations and not on "accounting."
From Dairy Equipment Company
in 19781 through the wholesale distribution indusW down through the
massive restructuring of the telecommunications (PacBell, Southwestern
Bell, GTE, and Bell South) and financial services industry (Mutual of New
York) of today — literally millions of
dollars of improvements are being
wrung out of American business by using activity analysis and the costing of
those activities as a basis of reengineering the way those operations are
performed.
In fact, I have a premise that virtually all operational improvement efforts being utilized today
some
form or use of activity analysis.
Consider how you implement improvement in a company. You first understand the way work is being performed (in other words, you conduct
some form of activity analysis). Then
you use some criteria (either cost reduction, cycle times to be compressed,
quality improvement, etc.) to evaluate
that work. Based on that evaluation,
you then change the work or activities
to achieve better performance on the
criteria selected.
Dr. Johnson argues that cost
should not be the criteria used when
a company evaluates its "operational"
performance. He states that quality or
customer satisfaction should be. I believe that both of those are important;
however, I believe understanding cost
should and will remain a key element
require
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of evaluating performance.
Quality and customer satisfaction
are keys for the 1990s. But as Carl
Sewell says in his book Customers for
Life,"all these rules are not worth a
damn if you don't make a profit.'' It is
real hard to satisfy customers in the
long run if your company goes broke,
In the final analysis, I believe Dr.
Johnson's new work provides an excellent history of activity analysis and activity-based costing. However, his conclusions in Relevance Regained may
well be as overreaching as the overreaching claims for activity-based costing he rails against. The practioner
should remember that (1) there are
three views of cost — financial, strategic, and operational, (2) clearly understand what problem he is trying, and
(3) understanding how the approach
(activity-based or otherwise) will solve
that problem.
R. Steven Player
Arthur Andersen & Co.
, H. Thomas Johnson, Thomas P. Vance, and R. Steven Player, "Pitfalls of Using ABC Cost - Driver Information to Manage Operating Costs, Corporate Controller Qanuary- February 1991, pp. 26-32).
'H. Thomas Johnson, Relevance Regained,The Free
Press, p. 138,
'Ibid., p. 132.
cit. Johnson, Vance, Player.
'op.
'Robert L Grottke, James w. Norris, Improving Productivity and Profits in Wholesale Distribxtion: The
Magnifying Glass Technique, Distribution Research
and Education Foundation, 1981.
'Carl Sewell, Customers for Life.

GOINGCOMMERCIAL?
It appears that MANAGEMENT ACCOUNTING® is doing its job—by
bringing the growing controversy
about activity-based costing into the
open. While that may be little consolation to the IMA staff that is opening,
sorting, reading, and worrying about
the avalanche of mail it has received on
the heels of publishing Tom Johnson's
excellent, and thought - provoking article, it is still something to be proud of.
As I understand it, though, much of
the early mail you received was quite
harsh in its position and language. It
appears that some of my colleagues
have forgotten their academic foundations, including the fact that debate,
and disagreement, is not only healthy,
but essential to the growth of knowledge. In addition, unless I have missed
something, there is no such thing as
the "one best way" to do accounting.
Management accounting is based on
the notion of different costs for differ10

ent purposes, and its corollary, different cost systems for different organizations. That means that Tom Johnson's
position is as defensible as that of the
"ABC'ers." To suggest otherwise is
ludicrous.
Which leads me to raise a concern
that all management accounting professionals should have: Has ABC been
oversold as a panacea for every ill? If
so, the very innovation that triggered
the much needed reforms in management accounting will also be its death
knell. Why? Because ABC is: (1) useful for only a very small subset of the
problems practicing managers face;
(2) driven by a concern to get every
cost in one of four buckets (unit, batch,
product - sustaining and facility- sustaining); (3) still myopically focused on
manufacturing and the cost of goods
sold; (4) ignores long -term, strategic,
systemic and process control issues
that are critical to developing a sustainable competitive advantage in a global
economy; (5) relies heavily on the theory of causality, which focuses everyone's attention on the past, rather than
the future; (6) a flawed basis for strategic analysis and ongoing decision
support. In other words, ABC is better
than traditional standard costing, but
only barely.
To suggest that ABC is`the answer"
is both without merit, in my opinion,
and dangerous. As Tom Johnson so
clearly points out doing a better job of
getting the costs in the right bucket
will not help Western companies regain their competitive edge. Tools
such as target costing, strategic cost
analysis, cost control, and related advancements, are proving to be helpful
here, not ABC.
Dr. C.J. McNair, CMA
Babson College

QUALITYMANAGEMENT
As a manufacturing division controller
for a Fortune 100 company, I've been
involved with cost accounting for 25
years.
I've used every method from unit based absorption to ABC. In retrospect, I can say I may have influenced
operations through the use of cash
flow, NPV, and IRR concepts. The opposite is not true for most of my costing efforts. I know of no significant
change I've made in operations from
costing work.
I don't believe we need to take Relevance Regained as an attack on all cost

accounting, ABC, or as a condemnation of our profession. Let's use it as a
catalyst to examine whether we truly
are satisfying our customers, internal
and external. As a whole, I believe we
are not. In many cases we simply do a
perfect job on products our customers
don't need.
If we are to compete in an international economy, we must provide the
quality expected. Our customers will
eventually get the quality they demand. We need to concentrate on quality management, not run it by the numbers, and give our managers true goals
to meet. If customers get the product
and quality they pay for, profits will follow.
Accounting results, and some costing, will always be needed, but unless
the quality product our customers desire is produced, what will costing do?
Relevance Regained should be another opportunity to examine our profession, provide quality, and get out of
micro-managing by numbers.
Richard D. Benedetti
Lake Oswego, Ore.

FOCUSONPROCESS
IMPROVEMENT
Tom Johnson and MANAGEMENT ACCOUNTING® are to be congratulated
on moving the profession ahead by
publishing such incisive articles as this
treatment of ABC. As with Relevance
Lost and Relevance Regained many
"professional feathers" are bound to be
ruffled. Challenging powerful vested
interests with an economic stake in
preserving the status quo around ABC
is not without risk. The rewards are in
movingMANAGEMENT ACCOUNTING® to the forefront of the profession
along with Professor Johnson, and focusing the debate around our professional journal.
Weyerhaeuser's experience directly supports Tom Johnson's treatise.
Activities are no more than components of a process. Real Benefits accrue from process improvement. In
Relevance Regained, Weyerhaeuser's
experience is outlined beginning on
page 165. The epilog is that 1992 overhead is below 1989 levels, a reduction
of some $12 million. This success has
everything to do with process improvement and nothing to do with ABC. A
corollary may be the buggy whip business. ABC would have faithfully attributed costs to the irrelevant activities of
a dying business. Process improveMANAGEMENT ACCOUNTING /DECEMBER 1992

ment would also have costed activities,
but in a framework integrated with
suppliers and customers. The process
method would likely have refocused
the business on leather interiors for
automobiles, while the ABC system
for buggy whips simply went out of
business.
Dennis A. Loewe
Financial Services Controller
Weyerhaeuser
Former National Vice President, IMA

OVERKILL?
Thomas Johnson's piece helps lift the
fog that still envelops performance
management. Superior companies
train their front -line employees to spot,
classify, measure, plot, and attack nonvalue- adding wastes —in natural units.
It is overkill for cost analysts to do it
or redo it, in dollars (ABC -enhanced
or not). Though the "dollarization" issue is tending to polarize people, the
good news is that those on each side
generally profess similar refined beliefs about the strategic importance of
quality, response time, flexibility, service, and customer needs —and that
management by cost alone is not
enough.
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corporate tax planner among professionals. It calculates federal and
state tax liability for 12 years, handles
carry forwards and carrybacks with
speed and accuracy, and is always
upd at ed for ne w la w. Call
1- 800 - 372 -1033 for your free Working
lvioaei. Ana let DNA make handling NUL S ,
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President
Sehonberger & Associates, Inc.
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U.S. COMPETITIVENESS

KUDOSTOJOHNSON

I believe that good cost information is
important if you are assessing make
vs. buy decisions, target costing or significant cost components of products.
Dr. Johnson fears (and I agree with
him), that ABC is being marketed and
purchased as a competitiveness-enhancement product, when it really is
no more or no less than an improvement in cost allocation methodology.
Dr. Johnson correctly points out
that no costing system will tell you
what your customers really want— either in the short or long term. Also no
costing system can tell you what investments must be made now in order
to maintain and enhance customer loyalty and satisfaction for the future.
Customer knowledge and investment
for the future are the true cornerstones to long -term U.S. competitiveness.

I commend Tom Johnson on "It's Time
to Stop Overselling Activity-Based
Costing." It is extremely gratifying to
see one of the leading gurus of Management Accounting refute positions
he espoused in Relevance Last, especially when this book was so well received. I applaud his integrity.

Peggy J. Miller
MANAGEMENTACCOUNTING/DECEMBER1992

Ernest C. Huge
DELTAPOINT

MUST READ
H. Thomas Johnson's Relevance Regained has moved to the head of my
"must read now" list.
Although the use of traditional volume based product costing systems
can create serious problems, the converse is not true. "Improved" product
costing systems, such as those incorporating activity-based allocations, still

miss the mark. We must examine the
basic thought processes used to analyze and evaluate opportunities and
problems. Relevance Regained should
be read and carefully considered by all
management accountants.
John A. Caspari, CMA
Grand Rapids, Mich.

TOMJOHNSONREPLIES
I am pleased to comment on the letters
and the article in the November issue
of MANAGEMENT ACCOUNTING®
that responded to my September 1992
article, "It's Time to Stop Overselling
Activity-Based Concepts."
I believe activity-based cost management impedes companies' efforts
to move from the cost - oriented management paradigm that has guided
them for the past 40 years to the people-oriented paradigm that I believe
they must follow to succeed in the
1990s and beyond. In the old paradigm, the purpose of business is to
grow return on investment in order to
maximize shareholder wealth; sucit

cess, old -style, hinges on controlling
cost by planning adroitly to capture
scale economies, and by managing
consumptionof resource inputs. In the
new paradigm (esp. Deming, Senge, et
al.) the purpose of business is to profitably create fulfilling jobs in learning
organizations that continually enhance
people's capacities to realize higher
expectations. In that new context, success in business hinges on enhancing
the capabilities of resources —above
all, people.
I believe the main barrier to
change, from the status quo to the new
learning organization, is top management's entrenched belief that success
hinges on controlling cost, particularly
by slashing resource inputs. I believe
a company can not succeed in the long
run if its top managers believe they improve performance by cutting costs or
by selling higher margin products.
Long -term improvement results only
from investing in people's abilities to
improve customer - focused processes.
I am not saying companies should
not know their costs, nor am I saying
that profit doesn't matter. Information
for planning and estimating the financial consequences of actions is always
vital to the success of a business. What
is lethal, in my opinion, is to believe it
is possible to improve performance in
the long run by having everyone in the
business manipulate operations to
achieve planned financial targets. As a
consequence, top managers view people and resources as costs, not as a
source of competitive strength.
Cost-focused thinking impairs performance in today's companies by undermining a sense that everyone connected with an organization is part of
a larger whole, a system. It encourages
people to think of their work as disconnected, decoupled activity. What goes
unseen is the larger system from
which cost results flow. With cost seen
asthevariable to manage, not seen
simply as a result of management efforts, people believe that efforts at cost
management address fundamental
causes when in fact they simply chase
symptoms. Interventions to manage
cost can, of course, produce shortterm "improvement" But by leaving
root problems unattended, they exacerbate long -term performance. Cutting
training budgets will, for example, reduce certain costs and may even raise
bottom -line results —for a while. But
that cutting is almost certain to deepen
the company's malaise in the long
term.
Cost management thinking also im12

pedes success by causing managers to
focus marketing (and sourcing) decisions on cost and margins rather than
on the organization's competencies
and the customers' opportunities. I
would argue there is no necessary connection between customer satisfaction
and product margins (estimated with
ABC or not). Hence, there is no necessary connection between long -term
profitability and efforts to sell more
higher margin products. It is far better
to profitably make what customers
most want, and be ready to adapt flexibly as customers' opportunities
change. That is the essence of "new
paradigm" thinking.
■ I do not unequivocally denounce
ABC. I distinguish between information to plan or estimate the financial consequences of decisions and
information to direct and control
people's work. Activity-based costing techniques may give better information to assess financial consequences—to cost new products, to
estimate the costs of processes, to
estimate the costs of quality or non quality, and so forth. But managers
must not act, or encourage others
to act, solely to improve financial
outcomes. (I do not mean steps taken to conserve or marshall cash
when a company is on the brink of
a financial crisis; that is a different
matter, and obviously has to be
done on some occasions.) I have no
objection to tracking the financial
results in well -run processes— timely scorecards on the wall
are important and useful. Just don't
let anyone slip into the habit of driving processes to achieve financial
results. That alwaysis a self- defeating strategy in the long term. To improve normal operations, continuously improve the capability of
people and processes to exceed
customer expectations profitably.
■ Some readers say I refer to activitybased costing as an accounting exercise. In fact, that's exactly what it
was, in its original forms at GE and
at the companies that pioneered
ABC product costing in the late 70s
and early '80s. Moreover, virtually
every ABC presentation, case or implementation that I have seen since
I first encountered this concept in
1984 has focused on making a better "rack and stack" of indirect
costs from an accounting source.
However, nothing says that activitybased concepts, especially those articulated in the GE cross - functional

activity analysis framework, cannot
lend themselves to economic modelling and cannot accommodate
market -based or forecast price information. I would applaud the idea
of using such models and that information for planning and estimating.
But I would be concerned if such
models and cost information were
used to make choices and to drive
operations to achieve what the economic model says is most profitable
or least costly. If an activity-based
economic model suggests that you
can't profitably satisfy customers
with your present processes, then
work on improving people's abilities to remove constraints and
make processes capable of profitably satisfying customers —don't
waste time trying to figure out ways
to force something on the customer
because your model says it is profitable.
■ Many readers associate my message with `°TQM." Actually, I try
never to use the acronym TQM. I
envision a business as a system of
interrelated processes in which
people are continually learning and
inventing more fulfilling ways to
profitably exceed the expectations
of customers (internal and external). Call that vision "quality," if you
must call it anything. To achieve it
I say that companies, and top managers in particular, must adopt a
radically new mindset about business. I don't advocate mastering a
program of steps to achieve quality.
Today's businesses are sold too
much of that in the name of 'W"
TQM often is nothing more than a
palliative, like activity-based cost
management, that top managers
adopt who don't want to abandon
the old paradigm. Everyone in the
company gets "involved" and "committed" to a `MM initiative" while
top management retains all the
trappings of top -down manage -bythe- numbers (perhaps dressed up a
bit with activity-based cost management). This may generate good
press copy, for a while at least, but
in the long run it can't generate solid improvements in performance.
That's why we read so many stories
about `°I'QM" programs that fail. Of
course they fail! They are more of
the old wine in new bottles —they
have nothing to do with quality.
■ In response to Bob Kaplan's November article, I do not care if activity-based costs draw on historical, market, or future data. That
MANAGEMENT ACCOUNTING /DECEMBER 1992
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issue misses the point. The point is
that managers should use lots of different financial, cost, accounting,
and economic information to plan,
estimate and forecast; but they
should never roll such information
down to drive operating performance and process improvement.
Activity-based information (ABC,
ABM, whatever) can provide useful
input to the planning process; it can
never drive operational improvement and customer satisfaction.
■ Several letters and Bob Kaplan's article suggest that many problems in
American business can be remedied by creating new and improved
financial measurements and systems la ABC and ABM). I disagree completely. The problem in
American business is not poor management accounting. The problem
is managers believing it is proper to
control people's work with remote,
top -down accounting information at
all. I develop that theme at length in
Relevance Regained. From TopDown Control to Bottom -Up Empowerment, Now I go even farther than
I did in that book and say that the
problem isn't just accounting information perse—the problem is any
information that triggers "end justifies the means" behavior. It is more
important to focus attention on the
behavior, not on the particular type
of information that prompts it.
■ It would take pages and pages and
still I could not address all the fallacies in the claim several readers
make that managers must have cost
information to prioritize improvement programs, to select optimal
product mixes, and to know, in general, what course of action to take.
That cost-focused view epitomizes
the traditional management paradigm that I say companies must
root out and destroy if they are to
succeed in the long term. Longterm success is achieved by enhancing the competencies of people
to fulfill customer opportunities
profitably, not by taking steps to cut
costs or raise margins. This view
was put very well in a recent Fortune article exploring the causes of
fading productivity in American industry. There the writer said, "U.S.
business raises productivity well by
cutting inputs, but only investing
more in people and innovation to increase outputs will raise living standards." (10/19/92, pg. 55) I contend that we will not begin to
develop people and to innovate until
MANAGEMENT ACCOUNTING /DECEMBER 1992

we stop driving everyone to see
business through the lens of cosh
People must be trained and enabled
to spot and remove constraints that
cause delay, excess, and varia" V
j Ourskilledstaffandspecialized
tion —key impediments to profitcomputerroutines:
NOCOST
able customer satisfaction. Success
at removing such constraints will
. discover and recover
(8 0) "%,
not automatically reduce costs or
duplicate payments
683
-5454 I
increase revenues. But it will create
• get quick results without
resource redundancies and reveburdening your staff
nue opportunities. Smart compa1 . validate the effectiveness
I
nies react, then, by redeploying reof your present controls
dundant resources to search for
D is b u r s e m e n t S y s te m Re v ie w s , In c .
and capture more revenue.
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■ Many of the letters and the article
printed in November defend ABC
by telling how its use led a company
nies. This evidence comes from
to discover things that I would exHarvard Business School cases on
pect well- rounded 10- year -olds to
activity-based cost management,
have known in the first place. Here
from countless articles about comare two types: (1) ABC cost inforpanies' ABC experiences, and from
mation helped Company X ferret
my own observations in scores of
out "unreasonable" customers
companies that I have visited since
whose special demands triggered
the mid -1980s and in one Big 6 conextra shipments, extra storage, exsulting firm where I was retained in
tra handling, and extra time not re1989 and 1990 as an advisor on acquired to serve "reasonable" custivity-based management. I make
tomers. Does it take a massive
references to such field evidence in
investment in costing technology to
over two dozen articles that I pubalert us that time, space, people,
lished since 1987 and in my new
and transactions cost money? If it
book Relevance Regained.
does, we have problems much graver than any costing technology is
Conclusion.The responses to my artidesigned to handle. Otherwise, incle are largely from ABC practitioners
sist on charging more when more is
and consultants. Often people who are
given. And if a customer behaves
closest to an activity are the last ones to
like a spoiled brat, act accordingly.
know when a paradigm shifts. Customer
(2) After an ABC implementation
power and the growing realization that
caused Company Y to raise prices,
human beings constitute the only source
they discovered that for some time
of long -ruts business success promise to
they had unwittingly charged far
turn the activity-based cost management
less than customers were willing to
paradigm into dust. Meanwhile, the costpay. Wow! Sounds like Company Y
focused management paradigm that
had been producing gold, didn't
dominates American business is contribknow they were and unwittingly
uting to a serious human loss —loss of
charged prices for tin. Do they need
opportunities to create fulfilling jobs and
ABC to tell them that? Of course
create what Dr. Deming refers to as "joy
not I believe this story tells much
in the workplace." Activity-based cost
less about the power of ABC than it
management helps reinforce the busitells about the failure of Company Y
ness community's belief that the old parto take customer relationship-build- adigm still works. Unfortunately it may
ing seriously. Walk in yourcustomwork, in the short run, for top managers'
er's shoes, find out just what the
compensation packages and for the revstuff you sell them is worth to them, enues of certain consultants and software
and charge what the customer will
vendors. But their gain, I am afraid, is offbear. Basing prices on your costs is
set by society's much greater long -term
a gamble at best, and a fool's game
loss. It pleases me to think that my article
may lessen that loss by raising a flag that
at worst.
■ Some readers suggest that I can not
warns business people to resist the activdocument the claims I make about
ity -based juggernaut and reject the costactivity-based cost management. In
focused paradigm it reinforces.
fact, I do have very extensive evidence from the field showing what
H. 77iomas Johnson
I consider to be perverse uses of
Portland State University
ABC information in actual compaPortland, Ore.
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TAXES

PHASE - OUTS,
FLOORS, AND CAPS

ANTHONY P.CURATOLA, EDITOR
BY PHILIP. HARMELINK, CPA, AND
PHYLLIS V.COPELAND,CPA
by do some individuals at certain income levels pay taxes
that exceed 50%
even though
the stated top
marginal rate is 31 %? The Internal Revenue Code contains numerous phaseouts, floors, and caps that cause the individual taxpayer to be taxed at higher
effective and marginal rates than would
otherwise be the case. Although these
provisions often make it difficult for the
taxpayer to plan effectively, there are
ways to alleviate the higher taxation
that results from these provisions.
Phase -outs disallow portions of deductions, exclusions, or tax credits
when adjusted gross income (AGO exceeds certain thresholds. Floors are
thresholds above which expenses are
deductible. Caps, on the other hand,
set the limit below which expenses are
deductible. These thresholds or limits
may be based on AGI levels or on fixed
amounts.
All taxpayers who itemize are affected by the floors for itemized deductions (7.5% medical, 2% miscellaneous,
and 10% personal casualty). Taxpayer
status and income level further affect
susceptibility to higher taxes resulting
from phase -outs and caps.
For example, higher income taxpayers (over $100,000 AGO are susceptible to the 2% phase -out of personal exemptions, the 3% phase -out of certain
itemized deductions over a 1992
threshold of $105,250, the rental loss
deduction phase -out, and the alternative minimum tax exemption phaseout. Middle- income taxpayers ($25,000
to $100,000) are most vulnerable to
phase -outs of the child care credit from
30% to 20%, the Individual Retirement
14

Account deduction if covered by a qualified retirement plan, and the exclusion
of U.S. Savings bonds interest used for
higher education. Lower - income taxpayers (below $25,000) are most likely
hit by the phase -outs of the child care
credit and earned income credit. Elderly middle- income and elderly lower -income taxpayers, respectively, are affected by the phase -in of the taxation
of Social Security benefits (like a
phase -out, this phase -in results in increased taxable income), and the
phase -out of the credit for the elderly.
Employee status is vulnerable to the
caps on tax -free employer - provided life
insurance, indirect moving expenses,
and 401(k) deductions. Any taxpayer
can encounter the caps on listed property depreciation or the limits on charitable contributions.
THREE BASIC APPROACHES
Three basic approaches can be used to
deal with the above provisions:
Alter the timing of recognition. That

is, defer or accelerate income or deductions. It may be worthwhile to defer
medical expenses or miscellaneous
itemized deductions to the next year if
the following year's AGI is expected to
be lower than the current year. As a result, more expenses will be deductible
next year because that year's floors will
be lower than they would be in the current year. Or, these expenses can perhaps be accelerated if next year's income is expected to be higher so that
more may be deducted under the lower floors of the current year. If AGI is
relatively stable, taxpayers may wish to
incur expenses in alternate years,
thereby increasing total deductibility,
especially if their miscellaneous itemized deductions are close to the 2%
floor.
Deferral of income can be desirable
if income is stable from one year to another (because of the time value of
money) or if income is expected to be
lower in future years. Deferral techniques include electing to defer the
recognition of interest until maturity
on federal series EE bonds, operating
under the nonrecognition rules for the
sale of a residence under Section 1034,
the like -kind deferral rules of Section
1031, or the involuntary conversion
rules of Section 1033. The deferred
compensation provisions can help to
hold down taxable income and minimize the negative effects of phase -outs.
A shift to tax - deferred investments
may be useful to elderly taxpayers to

lower the possibility of being taxed on
Social Security benefits. If income is
expected to be higher in future years,
deferrals should be minimized.
Alter the manner of reporting. Reassessing the manner of reporting by
changing facts and circumstances prospectively may increase the deductibility of expenses. For instance, although
personal interest is nondeductible, if
the borrowing is restructured as personal residence interest or rental property interest, it may become partly or
fully deductible as an other itemized
deduction (up to the cap on personal
residence interest) or as a Schedule E
deduction.
In instances where an individual
has Schedule C income, he or she may
be able to include certain miscellaneous itemized deductions as Schedule C deductions and remove them
from the reach of the 2% floor. Expenditures such as educational and professional meeting expenses, professional
dues, subscriptions to professional periodicals, and technical books or tools
would be candidates for this allocation.
Divorced taxpayers should be careful that the dependency exemption for
children is allocated in the optimal
manner when completing the divorce
agreement. Possibly, the parent with
the higher income should not claim
the exemption if part or all of the exemption isphased -out.
Alter the total amounts of taxable income. The total amount of income sub-

ject to taxation may be held down by
making municipal bond investments,
opting for nontaxable employer -provided fringe benefits in lieu of taxable
compensation, and electing the onetime exclusion for sale of residence
for taxpayers age 55 and older under
Section 121. Elderly taxpayers can frequently control their taxable earnings
(from part-time or self-employment)
by reducing the time they spend
working.
We recommend that taxpayers apply these techniques to their personal
tax planning decisions. In this way,
they may avert the havoc that phaseout, floor, and cap provisions create. ■
Anthony P. Curatola, Ph.D., is the
Joseph F. Ford Professor at Drexel
University, Philadelphia, Pa.
Philip J. Harmelink, Ph.D., CPA, is

research professor of accounting at the
University of New Orleans. Phyllis V.
Copeland, CPA, is a doctoral candidate
at Louisiana State University.
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ETHICS

lems: poor communication , lack of
competence, and motivational / ethical
problems.
Motivational/ ethical problems are
probably the most serious behavioral
control problems as well as the most
difficult to control. Motivational /ethical problems may exist even when
co mp an ies hire competent personnel,

he Committee of Sponsoring Organizations' (COSO) report, Internal Control — Integrated Framework, provides an internal control
model which includes integrity, ethical
values, incentives and temptations,
moral guidance, and competence as
the foundation of internal control systems.' These factors are included in
the control environment component of
the model along with management's
philosophy and operating style, the
board of directors or audit committee,

all personnel clearly understand what
they are expected to do, and all personnel receive the information necessary
for them to perform their jobs. Motivational/ ethical problems are common
because the goals of many interested
parties — management, employees,
suppliers, customers, competitors, and
the public —do not coincide naturally.
The COSO document points out
that ethical behavior and management
integrity are products of the corporate
culture. Corporate culture involves a
set of shared beliefs, values, and ethical
standards that guide the behavior of individuals in the organization. Corporate culture can be a strong form of control in some organizations. In
family -run businesses, culture often is
a strong but unobtrusive form of control. The people whose actions are being controlled may not think of shared
values as being part of the organizational internal control system, but
these values are sometimes stronger
than more formal types of controls.
While culture may be a strong internal control, it is also an unstable control
because corporate culture may change
with changes in management. Recent
fraud cases provide examples of corpo-

organization al stru cture, assignm en t

rate cultu res gone awry.

of authority and responsibility, and human resource policies and practices.
The COSO model is a broad conceptualization of internal control. The COSO definition of the control environment is broader than the definition
provided in Statement of Auditing Standards 55. The new model also departs
from previous attempts to define internal control systems in terms of tangible
components—procedures, plans of organization , records—and focuses on
such intangibles as communication,
ethical behavior, management integrity, and the "corporate culture."
This conceptualization of internal
control is consistent with the concept
of "control" as it applies to a function
of management . A basic function of
managerial control is to help ensure
the proper behaviors of people in the organization . COSO's explicit recognition of the behavioral aspects of internal control systems should be useful in
identifying the roots of control prob-

A recent case in MiniScribe Corporation illustrates the key role that the
chief executive officer exerts in determining the corporate culture.' MiniScribe, a Longmont, Colorado, computer disk-drive maker, sought
bankruptcy protection in 1990 after

NEILE.HOLMES,EDITOR

THE FO UNDATION
OF INTERNAL
CONTROL
BY WILTON L. ACCOLA, CPA
Editor's Note: an article on the COSO's
report appears on page fit of this issue.

perpetratin g a "m assive fraud."

Under the direction of Q.T. Wiles,
former chairman of Hambrecht &
Quist, a venture-capital firm that had invested $20 million in MiniScribe in
1985, MiniScribe's stock price quintupled in just two years. Mr. Wiles, who
was known as "Dr. Fix -It" because of
his ability to resurrect ailing companies, appeared to be a miracle worker
until several years later when it was discovered that MiniScribe's superlative
record was actually fabricated. Some
shipments were booked as sales, reserves were manipulated , and growth
figu res were exaggerated.
Du rin g Mr. Wiles' tenure as chair-

man, MiniScribe was reorganized into
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decentralized divisions grouped
around different products or research
efforts. `"There was constant change,
constant reorganization ," claimed an
employee who held 20 different positions at MiniScribe in 6.5 years.
Mr. Wiles' unrealistic sales targets
and pressure cooker management
style drove managers to seek creative
means to achieve the targets. Four
times a year, Mr. Wiles held several
days of intense "dash meetings" for
employees. At one of the first meetings, he asked two controllers to stand
and then fired them on the spot, "to
show everyone I'm in control of the
company." If division managers presented business plans which displeased him, he threw, kicked, and
ripped up th e plans and th en repri-

manded the managers in front of their
peers.
Managers began finding way s to hit

Mr. Wiles' targets, no matter how unrealistic. On one occasion , MiniScribe
shipped twice as many disk drives to
a computer manufacturer as had been
ordered . To avoid booking losses on
returns of defective disk drives, the defective disk drives were shipped out
again to new customers. Returns for
defective merchandise ran as high as
15% in some divisions. While the rest
MANAGEMENT ACCOUNTING/ DECEMBER 1992

of the companies in the industry had
reserves for unrecognized losses, such
as bad debts ranging from 4% to 10% of
accounts receivable, MiniScribe was
booking less than 1% in reserves.
Many of the organizational factors
that are identified in the COSO document as "incentives" for illegal or unethical behavior were present in the
MiniScribe case. The emphasis on "results," particularly in the short term,
"fosters an environment in which the
price of failure becomes very high."
Other factors were pressure to meet
unrealistic performance targets and
high decentralization that leaves top
management unaware of actions taken
at lower organizational levels.
Corporate culture can greatly influence the effectiveness of an organization's formal system of internal controls. The tangible aspects of
MiniScribe's control system —written
policies, authorizations, independent
checks, segregation of duties, and so
on —were ineffective in preventing
fraud . The MiniScribe case underscores the assertion by COSO that a
company 's ethical climate (corporate
culture) can "influence behavior that is
not subject to even the most elaborate
system of controls."
Although a company's ethical cli-

mate is difficult to monitor and measure, the COSO document recognizes
that ethical climate has a powerful influence on behavior. The inclusion of
ethical values in the control environment component of the COSO model
of internal control is a giant step toward identifying the roots of internal
control problems.
■

1- 800- 6ETHICS
Neil E. Holmes is vice president and
controller of The Marley Company.
Wilton L. Accola, Ph.D., CPA, is an

assistant professor of accounting information systems at Memphis State University, Memphis, Tenn., and a member
of the IMA.
'The Committee of Sponsoring Organizations of the
Treadway Commission, Internal Control — Integrated
Framework,The Committee of Sponsoring Organizations of the Treadway Commission, New York,
N.Y., 1992.
'Lee Berton, "Numbers Game: How MiniScribe Got
Its Auditor's Blessing on Questionable Sales," The
Wall Street Journal,May 14, 1992, p. 1.
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TRENDS

IN EDUCATION

RALPH L. BENKE, JR., CMA, AND
ROGER H. HERMANSON, EDITORS

READERS RESPOND
This month's "Trends in Education" column features a response to Professor
James D. Richards's May 1992 column
on thefive-year program. Additional
comments will be published next month.
ames D. Richardstook a very narrow view of the competencies that
accounting faculty are capable of
addressing. Mr. Richards reviews
the skills necessary for success
throughout the career of a certified
public accountant. He discusses technical skills that can be considered to
be "base -level or entry-level skills,"
and "second -level skills" such as communication, interpersonal, administrative, and practice development.
Mr. Richards indicates that accounting professors are currently
teaching the "base -level skills" and
concludes, "if skills beyond the base
level are to be taught, they should not,
indeed cannot, be taught by the accounting faculty." He further states,
"In a five -year program, the accounting
faculty should contribute nothing to
On the June 1992 CMA exam, Seattle had
the largest number of candidates in the
country. Over 20% of the Seattle Chapter's
members are now certified. What factors
could explain this outstanding result?
a. Enlightened chapter leadership
b. Aggressive CMA director
c. Strong corporate sponsors
d. The Rigos CMA Review Course
e. All of the Above
Call (206) 624 -0716 for our December 5th
and 6th 16 hour NASBA CPE approved
cram course (offered live in major cities or
on video) or information about a franchise
to open your own local program.
enogy W4 10 py 'e:a8MSUV
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the fifth year of education of their students, but should rely instead on the
rest of the university to provide the
education in the skills beyond the base
level."
These statements take a very parochial and functional view of the education process. Just as success in business during the decade of the 1990s
requires a global perspective and the
removal of functional walls, education
must be viewed in a similar way.
Progressive accounting educators
are already conveying the "second -level skills." We are training our students
to be professionals and to succeed in
the real world. Accordingly, we tell
them that they will have to be consultants to management, which requires
a vocabulary and communication skills
appropriate to interact at that level of
the firm. They will have to see the big
picture, not get lost in the minutia, in
order to communicate financial information for decision - making purposes.
Accounting faculty, especially those
with practical experience, are uniquely
qualified to teach the skills we have
used firsthand. In every class we conduct, we communicate information.
Our students learn from our style, and
perhaps nowhere else, about "talking
through the numbers" rather than
"talking to" or explaining each number. The ability to explain to the non accountant what is happening without
defining each and every number is important. By explaining a problem without redoing each computation, we
show there is more to the big picture
than being caught up in the details.
It would be ideal to have students
explain how they approach problems.
However, this becomes difficult as
class sizes increase. So we have to look
at alternate pedagogical approaches.
Mr. Richards believes other parts of
the university will have the flexibility
to stress oral and written communication skills. A better approach would be
to find a way to team- teach, or coordinate assignments, to accomplish properly the development of these second level skills for accounting students.
Such involvement in the teaching of
these skills will combine the expertise
of the other department(s) with the aspects that we alone know are unique to
the accounting profession.
Mr. Richards suggests we have not
been trained in methods for presenting material or establishing effective
group interaction among our students.
As faculty we must be willing —in fact
excited about the opportunity—to continue our own educational process so

that we are able to adapt to the dynamic environment in which our students
will work. We tell students they must
be life -long learners and willing to
adapt to changing circumstances. We
should expect no less from ourselves.
The accounting profession has informed accounting educators that
their product, the students, are not
meeting the profession's needs. As any
manager knows, if your product
doesn't meet the needs of your customer, then your customers will go
someplace else. Therefore, if our students need to be competent in "communication, interpersonal, administrative, and practice development skills,"
then we must work at developing
these competencies.
When we teach a class, we must try
to integrate these other competencies
while covering the technical material
throughout the semester. The skills
necessary for practice development
are not as directly related, but this skill
involves selling one's abilities. There
are still times when we have to "sell"
ourselves to our colleagues or sell the
college to potential students.
Also, we can provide them with the
opportunity to learn how to succeed on
interviews. As advisers, we should ask
students questions about themselves
and try to get them to think through
some of those more difficult questions
that can make the first job interview
traumatic.
There are other ways we can incorporate these skills into the accounting
classroom, too. For instance, we can
encourage students to work as a group
on many class assignments. As a result, most students learn to work with
other people and deal with some of the
interpersonal issues they will have to
face on the job. The use of peer evaluations can help each student become
aware of his or her ability to interact
with others.
Discussion of cases and problems
can develop some of these competencies and assist the student in learning
the technical material. Communicating ideas, facts, and opinions are all
part of the classroom atmosphere. It
becomes more difficult with large
classes, but we have to try to apply
teaching methods that can get around
this. This is an issue that has to be addressed within the mission of each individual department and university.
Developing administrative skills involves learning how to schedule our
time efficiently and delegate work to
others. The education process doesn't
condone unlawful delegation of assignMANAGEMENT ACCOUNTING/DECEMBER 1992

ments. However, we faculty members
do have the opportunity to establish
deadlines and help our students learn
to budget their time and to balance
their responsibilities.
The assignment of group projects
and presentations requires students to
work cooperatively and accept responsibility in attaining group goals. In our
role as advisers to students we have
the opportunity to affect their approach to classwork and life in general.
Even if we just meet with the students
in the classroom, we have the obligation to be punctual and to live within
the time frame of the semester by having a well - planned course and syllabi
that indicate our expectations and assignment deadlines.
As faculty members, we have the
opportunity to be an example to our
students. We have the right to get involved actively in their education well
beyond just the technical accounting
issues. The prospect of the 150- credithour program isn't just the time to increase the number of accounting faculty, but a time to really evaluate what
we are doing and why we are doing it.
We should look at this as an opportunity to show just how well qualified we
are to train professionals.
We should realize that the true development of a competent professional
takes many years and much effort. We
must consider that the goal of the university in accounting education is to
give students the foundation to start
them in the right direction.
Leonard E. Stokes, III, is associate professor of accounting, and Donald J.
Raux, CPA, is assistant professor of accounting at Siena College. Mr. Stokes is
a member of IMA's Albany Chapter.

Professor Richards is unable to respond
to the comments by Professors Stokes and
Raux. He has asked Professor Ralph
Benke to answer on his behalf.
Even if Professor Richards concedes everything that Professors
Stokes and Raux have said in the column, I do not see what it has to do with
the points he made. Professors Stokes
and Raux are correct — accounting faculty can teach communications and
other areas better than they are doing
now.
There are many ways to do this.
Professors Stokes and Raux mention
several, but none of the items they
mentioned requires a five -year program. Instead, these items require difMANAGEMENT ACCOUNTING /DECEMBER 1992
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ferent approaches in our four -year program.
Professor Richards's point was that
we will never be able to teach communications and technical writing as well
as our colleagues in those departments. If the five -year program is
about improving these areas and others that are nonaccounting related, we
cannot teach them. (The best we can
do is as Professors Stokes and Raux
suggested — incorporate elements of
them into our accounting classes.)
The fifth year, as it is proposed currently, is a masters degree in liberal

arts. If the fifth year includes more accounting, it begins to make sense.
However, almost everybody who supports the fifth -year program agrees
that more accounting is not needed. ■
Ralph L Benke, Jr., CMA, Ph.D., is the
ArthurAndersen Alumni /Journal ofAccounting Education Professor at James
Madison University.
Roger H. Hermanson, Ph.D., is the
Ernst & Young Alumni professor and
Regent's professor at Georgia State University in Atlanta.
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`UNEMPLOYED FOR EIGHT MONTHS, WHAT
DO I DO ?'

ROBERTHALF,EDITOR
I'm a corporate accountant who's been unemployed foreight months. I was one of
many laid offin a massive cutback and have been diligently looking for a new job
ever since. My credentials are good, and my spirits were high. But each day when I
pick up a newspaper and read of another company laying off thousands of employees,
my spirits sag to new lows. 1 don't expect miracles, Mr. Half, but thought you might
come up with some advice that would cause me to become a little more optimistic
about the future —my future.
rom what you say in
your letter, you were
laid off by a large company and continue to
look for employment
with other large organizations.
There's nothing wrong with that except that you're right. Large corporations
are cutting staffs by the thousands.
But what about small companies?
Contrary to the downsizing trend,
many small businesses are beefing up
staffs and seeking people like yourself
to help guide them for future growth.
A recent survey by Dun & Bradstreet reported that 1.9 million jobs will
be created this year, 80% by businesses
with less than 100 employees. On the
large corporation side of the coin, almost 30,000 jobs will be eliminated by
companies that employ more than
25,000 people.
Another survey, this by the accounting firm Ernst & Young, queried entrepreneurs concerning their future hiring plans. These entrepreneurs plan to
add 16% more employees this year.
The message, I think, is clear. Small
business is poised to help lead the nation
out of its financial doldrums. And that
means significant opportunities for thousands of people who have the experience
and knowledge to help smaller companies reach their potential.
There are "benefits" for working
hard in a small company. They may offer significant stock option plans and
bonuses. And they're willing, in many
cases, to pay top dollar for men and
women possessing the skills they
need. Make no mistake about it. Small
companies need experienced people,
including those who have learned a
20

great deal from years spent with major
corporations.
Another "compensation" is the intense feeling of teamwork that pervades small companies. Everyone on
the staff from top managers down to
the mailroom clerk must pull together.
There is that wonderful sense of a common goal that everyone st rives to
reach. This can be exhilarating, but only for those who revel in such an atmosphere. If you do, I heartily recommend you include smaller companies
in your job search.
How best to do this?
If ever networking was a valuable
tool for job seekers, finding a position
in a small company is such a time.
Small companies rarely advertise job
openings to the extent that larger ones
do. They depend upon word of mouth
and make good use of personnel services firms that specialize in the disciplines they seek. The top people at
smaller companies are usually extremely active in industry and community organizations. They know that
such involvement is an excellent way
to make their presence known in a
community and industry and realize
the potential of meeting the right people to help them grow. That means, of

"I've been traded to accounting for a
marketing expert."

course, that you should become active—if you aren't already —in as many
such groups as possible.
At the same time, I would become
an avid reader of your local newspaper's business section. Companies that
report significant earnings increases,
announce acceptance of a new product
by a government agency, plan to move
into the area from out of town, or begin
expansion of facilities to handle a new
contract are obvious targets for your
job hunting efforts.
One key to impressing the management of a small company is to have
learned everything possible about
what the company does, how it does it,
its product line, relative position in its
industry, and future potentials.
In determining which companies to
contact, don't focus upon industries in
which you've worked before. It doesn't
matter what product or service a small
company offers. Your corporate accounting experience and knowledge can be applied to any company, in any field.
Once you've identified companies that
are in a growth cycle and that might benefit from your experience, make some
calls, preferably to people whose names
you've been given by someone in your
network, or by selecting individuals by title who might appreciate and understand
your credentials and what you have to of
fer. The best approach is to introduce
yourself, indicate who gave you the
name, or, failing that say thatyou've been
tracking the company, are impressed
with it and its future potential, and would
appreciate the chance to get together if
only to gain advice on lending your talents and experience to such a company.
Small companies generally are
seeking capital; when bankers and venture capitalists analyze small companies, one of the things they look most
closely at is the caliber of management.
If the company is staffed with savvy
people, requests for funding often are
considered more favorably.
The statistics tell it all. Small businesses are springing up every day and are succeeding —and hiring — contrary to the
prevailing economic climate. If you think
you can be happy and productive in a
small company's culture, by all means target your job hunting in that area.
■
Mr. Half is founder ofRobert Half International, Inc., a financial and data processing recruitingfirm with 150 Robert
Half and Accountemps officeson three
continents. His latest book is How to Get
a Better Job in This Crazy World
(Crown Publishers).
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Become a

CMA
(800) 87 -G LEIM

STEPHENBARLAS,EDITOR
House Telecommunications and Finance Subcommittee, promised the
AICPA that the subcommittee would
hold a hearing on the AICPA's accountant liability bill early in 1993. That bill
(H.R 5828) has been sponsored by
Rep. Billy Tauzin (D.-La.), a member
of the Markey subcommittee.

PROPOSED
CHANGES IN COST
ACCOUN'T'ING
STANDARDS RULES
E.J. Markey.

WYDEN BILL
GOES DOWN
ep. Wyden's "Financial Fraud
Detection" bill went down in
flames during the last few days
of the 102nd Congress. The Senate
passed an investment advisors bill in
early October, sent it over to the
House, which also approved it, and
tacked on the Wyden bill, and some
other additional provisions, as amendments. Then the House and Senate
went to conference. They were unable
to agree on which House amendments
to keep in the investment advisors bill.
So the bill failed to pass. The Wyden
amendment was not the only amendment that caused problems, but Wyden believes the American Institute of
CPAs conveyed its opposition to the
Wyden bill to staffers on the Senate
side. A spokesperson for the AICPA
says, "If people in the Senate asked us,
we told them we were opposed to the
Wyden bill." In exchange for an assumed "no opposition" commitment
from the AICPA, Wyden and Rep. Ed
Markey (D.-Mass.), chairman of the

R
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'The Cost Accounting Standards Board
(CASE) wants its accounting rules to
apply to fewer federal contractors.
'That would be the impact of an October 16, 1992, proposal that changes
current rules. The modification would
increase from $10 million to $25 million the threshold for full CAS coverage. A company reaches that threshold either by getting one contract or a
number of contracts that add up to $25
million. They then must comply with
all 19 standards. Companies whose
CAS-covered contracts are less than
$25 million (but above $500,000) must
comply with a subset of standards including CAS 401, 402, and 405. One of
the purposes of this proposal is to
bring the compliance thresholds in
line with inflation, given that they have
not changed since 1977.

TAX CHANGES
CONSIDERED FOR
PENSION PLANS
Congress will give serious consideration in 1993 to tax law changes as a
way of convincing companies to beef
up underfunded defined benefit pension plans. The Bush administration
had made a proposal to do that in 1992,
as did a number of prominent con-

gressmen, including Rep. J J. Pickle
(D.-Tex.), second- ranking Democrat
on the House Ways & Means Committee. Pickle's bill would tighten up standards under Internal Revenue Code
section 401 (a) (29). That section requires security for benefit amendments adopted when a plan is less than
60% funded. The amount of the security required under current law is the
lesser of the amount necessary to
bring the plan up to a 60% funded level,
or the value of plan amendments
adopted since December 22, 1987, in
excess of $10 million with an additional
exclusion for pre -1988 underfunding
that is phased out over 18 years. The
Pickle amendment would preclude
amendments increasing plan liabilities
without security whenever a plan is
less than 90% funded. The security requirement would be triggered whenever the benefit improvement exceeds
$1 million. "We are encouraged by this
change," says James Dursee, a vice
president with Towers Perrin, who testified before a Ways & Means Subcommittee on behalf of the Association of
Private Pension and Welfare Plans
(APPWP), a group that represents
mostly large corporations. "One of the
most frustrating continuing risks to
the termination insurance system is
the adoption of benefit improvements
that the sponsor cannot fund and that,
with the passage of time, PBGC will be
required to guarantee."
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We reported last month on the issue of
recoupment costs and how the aerospace industry was having a tough
time getting the Pentagon to see
things its way. Well, score one for the
Aerospace Industries Association. In
early October, Deputy Defense Secretary Donald Atwood gave the AIA most
of what it could realistically expect
when he directed that recoupment
provisions be eliminated from existing
contracts for all nonmajor defense
equipment sold after October 1992. ■
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GREATER
CHOICE FOR
STOCKHOLDERS
or years, the standard
litany was, "if you
don't like the stock,
sell it!" Any action
beyond grousing was
not considered by
fund managers to be
in their job description. From a public
perspective, this attitude increased
the problem of holding corporations
to any standard of shareholder
accountability.
Today, however, shareholders of
major corporations are preparing to
exercise their rights under new SEC
rules. In fact, the September 21 issue
of The Wall Street Journal carried the
headline, "Institutions Are Poised to
Increase Clout in Boardroom."
Institutions now hold a majority of
all shares and account for an even higher percentage of all trading in those
shares. If they decline to demand
accountability, the job goes by default
to individual shareholders, government, or the takeover market.
We've seen the takeover market at
work over the past decade —rather like
strangulation to end a throat ailment.
No early or benign intervention here.
Then there's government, which generally brings the flexibility and finesse
of a robotized jackhammer to the problem. Finally, there's the individual
shareholder, whose instincts are right
and whose self - interest is on the line,
but who generally lacks both the time
and resources except as part of a group
acting in concert.
Greater involvement in corporate
governance by institutional investors
seems a good idea that needs a fair trial.
Still, we need to remember that institutions invest on behalf of others.
These are the beneficial owners —the
pensioners, insureds, mutual fund
investors and the like—in short, individuals. People like you and me are still
counting on someone else —in this
case, our friendly fund manager —to
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oversee our money.
As I said, much of this is inevitable
because we can't do the job ourselves.
But wouldn't it be a good thing if we
could exercise some direct influence
over our direct investments in a simple
easy - to-handle way that would make
managements sit up and take notice?
Such a right of choice could be made
available to every stockholder with
only a small change in federal tax law.
Unfortunately, it willtake an act of Congress to make the change, even though
there was never an act to put the current rules into effect.
Here's the core of the proposal that
has been put before members of both
houses, titled "Capital Reinvestment
Act." Consider a stockholder in any
corporation. Whenever the corporation pays a cash dividend, the stockholder receives taxable income. If no
dividend is paid, there's no taxable
income until the stock is sold. Then, all
proceeds in excess of the original cost
are taxable capital gains.
Even if the stockholder takes advantage of a corporation's dividend reinvestment program (DRP) and reinvests all dividends, those dividends still
are taxable income. In other words, the
mere offer of a dividend triggers the tax,
even if the dividend is reinvested. In tax
law, this is called "constructive
receipt."
The Capital Reinvestment Act
would put a lock on the tax trigger
whenever a dividend is reinvested in a
DRP of the same company that pays it.
This would give every shareholder the
chance to decide whether to plow his
or her dividends back into the company with no tax consequence or to take
the money and pay taxes. Shares
acquired through reinvestment would
be taxed on capital gains when they are
sold, just like any other shares. Corporations wouldn't be required to pay cash
dividends. The Act enables rather than
compels. But under these conditions,
it would be the rare company with the
effrontery not to offer large dividends
to stockholders and then, to the extent
that more capital is needed, to ask
those stockholders to leave their mon-

ey in the company through reinvestment. To do otherwise would no longer
save the stockholder from taxable
income; it would merely deny him his
freedom of choice.
How does the Capital Reinvestment
Act contribute to better and more
responsive capital markets? One
important effect should be to channel
capital more readily into the most
promising investments, with stockholders making those decisions.
Today, stockholders in a large,
stodgy corporation with poor performance are often trapped by a low stock
price (reflecting that poor performance) and a low dividend. Meanwhile, management continues to reinvest most of the stockholder's earnings
in lousy projects along with depreciation funds and added borrowing. If this
management were effectively forced
(by market pressures) to give stockholders the choice of a large dividend,
most would say, "Give me the money —I'll pay the tax!" The higher dividend would contribute to a better stock
price because many investors like current income and some pay no tax in any
event. Such a company would be
denied the ability to finance its pattern
of poor investments, and stockholders
would have blown the whistle!
On the other hand, companies with
promising returns and large capital
needs would be swamped with stockholders eager to reinvest their earnings. Every time such a company
declared a dividend and got almost all
the money back, stockholders would
be giving management a vote of confidence. Again, shareholders would be
choosing what is to be done with company earnings, implicitly affirming that
those earnings belong to stockholders
and not to management.
Even 20 years ago, administering a
program of stockholder choice would
have been impractical. But no longer.
DRPs are easy to establish (many companies have them already), and the systems required are available at reasonable cost. The task remaining is to give
Congress the message that shareholders deserve the chance to make these
important decisions for themselves.
Anyone interested in a more
detailed discussion of this proposal can
get a copy by writing to me at: 21 Hickory Drive, Maplewood, NJ 07040. ■
T. Carter Hagaman is an independent
investment analyst. He teaches at Kean
College ofNewJersey and can be reached
at (201) 762 378.
MANAGEMENTACCOUNIING /DECEMBER 1992

COMPUTERS
&ACCOUNTING
HARDWARE /SOFTWARE REVIEWS

CLAIREBARTH,EDITOR

MULTITRAK
everal years ago, Mead Data Central, Inc., lacked an easy and reliable means to track and identify
software - development costs to be capitalized under the requirements of FAS
86, "Accounting for Software to be
Sold, Leased, or Otherwise Marketed." This Statement governs the capitalization of specific expenditures for
software development. As an electronic publishing company, Mead Data
Central, in addition to developing software for internal uses, develops the
LEXIS and NEXIS on -line information retrieval services for sale and lease. It
incurs significant costs developing and
maintaining this software.
In addition, Mead Data Central
could not easily tell how much a development project was costing the company. Few managers kept track of specific project costs for more than a year.
Furthermore, the same project may
have been named differently from
group to group, making it difficult to
link and combine actual project costs.
Today, this situation has changed.
Mead Data Central now performs time
reporting and project accounting using
the Multitrak Enterprise -wide Work
Management System from Multitrak
Software Development Corporation.
Multitrak is used to automate a single
company -wide methodology for developing products that are sold or leased,
as well as applications that support the
business. More than 3,000 users of the
system report time on some 600 development and maintenance projects. All
projects are broken down into phases
and tasks and stored in a single multiproject database. By storing all project
and resource information in a central
database and standardizing the work
process, Mead Data Central has simMANAGEMENTACCOUNT[NG /DECEMBER 1992

plified data collection and summarization of information for reporting.
In particular, Mead Data Central uses the system to track development
costs on marketable systems to meet
accounting standards requirements.
By allowing time and cost information to be reported and gathered at the
task and phase level, the time reporting system simplifies the controller's
job of determining the costs to be capitalized or expensed. Hundreds of software developers report their time
weekly. Project costs are "rolled -up" to
a phase or project level. Interfaces
from the payroll and the accounts payable systems, built by the firm, update
Multitrak with employee salary information and other direct costs. Multitrak permits the use of multiple -rate
structures, giving the company the
ability to enter overhead rates.
Mead Data Central now can:
• Compare budget estimates with actual expenditures;
• Measure resources usage and costs
for all projects accurately;
• Gauge how much is spent on development of a system and how much
on ongoing maintenance;
• Estimate resource requirements for
similar projects;
• Track vacation and other time off
for all employees; and
• Improve timely management reporting.
How did Mead Data Central decide
on Multitrak? In 1987, I was asked to
head a seven - person task force to help
the company find a solution to its accounting problem. The task force, representing the technical and financial
communities of the company, developed key requirements for a project accounting system. First, the system had
to run on a mainframe to simplify the

exchange of data with other existing financial applications. A mainframe system would easily provide distributed
access for those needing to maintain
and query the system and also would
spare the company from purchasing
additional computer hardware. Second, the system would have to provide
customizable time -entry and project tracking screens. The system also
would be required to:
• Automate the current software development methodology;
• Accommodate the company -defined project codes and names;
• Compare project budgets with "actual costs ";
• Summarize data at any level of detail for the appropriate level of management; and
• Be flexible, because the only constant at Mead Data Central is
change.
Multitrak was selected, in part, because it offered time reporting and project accounting integrated within a
comprehensive work management
system. Multitrak Software, the vendor, defines work management as a
framework to manage all projects and
resources through facilities for planning, estimating, budgeting, tracking,
methodology automation, and performance evaluation. As such, work management extends beyond classical project management, which is limited to
managing a single or a few projects.
An implementation team —given
just three months to implement the
system — conducted a complete inventory of projects in order to assign each
a unique code. Because the company
was committed to track projects, it was
imperative that the naming standard
be enforced. The team designed a
hardcopy " timesheet" that would minimize the impact on users. The company had not done time reporting before
and had to be sold on the idea. It was
decided that all of the timesheets
would be keyed by a central keying facility in order to monitor approval and
receipt of the timesheets and to avoid
buying additional hardware.
All company employees would provide time to the system. Cost and time
reports were designed with the system's report writer and with dBase III
Plus. Most important, the implementation team designed a Work Breakdown Structure (WBS) that would logically capture project and resource
information in accordance with the
software - development process. Within
23

the WBS, projects would be broken
down into tasks and phases and rolled
up to the project, subproject, phase,
functional area, and company levels.
Today, company -wide project accounting and time reporting is a reality. Employees report hours spent on
specific projects, training, meetings,
sick time, and vacations. Direct expenses such as travel and material and
equipment purchases also are captured by the system.
Project accounting reports produced by the system have helped improve accountability, cost control, resource usage, and project planning.
Summary reports show the cost and
hours worked of each employee by
project, subproject, and phased within
department. Other reports show missing timesheets and time off (sick time
and remaining vacation time).
For more information contact Multitrak Software Development Corpora tion,119 Beach St., Boston, MA 021112520; (617) 482 -6677.
James T. Finley
Mead Data Central, Inc.
Dayton, Ohio
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TAX PARTNER '92
ax Partner '92, from Best Programs, Inc., is a comprehensive
tax preparation program. The application prints more than 50 of the
most commonly filed forms and schedules. In addition to forms filing, Tax
Partner also prepares client transmittal letters and client billing. Optional
modules to the basic federal package
include individual state modules, tax
organizers, planners, business program modules, and electronic filing
modules. Best Programs also offers laser printing cartridges for all products.
Tax Partner can be run on an 80286
or higher IBM PC or compatible. Additional requirements include 64OKB
of RAM and at least 7MB of free hard
disk space. Allocated disk space exceeds 8MB. The individual state modules occupy 1 to 2MB per program,
and, of course, other options such as
Laser Partner or Electronic Partner
are in addition to the basic hard disk
requirements. Plan to devote at least
16MB of disk space to the task, especially after developing client files. Tax
Partner also requires DOS 3.0 or higher. Tax Partner uses a DOS text -like
shell; consequently, it will run on slower machines without the noticeable de24

lays inherent in the graphics environments.
Installation is very easy for users
who have experience with the DOS
prompt. Type A install at the C:
prompt, and Tax Partner will build application subdirectories, decompress
files, and build data and client subdirectories. The program arrives on nine
36OKB low density 5.25" disks or five
1.2MB high density 5.25" disks or five
high density 3.5" disks.
The first screen to open is the license agreement, which is where it
should be, although, unfortunately, after installation the license information
is displayed every time the program is
started. This display becomes annoying because it is another screen to respond to before arriving at the main
menu. After the license agreement,
first-time users are taken to the Path
and Screen Characteristics screen.
This menu will assist users in customizing the application to their hardware.
After the path and screen defaults are
entered, the program will skip this
screen on subsequent calls.
The main menu of Tax Partner
gives access to Return Preparation,
Client Data Transfer, Labels, Batch
Printing, System Utilities, Electronic
Filing, and Other Products. The Return Preparation submenu opens existing and new client data files, federal
and state returns, and diagnostic analysis on returns; permits customizing
transmittal letters and tax summaries;
and allows "what it" scenarios. The Client Data Transfer submenu permits
the user to transfer client information
from one year to the next. The Labels
subroutine allows label printing.
Batch Printing maximizes time utilization. Tax preparation does not have
to be held up while one or two returns
are printed. All client forms and schedules may be printed, or only selected
clients may be printed. The System
Utilities submenu permits users to set
up client letters and billing procedures. The Utilities also can specify
how and where to store returns and
how to print returns. The Electronic
Filing submenu accesses Best Programs' electronic filing alternatives.
Best Programs offers both direct filing
and indirect filing. Unfortunately, however, the electronic filing modules are
available only as additional options.
The various hot keys that give the
tax preparer access to the routines imbedded in Tax Partner, such as help
keys, quick keys, cursor keys, and insert/delete keys, are not always displayed on screen, but a Quick Refer-

ence card is provided with version 1.0.
Forms preparation is just that.
There is no interview method as in
some lower -end tax prep packages, so
form preparation in Tax Partner is like
filling out the actual form. This type of
layout can be seen as a definite advantage to those skilled in tax form preparation. To those inexperienced with
all of the more than 50 forms, this feature may be a disadvantage.
The time- saving advantages of this
software can be seen by looking into
the client billing and transmittal letter
functions. The billing can be set up by
the form or by the hour. Invoices can
be produced in one of four ways: forms
with amounts, forms without amounts,
forms not listed (this figure can be the
total of all forms or an amount entered
in the Client Billing screen), or by the
hourly rate. The hourly rate invoice
does not list prepared forms on the invoice. Transmittal letters may be customized by inserting text and merge
codes in the 10 sections of the document. The merge codes appear nicely
inside a pop-up window. The correct
code can be highlighted and inserted
by pressing enter. Section nine of the
letter is an optional paragraph that covers additional information.
The last word in so many reviews is
customer support. Best Programs
probably maintains the industry's
most extensive customer support plan.
Technical support is available through
a nontoll-free number in Virginia.
Hours for this number are 9:00 a.m. to
5:00 p.m. EST, Monday through Friday. Extended technical support is also available from Dec. 1 through April
15. These hours are 8:00 a.m. to 8:00
p.m. EST, Monday through Friday,
and 9:00 a.m. to 3:00 p.m. EST on Saturday. Also, Best Programs offers a 24hour toll -free hotline recording, a toll free fax number to its technical
department, and a toll-free customer
service and sales number.
The aforementioned benefits of Tax
Partner, of course, must be weighed
against their associated costs. The
price for the basic Tax Partner 1040
module for new customers is $795.
Prices for the other base software and
various optional modules can be obtained from the vendor. Tax Partner
1040 is available from Best Programs,
Inc., 11413 Isaac Newton Square, Reston, VA 22090; (800) 842 -4947.
Angelo Albenzi
Mid - Florida Chapter
Winter Springs, Fla.
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KATHYWILLIAMS,EDITOR
counting firm of Postlethwaite & Netterville in Baton
Rouge.
Tarantino is co- chairman— managing partner of
Price Waterhouse in New
York, N.Y., as well as president of the Accounting Research Association.

DAMMERMANNEW
FAFPRESIDENT

Jake Netterville

NETTERVILLENAMED
AICPACHAIRMAN
ake L. Netterville of Baton Rouge, La., was installed as chairman of
the Board of Directors of
the American Institute of
CPAs (AICPA) for 1992 -93
as the Institute met prior to
the opening of the XIV
World Congress of Accountants in October. Dominic
A. Tarantino of New York
became vice chairman of
the Board.
In his inaugural address
to the AICPA's 105th annual
meeting, Netterville, who
succeeds Gerald A. Polansky as AICPA chairman, focused on several issues as
having high priority during
his term, including the legal
liability crisis facing the profession and the AICPA "key
person" legislative program. Netterville is managing partner of the public ac26

ennis D. Dammerman, senior vice president- finance of General Electric Company, has
been elected to a one -year
term as president of the
Board of Trustees of the Financial Accounting Foundation effective January 1,
1993. He has been a member of the Board of Trustees
since 1990 and had served
on the Financial Accounting
Standards Advisory Council
from 1989 -1990. He succeeds Shaun F. O'Malley,
chairman and senior partner of Price Waterhouse.
Other Trustee officers
elected to one -year terms
beginning January 1 are J.
Michael Cook, chairman
and chief executive officer
of Deloitte & Touche, as
vice president and Thomas
C. Schneider, executive vice
president and chief financial
officer of Dean Witter Financial Services, Inc., as
secretary and treasurer.
The FAF is responsible
for overseeing, funding, and
selecting members of the
Financial Accounting Stan-

dards Board, the Governmental Accounting Standards Board, and their respective advisory councils.

WELLNESSISMOST
IMPORTANT BENEFIT
n a new Robert Half International survey, 74%
of human resources
managers polled said physical wellness programs will
be the most important
fringe benefit for their company's employees next year.
"More companies are
recognizing that successful
performance at work is tied
to physical health," Max
Messmer, chairman and
chief executive officer of
Robert Half International
Inc., said. "Despite the recession, many firms are offering employee wellness
programs to enhance productivity and to realize the
long -term benefits of reduced health care costs."
The survey polled 500
human resources managers
and was based on a random
selection of all U.S. firms
with more than 20 employees. Other fringe benefits
mentioned as important
were dependent care, 13 %;
financial assistance, 8 %;
mental health wellness, 3 %;
and legal aid, 1 %.

AECCRELEASESNEW
ISSUESSTATEMENT
he Accounting Education Change Commission has released Issues Statement No. 3, The
Importance of Two-Year Colleges for Accounting Education. In the Statement,
AECC encourages closer
coordination between twoyear and four -year colleges
in the development of accounting curricula to increase the quality of accounting education at both
levels. The Commission
noted that the proportion of
students who begin their
college educations at twoyear schools is increasing

and that the quality of education provided by two-year
schools has an important effect on the overall quality of
accounting education because four -year colleges
generally accept transfer of
introductory accounting
from the two-year schools.
For additional information, contact Doyle Z. Williams, chairman, Accounting Education Change
Commission, 21515 Hawthorne Blvd., Suite 1200 Union Bank Tower, Torrance,
CA 90503 -6503, phone:
(310) 540 -5596.

POORPAYOUTLOOK
11 levels of employees
will receive lower annual pay increases in
1993 than they did in 1992,
according to the results of a
survey of 1,000 companies
by Coopers & Lybrand that
reveals a continued downward trend in pay planning.
The new pay guidelines
average 4.6% to 4.7% for nonmanagement employees
and only 4.9% for executives, the lowest figures in
20 years, explained Janet
Fuersich, national director
of compensation consulting
and Coopers & Lybrand.
She said the downward
trend was evident in most of
the 40 industries polled.
More than 11% of the organizations had a pay freeze
in effect at the time of the
survey. In cases where only
selected employees' pay
was frozen, executives were
affected more than others.
The companies report increased consideration of alternative pay- for - performance plans such as
gainsharing, skill -based
pay, and small group incentives, but only 7.9% will effect new programs in 1993.
To obtain a copy of the
complete survey titled Compensation Planningfor 1993

for $100, contact Coopers &
Lybrand /Compensation Resources, 1301 Ave. of the
Americas, New York, NY
10019, (212) 259 -2447.
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Alamo f(e atures the 6rm I'll Motors
cars like this C csy Beretta.

Which Alamo offer is best for you?
Is it a free upgrade for an important business trip? Or, is it a free
day for your next vacation? These are just some of the great choices
you'll have with Alamo's Membership Program. In addition, you'll have
the choice of driving any one of Alamo's fine General Motors cars, all
with unlimitedfree inileage. You'll also get to choose from discounted
daily, weekly and weekend rates available at every Alamo location in the
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Fr ee Week end Da
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• Valid for ONE FREE UPGRADE to the next car category,
subject to availability at time of rental.
• (In the U.S.) Valid from a compact car or above, excluding
luxury and specialty cars.
• (In the United Kingdom ) Valid on self -drive rentals only
from a group B car category or above, excluding group E
can and abo ve.
• Offer is applicable toward Membership Rates only. One
certificate per rental accepted; must he presented at the
Alamo counter on arrival. Once redeemed, certificate is
void. A 24 -hour advance reservation is required.
• This certificate and the car rental pursuant to it are subject
to Alamos conditions at the time of rental.
• Offer valid through May 26, 1993 (except 12/19 - 17127/92,
2111- 2/13/93 and 4/8- 4/10193).

For reservations call your
Professional Travel Agent or call
Alamo's Membership Reservations
Line at 1.800.354-2322 Request
Rate Code BY and use your
membership ID number when
making reservations.

U73B I.D. # 165532
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For reservations call your
Professional Travel Agent or call
Alamos Membership Reservations
Iine at 1-8 0 0 3 5 4-2322 Request
Rate Code BY and use your
membership ID number when

•
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• (in the U.S.) Valid for ONE FREE WEEKEND DAY on a
compact through fullsize car category.
• (In the United Kingdom) Valid on self -drive rentals only on
a group Bthrough group E car category.
• Offer valid on rentals of two days or more. Car must be
picked up after 12 noon on Thursday and returned before
12 noon on Monday.
• Offer applicable toward Membership Rates only. A 24 -hour
advance reservation is required. Reservations are subject to
availability at time of booking.
• One certificate per rental accepted; must be presented at the
Alamo counter on arrival. Once redeemed, certificate is void.
• This certificate and the car rental pursuant to it are subject
to Alarn6s conditions at the time of rental.
• Offer valid through May 26, 1993 (except 12/19 - 12/27/92,
2/11 - 2/13193 and 4/8- 4110/93).

;

►

United States and United Kingdom, and you can earn Frequent Flyer
credits with Alaska, Delta and United airlines. Plus, as a member you
can get faster reservation service with our new Member Reservations
Line, Simply call 1-800- 3542322, supply your Membership I.D.
number and request Rate Code BY to receive your benefits. See, you can
afford to be choosey when you rent from Alamo.
35437A5

T

Your next rental

.
• (In the U.S.) Valid for 510 OFF weekly rentals (5 days or
more) on compact through fullsize car categories only.
• ( In the United Kingdom) Valid for CIO OFF weekly rentals
on group B through group E car categories.
• A 24 -hour advance reservation is required. Reservations are
subject to availability at time of booking.
• One certificate per rental accepted; must be presented at the
Alamo counter on arrival. Once redeemed, certificate is void
• This certificate and the car rental pursuant to it ate subject to
Alamos conditions at the time of rental. May be redeemed
for the basic rate of the Alamo self -drive car rental which
does not include taxes and other optional items.
• Offer valid through May 26, 1993
(except 17/19 - 12/27/92,
2/11.2113/93 and 418 - 4110/93.
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Professional Travel Agent or call
Alamos Membership Reservations
Line at 1. 800 -354-2322 Request
Rate Code BY and use your
membership ID number when

making reservations.
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Management Accounting
(and Othere) Lessons
from the Japanese
Employees in the finance area are an integral part ofthe design,
problem - solving, and decision - making teams.

fun-

"pull versus push" manufacturing, quick changeovers,
flexibility, and one -piece
flow. The benefits achieved
from its "lean production"
philosophy have enabled
Toyota to assemble a car in
approximately 60% less time
than General Motors while
maintaining on average only
two hours of inventory compared to GM's two weeks.
The productivity and minimization of waste in leading
Japanese companies puts
them far ahead of most other companies. Finally, a
number of employment
practices, including a commitment to employees'
training and development,
teamwork, and flexibility,
Enjoying their souvenir jackets and helmets, the U.S. group visits Nippon Steel's Kimitsu Works.
lead to winning companies.
As a result of its lifetime emarticle results from their respective long
BYROBERT A, HOWELL, CMA,
ployment policy, Japanese managehistories of studying and teaching manAND MICHIHARU SAKURAI
ment views its workforce as an asset
agement accounting, their trips, and
much like its facilities, so it reinvests
their several years of collaboration.
Both authors have been studying and
considerably to develop its employees,
teaching management accounting for
enabling them to improve productivity
more than 20 years combined, primarily
wring the past 10 to 15
levels continually.
in their own countries but more recently
years, Japanese business
Based on our studies, we are conin a collaborative effort to better underpractices have become
vinced there is a fourth emerging
stand the differences between managemodels for many companies
damental difference between Japanese
ment accounting practices in the United
attempting to be successful in an inand, particularly, U.S. companies —in
States and Japan. In the past year, they
creasingly competitive global markettheir respective approaches to manhave led two study missions to Japan for
place. In the late 1970s, it became clear
agement accounting and control. The
Japanese approach to management acgroupsofsenior finance and accounting that leading Japanese companies not
executivesfrom major U.S. corporations
only believed, but demonstrated, that
counting and control differs remarkto compare and contrast U.S. and Japemphasis on quality was both a comably from that seen in major U.S. comanese management accounting pracpetitive advantage in the marketplace
panies in the number of people
tices. During their latest visit to Japan
and a cost advantage to the production
employed within the management acthe two authors and senior financial exprocess — unlike their American councounting and control area, the funcecutives from AT &T, DEC, Motorola,
tional distribution of employees within
terparts, who believed that high qualiMobil, Nestle, and other corporations
ty and low cost could not be engithis department, and the overall objecvisited Toshiba, Toyota, Mitsubishi
neered together. As well, Japanese
tive and customer (internal as well as
Heavy Industries, Zexel, Nippon Steel,
companies began to demonstrate
external) focus.
Nissan, and Mitsubishi Chemical. This
clearly the positive implications of
28
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LESSON 1 —THERE IS
NO "ONE" JAPAN
or all the rhetoric regarding the
homogeneous monolithic society, at least as far as business
practices are concerned not all Japanese companies are alike. Toyota is extraordinary in its commitment to customer satisfaction, quality, and
manufacturing flexibility—we actually
did see one -piece flow in action —and
high productivity. There are a number
of Japanese companies, however, automotive and otherwise, that do not have
zero defects, one -piece flow, four -hour
inventories, and a virtually classless
employment. Some companies' management accounting practices clearly
are very different from and often far
simpler than U.S. practices. Other
companies say they learned their management accounting practices from
the United States, and, in many respects, the practices are quite similar.
Some Japanese companies have
embedded management accounting
skills throughout their organizations
such that relying on a functional accounting capability is not necessary.
Other companies still have a degree of
functionalization, although clearly it is
nowhere near as dominant as in many
U.S. companies. Nevertheless, the
trends we see, we believe, are very
strong and have very significant implications, both for the Japanese companies that use them and the U.S. companies that do not.

LESSON 2 —WORLD -CLASS
CUSTOMER COMMITMENT
eading Japanese companies truly are committed to being world
class regardless of the industry
in which they operate. As a rule, Japanese managers understand better than
many U.S. executives that they are in
a very competitive global environment
and that, to be truly successful, they
must satisfy their customers better
than their competition. Their intense
customer focus becomes clear when
one considers who they view as a customer in comparison to United States
companies. Japanese companies view
the customer as their primary client
followed by employees, suppliers, and
shareholders last. U.S. companies, on
the other hand, traditionally have
viewed their shareholders as their primary and only client. We continually
heard Japanese companies using the
phrase, `The customer is God." This,
obviously, is an even stronger declaraMANAGEMENT ACCOUNTING/DECEMBER 1992

tion than the phrase, "The customer is
king," which some U.S. companies
would use.
Superior customer service connotes the highest quality, fast response time, and, certainly, on -time
delivery, a wide variety of product offerings, innovative features — resulting
from an active product development
process —and low price. Many American companies today still would consider such a combination of attributes
impossible and would think in terms of
trading off one, for example, quality,
with another, such as low price. Leading Japanese companies not only think
they can have it all—they are committed to providing it
As one tours the typical Japanese
company, one is struck by the commitment to cleanliness, discipline, and efficiency. For example, the Kimitsu
Works of the Nippon Steel Corporation, where 2% of the world's output is
produced, has the feel of a park as one
drives through it with trees, grass,
and even flowers as contrasted to a
large, dirty industrial complex. The
shipping and receiving areas of many
Japanese companies are as clean as
their main entrances. Within the factories there is a place for everything,
and everything is in its place.
The most apparent characteristic of
Japanese companies in their quest for
world -class leadership is the mutual
respect and sense of harmony which
exists throughout the organization.
The Japanese term, "Wa," which
means harmony, is as fundamental a
concept within the firm as it is in other
aspects of Japanese life generally.
Here's an example. As one walks
through Japanese plants, one sees
lines on the floor, markings on the
wall, and even markings on individual
work stations that indicate where specific pieces of equipment, tools, and
other objects are to be placed and
stored. The idea, of course, is that everything has a place, and everything
should be in its place and easy to find.
Obviously, if it isn't, something is out
of order, and a worker can easily see
that and make appropriate corrections.
The same can be said for Japanese
everyday life. In Japanese restaurants,
there usually is a chopstick holder for
a diner's chopsticks. If the diner takes
the chopsticks and begins to use them
and gets the holder out of its appropriate position, the waiter very likely will
rearrange the holder so it is back
where it is supposed to be by Japanese
custom. As small as that example
might be, it is indicative of Japanese

discipline and orderliness —in everyday life as well as in the work place.
Leading Japanese companies, then,
have assumed a world -class model for
running their businesses which has
customer satisfaction as its primary focus—and the way of achieving that
through people and productivity.

LESSON 3 —PRICE
DOWN /COST DOWN
erhaps the most important, and
least understood, Japanese financial management practice is
the "price down /cost down" mentality.
It is the Japanese view that prices are
more likely to fall than increase over
time and that, as a result, if a business
is going to continue to earn an acceptable return for its investors and fund
future growth, then its costs must be
driven down as well. Many U.S. businesses still believe that prices are determined by costs, not the other way
around. The continued reliance on
cost plus pricing is evident in the annual inflationary price increases that
U.S. car manufacturers routinely pass
on to their customers.
We believe that the genesis of the
differences in viewpoint between typical U.S. and Japanese businesses has
its origin in the post -World War II era.
After World War II, North America,
and primarily the United States, was
the dominant economic region in the
world. Pent-up demand from World
War II, a strong growth economy, and
the reconstruction of both Western
Europe and Japanese recoveries created an extradorinarily strong demand
for U.S. goods. For many significant
U.S. industries such as steel, automobiles, machine tools, and others, oligopolistic market conditions prevailed. Companies such as U.S. Steel
and General Motors could —and
would —set their prices on the basis of
their costs. General Motors, for example, long used a return-on- investment
criterion for relating cost and prices to
a desired long -term return on investment. When U.S. Steel and General
Motors set their prices, companies
such as Bethlehem Steel and Ford Motor Company typically would follow.
This cost /price orientation does not
exactly inculcate rigorous cost management. One wonders, even in today's more competitive global environment, whether many U.S. executives
have gotten the message. The former
chairman of General Motors, Robert
Stempel, was quoted in a Wall Street
Journal article several months ago say29

ing, in effect, that when General Motors got its costs under control, it could
better hold the line on prices. That certainly is not the statement of an executive who understands that in a competitive environment, prices are
determined in the marketplace.
Post -World War II Japan obviously
was very different from the United
States. Companies such as Nippon
Steel, Toyota, Honda, Sony, YKK Zippers, Fanuc, and others knew that to
be successful in the marketplace
meant that they had to meet, or beat,
competitive prices and that the quality
and service they offered had to improve continually. They realized that in
a highly competitive marketplace, or a
market in which they were attempting
to succeed, which existed of larger,
stronger competitors, they would have
to drive prices down to achieve a competitive advantage while, at the same
time, continually improving product
quality and service. In essence, their
situation forced Japanese companies
to price in the context of "near pure
competition" as contrasted to oligopolistic or close to monopolistic market
characteristics.
At the same time, Japanese companies understood that they had to make
money to survive, prosper, and grow in
an environment of, at best, flat, and, in
all likelihood, declining prices. To
make money, they had to drive costs
down. As one speaks with and listens
to Japanese executives, one frequently
hears the term "cost down" or, in some
cases, the combination of "price
down /cost down." Driving costs down
is a way of life for leading Japanese
companies. To influence product costs
and lower prices, Japanese companies
ensure all employees understand how
their daily work is translated into the
company's overall financial performance. Japanese managers place considerable emphasis on direct performance indicators that employees can
impact: machinery setup time, amount
of material scrapped due to employee
error, and number of outputs failing to
conform to specified tolerances and
which, therefore, require rework. U.S.
companies also use these measures,
but they seem to focus instead on
broader financial measures that are
difficult for workers to understand or
relate to their daily activities.
Two other observations are important. First, culturally, by its very nature, Japan is a frugal nation. The country is small geographically; its
population is crowded into its principal
metropolitan areas; space is scarce
30

MISSIONACCOMPLISHED
What did the 14 senior finance and accounting executives of leading U.S.
companies, two academics, and one
consultant think of their tour? "It was
one of the most powerful professional
experiences of my entire career," Mario Corti, senior vice president and
chief administrative officer for Nestle
USA Inc., said, "because of the uniqueness of Japan and the composition of
the delegation —the blending of academics and practitioners. This was my
third trip to Japan, but it was the first
to see the nuts and bolts of companies
and the awesome manufacturing power of the country."
"The way the tour was structured
was great," Wayne H. Draeger, vice
president - financial administration at
Cummins Engine Company, Inc., said.
"Bob picked the group to avoid any direct conflict with competitors, so we all
shared ideas. Every night you would
sit with someone from a different company, and everyone explained how
their companies were doing things.
We came back all charged up."
"It was like a traveling class room—a 'Magical Mystery Tour' of
sorts," explained Patrick Keating, associate professor, department of accounting and finance, at San Jose State
University. "Each morning on the way
over to a site visit Bob Howell held a
roundtable. Then between site visits
we had another roundtable discussion,
then another at the end of the last site.
The mix of executives, consultants,
and academics provided an exciting
chemistry. We really developed as a
group over the course of the trip. Each
person brought a different perspective
to the table, and each group wanted to
get something different from it. I think
each person would say that the chemistry was a very important part of the
trip because it really enhanced the
learning process."
What impressed the visitors the
most? For Robert W. Gunn, Gunn,
Markos & Partners, Inc., New York,
N.Y., it was Toyota's continuous single
flow manufacturing. "There are truly
35,000 different combinations of cars
at this one plant. The cars are coming
down the assembly line in a single
flow, and each model, one after the
other, is different, whether it's left side
drive, right side drive, different body
styles. Certain parts of every car are
alike (the underskin), such as bolts,
but everything else is different —it's
that level of standardization. It's like

the New York City Ballet: Each motion
is completely fluid, nothing is wasted,
and every motion has a purpose,
whether it's having a sack of nuts on
the floor by the line within easy reach
or hooks on a belt —everything has a
purpose. They actually have four minutes of inventory next to the line. For
instance, a guy would come along by
the line with a cart full of dashboards,
every one for a different model, and he
would appear as soon as the worker
had just finished installing the previous model's dashboard. It truly was poetry in motion."
For Scott DeGraeve, senior division
controller at Motorola, Inc., it was "the
way in which the Japanese drive continuous improvement as part of their day-today mentality. This was evidenced by the
very simple, but effective, charts that
were visible throughout their operations.
You sense in walking around and in discussions with them that they don't drive
improvements as separate programs or
projects as many U.S. companies do, but
rather make a decision if the issue is strategically important to their business, and,
if so, they quickly integrate into their day to-day business processes. Many U.S.
companies are plagued with the 'Program of the Month' syndrome."
For Wayne Draeger, it was seeing
the strength of the accounting and finance role and teamwork. "The finance and accounting people really
look to see who their customers are
laterally and are quick to jump in and
help with decisions. The line manager
and plant manager are their customer —their boss isn't. They work laterally with customers and suppliers where
we work vertically, saying we are doing our job right if we are doing what
the boss wants us to do. They feel as
though they are failing if they don't
meet their customers' demands.
"Also, the whole society is conditioned to work as teams, whereas in
the United States it's a we /they mentality. They instinctively and immediately form teams to work on a problem
until they solve it. It's awesome."
What about the lessons they
learned? "The most important lesson I
learned was that the Japanese have a
sophisticated simplicity. Many of us
had assumed that the Japanese were
not particularly sophisticated in finance. That's a misperception. There's
not a hard and fast distinction between
finance, accounting, manufacturing,
and marketing. They are able to integrate them all in the whole company.
Their systems are simpler but more effective than ours because of this inteMANAGEMENT ACCOUNTING /DECEMBER 1992

and to be conserved; the country has
few prime natural resources such as
oil, iron ore, and bauxite. As a result,
the Japanese have learned to respect
their few natural resources and not be
wasteful people. This cultural characteristic clearly carries over into the
business environment. Scrap, inefficiencies, the utilization of excess resources, and other examples of waste
are the antithesis of Japanese behavior
and business practices.
As indicated above, many U.S. companies use return on investment as a
primary measure of financial performance, and some have argued about
the expense of making long -term strategic investments. Japanese companies' focus on decreasing prices and
costs over time while improving customer service at the same time are
clearly long -term strategies. To support the price down /cost down mentality, many Japanese companies emphasize return on sales (ROS) as a primary
measure of financial performance, the
objective being to increase both the
absolute and relative ROS. In an environment of price maintenance or reduction, the only ways return on sales
may be increased, both absolutely and
relatively, is by decreasing costs and
increasing volume. In essence, Japanese measures of performance are
consistent with their orientation toward long -term growth and profitability. The majority of U.S. companies,
however, are focused on return on equity (ROE). This emphasis often results in a short-term focus on profits,
leading companies to raise prices at
the expense of increases in sales volume. Over time, the emphasis on ROE
will result in a decline in corporate
profits as it becomes increasingly difficult for companies to replace the decline in sales volume with revenue
growth driven by price increases.

LESSON 4— PROACTIVE COST
MANAGEMENT

will

gration. That's the secret of their success," Patrick Keating explained.
"I finally understand what is meant
by continuous improvement, and now
I'm a believer," Bob Gunn said. "They
have achieved continuous improvement— better performance —in manufacturing in every way. I call it easier,
better, faster, cheaper. There's less
waste and less space, and everything is
easier. Also, the management accountant doesn't spend time in the office;
he's out on the line in the operating area helping to continually improve the
processes. He's used as a resource by
the line organization to figure out and
execute improvement. He shows them
how to get the job done."
Wayne Draeger says the way the
Japanese have streamlined the accounting process and moved accounting upstream is the most important lesson for American companies to apply.
"Accounting and finance can still offer
analysis and objectivity and tell where
the cost /benefits of a product or process will be, but we need to streamline
the day - to-day transactional work and
move the real accounting and finance
work to where we can add value to the
organization, whether it's in new product development, economic analysis,
benchmarking, or some other area."
Mario Corti says that it's time for
U.S. companies to go back to basics.
'Me Japanese are awesome at manufacturing, but Americans have a more
sophisticated finance system. American companies need to learn what the
Japanese do well and adapt that to our
environment. We need to apply continuous improvement —the Japanese do.
It's like the theory of compound interest; it doesn't seem like much from day
to day, but it's extremely powerful in
the long run.
"Also, America draws talent from all
over the world and puts it to work. Fewer
people with talent are drawn to Japan because of the lack of free enterprise.
America is still the land of opportunity.
see more world
The 21st Century
cultures like America instead of Japan because America is more diverse. Japanese
manufacturing knowledge is awesome,
but when you study it, nothing is magic--everything can be explained. We
need to learn from the Japanese but we
also have to remember that they don't do
everything better. Sometimes we get
jealous of their success because it reminds us of what we had but lost —but
we can get it back. Americans have to
keep thinking positively and keep the
fighting spirit."
Mission accomplished!
■
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iven the price down /cost down
mentality, cost management is
a fundamental underpinning of
Japanese strategy and practices. Japanese companies also seem to understand better than their U.S. counterparts that costs should be managed
and avoided during the product planning and development cycle rather
than after products have entered full scale production.
Manufacturing costs are driven primarily by product and process characteristics. Manufacturing processes are

driven by products and the plans to
manufacture them. As a result, costs
are, to a great extent, driven and established during the conceptual design
stage. Leading Japanese companies
use a process called "target costing" to
plan their costs into and out of their
products and processes during the design stage rather than try to take costs
out of the product after designs have
been frozen or, worse yet, after products have gone into production.
Companies such as the Japanese
car companies, NEC, and others employ target costing as one of their most
fundamental management tools. Nissan, for example, has, at any one point
in time, 20 or 25 new models in various
stages of product development. Teams
consisting of marketing, engineering,
purchasing, manufacturing, and accounting work together during the
conceptual and product design stages
through to the point in time when the
new product enters production to assure that a cost position is achieved
that will permit the company to sell
that model at its required market price
and make money doing it. Contrast
this scenario with the GM Saturn story
where the price at which GM must sell
that car is such that there is no way
General Motors can ever recover its
costs and investment over any reasonable product life -cycle estimate. With
GM's investment of $5 billion to establish Saturn, it will not be until the mid to late-1990s that GM earns a profit on
Saturn because the car yields a margin
of only approximately $2,500.
Once the target cost has been established predicated on cross- functional planning and a real understanding of
the product's design, purchased parts
cost, manufacturing processes, and
their costs and investments, cost control takes the form of assuring that the
target costs are met. Major cost reductions come about as the result of the
introduction of next-generation products with different product and cost
characteristics.
Typical U.S. practice, particularly in
a cost up /price up environment, has
been to go through a sequential approach to product planning with marketing passing off its desires to engineering who would then design a
product which would then be passed
off to purchasing and manufacturing
when only then it might be realized
that costs are significantly higher than
could be accommodated by original
market objectives. At that time, either
the price is increased, or changes are
made to the product, which obviously
31

slows the product developterms of identifying future
ment cycle and potentially
opportunities and driving
affects the originally inthe organization toward retended product characteralizing them.
istics adversely. Many U.S.
Japanese budgeting
companies attempt to conpractices are dramatically
trol and reduce costs
different. Japanese compathrough budgets, standard
nies develop a vision which
product costs, and variis relatively permanent.
ance analysis against
They also develop a stratethose budgets or standard
gic plan which, again, is relU.S. visitors pause in Nissan's lobby. Authors are in center, front row
costs. Many American
atively brief and revised incompanies spend a great
frequently. More
deal of time each month analyzing debenefit. As a result, information flows
important, Japanese companies develtailed variances and attempting to exacross and down Japanese organizaop what they call a mid -term plan,
plain their cause. Japanese companies
tions rather than significantly upward
which really is generated at only a very
spend no time on this activity. Rather,
as in many U.S. companies.
high level of the organization. It is relthey are focused forward and, in the
In contrast to the simplicity and foatively simple, containing such inforcase of product and process costs, alcus of Japanese management reportmation as market share, sales, product
ways looking for ways to reduce both,
ing, U.S. management reporting tends
costs, selling and administrative exyet not jeopardize product quality and
to be voluminous and, to a great expenses, financing expenses, and invenother desirable characteristics.
tent, vertically oriented. That is, infortory. It is revised periodically but nevOne of the key differences in the
mation is accumulated at higher and
er more than once a year.
Japanese and U.S. approach to the conhigher levels of the organization, apThe heart of Japanese companies'
trol of costs and achievement of deparently with the view that more seplanning and budgeting is the sixsired margins is in the use of accountnior management is better qualified to
month budget. Some companies tag
ing professionals. Under the target
deal with the results. This process of
onto it a rolling set of half -year projeccosting approach employed by Japaaggregation results in quantity, not
tions that reach out several additional
nese companies, accountants are part
quality; misunderstanding, not underyears. The six-month budget normally
of the design team, often championing standing; and delay, not action.
is prepared in no more than one
the team. It is in the design stage that
month's time and often takes only two
the greatest opportunities to influence
LESSON 6— BUSINESS
or three weeks. Again, it goes into noPLANNING /BUDGETING
costs are available. U.S. companies, on
where nearly as much detail as tradithe other hand, follow a sequential aptional U.S. budgets.
apanese planning and budgeting
The six-month budget is produced
proach to product design. Accountants
often are the last individuals to be inprocesses are very different from
in a fashion similar to U.S. methods,
volved in the product development
the typical American practice.
with some top -down guidelines and a
process. By the time design specificaMany American companies go
bottom -up estimate of achievable retions make their way to the accounthrough a long, drawn -out process of
sults. The finance and accounting staff
tants, virtually all of the product's cost
strategy formulation, long -range planplays a strong role in facilitation, workis locked in. The accountants report
ning, and annual budgeting, which
ing with senior management to comtakes many months to complete. Alwhat the product will cost rather than
municate market realities and with line
having a voice in what the product
though there may be guidelines propersonnel to revise target costs. Even
vided from the top at the outset, the
should cost.
in the short two- to three -week cycle
process is, to a great extent, bottom -up
there may be several iterations of
subject to top -level modification and
guideline delivery, budget preparaLESSON 5— MANAGEMENT
multiple iterations before a final budtion, and presentation. The key is the
REPORTING
get is approved many months later.
condensed departmental structure
Usually budgets are prepared for a caland simplified chart of accounts.
s one walks around Japanese
endar or fiscal year and may be updatplants, it soon becomes obviThe final budget is translated into
ed during the course of that year.
ous that quick, relevant feedtarget cost and productivity measures
back is central to Japanese manageSome companies go so far as to profor the various groups. It is fair to say
ment reporting practices. One sees
duce a new forecast every month. The
that the purpose to which Japanese
literally hand -drawn charts with curbudgeting process is as much a negocompanies put their plans and budgets
rent information regarding such meatiation process as it is an effort to reach
is very different from U.S. companies.
sures as productivity— output per ema collective agreement. Games are
The primary purpose is to take a new
played to accomplish individual objeclook at the foreseeable future and to
ployee, quality—defects per thousand,
schedule attainment, machine downtives. The primary use to which many
set short-run targets that are commucompanies put their budget is to meanicated clearly to the appropriate levtime, spoilage rates, cost variance to
plan, suggestions, and safety. We vissure and control the organization and
els and groups of management so they
frequently to serve as the basis of inited one plant on the second day of the
can focus their efforts toward achievmonth. Results for the previous month
centive compensation reward. Many
ing them. Japanese companies spend
already had been posted. The objecU.S. companies' planning and budgetvirtually no time each month compartive of Japanese management reporting processes consume a great deal of
ing actual results to budget and, more
ing is to get information quickly to that
time and resources, but they don't
important, going through a lengthy,
serve the organization terribly well in
point where it can have the maximum
drawn -out process of explaining the
32
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causes of such variances. Rather, everyone is committed to achieving the
targets that have been embodied into
the six-month budgets.
Performance measurement and
achievement of individual bonuses is
another explanation for the different
levels of detail generated by U.S. and
Japanese companies in preparing annual budgets. In the United States,
managers' bonuses and salaries are related directly to how well they achieve
their individual plans. Japanese companies, on the other hand, place little
emphasis on meeting budget when
evaluating individual performance and
therefore do not require as detailed a
budget or plan.
LESSON 7— MEASURES
OF PERFORMANCE
ost U.S. companies still use
some form of return on investment as a primary measure of financial performance. This
method is intended, obviously, to
bring together both profit and investment management in order to yield a
satisfactory return on capital and, ultimately, a return to shareholders. A
number of scholars and some business
people have argued, however, that obsessive adherence to the ROI objective
results in a bias toward short-term results at the expense of the long -term
future of the business. Prices are
raised to increase profits, products are
cheapened to reduce costs, and strategic expenditures are avoided. On the
investment side, investments in capital
with long payback periods are avoided.
As mentioned earlier, Japanese
companies use return on sales as a primary measure of financial performance, but it should be understood
that they do so in the context of a competitive market viewpoint that effectively assumes no price increases. The
goal of no price increases, then, necessitates both cost savings and volume
increases. Obviously, price reductions
should drive volume increases, all other things considered, but it appears as
though Japanese managers also understand that in a competitive environment a steady stream of new product
introductions of higher quality and
more features, especially if offered at
lower prices, will increase volume.
Those new products with additional
features obviously cannot be provided
without appropriate levels of strategic
expenditures for new product development. Thus, the Japanese view declining prices, increased product capabiliMANAGEMENTACCOUNTING /DECEMBER 1992

ties, lower costs, product development, and increasing return on sales
as fundamental components of longterm profitability.
Even though Japanese companies
are not utilizing ROI specifically as a
primary measure of financial performance, they do manage their investments. For example, the levels of inventory being carried by leading
Japanese companies are far less than
the levels of their American counterparts. We have seen Japanese companies turn their inventories more than
100 times a year. Comparable U.S.
companies do not achieve 10 inventory
turns annually. Similarly, Japanese
companies use space and equipment
very prudently because they recognize
the high cost of space in their country.
As a result, when one walks through a
Japanese plant, one is impressed with
the tightness and absence of excess.
Many Japanese executives do not have
elaborate offices; rather, managers frequently are located in "bull pen" arrangements close to the action on the
manufacturing floor. The absence of
high inventories eliminates the need
for large warehouses and manufacturing space committed to work-in-process inventories.
Japanese companies, too, seem to
understand the implications of utilizing their capital equipment, whereas
many U.S. companies work one shift
five days or, at most, two-shift five-day
operations. Japanese companies understand that there are three shifts and
seven days and that in especially capital intense environments, to use one's
facilities only 25% to 50% of the time
fails to utilize one's capital base effectively. Therefore, Japanese companies
tend to operate their facilities and
equipment a higher percentage of the
time than many U.S. companies.
Well point out later that Japanese
companies' asset turnovers, especially
for manufacturing companies, are not
high and, in many cases, are not as
good as those of U.S. companies. The
reasons, we believe, are the high cost
of space and the strong tendency for
Japanese companies to reinvest in assets in order to take advantage of quality and productivity- enhancing technology capable of producing
world -class products.
LESSON 8 —THE ROLE OF
ACCOUNTING
s we mentioned, the role of accounting in Japanese organizations is quite different from the

accounting typically found in American companies. Japanese accounting
personnel play a much more proactive
role in product target costing, facilitating the budgeting process, and in
working with their counterparts than
do the usual accounting organizations
in U.S. companies. For example, Nissan, which is a $50- billion business,
has approximately 500 accountants in
Japan. A full 200 of them are committed to the approximately 20 new -model
planning teams working primarily in
the target costing area. As we said earlier, the planning and budgeting process is much quicker than in most U.S.
companies. Finance and accounting
plays a central role in leading and facilitating the six -month budgets. Most
of the companies with which we are familiar in Japan have at least as many,
and frequently more, accountants doing what we would classify as management accounting instead of financial
accounting. This situation is very different from the one in most U.S. companies today.
In summary, some of the characteristics that might be applied to finance
and accounting in Japan are participatory,that is, working with other parts
of the business in a partnership arrangement as contrasted to a "command and control" orientation;
cost /production- oriented, that is, focused primarily on the design and production cycle, designing costs out of a
product and assuring that they stay out
rather than spending a great deal of
time on financial planning and analysis; visible,that is, working in the business rather than for the business and
focused acrossthe business ultimately
to satisfy cusomters as contrasted to
up the business to satisfy more senior
levels of management.
LESSON 9 —HUMAN
RESOURCE MANAGEMENT
apanese companies put a strong
emphasis on recruitment, training, and development, including finance and accounting personnel.
Obviously, part of the explanation is
embedded in the philosophy of lifetime employment. If employees are going to stay with a company for a long
period of time, it makes good business
sense to ensure that those persons
brought into the organization fit and
will make a long -term contribution.
Training and development can only enhance the contributions employees
might make throughout their career
with a particular company.
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In the rase of finance and accounting
personnel, Americans should understand that typical Japanese undergraduate university training does not include a
major in accounting. Many of the socalled finance and accounting managers
with whom we have spoken in Japan
have undergraduate degrees in economics while others have degrees in law, political science, and geography, just to
mention a few. We also need to point out
that in all of our travels and discussions
with Japanese finance and accounting executives, we have yet to meet one who
holds an equivalent to a CPA. Rather, individuals who choose to head toward a
public accounting career would take a
specialized training program after they
are graduated from a university. This
program would qualify them for public
accounting —but without the typical U.S.
path of moving from public accounting
into the corporate environment.
Recruiting criteria in Japan consist of
university training, demonstrated performance, and expected long-term growth
potential. A typical career path would include six or so months of training prior
to a position placement; six months to a
year "on the line" assembling cars, fuel
pumps, making steel, and the like; then
an entry-level position in plant cost accounting. Future assignments would include rotations into other areas of the
business including marketing, sales, production, public relations, and so on, and
perhaps an overseas assignment. For
particularly fast -track personnel, a company- sponsored MBA from an overseas
institution and, somewhere along someone's career, a one- or two-year tour of
duty with a government ministry would
be in order. The final result is a highly
educated generalist. People assigned to
finance and accounting know the business for which they are accounting. People in other parts of the business have decent, if not highly sophisticated, finance
and accounting skills. The net result of
this process is that the need for tight
command and control by accounting is
obviated. There is a higher confidence in
and greater reliance on sound judgment
on the part of all managers, and there is
a tremendous savings in terms of time
and effort in all aspects of the finance and
accounting process.
LESSON 10— ACCOUNTING
EFFECTIVENESS AND
EFFICIENCY
t would appear that the combination of characteristics described
above has a clear impact on the effectiveness and the efficiency of Japa34

nese finance and accounting organizations. From the standpoint of effectiveness, Japanese accountants are very
involved in key decision aspects of
their businesses such as product planning and costing, cost control and reduction, and overall business planning, budgeting, and results. They
achieve this effectiveness without the
deluge of reports that burdens so
many U.S. companies. Reporting is, to
a great extent, done locally, closest to
where it will have the maximum benefit. Finance and accounting does not
produce a blizzard of reports comparing actual results with budgets and
transmitting them throughout the organization, nor is there the constant
harassment for explanations of deviations.
Our calculations suggest that Japanese finance staffs are enormously
productive. Typically they have staffs
which, in the United States, would put
them among U.S. corporations with
the best practices while, at the same
time, they seem to be doing a number
of more proactive activities than even
the "best practices" companies. Examples include involvement with product
target costing, managing the budget
process, and working with factories to
reduce costs meaningfully.
Our last observation is that the distribution of effort between proactive
accounting and historical accounting
is strongly skewed in favor of Japan.
WHERE'S THE EVIDENCE?
hen we talk so positively
about the nature of Japanese
management accounting and
its effectiveness and efficiency, it is not
unusual for a skeptic to ask, "Where
are the results ?" Are Japanese companies' profit margins that much better
than profit margins of U.S. companies?
Are they really utilizing their assets
more efficiently? If they are so good,
why aren't their returns to shareholders significantly higher? Good questions. Based on what we have seen
close -up, firsthand, we would argue
that Japanese management practices
geared to long -run business success
are hidden behind the narrow profit
margins and low returns on capital and
equity. We are convinced that Japanese companies make a much higher
investment in their people in the way
of training and development. Job rotation and other examples of involvement do cost significant amounts of
money in the short run but have positioned and will position their firms bet

ter for the future. Similarly, with research and development, our sense is
that leading Japanese companies are
absolutely committed to a steady
stream of product evolution and breakthroughs and, as a result, are spending
considerable resources on research
and development, new products, and
other forms of strategic investment.
Fanuc, for example, by our estimates
has very high product profit margins,
but that fact is not reflected in the company's overall financial performance.
We would argue that the company is
continuing to invest heavily in new
product and process development to
position itself truly as the premier robot manufacturer in the world.
Also, as we look at Japanese steel
companies, automotive plants, and
other manufacturers and talk to their
executives, it becomes clear that continued reinvestment in the business to
improve products, processes, reduce
costs, and the like, are fundamental objectives.
The net effect is that the level of investment in Japanese businesses is
higher than in typical U.S. companies.
Just as we believe that U.S. companies
have learned from and must continue
to learn from Japanese quality, productivity, and employee involvement examples, so, too, are we convinced that
leading -edge Japanese companies' approaches to finance and accounting also lead to a competitive advantage.
U.S. companies have to understand
Japanese finance and accounting practices, appreciate the impact they are
having on Japanese company performance, and select those facets of Japanese operations that can help U.S.
companies improve their own competitive positions.
■
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The IRS's
New Neutron Bomb
Will the Section 482 proposed regulations on intercompany transfer
pricing create a lethal tax burden for your company?
Uniphoto.

BY ALFRED M. KING,
CMA

This is broad language and has been
used by the IRS primarily in cases of the sale of
nce upon a
time, if a comproperty from a U.S.
pany's subsidparent to a foreign subiary were lossidiary or vice versa.
ing money, possible
The old regulations for
solutions might include
Section 482 were far
a change of managefrom crystal clear. In
ment. If that did not
practice, they were inwork, and the problems
terpreted by taxpayers
persisted, a manageas providing a "safe harment consultant would
bor." If you could dembe asked for suggesonstrate that the transtions.
fer prices were
Now there is a third
equivalent to what
alternative. Call your
would be charged a
friendly IRS revenue
third party, on an arm's agent!
length basis, then the
The IRS agent will
methodology probably
refer to the new Section
would stand up.
482 regulations and
This old standard,
show you how much
therefore, put a premibetter your competium on finding comparaThe IRS can use Sec. 482 to destroy financial results it does not like.
tors, or other comparable third -party arm's ble firms, have fared filength transactions. If
lion profit in year one and losses of $10 exact comparables could not be found,
nancially. Then with a stroke of the
pen, the agent will create the income
million in years two and three. Using
then the closest types of transfers
needed by your subsidiary. But wait,
the new Section 482 methodology, the
would be used. If all else failed, refernot only will the agent create the inregulations show how an agent can
ence was made to the selling compa"create" $29 million of income in year
come at the subsidiary level —he or
ny's costs and an appropriate profit
two. Thus, the loss is turned into a $19
she will present you with a bill for the
margin added.
tax on that income, interest on the tax,
million taxable profit.
Management accountants do not
and possibly even a penalty for signifneed a reminder that if the allowability
icant underreporting of income.
of a transfer price is based primarily on
INTERCOMPANY TRANSFER
The only thing the agent will not be
"cost,"
then a lot of judgment is probPRICING
able to do is increase the real cash
ably involved. Innumerable arguments
flow. If you have a true operating loss,
ow could the IRS be permitted
ensued continuously between the IRS
both in terms of cash and as reported
to act as it did in the example
and taxpayers, many of which ended
under Generally Accepted Accounting
above? According to Section
up in court. But the bottom line was
Principles, the agent's action will not
482, the commissioner for years has
that if the taxpayer could find compahelp your operations. Rather, it will afhad the authority, "In any case of two
rable third -party transactions, the
fect cash flows adversely.
or more businesses owned by the same
transfer price probably would be susIf you think this scenario is farinterests, the Secretary may allocate intained as long as the pricing methodfetched, then refer to example four in
come, or deductions among such busiology was followed consistently.
the new regulations. The IRS presents
Notice the use of the term consisnesses,ifhe determines that such allocation is necessary in order to clearly
tently. A company could not keep
the case of a U.S. subsidiary of a forreflect the income ofany such business.
eign parent that has reported a $20 milchanging its formula to achieve a cer-
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tain desired result. Once the transfer
pricing approach had been adopted
and the methodology accepted, both
the taxpayer and IRS lived with the financial results. That is, taxable income
of either the parent or subsidiary subsequently could increase or decrease,
but neither party would try to change
the transfer pricing approach.

was subject to the IRS' tender mercies.
The IRS believed it had a problem it
could not solve. The Treasury Department went to Congress for a political
solution. If the IRS could not solve it
through the audit process and could
not get the courts to agree with its position, the answer was clear. Let's
change the rules.

PERCEIVED ABUSES

THE NEW REGULATIONS

pparently Congress, the Treasury Department, and the IRS
believed Section 482 regulations did not accomplish one of their
main objectives. It did not produce the
maximum amount of taxable income.
Companies were able to use existing
regulations so that significant income
was generated in low-tax jurisdictions,
such as Puerto Rico and Ireland, while
higher expense deductions or product
costs were incurred in the United
States. Of course, one person's
"abuse" is another person's sound tax
planning.
What happened was that companies would license expertise, technology, patents, brand names, and other
types of intangibles to subsidiaries in
low -tax jurisdictions for a stated royalty. As an example, a pharmaceutical
company would develop a new drug
and get it approved for manufacture
and sale. Then it would license its
Puerto Rico subsidiary to manufacture
the drug. The parent would purchase
the drug from Puerto Rico for sale in
the United States and also would receive a royalty from the Puerto Rico
subsidiary on overall sales of that drug
by the subsidiary.
Certainly the royalty rate was subject to close scrutiny by the IRS. The
manufacturer, therefore, would point
to royalty agreements either with other third parties or to licensing arrangements. These arrangements might exist among the company's competitors
and their licensees. Those royalty
rates would be perceived as "arm's
length" and, in turn, would be used to
justify the rate with its own Puerto Rico
subsidiary.
No matter how hard the IRS tried,
the principle that some other comparable rate should apply held up. The IRS
took a couple of these cases to court
and lost. Yet, at the end of the day, the
IRS felt that taxpayers were showing a
disproportionate amount of taxable income in low -tax areas, primarily because it believed the royalty rate did
not reflect economic reality.
Thus, much less taxable income

ongress added the following
sentence to Section 482 of the
Internal Revenue Code:"In the
case of any transfer (or license) of an intangible between or among controlled
taxpayers, the hue taxable income of the
transferor with respect to such transfer
must be commensurate with the income
attributable to the intangible."
At first reading, this sentence
seems innocuous. But the proposed
regulations related to that one sentence contain the example discussed
in the opening paragraphs of this article. The rept of the regulations and
their accompanying examples will not
bring any joy to management accountants, tax managers, or sales and production executives responsible for international business.
You should not be misled into
thinking that the IRS grossly exceeded
its authority because of the way the
regulations are drafted. Before you
blame the IRS, read what Congress
said in 1986 in the Committee Report
accompanying the statute:
'Ae committee intends to make it
clear that industry norms or other unrelated party transactions do not provide
a safe - harbor minimum payment for related-party transfers. 7&e committee intends that consideration also be given
the actual profit experience realized as a
consequence of the transfer ... and to require that the payments made be adjusted over time to reflect changes in income
attributable to the intangible. It will not
be sufficient to consider only the evidence
of value at the time of the transfer. The
profit or income stream generated by or
associated with intangible is to be given
primary weight. The concerns addressed
originated in connection with transfers
of intangibles from U. S. parties to foreign affiliates, particularly those operating in low -tax foreign countries. Many
important and difficult issues are left unresolved. A comprehensive study of intercompany pricing rules by the IRS should
be conducted and careful consideration
should be given to whether the existing
regulations could be modified in any
respect. "

In fact, the Treasury did perform
the study Congress called for in its socalled "White Paper" and received
business input. The proposed regulations are similar to the proposals put
forth in the White Paper.
Worst of all, the proposals appear to
track the intent of Congress. Whether
you agree with the congressional intent or not you still must take the time
to understand the regulations. To minimize your firm's potential tax liability,
your firm should make every effort to
comply with the regulations.
The proposed regulations, issued in
January 1992, will be effective January
1, 1993. As written, they apply retroactively to taxable years ending after December 31, 1986. This is because they
flow from the changes mandated in the
Tax Reform Act of 1986.

REGULATIONS ANALYZED
recommend contacting your tax
advisor for a complete analysis of
the proposed regulations. My analysis is based on what I believe the IRS
is trying to accomplish.
According to the regulations, if
your company is investigated, the first
thing a revenue agent will look at is
whether there is significant disparity
between the taxable income of two related business entities. Is there, for example, a foreign subsidiary in a low -tax
country with significant reported income? In the past, there would have to
be intercompany purchases /sales of
tangible property.The agent then
would try to reallocate the profits from
the transactions.
The intercompany sales requirement no longer has to be met in order
for the IRS to try and reallocate taxable
income. The IRS just has to determine
that the subsidiary is using any "intangible" developed by the parent in its
daily operations. The question is, what
kind of intangibles qualify?
Previously, companies and their tax
advisors could be quite creative in
identifying "intangibles." The purpose
then, primarily in an acquisition, was
to minimize the amount of the purchase price allocated to "goodwill,"
which had no tax benefits, and assign
as much of the purchase price as possible to one or more "intangible assets" that had a specific value and a determinable life. If the two tests of
specific value and determinable life
were met, the dollars assigned to that
particular intangible asset would qualify for tax deductibility.
Naturally, the IRS took an aggresMANAGEMENT ACCOUNTING /DECEMBER 1992
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sive posture and argued that
many of these identified intangibles did not exist separately,
were instead goodwill, and did
not qualify for tax deductibility.
Arguments regarding these intangibles are currently in the
courts. At this time, Congress
is wrestling with the question
of eliminating the entire debate
by providing that part or all of
"goodwill" is deductible for taxes, perhaps over a relatively
long period of time, such as 15
to 20 years.
Irrespective of how the
"goodwill" debate is decided,
the IRS will become creative in
identifying one or more intangibles created by the parent
and used by the subsidiary. A
few examples will show the opportunities available to the IRS.
Does the parent have unpatented technologyin use by the subsidiary? Is the subsidiary adU.S. Treasury building, Washington, D.C.
vertising a brand name developed by the parent? Has the
parent company loaned its subsidiary
company or another company licensed
one or more individuals with experthe same type of intangible under like
tise? Does the subsidiary use a custom- circumstances, then such a license
er list that corresponds to the parent's
rate or royalty can be used.
customer base?
Do not get your hopes up. The proIt appears the IRS could make a reaposed regulations spell out in detail
sonable case in each situation that:
the requirements for a "comparable"
transfer. In my opinion, the test of
1. A specific intangible property ex"comparability" will not be met in pracists;
tice. But this is what Congress and the
2. The parent has transferred such inIRS want. They do not want to provide
tangible property to the subsidiary;
any sort of "safe harbor."
and
According to the proposed regula3. Taxable income attributable to the
tions, if the comparability test is not
intangible property should be recmet, and it probably won't be, the folognized on either the subsidiary's
lowing "comparable profit method"
or parent's books.
will be applied.
At this point, the regulations state
that in order to determine if sufficient
taxable income has been recognized
as a result of the transfer of the intangible to the subsidiary, a fairly complex series of analyses must be made.
Taxpayers can do the analyses in advance to justify their position. The IRS,
however, will make its own determination after the fact to argue for an adjustment. Needless to say, any such adjustment is bound to be unfavorable to
the taxpayer.
The only real defense available, as
spelled out in the proposed regulations, is for the taxpayer to find a "comparable" transfer, that is, alike use of
the same, or possibly similar, intangible property by an unrelated party. If
the taxpayer can show that your own
MANAGEMENTACCOUNTING /DECEMBER 1992

• Identify a group of comparable "uncontrolled" taxpayers, and see what
income they generate.
• Compare the income reported for
the subsidiary under audit with
these uncontrolled comparables.
• Determine if an adjustment to taxable income as a result of the presence of any intangibles is appropriate. For example, is your
subsidiary's taxable income low?
• Pay additional taxes.
I also want to note that, the way the
proposed regulations are written, it
may be difficult to find comparable uncontrolled taxpayers. For example, if
your subsidiary is in Italy, can you find
reliable published financial statements
of publicly traded Italian firms? Are

these firms really comparable
to your subsidiary?
Probably neither you nor
the IRS will be able to locate
such companies. In that case,
you may be forced to look at
companies in other countries
or companies with "similar"
lines of business. As you can
imagine, this requirement for
comparability, while fine in theory, is going to cause a lot of
trouble in practice. Absent
some documentation in advance, prepared by the taxpayer, the IRS is being given almost a blank check by the
regulations to assert a large
claim for additional taxes.

MINIMIZE LIABILITY
s there a solution? Or are
we at the mercy of a "creative" IRS revenue agent?
Some of you may believe that
creative IRS agent is an oxymoron. To the contrary, any organization that could come up with these
regulations is highly inventive. Worse,
they were written in such a way as to
place a premium on imagination. However, in this case, the best defense will
turn out to be a good offense.
Companies that take the initiative,
use the methodology called for in the
proposed regulations, and then establish transfer prices and royalty rates in
accordance with the procedures
should go a long way in preventing after -the -fact IRS adjustments. Please
notice I say "should." In fact, the way
the regulations are written, the IRS can
step in at a later date. Based solely on
the reported financial results, the IRS
can propose substantial adjustments
irrespective of the taxpayer's methodology. If the "results" are not to its liking, the IRS can change them.
The key phrase Congress added to
Section 482 in the Tax Reform Act of
1986 is "income shall be commensurate with the income attributable to the
intangible." How much is "commensurate" with respect to any one intangible? Of all the possible intangibles,
which one is relevant? What is the appropriate base of comparable companies? Why isthis the relevant product
line(s) to be evaluated? Reasonable
people may come up with substantially
different answers to these questions.
If a firm demonstrates it has made
a "good faith" effort to comply with the
new Section 482 requirements, then it
should receive these benefits:
37

• Penalties for substantial underpayment of tax should be eliminated.
• It will be harder for the IRS to make
an adjustment to income three, five,
or even eight years later. Such an
adjustment, if upheld, might make
it difficult to obtain a corresponding
deduction from the other country's
taxing authority after such a passage of time.
• It will be harder for the IRS to rebut
a taxpayer's contemporary choice
of product line, comparable companies, value of the intangible (s), and
profit analysis.
The regulations require a very detailed analytical process. Each step involves substantial professional judgment. Interestingly, the process
almost exactly parallels the approaches a professional valuation consultant
uses in valuing a business unit.
For example when our firm is asked
for an independent valuation of a product line or a total operating unit (subsidiary), we do the following:
1. Analyze the financial results as
reported.
2. Select comparable product lines or
companies.
3. Adjust both the subject company's
and the comparable company's reported results to put all the financials on an "apples - to-apples" basis.
4. Value the subsidiary's or product
line's individual identifiable intangibles.
5. Determine, and then apply, appropriate rates of return for each category of assets.
6. Test our answers for reasonableness and consistency with the comparables we have chosen.

will

This process involves a great deal
of judgment and analysis. The Section
482 regulations include in minute detail virtually these exact same steps
that must be followed. Selection of the
appropriate product line definition and
the comparable companies is vital. Defining the intangibles that apply, assigning a value to these intangibles,
and then developing an income stream
that is "commensurate" with the values that have been developed is critical to finding the right answer, one
which does not put an undue tax burden on the company and which
stand up to subsequent tax audit.
There are no guarantees. Even if a
company does everything called for in
the regulations, the IRS still has reserved a "final look" when the return
38

is being examined. Perfect methodology, that does not produce a "commensurate" answer, can be thrown out.
The "wrong" methodology —if it produces an answer the IRS approves —will be accepted.
One final point should be made. As
discussed earlier, the regulations in effect treat each taxable year on a standalone basis. Before, if the pricing formula was accepted, the year - to-year
financial results were disregarded.
Now, even if a perfect study is performed in year one, and year one's results are not challenged, year two
starts the process all over again.
Therefore, we recommend that our clients update Section 482 studies each
year. Once performed the first time,
subsequent updates are straightforward and not nearly as time- consuming. Absent such an update, the IRS
may well pick and choose. For example, if the IRS performs an examination
of three years at one time, it only has
to challenge the results in those years
that will benefit the IRS.

NEUTRON BOMB
believe the new Section 482 regulations are a neutron bomb. They
are a weapon the IRS can use to destroy any financial results it does not
Re. Does a revenue agent need more
taxable income to meet his or her quota? (Just kidding! Of course no revenue agent has a quota.) lust whip out
Section 482, and the results are assured. If you don't like the answer, you
can't complain because it's just what
Congress ordered!
A taxpayer's only hope is to prepare
a good defense in advance. I recommend that companies perform an independent Section 482 study and follow
the regulations' requirements closely.
This process will provide your firm
with a worthwhile insurance policy.
There is one last piece of bad news.
Congress' intent in writing the new
regulations is to prevent highly profitable firms operating in low -tax jurisdictions from shifting a significant
amount of their reported income to
those low -tax jurisdictions. As written,
however, the regulations apply to everyone. Every organization with subsidiaries not consolidated for U.S. tax
purposes is at risk.
U.S. subsidiaries of foreign parents
are just as vulnerable as U.S. parent
companies. All the IRS has to do is argue that the foreign parent is using intangibles developed in the United
States. If that does not work, the IRS

can claim, for example, the subsidiary
is paying too much for imported parts,
and low domestic profits are not "commensurate" with reported income. The
IRS's decision to investigate a U.S. subsidiary of a foreign company may depend more on the politics of the situation and less on the tax issue.
The IRS can apply Section 482 to
loss operations if it can find "comparable" unrelated parties that are making
a profit. So just because the subsidiary—or the subsidiary and parent— reports losses doesn't mean an
agent would not at least try to "create"
Section 482 income.
If a subsidiary has a net operating
loss (NOL), the IRS may try to prevent
the taxpayer from using the losses to
reduce its tax liability. The IRS can argue that current income, which otherwise would absorb the losses, is not
"commensurate."
Because the choice of intangibles,
the value of those intangibles, and the
appropriate income stream that would
be "commensurate" require judgment,
the choice is simple. Do you want the
IRS to try and fight your judgment,
made contemporaneously, or do you
wish to be prepared to challenge the
IRS' judgment made at a later date with
the benefit of hindsight? Unfortunately, it is not an either /or choice, but the
odds in favor of the taxpayer are enhanced if the IRS is on the defensive.
A good 482 study will make any IRS
agent question whether this is the best
use of his or her time. Better for the
agent to pursue another taxpayer, one
who did not do the homework.
Is there any good news? The law of
unintended consequences suggests
there should be some good news. An
examination of the intangibles, which
really do drive a business, may give
management, and ultimately creditors
and shareholders, a much better idea
of the true value of each segment of a
consolidated business. Let us hope so.
American industry will have paid for
that knowledge.
■

Alfred M. King, CMA, is senior vice

president of Valuation Research Corporation and a member of IMA's Bergen Rockland Chapter. He can be reached at
(609) 452 -0900.
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INTANGIBLEASSETS:
TO AMORTIZE OR NOT'*)
0

Our most valuable assets walk out ofthe door at 6:30 every night.
BYLAWRENCE P.SHANDA
f you or your client is considering
buying or selling another business,
proposed tax laws could significantly alter the treatment of the intangible assets obtained. Congress
has introduced three separate bills
that specifically target the treatment of
acquired intangible assets. Moreover,
the General Accounting Office has
published a report that recommends a
total revision of the treatment of purchased intangibles. The Tax Reform
Act of 1986 curtailed an acquiring corporation's ability to step -up amortizable assets, and future legislation may
further erode or end this practice.
To put this issue in perspective,
let's: (1) review the past treatment of
intangible assets, (2) outline the major
elements of all the relevant current
legislation,' (3) discuss the highlights
of the GAO report,Z and (4) offer our
comments concerning this issue.

DEFININGINTANGIBLE ASSETS
hat are intangible assets?
They are often defined as
those assets that permit the
earning power of tangible assets to be
in excess of their normal earning capacity. This definition appears dated,
however, in that service industries normally do not employ a significant
amount of tangible assets. Another
more accurate definition may be an asset that does not have physical substance but gives the owner an economic advantage in the marketplace. The
economic advantage can range from
cost savings to premium pricing, eventually manifesting itself in increased
profitability.
Examples of intangible assets include patents, copyrights, software,
trademarks, and the like. Also included
are favorable contracts, licenses, know how, core deposits, and customer bases.' In businesses such as advertising,
MANAGEMENT ACCOUNTING /DECEMBER 1992

How should companies account for their most important intangible assets?
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accounting, and any firm that charges for
professional time, an assembled workforce may be the most important asset
As one CEO succinctly stated, "Our most
valuable assets walk out ofthe door at 6.30
every night" Intangible assets can and do
take on many different forms, each with
its own different set of characteristics.
Progressing through the past two
decades, the U.S. economy has
changed from one based on manufacturing to one based on service. This is
shown by the service portion of the
GNP growing in relative terms from
43.3% of the GNP in 1970 to 52.4% in
1990.4 Without significant tangible assets as a base, service industries rely
very heavily on intangible assets to
give them an advantage in the marketplace. Examples are software companies with proprietary products and financial institutions with mortgage
servicing rights. Service industries do
not command material resources but
command technologies and ideas.
These technologies and ideas form a
body of very important assets, collectively known as intangible assets. It is
these assets that drive the economies
of the world and that have become the
most valuable assets of a business.

THEMERGERMANIAPERIOD
efore the Tax Reform Act of 1986
and the repeal of the General
Utilities doctrine, corporations
had considerable flexibility in stepping-up an acquired company's assets." Of major importance was Section 338,8 which permitted the
acquiring corporation to step -up the
target's assets in a tax -free transaction.
Therefore, whether in a stock or asset
purchase, the treatment of a target's
assets was similar.
The practice of stepping -up assets
is important because it gives the acquiring corporation a tax shield. Represented by an increase in tax-deductible depreciation and amortization
expenses, this noncash expense often
dramatically enhanced the acquirer's
cash flow. In fact, it was this increased
cash flow that was often the impetus to
complete many LBOs. To optimize this
tax shield, the acquiring corporations
sought to maximize the values attributable to the depreciable tangible and
amortizable intangible assets. The motivation of corporations to reduce
those amounts attributable to goodwill' is obvious. Goodwill is not a taxdeductible amortizable expense.
Although tangible assets composed
a sizable portion of the target compa40

Has the IRS been as
aggressive disallowing claims as
taxpayers have been
in making claims?
nies, it was the intangible assets that
sparked the most controversy from
the IRS. This situation is due in large
part to the fact that in normal circumstances a company's financial statements do not reflect these assets. As a
result, companies cannot amortize the
fair market value of these assets and
reduce their respective tax liabilities.
With increasing sophistication, however, acquiring corporations identified,
valued, and "lifed" intangible assets,
culminating in an enormous amount of
taxpayer - claimed, tax - deductible amortization expenses. The IRS felt that
many of these claims were unwarranted, and the disputes grew at an almost
exponential pace.
The underpinning of these disputes
is that by their very nature intangible
assets are hazy and unclear. Their fair
market value is often represented by
future income streams with consideration given to the duration and the risk
of achieving the income stream. Although the life of many intangible assets is statutory or contractually established, many have lives that can only
be estimated. In addition, the IRS argues that many of the intangible assets
identified are, in reality, elements of
going concern or goodwill." Together
these inherent factors of intangible assets cause an area of continuing controversy between the taxpayer and the
IRS.

REPERCUSSIONSOFTHE
TAX REFORM ACT OF1986
he Tax Reform Act of 1986 (M)
severely limited a buyer's desire
to step -up an acquired company's
assets in a stock transaction. This legislation did not prevent this practice,
but the stepping -up of the assets became a taxable event when previously
it was a nontaxable. Thus, the tax liability generated in the step -up process offset the higher tax- deductible
depreciation and amortization expenses.
TRA, however, did not limit the ability of purchasers to step -up assets in an

asset acquisition. In addition, companies could still obtain the benefit of this
practice in a stock transaction through
a section 338(h) (10) election. 9
While this legislation reduced the
number of transactions in which companies stepped -up assets, the disputes
with the IRS continued. First, asset
purchases became the preferred acquisition method as stock purchases
lost their tax benefit. Second, acquirers began to place much more weight
on assets, such as covenants not to
compete, consulting agreements, and
employment contracts. This technique
enabled the purchasing company to
maintain the total remuneration paid
to owner /operators while gaining taxdeductible expenses.
This shift toward covenants and
such was further exacerbated by the
TRA abolishing the capital gains tax.
Before TRA, payment for stock was
treated as capital gains income,' ° and
payment for covenants and other such
assets was regular income. A seller
would prefer to have all payments attributable to the stock of the company
treated as capital gains with a lower tax
rate. The buyer would prefer to have
payments for the business attributable
to covenants and other arrangements
and be able to gain a tax deduction for
these expenses. The opposing positions of the two parties resulted in reasonable allocations to assets such as
covenants and the like. Abolishing the
capital gains tax removed the barrier
that kept the buyer and seller on opposite sides of the capital gains /regular
income issue. Without an issue to dispute, sellers could be more accommodating to a buyer's request to assign
larger portions of the purchase price to
covenants.
TRA reduced the percent of acquisitions in which the stepping -up of assets occurred. However, this legislation did little to settle the controversy
concerning intangible assets. In fact,
the area of dispute increased with covenants not to compete, employment
contracts, and consulting agreements
coming under increasing IRS scrutiny.

PROPOSEDLEGISLATION
he House of Representatives and
the Senate are both considering
nearly identical bills concerning
intangible assets. Called the Intangible
Amortization Clarification Act(s) of
1991, both propose to revise tax rules
for the amortization of customer -based
intangibles. The bills' emphasis on
customer -based intangibles is exMANAGEMENT ACCOUNTING /DECEMBER 1992
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intangible claims made by taxpayers
versus the strength of the IRS'arguments. Could it possibly be that the
IRS has been as aggressive disallowing claims as taxpayers have been in
making claims? We are sure that due
to the hazy nature of intangibles, some
taxpayers may have embellished intangible asset values. Some may have
mistakenly claimed deductions as
well. We also are sure that the IRS may
have been overly zealous in its policing
of this deduction, even in cases when
claims were valid. Whatever the case,
the true number of valid disputes can
only be surmised.
From an historical perspective, the
report reviews the development of depreciation ranges for tangible assets.
This historical review is presented in
the context that intangible assets will
eventually follow this same path. Unfortunately, the comparison of tangibles such as desks and chairs to intangibles such as a drug patent produces
only a weak semblance of an analogy.
The report also cites several court
cases that have added to the controversy of intangible asset amortization. For
example, the court disallowed the amortization of bank core deposits in AmSouth Bancorporation v. U.S."The
court came to a completely different
decision and permitted the amortization of core deposits in Citizens and
IW O .

Southern Corporation and Sub sidiaries v. Commissioner.1
a

THEGAOREPORT
plained because this is the largest category of intangibles, both in the numhe GAO report on `Tax Policy Isber of disputes and dollar amount.
sues and Policy Proposals ReThis intangible asset category ingarding Tax Treatment of Intancludes those assets that directly relate
gible Assets" provides interesting
to customers of a business. Examples
insight into the intangible asset controclaimed by taxpayers include: core deversy. The GAO compiled data from inposits, subscription lists, and insurdividual IRS offices concerning all unance expirations.
resolved open audit cases with
The intent of the bills is to reduce
challenges to intangible assets claims.
taxpayer /IRS disputes by simplifying
Identified were 2,166 cases in various
customer -based intangible standards.
stages of dispute, ranging from examiThe use of any "reasonable" method to
nation through litigation. The report
value and life the intangible accomgroups the disputes by type of intangiplishes this. The legislation does not
ble, total dollars claimed per general
seek to cure all the ills surrounding
intangible class, percent of intangible
customer -based intangibles. It does
class to the total allocation, the averseek to remedy the situation in which
age life claimed per intangible class,
similar taxpayers in similar situations
type of intangible claimed per industry
face different treatment by the IRS.
group, and proposed dollar adjustIn addition, the legislation authoments per intangible class.
rizes the IRS to establish safe harbor
Intangible assets claimed in the casamortization periods for customer es total $23.5 billion. To date, the IRS
based intangibles. The periods are to
has proposed adjustments of $8.0 bilbe consistent with industry practice
lion in 1,166 cases. The adjustments
and experience. Congress also would
reflect a complete rejection of taxpayer
authorize the IRS to develop guidelines for the valuation of these intangi- claims for amortization and modifications of taxpayer assignments of value
bles separately from goodwill. Both
and amortization periods.
factors should reduce the number of
The report fails to reveal, on an hiscustomer -based intangible disputes.
torical basis, the percent of adjustHouse Ways and Means Commitments actually made to those protee Chairman Dan Rostenkowski introposed by the IRS. This would be a
duced into Congress the third bill congood indication of the strength of the
cerning intangibles, H.R. 3035. With
this proposed legislation and
his omnibus tax and pension
simplication bills, Rostenkow1 .
ski seeks to alter drastically the
treatment of intangible assets.
Specifically, he proposes that
all intangibles acquired after
H
the bill's enactment, including
goodwill and going concern,
AV
have an amortization period of
14 years. Without a doubt, this
bill represents a complete
change in the treatment of acquired intangible assets and
not a modification of past practice. The major benefits promised by this bill are a significant
reduction in taxpayer /IRS disputes and a better matching of
expenses and revenues. This
bill would provide for exemptions, including intangibles
such as those regularly traded
and patents and copyrights not
acquired as part of a business.
Congress, as shown by
these three bills, agrees that intangible assets are an area of tax
controversy. The remedy is unclear, but all alternatives are being considered.
pen Rostenkowski

'

Facts of the cases show that
Citizens and Southern undertook the necessary investigation to gain the amortization
rights for their acquired bank
core deposits. AmSouth Bancorporation, however, failed to
sustain its burden of proof that
the core deposits have a value
separate from goodwill. In this
latter case, the Court stated
that this decision is a factual issue that "... revolve(s) on the
precise nuances of its facts."
Regardless of the reason (s) for
the disparate decisions, the
burden of proof is on the taxpayer to identify, value, and life
the acquired intangible assets.
The IRS also should realize
that often the taxpayer has
done a more than adequate
analysis to gain the amortization of these assets. A carte
blanche decision to disallow all
intangibles is as unwelcome as
blindly granting amortization
rights to all who wish to have
them.
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Tile report also addresses other
matters. They range from the accounting issue of matching revenues and expenses to the impact on international
competition of changing intangible
amortization periods.
COMMENTS
ften, it is much easier to start
anew than to change an existing
structure. The Rostenkowski
bill uses this approach. Unfortunately,
simplication of the tax code is not the
only factor under consideration by this
bill or any simplification bill. The
spending constraints on the Congress
have mandated that any change in tax
revenue generation accompany a similar change in spending.
For instance, the impact of the Rostenkowski bill on software companies
and the cost of software would be massive and perhaps lethal. Lengthening
the amortization period for software
from five (the current period) to the
proposed 14 would boost software
costs by 12% to 20% and could potentially undermine the U.S. dominance
in this industry. Many foreign countries use a five -year amortization period, and this bill would put the U.S. at
a disadvantage. Any exemption to this
industry, however, could potentially increase the amortization period for all
other intangible assets. Exempting
software would result in an increase of
the amortization period to 16 years in
order to retain the revenue neutrality
of the bill.
The difficulty in determining the
tax revenue impact of the Intangible
Amortization Clarification Acts) is immense. Depending on the establishment of safe harbor lives for the huge
array of intangibles, the bills could be
either revenue neutral, positive, or
negative. The impact on any one industry, however, would not be as severe as
one that would impose one amortization period for all assets.
We applaud the amortization of
goodwill proposed in the Rostenkowski bill. If enacted, this provision would
reduce taxpayer conflicts with the IRS
by alleviating the "all or nothing" environment now faced by taxpayers. In
addition, this aspect would put American companies on a more equal footing
with international counterparts.
If Congress' interest is in simplifying the tax code with respect to intangibles, it has gone about this matter in
a very peculiar way. Congress has increased the complexity of this very issue in transfer pricing. TRA intro-

0
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For this report the GAO Identified 2,166 IRS
cases.

duced the "commensurate with income standard," and the Treasury Department is still, five years later, attempting to issue regulations for its
enforcement. Is Congress promoting
overall tax simplication, or is it attempting another band -aid solution
that will result eventually in a higher
degree of complexity?
SEARCHFORAMIDDLE GROUND
urrent law creates an environment in which taxpayers and the
IRS take polarized positions. Reasons for this state of affairs are:
1. Taxpayers have the burden of proof
to identify, value, and life intangible
assets;
2. Standards to satisfy the burden of
proof vary according to the facts
and circumstances of the individual
case; and
3. The amortization of goodwill is not
a tax deductible expense.
Therefore, taxpayers face a situation in which the only choices are either claiming intangibles and gaining
tax deductions or having goodwill
without any tax deductions. A middle
ground does not exist. All three bills
before Congress seek to remedy or
simplify this situation.
The Intangible Amortization Clarification Acts preserve the very important option that the facts and circumstances of a particular situation are
reflected. The Rostenkowski bill does
not However, the amortization of
goodwill proposed in the Rostenkowski bill would remove the tendency for

polarization in this area and provide a
middle ground. It also would bring tax
and financial accounting more in line
with each other and increase U.S. competitiveness in international markets.
Any bill concerning the amortization of acquired intangible assets
should consider only pertinent factors.
If other factors enter this issue, such
as the need to generate additional tax
dollars, the bill should be abandoned.
Intangible assets are far too important
to be the focal point of any tax law
changes to resolve unrelated matters.
At this time we cannot predict the
passage of any of the bills concerning
the treatment of intangible assets. We
can be assured that sometime in the
near future Congress will change the
treatment of intangibles. The scope of
these changes remains to be seen. ■
Lawrence P. Shanda is a vice president
of the Valuation Services Group ofAUS
Consultants. He can be contacted at
(609) 2341199.
'H.R. 1465, H.R. 3035 and S. 1245. H.R. 1456, and S.
1245 are titled the Intangible Amortization Clarification Acts of 1991.
'"Issues and Policy Proposals Regarding Tax Treatment of Intangible Assets," GAO Report to the Joint
Committee on Taxation, GAO /GGD- 91-88, August
1991.
'Id. at 40.43. This is a fist of taxpayer-claimed intangible assets.
'Source: U.S. Department of Commerce, Survey of
Current Business.
'Briefly, the step-up of assets in an acquisition occurs when the purchase price exceeds the book value of the assets. Usually, book value represents an
accounting figure and does not represent the
amount for which the asset would be purchased. For
instance, a fully depreciated car with a book value of
$0 may have a "Blue Book" value of $5,000. Therefore, in buying a company, the buyer has purchased
a car with a value of $5,000 and not $0. Intangibles,
developed by the seller, often have a book value of
$0 but a much higher market value.
'All section and tax code references are to the Internal Revenue Code, as amended.
'Also included in goodwill is going concern value
that is the assemblage of assets, procedures, and
functionality that together operate as a business unit.
'In 70% of cases in which taxpayers claimed intangi
ble assets, the IRS claimed the assets were in fact
goodwill. GAO /GGD- 91.88, page 4.
'Section 338(h) (10) permits the target corporation
to be treated as having sold all its assets in a taxable
transaction. The gain or loss must be included in the
consolidated return of the selling group. If this election is made, no gain or loss will be recognized by
the selling group on the sale of the target company's
stock. The greatest use of this section is when the
selling consolidated group possesses NOL carryovers or is anticipating a loss in the current tax year.
1
* his assumes that the stock was held long enough
to qualify for capital gains treatment.
"AmSouth Bancorporation v. United States, 681 F.
Supp. 698 (N.D. Ala. 1988),
"Citizens and Southern Corporation and Subsidiaries v. Commissioner, 91 T.C. 463 (1988).
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Accountants can't sidestep this complex, nonmonetary international
business arrangement.
AFI /los. Palmieri

EXChanging one kind of product for another good or 8 service Is one form of countertrade.

BY PATRICIA J. BOST, CMA, AND
JOHN A. YEAKEI, CPA
Certificate of Merit, 1991 -92
lthough hard currency remains the preferred method
of exchange in international
trade, countertrade is gaining rapidly, and, with the opening of
Eastern Europe, hopes for continued
trade with China, and opportunities in
Russia, countertrade should grow at
MANAGEMENT ACCOUNTING /DECEMBER 1992

accelerated rates. No longer is it the
exclusive domain of currency -poor
countries; it has become a tool to assist
in managing exports.
What is countertrade, and how
does it impact on accounting policies
and management accountants? Countertrade includes contractual agreements for linking exports and imports
of goods and services with limited or
no use of currency. The American
Countertrade Association (ACA) identifies five categories based on the de-

gree of complexity of the trading arrangements in the contracts:'
1. Barter —A direct exchange of
goods and services between two parties, frequently on a one -time basis.
Valuation and quantity of goods to be
traded are settled when the contract is
negotiated. (Pure barter seldom is
used in today's complex multinational
trading markets.)
2. Counterpurchase —A reciprocal
buying arrangement designating a set
43

percentage of the total payment in
cash, with the remaining percent set
fled by a transfer of commodities within a specific time frame.
3. Offset- A- n arrangement similar
to counterpurchase, but the seller is
required to use goods and services
from the buyer country in the final
product. Governments of centrally
planned economies use such requirements to increase local production.
4.Compensationor buyback—An
arrangement requiring payment in
goods and materials in exchange for
capital investment or technology. The
trader may provide technology, construct a plant, supply a limited raw material or special service, or provide capital equipment, receiving products
created by the project in payment.
5. Clearing accountsor switch -tradin&—Traders establish accounts, denominated in an agreed -upon currency, with specific monetary limits. Each
party draws on the account over a period of years. If transactions exceed
agreed -upon monetary limits, the deficit parties settle in currency. Specialized third -party trading houses often
are used to handle complex arrangements. Switch - traders frequently work
through these trading houses to substitute trade credits from clearing accounts for goods in future contracts
with other parties or countries.
Specifics on countertrade are difficult to obtain. U.S. government reporting lumps noncash imports and exports with other trade activity, and
most companies are reluctant to reveal
details of the transactions that are part
of their marketing strategy or material
procurement policy.

ONE COMPANY'S PRACTICE
OF COUNTERTRADE
onsanto Company has been
more open about trading
practices? In 1987, Monsanto
had about $100 million in countertrade
within $7 billion total sales,' increasing
to countertrade in excess of $200 million for 1990. The company used countertrade as early as the 1970s to penetrate Eastern European markets with
restricted currencies. In the early
1980s the strategy was extended to
other currency -poor countries, such as
Brazil. As activity expanded, corporate
management decided to control all of
the trading through one internal coordinator and created the position of director of countertrade, held by Dan
West, who also is the current president
44

of the ACA.
Monsanto Company countertrade
arrangements allow export of items as
diverse as agricultural products, rubber processing intermediates, and services in exchange for products as diverse as tomato paste and skis.° The
company prefers, however, to receive
products more adaptable to its existing
distribution network. Company guidelines limit countertrade to single contracts with specific customers in areas
with hard - currency shortages.
COUNTERTRADE
ACCOUNTING AND POLICY
ccounting for the countertrade
contracts is determined by the
type of goods received in payment for Monsanto products. Raw materials that can be used in Monsanto
production facilities are inventoried at
the value of similar raw materials purchased for cash (market value). If raw
materials are usable in manufacturing,
any subtle differences in grade may
flow off as usage variance through the
standard cost accounting system used
by this company or in quality differences for finished products. ff raw materials are significantly under grade,
they are resold in secondary markets
or written off. The company attempts
to obtain high -quality material through
careful contract negotiation and
through inspection of the goods to be
received before exporting its products.
Costs associated with acquisition are
written off to expense as incurred. One
recent countertrade for raw materials
involved obtaining aniline from the
then Soviet Union (now Russia) in exchange for rubber chemicals.
The second class of products, those
which could be inventoried and resold
through existing distribution systems,
are inventoried at the estimated contract value when the goods are received. Profits or losses that exceed
normal returns on each sale of goods
(designated in the original trading contract) are credited or charged to the
operating company initiating the coun-

"The exchange of
goodsfor goods is
nothing more than
buying and selling
blended together. "

tertrade contract. This type of exchange also occurred with Russia.
Monsanto obtained urea in trade for
supplying agricultural herbicides.
The third choice, items outside regular lines of business, is accepted as a
last resort. Subjectivity of valuation for
goods is highest for these products.
Holding accounts within the inventory
accounts series are set up by contract,
and gains and losses are recognized at
the time the exchange goods are sold.
These gains or losses are transferred
to the operating company initiating
each contract. For example, in a countertrade with Romania, high- performance Fisher valves were traded for
metal- and wooden -back chair frames
and ball bearings.
All countertrade invoices are received directly from the shipper by
Monsanto's director of countertrade,
valued at contractual dollar amounts,
and forwarded to accounting. Product related costs are recorded by country,
by customer, and by contract in subsidiary records by the accounting department. Sales are recorded in the
usual manner (with receivables or
cash debited and sales credited) for
the retail value of Monsanto merchandise shipped. Cost of goods sold is
debited and finished goods credited at
inventoried product cost (inventory
standard cost) for the Monsanto product shipped. The receipts of products
for resale are handled as sales of the
product sent to the trading party. In
the case of receipt of raw materials, the
valuation is handled as a purchase of
the raw material at a negotiated market price.
Countertrade goods Monsanto receives are debited to the appropriate
inventory or holding accounts. Holding accounts are used for trades with
time delays between receipt of unlike
goods and resale. Goods received are
recorded in holding accounts at estimated retail value (contract value).
Variations in quality and condition are
not recorded initially unless significant
additional costs are incurred to make
a product usable or saleable. All gains
or losses are recognized when the
countertrade inventory is used or sold.
Contracts usually are short term, with
most transactions finished within one
year. Administrative costs associated
with the trading department are accumulated in a separate account and are
allocated to all countertrade contracts
to facilitate operating company and division responsibility reporting.
Any difference between resale of
the goods received in trade and the
MANAGEMENT ACCOUNTING /DECEMBER 1992

countertrade invoice (estimated value in the contract) is recognized as a
gain or loss by corporate
accounting and is assigned to the operating
company and the product group which exported the product originally.
Billing is done from corporate ledger holding accounts by designated
contract.
All contracts and their
resulting transactions
are valued in U.S. dollars,
Monsanto's functional
currency, and controlled
at the corporate level to
provide consistent legal
review, valuation, and accounting treatment.
These procedures control certain risks, leaving
responsibility for sales
Authors PaUtcla Bost and John Yeakel.
and customer contacts
with the appropriate operating company, division, and prodcash acquisitions. If these costs are
considerable, write -off as an expense is
uct group.
Policy requires that contracts for
questionable. In the case of raw mateboth the shipment and resale of all
rial acquisitions, inventorying addiitems be completed before release of
tional cost may be more appropriate,
export product to customers. Most
possibly creating a price variance untrades are bilateral, involving only one
der a standard cost accounting system.
other company or one foreign governIf inventoried for resale, then a loss is
ment agency on a single contract basis appropriate.
rather than ongoing trading accounts.
Monsanto's policies reduce expoWest determines the value of the consure on contracts and reduce the need
tract based on quality and quantity of
for disclosure of contingencies in the
the materials exchanged. Occasionalcompany's financial statements. Such
ly, inferior goods must be discounted
disclosure, however, might be approdeeply for sale in secondary markets.
priate in financial reporting for other
These occurrences are rare because of
companies' contracts where there is
tough up -front contract negotiation
less control or where more aggressive
concerning quality of goods and timtrading is encouraged.
ing of shipments. Contracts are refused if quality is not reasonably
HOW DOES
assured.
COUNTERTRADE
The barter and counterpurchase
IMPACT ACCOUNTING
transactions we discussed with MonPOLICY?
santo are relatively simple, straightforward, and controlled by central corpoccounting for countertrade
rate management. Speculation is
transactions requires analysis
avoided as much as possible in comof complex international busimodities accepted in trade and in forness situations that were not important
eign currencies. The use of U.S. dolwhen guidelines for nonmonetary exlars in contracts avoids currency
changes were promulgated. As intertransaction gains and losses. By renational trading contracts become
cording all arrangements on the corpomore complex, questions of timing of
rate books at the U.S. home office, the
reporting transactions due to delays in
company avoids translation gains and
completion of multi-year contracts, inlosses.
creased disclosure on risks (such as
Countertrade is a costly way to acrisks of noncompliance on the part of
quire goods — usually involving fees
one party after shipment of the other
for intermediaries, additional docuparty's product or risks of receipt of inmentation, and other costs in excess of
ferior goods), valuation of nontradiMANAGEMENT ACCOUNTING /DECEMBER 1992

tional inventories, and
present dollar valuation
of long -term receivables
and liabilities became
considerations. These areas, as they relate to
countertrade transactions, are not covered in
current GAAP guidelines, although existing
pronouncements do address several issues regarding recognition, valuation, and classification
of nonmonetary transactions and barter.

OFFICIAL
GUIDELINES
FOR BARTER AND
NONMONETARY
TRANSACTIONS
he only Statement
of Financial Accounting Standards specifically addressing barter is SFAS 63, "Financial
Reporting by Broadcasters." APB
Opinion 29, "Accounting for Nonmonetary Transactions," contains noncash
guidelines.
SFAS 63 states that bartered goods
should be valued at the estimated fair
value of the product or service received. Although the Statement is specific to the broadcasting industry, it
does provide guidance on timing of
recognition of revenue. It requires recording of a liability for services or
merchandise received prior to completion of a commercial —or a receivable
if the commercial precedes receipt of
the bartered payment. Valuation is
subjective, reflecting market prices for
commercial time or product received.
This section of SFAS 63 specifically refers to APB Opinion 29 guidelines on
nonmonetary transactions.
APB Opinion 29, "Accounting for
Nonmonetary Transactions," defines
nonmonetary assets and liabilities as
those not fixed in terms of units of currency by contract or otherwise. With
these transactions, questions may
arise because of the subjectivity in valuation of an asset received or a resulting liability or the recognition of any
gain or loss on the transaction. The
Opinion states that the cost of a non monetary asset should be recorded at
the fair value of the asset surrendered
to obtain it. Any difference in fair value
and book value given is recognized as
a gain or loss. If fair value of the asset
received is clearer than that of the as45

PERSPECTIVES ON
COUNTERTRADE

everal nonaccounting disciplines
are showing interest in counter trade policy and research. Joseph Carter and James Gagne offer
guidance to managers by developing a
practical model and implementation
plan for product trading.' They discuss
possible pitfalls and critical issues a
company should think through before
entering this arena. Donald Lecraw examines with statistics a number of variables to determine the critical issues
leading to success in countertrade,
again giving direction to firms considering this activity as a strategic alternative." Frieder Roessler looks at
countertrade from a different perspective —that of international law." Other
articles on issues surrounding countertrade appear with regularity in the
business press.70
Accounting attention to counter trade, however, has been limited. Joel
Siegel and Philip Wolitzer deal with
the accountant's role in recommendations to clients or management in handling exchange transactions.'I They
note that unrealistic terms and valuations negotiated by the traders can affect the accuracy of accounting record46

Accounting issues in
countevtrade that
need to be discussed
are valuation
problems, recognition
of receivables and
payables, and full
disclosure.
ing and reporting. Daniel Wolinsky
discusses some of the reasons companies enter the bartering arena, including penetrating new markets and improving cash flows.1 2 He says that
nothing in accounting guidelines directly addresses more complicated
transactions, such as those involving
three -party trades. Both articles refer
to APB Opinion 29 for guidance on valuation, and both mention the complexity of many of these contracts is not addressed adequately.
Arley Howard and John Yeakel address the need to direct accounting
policy- making attention to counter trade. They contend that, because of
the increase in countertrade agreements during the 1980s and the likelihood of many more such deals in the
future, accounting issues still need to
be discussed. These issues include valuation problems for the buyers and
sellers, the recognition of receivables
and payables, and the accounting principle of full disclosure. They point out
the current potential for inconsistent
accounting treatment of countertrade
transactions among multinational
firms.' g
Williard Stone" discusses the history of barter and the theoretical approaches used in valuation of exchanged goods from the time of
Pacioli to the present. He examines
the underlying classification issue of
the nature of the transaction (is it a
purchase or a sale) and ties modern accounting for barter to this scheme.
(Under the sale designation, valuation
at market would require recording of
gains or losses.) Stone refers to prior
work by Sterling and Flaherty, which
aids the determination of purchase or
sale by use of the liquidity concept.16
Again, Stone's work was limited to the
traditional barter and exchange transactions.

WHAT IS COUNTERTRADE,
REALLY?
he analysis of barter exchanges
by Sterling and Flaherty is the
one we find most germane to
countertrade. In such an exchange of
a particular nonmonetary good for another nonmonetary good, a decision
needs to be made whether a sale or a
purchase has occurred.
A purchase means that a cost was
incurred. A sale implies that a gain (or
loss) was realized. Sterling and Flaherty suggest that if the acquisition is
more liquid than the sacrifice, there is
a sale. If the sacrifice is the more liquid, then we have a purchase. The
more liquid good can be valued independently, with the other good in the
exchange then valued dependently.
Application of these ideas to a U.S.
multinational involved in countertrade
very often should, as a practical matter, mean that no sale would be recorded because the goods received may
prove to be difficult to dispose of in the
ordinary course of business. The acceptance of such goods often is agreed
to because the U.S. company wants to
expand its markets into areas where
hard currency is scarce. The most desired, liquid, and independently measurable asset — cash —is not a significant part of the deal. Usually the U.S.
be able to value its own
company
product more accurately. Thus, the
goods given up are independent, the
goods received are the less liquid and
dependently valued, and a purchase,
not a sale, should be recorded.
The media have reported instances
of countertrade transactions in which
a multinational firm holds a large inventory of foreign goods with limited
demand and with little market for the
foreign product. New and costly marketing structures to expedite the
movement of such products were set
up. What basis was used to value such
inventory? In what time frame was the
loss recorded? How significant are
countertrade deals as a part of revenues, purchases, and earnings? Frequently, corporate officials involved in
countertrade are reluctant to disclose
details of these marketing -driven
transactions.
With respect to the recording of
nonmonetary goods and exchanges,
current thinking seems to be twofold:
First, it is assumed that we are recording within the historical cost framework; second, we need to differentiate
between a purchase and a sale. Sterling and Flaherty have given us a way
will

set given, the former should be used
in valuation. Fair value should equal
estimated realizable value for cash
transactions involving same or similar
assets, quoted market prices, independent appraisal, estimated fair value of
merchandise or service received in exchange, or other available evidence.
No gains should be recognized if fair
value is not determinable within reasonable limits or if an exchange is not
the culmination of an earnings process
such as exchanges of similar productive assets. Disclosures are required
on the nature of the transaction, the
basis of accounting, and any gains or
losses recognized
At the time this opinion was promulgated, it filled an ambiguous hole
in accounting policy. Clarification of
classification and valuation of trades
was welcomed by accounting academics and practitioners-6 The Opinion's
examples involving trades for equipment and product in simple domestic
settings illustrate that the focus and intended scope of the policy were limited
to the simpler barter and exchanges
common at that time. Countertrade
was not significant and was not included in the published interpretations and
discussions of this bulletin.
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to discern the difference. They do it
with historical cost as a given but point
out that other valuation systems may
lead to alternative recording.
During the two decades since their
article, much recent discussion has occurred that is critical of the assumed
relevance of the historical cost model
in accounting. For example, the Financial Accounting Standards Board had
planned to issue a proposal in early
1992 that would require all companies
to revalue their investment securities
at current market prices.16 In addition,
before a U.S. Senate committee, SEC
Chairman Richard Breeden (referring
to the savings and loan industry)
stressed the importance of market values over historical cost to provide relevant valuation measures. He pointed
out that historical cost accounting was
developed during an earlier and very
different environment and has diminished in relevance to users.17
Also, one should question the assumption that barter and countertrade
transactions need to be viewed as either purchases or sales. Realistically,
why must such a deal be one or the
other? Isn't it both? Countertrade most
often is the exchange of the exporter's
goods for the importer's goods. We
find it difficult to argue with textbook
author John Mair's statement two-andone -half centuries ago that, "...the exchange of goods for goods is nothing
else but buying and selling blended
together." 18
The importance of such "blending,"
which we now call countertrading, has
been growing throughout the world,
yet marketing and finance specialists
are more aware of this method of trade
than are accountants. The U.S. accounting community frequently is
slow to address new methods of trade
and financing techniques to reflect the
underlying economic characteristics
in financial reporting. The tendency is
to fit new issues into existing guidelines until the time when problems become politically important enough to
force action. Then corrective guidelines may overreact and become explicitly detailed and prohibitive to
force onto the business community.

simpler nonmonetary domestic transactions is unrealistic. Although the
theoretical base for two-party transactions is important, it can only serve as
a starting point for accounting in today's international trade. Considering
the possible problems in valuation and
disclosure, there is no reason to expect that multinationals will seek additional reporting and disclosure in this
area.
With the increasing number of multinationals moving into currency -poor
or currency - controlled marketing areas, and thus being forced to pursue
countertrade as an alternative, consistency in valuation and reporting of
these transactions becomes more important. Furthermore, disclosure
could be insufficient or misleading in
areas such as valuation of inferior
products in inventories, contingent liabilities for possible noncompliance in
completion of the trade, inappropriate
timing for recognition of revenue,
gains and losses (including purchasing power gains and losses) resulting
from delays, or negotiation of longer term and three -party trading arrangements. More information is needed on
the present handling of these transactions in a wide range of international
circumstances.
We want to see a broad -based research study conducted that could provide data about current practices. To
theoretically ground the accounting
policy, the FASB should specify
whether the historical cost approach
should underlie the accounting for
countertrade or whether its recent emphasis on market values is more appropriate. The fundamental question of
whether countertrades are purchases,
sales, or both, needs to be addressed.
At the minimum, disclosure of current
practices should be required. We must
have consistency in reporting and adequate disclosure guidelines so investors and creditors can assess the risks
involved in these contracts.
■

WHAT IS NEEDED?

Institute of Mining and Technology in
Soeorro, N.M. She has held various positions in accounting education at Harvard, George Washington, and George
Mason Universities as well as the University of New Mexico. She also has more
than 20 years' experience with Monsanto Company. She is a member of the Albuquerque Chapter, through which this

omplex, nonmonetary trading is
an integral part of international
business and should not be ignored by accountants. To continue to
treat accounting for international
countertrade by reference to a few pronouncements addressed to older and
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VEBAs
ANOLDIDEAMAKES
ACOMEBACK
Your company's medical benefits can get a healthy tax break.
BY ROBERT E. DUQUETTE, CPA, AND
W. SCOTT BALESTRIER
Certificate of Merit. 1991 -92
ising costs and shrinking budgets make it more
important than ever for companies to seek the
most cost - effective employee benefit programs
available. A Voluntary Employees Beneficiary Association (VEBA) offers employers the opportunity to pro-

vide their employees with welfare benefits (medical, disability, severance, or life insurance) at a lower net after -tax cost.
Technically, a VEBA is not an employee benefit plan.
Rather, it is a type of trust into which employers make deposits that will be used to provide specified employee benefits in the future. In turn, employees enjoy the added security
of having those funds available for their exclusive benefit beyond the reach of corporate creditors.
While VEBAs are not new, many of the earlier administrative, regulatory, and fiduciary uncertainties have been
clarified and have been simplified somewhat. VEBAs are
more attractive now because of the following reasons:
• Companies are losing the ability to deduct certain accrued medical claims under a self - funded plan (a 1987 Supreme Court case);
• Statement of Financial Accounting Standards (SFAS) 106,
"Employers' Accounting for Post - Retirement Benefits," is
requiring companies to book an otherwise currently nondeductible reserve for post- retirement benefits; and
• The lingering recession is requiring that significant reserves for severance pay be established.

r.

Additionally, if your company is in the position to prefund
certain welfare benefits, it will earn a healthy tax break. For
example, for every $1 million of otherwise nondeductible
book reserves for employee health and welfare benefits that
are funded through a Section 419 Trust, a company could
realize a permanent tax benefit up front of at least $400,000.
This amount is based on a federal tax rate of 34% and an effective state tax rate of 6 %. The trust must exist for a reasonable period of time.
This saving can go even higher because otherwise nondeductible book reserves increase over time as a result of
a rise in medical costs or an expansion in the covered base
of employees. Also, certain safe harbors prescribed by the
Internal Revenue Code may enable companies to fund their
VEBAs with greater amounts.

COURT DECISION

I
VEBAs are easier to administer now.
48

n 1987, the Supreme Court decided in US vs. General Dynamics that the all- events test of Regulations 1.461 1(a) (2) is not met for unfunded self - insured employee
medical care until claims for reimbursement are received
from covered employees. Under this Regulation, an accrual
MANAGEMENTACCOUNTING /DECEMBER 1992

basis taxpayer can deduct expenses only when all the events
have occurred that determine the fact of the liability and only
if the amount of the liability can be determined with reasonable accuracy. Furthermore, Internal Revenue Code Section
461(h) specifies that in determining whether an amount has
been incurred with respect to any item during any taxable
year, the all- events test shall not be treated as met any earlier
than when economic performance with respect to that item
occurs.
In General Dynamics, the Supreme Court found that the
proposed deduction failed the all- events test because it depended on an estimate of the employer's liability based on
events that had not occurred before the end of the year. According to the Court, the last event necessary to fix the employer's liability was not the receipt of medical care by the
covered employees but the filing of properly documented
claim forms with the employer by the end of the company's
fiscal year.
As a result of that case, no longer can taxpayers deduct
medical expenses under an unfunded self - insured medical
plan before a claim is filed by an employee. For some companies, the amount of "incurred but not reported" claims
(IBNRs) can be as much as 30% or more of their entire year's
medical expense because of the amount of time between
when employees' claims are received and when services
were provided.
Additionally, SFAS 106, as many of you are painfully
aware, requires companies to estimate the total future cost
of providing certain nonpension type retirement benefits
(commonly referred to as OPEBs) and to recognize that cost
over the employee's service period. As a result, the reported
expense associated with the retirement benefit programs
will increase significantly, as well as a corresponding book
reserve for this liability.
Although the provisions of SFAS 106 are effective for fiscal years after December 15, 1992, companies should plan
now to identify and implement any possible technique for at
least being able to deduct these otherwise nondeductible reserves and begin to recognize a current cash flow benefit if
possible.
The goods news is that the Internal Revenue Code effectively allows (irrespective of Section 461) a current deduction for certain reserves that are funded by year -end into
qualifying trust accounts. Kept in place long enough, the upfront deduction allowed by Section 419 becomes an effectively permanent benefit. Specifically, the cash saved in the form
of lower taxes in the first year can become an earning asset
or a reduction in other borrowing needs.
In the long run, enough investment earnings will be generated on the up -front cash saved to offset the tax effect of
having to bring the reserves back into income, if and when
the trust has to be terminated in the future. Thus, the company is left with at least the immediate tax savings intact.
Simply put, Congress has provided that as long as the
funds are set aside in a separate trust account for the benefit
of employees, the sponsoring employer corporation will be
entitled to a current deduction for such funding. The trust,
however, must continue to meet the applicable requirements set forth in the Code.

TAX ISSUES
here are various requirements that an organization
must satisfy in order to qualify as a VEBA and allow
the deductibility of the employer contributions. The
Code sections that govern VEBAs include Sections 501, 505,
MANAGEMENT ACCOUNTING /DECEMBER 1992

Before you establish a VEBA,
be sure you consult with a tax
advisor, legal counsel, and other
necessary experts.
419, and 419A.
Companies must meet the following requirements in order to qualify under Section 501(c) (9):
• The organization must bean employees' association;
• Membership must be voluntary (although, as long as no
deductions from pay are involved, mandatory participation will be considered voluntary);
• The organization must provide for the payment of life,
sickness, accident, or other benefits to its members or
their dependents or beneficiaries, and substantially all of
its operations must be for the provision of such benefits;
and
• No part of the organization's net earnings may inure to
the benefit of any private shareholder or individual (other
than by benefit payments); and
• Any noncollectively bargained organization must meet
the nondiscrimination requirements of Section 505(b).
Additional specific requirements are as follows:
1. Initial Filing. All organizations must file a notice (Form
1024) in order to be recognized as exempt. A full description of the benefits available to the participants must accompany Form 1024. It must show for each benefit the
amount, duration, eligibility requirements, and the circumstances that will cause payment of the benefit.
An organization must apply for exemption within 15
months from the end of the month in which the company
was organized. An organization that files a timely notice
and otherwise meets the requirements of Section
501(c) (9) will have its exemption recognized retroactively to the date it was organized.
Membership. There are three general restrictions with respect to membership in a VEBA:
• Membership must be limited to individuals who become entitled to membership by reason of their being
employees.
• Eligibility for membership must be determined by reference to objective standards that constitute an employment- related common bond among individuals.
• Certain nondiscrimination requirements must be satisfied. Under Section 505(b), these nondiscrimination
requirements are unique to the type of benefits involved. Assuming your company would implement a
VEBA to provide for self- insured medical benefits, it
would fall under the same nondiscrimination regulations as the company did before implementing a VEBA. Those regulations are set forth under Internal
Revenue Code Section 105.
3. Control Requirements. A VEBA must be controlled by either:
• Its membership;
• An independent trustee (such as bank);
• Trustees or other fiduciaries, at least some of whom
are designated by, or on behalf of, its membership; or
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■ A VEBA which is an "Employee Welfare Benefit Plan"
under Section 3(l) of ERISA (Reg. 1.501(c)(9)2(c) (3)). A VEBA created to provide medical benefits
solely normally will satisfy these control requirements.

WHAT ERISA SAYS
y implementing a VEBA, the company must by ERISA
Regulation:
• Modify existing summary plan descriptions (SPDs) to reflect the change in the funding method of the plan;
• File these revised SPDs with the Department of Labor,
• Obtain an ERISA fiduciary bond to insure the assets of
the trust against defalcation; and
• File an audited financial statement for the plan with the
plan's annual Form 5500 filing.

DEDUCTIONS ARE KEY
n general, the deductibility of contributions to a VEBA
is limited to the company's qualified cost for the taxable
year reduced by the fund's after -tax income (defined below). Qualified cost is defined as the sum of the qualified direct cost and additions to qualified asset accounts. After -tax
income of the fund is defined as the gross receipts of the
fund (employee contributions, investment income, and the
like) reduced for any allowable expenses incurred by the
fund and taxes paid by the fund on its income. Employer contributions are not considered gross receipts of the fund for
this test.
The VEBA usually would not be engaged in any unrelated
business activities, and all investment income would be "set
aside" through the operation of the plan to pay the benefits
provided by the plan. Therefore, the fund should not be subject to income tax. Assets contributed to provide for OPEBs,
however, typically are subject to unrelated business income
tax (UBIT).
The employer's qualified direct cost is the aggregate
amount of benefits actually paid by the fund, on a cash basis,
regardless of the source of the payments (either employer
or employee contributions). The employer's additions to
qualified asset accounts are additions to qualified asset accounts set aside to provide for disability, medical, life, supplemental unemployment, or severance benefits. The limit
for any addition to a qualified asset account is the amount
reasonably and actuarially necessary to fund claims incurred
and unpaid as of the close of the taxable year and the administrative cost for such claims.
In absence of an actuarial analysis in calculating the additions to the qualified asset accounts, the Code provides
"safe harbor limits" for particular benefits. These "safe harbor limits" are based upon the type of benefit provided as
follows:
IN Medical Benefits. In this case, the "safe harbor limit" for
any taxable year is 35% of the qualified direct costs (other

than insurance premiums) for the immediately preceding
taxable year with respect to medical benefits.
• Short -Term Disability Benefits. The "safe harbor limit" for
any taxable year is 17.5% of the qualified direct costs (other than insurance premiums) for the immediately preceding taxable year with respect to such benefits.
• SUB or Severance Pay Benefits. The "safe harbor limit" for
any taxable year is 75% of the average annual qualified di50

VEBAs benefit both employers and employees.

rest costs for any two of the immediate preceding seven

taxable years. (The funding of severance pay in a VEBA
Trust can be complicated by the nondiscrimination requirements of Section 505.)
It should be noted, however, that these "safe - harbor limits" more accurately could be termed "ceiling limits." Because of language in the Committee Report (HR 4170, 98th
Congress, PL 98 -369) indicating that in all cases an amount
will not be deductible under Section 419 unless it is "reasonable," one could argue that the "safe harbor limits" only provide an "upper limit" in an amount that will be deductible
without an actuarial certification.
The Committee Report states:
"In general, unless there is an actuarial certification of the account limit for a taxable year, the
account limit for the year is not to exceed the
sum of the 'safe harbor limits' for the year. Accordingly, an actuarial certification by a qualified
actuary (determined under Treasury Regulations) justifying the taxpayer's reserve computations is necessary if the amount in the qualified
asset account is above a safe harbor level equal
to the sum of the separate safe harbor amounts
computed with respect to each benefit. Even if
the safe harbor level is not exceeded, however,
the deduction for an addition to a qualified asset
account is limited to the amounts shown by the
taxpayer to be reasonable (emphasis added) under the applicable standards provided by the Act
MANAGEMENT ACCOUNTING /DECEMBER 1992

the Committee Report, provides a "safe harbor" and thus
is less restrictive than the Committee Report? Does the
statute automatically allow funding of the "safe harbor"
amount?
• What steps must an employer take to determine a reasonable reserve without an actual actuarial certification?
• Can there be book vs. tax difference (i.e., M -1 item) resulting from a " reasonable determination "?

(e.g., claims incurred but unpaid)."
The reasonable standard brings up a number of potential
issues:
■ Is the book (Generally Accepted Accounting Principles)
accrual deemed to be reasonable automatically?Therefore should one "book" what is funded or vice versa?
■ Can one assert reasonably that the statute, regardless of

TABLE VABC COMPANY VEBA TAX BENEFITS (Ongoing at 5 Years and
Terminated in Year 6)
Year 1
Year 2
12/31/92

Claims Paid
(Exclusive of IBNRS)
IBNRs
Administrative Expenses
Total Deduction
Tax Effect (40 %)
Tax Benefit ((a) -(b)):

(12131/93)

VEBA

Cuff ent
Method

VEBA

Current
Method

$3,000,000
1,000,000
17,000

$3,000,000
0
0

$3,390,000
1,130,000
7,000

$3,390,000
1,000,000
0

$4,017,000

$3,000,000

$1,606,800

$1,200,000

$406,800

0

$4,527,000
$1,810,800
$54,800

$4,390,000
$1,756,000
0

Year 4
(12/31/95)

Claims Paid
(Exclusive of IBNRS)
IBNRs
Administrative Expenses
Total Deduction
Tax Effect (40 %)
Tax Benefit ((a) -(b)):

(b)

tat

VEBA

Current
Method

VFRA

(o)
Current
Mrathnd

$4,328,691
1,276,900
0
$5,605,591
$2,242,236
0

$4,891,421
1,630,474
10,100
$6,531,995
$2,612,798
$79,071

$4,891,421
1,442,897
0
$6,334,318
$2,533,727
0

Z L,J 1 Y,L I]

$69,975

-

VEBA

Current
Method

$3,830,000
1,276,900
7,910
$5,114,810
$2,045,924
$61,644

S3,830,700
1,130,000
0
$4,960,700
$1,984,280
0

Year 5
12/31196

(a)

$4,328,691
1,442, 897
8,938
$5.780.526

Year 3
(12/31/94)

Present Value of Accumulated Cash Benefit from a VEBA (ongoing at Year 5)
Year 3
Year 1
Year 2
Tax Benefit:
$406,800
$54,800
$61,644
Less Administration Costs:
(17,000)
(7,000 )
(7,910 )
$47,800
$53,734
Net Cash Benefit:
389,800

Year 4
$69,975
(8,938)
$61,037

Year 5
$79,071
(10,100)
$68,971

Present Value of the Cash Benefit: $579,515
Terminated Year 6
(12/31197)
a
(b)

Claims Paid
(Exclusive of IBNRS)
IBNRs
Administrative Expense
Total Deduction
Tax Effect (40 %)
Tax Benefit ((a) -(b)):

VEBA

Current
Method

$5,527,306
0
0
$5,527,306
$2,210,922
($652,190)

$5,527,306
1,630,474
0
$7,157,780
$2,863,112
0

Present Value of Accumulated Cash Benefit from a VEBA (Terminated in Year 6)
Year 1
Year 2
Year 3
Year 4
Tax Benefit:
$406,800
$54,800
$61,644
$69,975

Year 5
$79,071

Year 6
($652,189)

Less Administration Costs:
Net Cash Benefit:

(10,100 )
$68,971

0
($652,189)

(17,000)
389,800

Present Value of the Cash Benefit: $135.646
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7,000)
$47,800

(7,910 )
$53,734

(8,938)
$61,037

VEBAs provide a significant
and permanent immediate tax
break for employers.
In any event, any employer contribution in excess of the deductible limits is carried forward to succeeding taxable years.
In subsequent years, the additions to the reserve in excess of
the prior year's level also would be currently deductible. This
ability to deduct increases in reserve amounts, coupled with the
ever-increasing costs of health care, make VEBAs an excellent
tax planning strategy even beyond the first year.
It also is possible to fund the IBNRs through a taxable
trust and achieve a similar tax benefit. While these trusts are
not subject to the same setup and maintenance requirements as VEBAs (discrimination testing, voluntary membership, and so on), they are, however, not exempt from income
tax. These trusts are useful when used to fund severance pay
reserves that typically are discriminatory in nature.

SETTING UP A VEBA
f you decide to establish a VEBA, the first step is to
adopt, by year -end, a resolution by the company's board
of directors to create a trust fund to pay employee health
and welfare benefits. A trust agreement between the company and a third party (such as a bank) also must be adopted. Other formalities include obtaining a federal identification number for the trust (submit Form SS-4 by year -end)
and filing Form 1024, Application for Exempt Status for the
Trust. Applicable summary plan descriptions must be modified to reflect the implementation of a funding vehicle, and
an ERISA fiduciary bond related to the trust also must be
obtained.
Companies then should calculate the amount to be funded,
on a safe harbor or actuarial basis, and fund the amount with
a third-party custodian (typically a bank). Then the custodial
bank will, under the direction of the company, forward the necessary funds to the claims processor as needed until the reserve
in the fund is depleted. In instances where the VEBA directly
pays health care providers, annual Form 1099s may need to be
issued. When the fund is depleted, the company will continue
to pay claims as it always has (directly to the claims processor)
until the next yearend. At that tune, the fund is replenished up
to the new maximum that is allowed.

HEALTHY TAX SAVING
able 1 shows the "permanency" of the savings associated with a VEBA used for medical benefits. The
net present value of saving is detailed for the ABC
company. The attached projection assumes the following
(certain possible complex issues are excluded):
• Prior year's (1991) cash expense for self - insured medical
plan of $3 million;
• The 35% of prior year expense "safe harbor" has been
found to be reasonable and is used to estimate the maximum funding amount allowed at year -end;
• A combined federal and state income tax rate of 40%;
• Projected increases in medical costs of 13% annually;
• Yields and borrowing rates approximating 8% (the marginal rate differential will be ignored);
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■ Audit fee of $5,000 annually (including sample testing of
benefit payments and preparation of the annual Form 990
Information Return);
■ Custodial and trustee fees of $2,000 annually;
■ Initial professional fees to set up of $10,000;
■ Claims paid are shown exclusive of the IBNRs paid in the
succeeding year; and
■ Current method illustration assumes total claims paid will
equal total current claims paid plus beginning IBNRs.
As we have shown in Table 1, the amount of tax benefits
associated with a VEBA outweighs the initial and ongoing
costs of such a trust significantly because of the time value
of money (i.e., the up -front tax saving can be reinvested or
used to reduce borrowing costs). Additionally, the rising
health care costs will allow for greater maximum fundings
each year, easily offsetting any annual maintenance costs.
Please note that while the projections are somewhat simplified, we believe they illustrate fairly how much companies
can save. We also want to point out that additional complexities could include significant differences between the after tax cost of borrowing and the rate of return on the trust investments. The effect of the prefunding on quarterly
estimated income tax payments is another complex issue to
be considered. Finally, actuarial studies of the employee
population to determine the specific health care factors for
future cost increases will affect projections.
One other possible complexity that could increase the tax
benefit significantly is the actuarial certification of the applicable reserve amount for the current year -end. As we discussed previously, there is a provision in the Code (Section
419A(c) (5)) that allows any amount to be contributed to a
VEBA, if actuarially certified, regardless of the safe harbor
calculation. Also, in future years when your plan coverage
remains constant, you once again could rely on the safe harbor calculations (giving weight to the reasonability argument) and not incur the additional cost of an actuarial certification for those years.
Consideration of these factors enables you to estimate
the tax savings associated with a VEBA more closely. Even
without a consideration of these details, VEBAs provide a
significant and permanent immediate tax benefit.

CONSULT AN EXPERT
efore you establish a VEBA, you should consult with
a tax advisor and legal counsel to ensure the details
of implementation are coordinated with your company's particular circumstance. Other issues beyond the scope
of this article, such as your particular state tax laws, also
should be discussed with an expert.
■
Robert E. Duquette, CPA, is director of tax, Ernst & Young,
Reading office ofthe Philadelphia area practice. He is a member of IMA's Reading Chapter. He can be reached at (215)
478-4004.
W Scott Balestrier is a tax seniorin the Reading, Pa., office
of Ernst& Young. Ms Balestrier specializes in consultation related to the design, funding, and accounting issues that emerge
from retirement income plans. He can be reached at (215)
478 -4022.
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Economic Choices
with ABC
Separate fixed and variable costs and voila! ABC becomes relevant
for decisions.
BY MICHAEL D. WOODS, CPA
Certificate of Merit, 1991 -92
t the company where I
worked previously, line managers ignored the traditional
cost accounting system. Instead, factory managers and their
staffs depended on the production
staffs to prepare the information they
really used.
In the company's production facilities, a whole class of workers were accustomed to providing analysis off line. They used special cost
investigations to find causes of deviations that should have been apparent
from reports prepared by the system.
They viewed cost allocations as uncontrollable tricks "done to us by those
bean counters."
These workers treated internal services as free goods. They thought that
material cost only what was paid for it
and did not consider the cost of providing it at the work site.
Although these circumstances
were unfortunate, I discovered they also are common. Manufacturing management literature and the Institute of
Management Accountants' study,
Management Accounting in the New
Manufacturing Environment, have revealed that most of American industry
is dissatisfied with its cost accounting
systems. Production managers just
won't use them for their daily decision
making.
Aware of these charges, management accountants recognized the need
to change cost accounting reports and
methods in order to regain their place
as valued contributors to their companies' operations. As a result, activityMANAGEMENT ACCOUNTING /DECEMBER 1992

Both managers and industrial engineers follow the principle that only variable costs are
relevant for any managerial or engineering change decision.

based costing (ABC) was developed to
assign costs from the point of incurrence through a company's chain of
service, support, and production functions to ultimate products.
Activity-based costing has a weak
point. It may correct deficiencies in
comparing resources consumed to ultimate products, but it mixes fixed and
variable costs. Thus, effective economic choices are difficult and require
analysis outside a firm's regular cost
accounting system.
A refinement can make the ABC
system more useful for line managers
at various organizational levels. It entails keeping fixed and variable costs

separate throughout a firm's cost accounting structure. Reporting both
fined and variable elements of transferred costs preserves the advantages
of activity-based costing and allows
management to make rational choices
among economic alternatives.

MIXING FIXED AND VARIABLE
COSTS
he advantages of ABC are mainly
in its rational assignment of
costs. The costs allocated to an
internal organizational unit or to a final
product are those that actually benefit
the recipient.
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TABLE 1/TYPICAL ABC BASES OF COST
ASSIGNMENT (Cost Drivers)
Cost Center
Accounting
Personnel

Data processing

Production engineering
Quality control
Plant services
Material services
Utilities
Production shops

Cost Drivers
Reports requested
Dollars expended
Job change actions
Hiring actions
Training hours
Counseling hours
Reports requested
Transactions processed
Programming hours
Program changes requested
Hours spent in each shop
Job specification changes requested
Product change notices processed
Hours spent in each shop
Defects discovered
Samples analyzed
Preventive maintenance cycles
Hours spent in each shop
Repair maintenance actions
Dollar value of requisitions
Numberof transactions processed
Number of personnel in direct support
Direct usage (metered to shop)
Space occupied
Fixed per -job charge
Setups made
Direct labor
Machine hours
Numberof moves
Material awliadv

USEOFTHETERMS"FIXED"AND

u

"costs that can't be changed no matter
what we do." In fact, fixed costs will b
treated as variable in making capital
vestment decisions, and variable cosh
may be treated as fixed for decisions
about direct labor when operations an
below capacity but short-time and layoffs are not wanted. I have not yet talke
with anyone who was confused about
these applications of econoric principles, but most still use the convention
terms in this way. Consequently, I hai
done so here.
Readers who disagree with this
of terms will find that the principles th;
are outlined apply equally well if they
substitute "uncontrollable/controllable," "capacity/utilization," or even
(though care is needed here) "overhead /indirect /direct" for "fixed /variable. "'fie goal is to create better deci
sion support systems with ABC. Ideal
decision support systems are probably
unachievable in real organizations, eac
of which is a moving target and is diffe
ent in products, processes, culture, an
present condition.
I
u

In some of his earlier work, Professor
Robert Kaplan argues that we are mistaken to treat any costs as fixed because
in the long, comprehensive view there
are no fixed costs. The term "fixed cost"
as I use it in this article refers to the capacity- related, period costs of being in
business at this time with this facility.
Although this use may seem like a return to "the bad old ways," it agrees with
the definition used in microeconomic
analysis, where the "firm" is defined by
its capital stock and operating unity so
that a change of plant requires treating
the company as a new and different
"firm." Besides, there is surprising
agreement among practitioners about
classifying the actual costs of any specific real installation. And we are all aware
that so- called fixed, capacity- related
costs must be managed by different
techniques than so called variable, volume- related costs.
The use of the term "fixed costs" is
just a way of connoting the longer -term,
process- related methods needed to
manage them. We don't really mean

ABC achieves rational cost assignment by collecting for each production, support, or administrative unit all
the costs that can be placed within it
reasonably. When the costs of inputs
have been collected, the causes of cost
within the unit are explored. These
causal relationships are called "cost
drivers."
ABC seeks to identify and eliminate
drivers that are not valuable outputs
through process value analysis, a procedure for reviewing activities to find
out how much they contribute to customer value. When the cost drivers are
valuable outputs, they provide a basis
for assigning the unit's costs to users
because demand for the outputs generates the costs. (Table 1 gives some
examples.)
All costs incurred within an organizational unit, along with costs assigned
from other units whose cost drivers it
uses, are further assigned to those
who use the unit's services or products, with its cost drivers as a base.
(Figure 1 illustrates the cost flow.)
If the producing unit is a support or
staff section, its costs become part of
the using unit's total costs for further
assignment. If the producing unit is a
production shop, the recipient of its
costs will be its physical products. As
Figure 1 shows, the chain of cost flows
stops at the final product that will be
delivered to an ultimate customer. But
ABC mixes fixed and variable costs before assigning them to outputs, a circumstance that can lead to suboptimal
decisions.

IRRATIONAL DECISIONS
he distinction between fixed and
variable cost elements is vital to
economic decision making. A basic management principle is derived
from a simple economic principle —in
managerial decision making, relevant
costs are marginal costs. Only the costs
that will change are relevant for any
managerial decision. Those that will
not be changed by a particular decision are irrelevant in selecting among
alternatives. Industrial engineers
study the same ideas under the name
"engineering economy."
ABC submerges the old distinction
between fixed and variable costs because it assigns all costs of an organizational unit to its cost drivers as an internal transfer price. When it
combines fixed and variable costs in
valuing an organizational unit's cost
drivers, managers are denied vital information. Managers cannot make raMANAGEMENT ACCOUNTING/DECEMBER 1992

tional decisions about using the internal cost drivers because they do not
know which costs will change for the
company.
The marketing department cannot
make informed decisions about custom orders. They know only how costs
assigned to their units or products will
change. But some of the assigned
costs are fixed and still will be incurred
by the company whether or not transferred to their particular units.
As an example, consider an internal
service department such as personnel.
Cost drivers for a personnel department may be those shown in Table
1-job actions, hiring actions, training
hours, or counseling hours. By making costs that are fixed for the company, such as personnel department
overhead, appear variable to shop supervisors (because the shops may decide to use varying amounts of personnel department cost drivers) ABC can
lead to irrational decisions about hiring, training, and overtime. Other decisions such as capital investment,
make /buy, and production routings
require off -line cost studies to separate
marginal costs out of the ABC cost
centers. Texts and courses on ABC
deal with this problem by requiring periodic process value analysis and special studies.

FIGURE VACTIVITY -BASED COSTING SCHEMATIC
ILLUSTRATION
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Finance
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\
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\
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Special studies could be reduced if
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adequate information were available in
the ABC cost accounting system. Further, on a day - to-day basis users of cost
drivers could make rational decisions
about the degree to which they use the
services of any department or section.
If costs were assigned properly, supervisors would naturally make the best
choices for the company. They would
not have an incentive to maximize
their own cost /value ratio. Thus, the
overall company production system
would be far more self - regulating.

WECANOVERCOME
tional
he information needed for optimal decisions at each organizalevel can be furnished by an
ABC system. To make the system efT

Process I

Decislonsl —

Direct Labor

fective, we must recognize that differ-

ent decisions require different relevant
cost information. Costs that are fixed
for one kind of decision will be
changed by another. Further, different
decisions are made by different organizational units. Therefore, different organizational units require different relevant cost information. In order to

Direct

control their processes, production

Inputs

shop supervisors require direct labor,
production indirect labor, and direct
material cost information. If other pro55

duction indirect costs —such as indirect material or utilities —are significant and controllable, the shop supervisor may want to see the cost
information. (For example, machining
and plating processes typically use
electricity as a controllable input, but
assembly may not.)
Production planners use the same
information as production shop supervisors, but differently. Their job is to
choose the most efficient processes for
making the final product rather than to
control the operation of those processes. They need to select production
routings among shops, including outside vendors to whom processes may
be contracted.
Facility planners use the same variable costs as the preceding daily decision makers, but they also need some

ABC can be more useful for line managers
at various levels if fixed and variable costs
are kept separate throughout the cost
accounting structure.
fixed cost information (along with non cost information such as marketing
forecasts of required production volume). At a basic level, for example, the
initial cost of changing from incandescent to fluorescent lights might be
compared along with the actual operating costs of the current lighting and
estimated operating costs of the replacements. At the more complex level
of selecting among alternative machin-

TABLE 2 /PRODUCTION SUPERVISOR'S SAMPLE
REPORT
Plating Shop Supervisor's Report
February 199X
Total Variable

IN
Space occupied
Depreciation (1,574 sq. ft.)
Heat and light
Equipment
Depreciation
Maintenance — scheduled PM
Maintenance — repairs
Internal services
Quality control (13.1 hours)
Data processing (8 payroll & 5 reports)
Production engineering (6.3 hours)
Personnel department services
Training (18 hours)
Administration (2 job actions)
Hiring
Compensation
Indirect wages and benefits incurred
Direct labor and benefits incurred
Direct material and energy
Electricity (metered)
Metal and metal salts
Other chemicals
Material
Indirect production material
Administrative supplies
Total costs applied
26,275 units plated; cost per unit

S

Fixed

S
756
36

1,190
344
1,443

1,190
344
1,443

419
539
347

223
97
233

197
442
113

540
76

432
64
0

108
12
0

9,034

287
3,896
1,856

287
3,896
1,856

591
33
25,619
.9750

591

4,232 _

18,156
.6910

33
7,463
.2840

Activity -based costing as presently described in the literature would report only the
"total" column. As noted in the text, either the full three - column report or only variable
components of space, equipment, and internal services may be furnished to line
supervisors depending on company preferences.
Note that "fixed" costs are not necessarily invariable, but they are caused by the simple
fact that the plant is open and the shop exists. When they change, they do so in
response to the supervisor's managerial actions, not directly in response to production
volume.

overhead costs also must be considered.
Product design engineers need
variable costs for processes that are
operating below capacity and total
costs for processes that will have to be
enlarged. If new processes must be developed, even more cost data will be
needed.
Strategic planners use all the costs
above. They also use plant overhead,
such as costs of production and facility
planning staffs and costs of plant accounting and plant management,
when deciding whether to construct a
new plant. If a projected new plant replaces or enlarges existing capabihties, strategic planners can stop with

756
36

4,232
9,034

ing capabilities, maintenance, training,
programm ing, and other production

these costs. But if addition or deletion
of product lines is considered, even
marketing and sales become variable
costs. And at the highest level, that of
acquiring or establishing a free- standing subsidiary, virtually all costs vary
with the decision at hand.
Managers at each organizational
level can make better decisions if both
fixed and variable costs are presented.
They can select among alternatives for
process design, process control, production planning, and production routing, and for deciding whether to continue, enlarge, begin, or eliminate a
production process or a product line
within an organization.
Current costs are doubly important
because the estimated costs of new alternatives also may be based on existing cost data. Figure 2 schematically illustrates the kinds of decisions that
require various combinations of fixed
and variable cost information. It shows
how different organizational units use
different combinations of fixed and
variable cost information in making
the decisions that their responsibilities
require.

WHICHTOREPORT —
RELEVANT ORFULLCOSTS?
utting the schem atic in Figure 2
into concrete form, Table 2 illustrates a cost report that might be
MANAGEMENT ACCOUNTING /DECEMBER 1992

furnished to a production shop supervisor. Whether to report all the information shown or to report only information relevant for each unit's usual
decision requirements depends on a
company's managerial philosophy.
ABC, as described in literature to date,
would display only the total cost column. For economically correct decisions, only the variable costs of services used should be reported (shown
in bold type). The only fixed cost information managers need is for their own
shop.
Providing data on only those elements managers can affect will focus
their thinking where they can most
help the company. If data are provided
on fixed costs managers cannot affect,
they may be misled as to their responsibilities. On the other hand, providing
such data gives managers a wider perspective and facilitates team loyalty
and trust. It might also allow a manager to offer suggestions to the internal
service suppliers as to which aspects
of their services are worth the total
cost, a kind of continuous process value analysis.
In total quality companies, these
suggestions probably would occur in
quality boards or circles. The choice of
whether to supply simpler or more
comprehensive information depends
on company goals, culture, staff development plans, and the willingness to
train supervisors in using the informa-

EARLIERARTICLESONABCDEFICIENCIES
Three IMA Certificate of Merit - winning
articles for 1990-91 ( "A New View of Activity-Based Costing," September 1991;
"Triple Threat Strategy," October 1991;
and "Activity-Based Costing for Marketing," November 1991) recognized that
activity -based costing is deficient in application to actual managerial problems.
'Triple Threat Strategy" is better on
theory and clearly indicates where activity-based costing in its present state is
deficient for making rational, effective,
economic decisions. It discusses the
matter from a direct costing and contribution margin perspective.
"A New View of Activity-Based Costing" shows how separating costs for one
type of managerial decision, product
profitability, can be done using the ideas
of avoidable or attributable costs.
"Activity-Based Costing for Marketing" develops activity-based costing in a

Only the costs that
will change are
relevant for any
managerial
decision.

new area. In its Table 2 it shows separate calculation of fixed and variable
components for application to cost drivers. But in Table 4, the resulting management report, it aggregates them
again. In the examples given no false
conclusions are likely, but a marginally
profitable territory might be shut down
mistakenly based on its absorption -costbased profit when its contribution to
fixed costs was significant. Those fixed
costs then would be transferred to other
territories at the next calculation, and
the company would lose profitability at
the bottom line.
This article presents a decision support framework that accords with economic theory for as many types of managerial decisions as possible, using
activity-based costing while avoiding
multiple accounting systems and frequent special studies.
tion properly.
ABC was developed to address the
concerns of manufacturing managers
about the relevance of conventional
cost data to the actual manufacturing
processes they controlled. ABC meets
these concerns effectively by assigning to each product the costs of all activities that are used in its manufacture, but it does not allow for rational
economic choices at most organizational levels because it mixes fixed and
variable costs.
Separating fixed and variable costs
allows managers to apply the proper
techniques to reduce waste by managing those aspects of production capacity and process design (fixed) and of
production methods and practices
(variable) that are within their scope of
decision. This refinement of activitybased costing can make it the one cost
accounting system a company needs
while minimizing off -line investigations and analyses.
■
Michael D. Woods, CPA, is controller of
SMSi in Winston - Salem, N. C. He is a
member of the Piedmont Greensboro
(N. C.) Chapter, through which this article was submitted. He can be reached
at SMSi, (919) 759 -7477 or at home,
(919) 993 -6612

Separating fixed and variable costs allows managers to make informed decisions about
those aspects of production that they have the power to change.
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Asset Inventories
Bar coding can help achieve accurate physical inventories.
BY SUZANNE EKMAN, CPA
ar coding is becoming the technology of choice for
fuzed asset physical inventories. It enables companies to capture and reconcile enormous amounts of
information quickly, accurately, and cost effectively.
In order to take advantage of bar coding's technological superiority, however, companies must plan implementation of
such a system appropriately.
Our hope is that the following best practices and lessons
learned, collected during our six years of implementing bar
coding, will help your company implement a bar code fixed
asset system.

asset list to find the corresponding asset, and check off assets as they are found. Often, the asset is not found on the
list, and the counter must manually record information
about the asset. Regardless of whether or not the asset is
listed, information on the fixed asset system must be updated manually.
Bar code technology speeds up the process significantly.

WHAT IS BAR CODING?
ar coding is a technology used to record data automatically through scanning a bar code label. Data recorded through this scanning process are stored in a portable bar code reader, which can be downloaded and
interfaced with other systems.
Figure 1 illustrates a typical system architecture we use
for fixed asset physical inventories. First the fixed asset sub ledger is downloaded into an ASCII file on a PC, then into
the bar code readers. During the inventory, counters scan
each asset tag and the bar code reader automatically finds
and displays the asset on the screen for verification. Counters make the necessary corrections and move on to the next
asset.
When the physical inventory is complete, the bar code
readers are downloaded into a PC. This physical inventory
file is then reconciled against the subledger and, ultimately,
is used to correct the subledger.
BENEFITS
ar coding offers several important advantages over
manual inventories because fixed asset physical inventories involve accumulating and manipulating
large amounts of data. Some of the benefits of bar coding
are described below.
Improved efficiency. Our experience shows that bar code
inventories are much more efficient than manual inventories.
For example, a physical inventory of a medium -sized
company might require the collection, manipulation, and
reconciliation of 8,000 to 10,000 assets. Manually capturing
this information is a very time- consuming process. Counters
walk around company facilities, manually search through an
58

Author Suzanne Ekman with Quantum Corporation accounting
personnel Elizabeth Barclay (seated) and Sandeep Nayyar.
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Our surveys and time studies indicate that a bar code inventory can be conducted two to three times faster than a manual inventory.
As an example, one company attempted to conduct its
first inventory of 10,000 assets manually. Teams counted for
several months but never finished this monumental task.
The following year, we implemented a bar code inventory
program for the company. In four days, 15 count teams
counted 12,000 assets in 34 local buildings and 100 offsite
locations.
Improved qualityof data. Manual inventories are not only
time consuming but are prone to errors. Industry standards
estimate that one out of every 300 characters recorded manually will be in error. A medium -sized company manually recording 10,000 assets requires the manipulation of approximately one million characters of data, resulting in a
probability of 3,000 character errors. These errors greatly
complicate the reconciliation process. Bar coding practically
eliminates these errors because virtually all of the data are
entered automatically.
Easier reconciliation.Fewer errors make the reconciliation process easier. And, if the fixed asset subledger is downloaded into the bar code readers, the reconciliation will be
almost complete by the end of the physical inventory. Only
exceptions need to be reconciled.
Improved morale.Companies conducting physical inventories with bar coding enjoy yet another bonus: improved
morale of the counters. When conducting manual inventories, counters quickly become bored and distracted. After
just one full day of recording assets, they are tired, both
mentally and physically, leading to additional errors. But
when they conduct bar code physicals, counters seem to enjoy the new technology, often making a game out of who can
count the most in a day.
PLANNING THE BAR CODE INVENTORY
espite the significant advantages of bar coding, implementing an effective bar code inventory requires
planning. Place the same emphasis on planning a bar
code inventory as you would implementing any other system
or large project. Allow between four to 12 weeks for the planning process, depending on the complexity of your company
and its operations.
According to Dave Drahmann, MIS project manager for
Apple Computer, "Bar coding was a very smart move for us.
The basic concept of bar coding forced us to plan the physical inventory properly. Previously we would have sent our
counters out with clipboards and given little thought about
the process. This improved planning combined with the efficiencies of bar coding allowed us to reduce our inventory
time from one week to two days."
IDENTIFY AND RESOLVE ISSUES
here are five major steps you must perform to plan
your physical inventory properly. First, a number of
issues must be resolved, many of them similar to
those involved in manual inventories. Here are some of the
more important issues to consider.
■ Count-team structure. When determining who will be on
the count teams, select counters capable of identifying
company assets. One company hired an inventory service
unfamiliar with its special equipment, and the results
were disastrous. For this reason we recommend strongly
MANAGEMENTACCOUNfING /DECEMBER 1992

that a company use its own personnel as much as possible ne person from finance /accounting, for example,
and one from the area to be counted.
• Offsite locations. Include all offsite locations in the physical inventory, such as field offices, offsite storage, equipment repair shops, other companies, and employees'
homes.
• Assets included. One of the most difficult issues to resolve is which assets to include in the count and which
to exclude. Give counters specific instructions about assets they should include. An instruction such as "any asset over $500 should be counted" is vague and insufficient
because the cost of many pieces of equipment is difficult
to estimate. Counters need a one- or two-page list of specific items to count and not to count.
Another issue to resolve is how to count personal computers. For example, should the monitor, disk drive, and
CPU be counted as one asset or as separate assets? The
answer depends on how company assets have been capitalized in the past. Common practice is to count the CPU
and its standard peripherals as one asset and to count obvious nonstandard peripherals, such as a special graphic
display from another vendor, as separate assets.
• Leased equipment. Determine whether to count leased
equipment. Because it can be difficult for counters to distinguish leased from owned equipment, leased equipment is usually counted.
• Scrapped and cannibalized equipment. Determine how to
count equipment that has been scrapped or cannibalized.
Some of this equipment is difficult to identify so you may
need a person who works in the area to be involved in
the physical inventory.
• Obsolete equipment. If you suspect your company has a
lot of obsolete, unused equipment, this is a great opportunity to identify that equipment and have it removed for
disposition.
• Subledger consistency. If your subledger includes inconsistent asset descriptions, consider standardizing information in the subledger.
ORDER TAGS
our company can either purchase bar code tags or
print its own. Because the cost of purchasing tags is
low and printing tags is a complex process —we usually recommend that companies purchase asset tags.
After spending thousands of dollars on equipment and
supplies, one company printed its own tags, only to find that
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the tags could not be read by the bar code readers. Our examination of the tags revealed that they had almost every
possible problem: The bar code was too large for the label,
the aspect ratio was not correct, the ink smudged, and the
coating was incorrect. Consequently, the company threw
away thousands of tags.
Purchasing tags is preferable. Tags cost between 7C to
1OC each, and most printing houses can deliver the tags within two weeks of ordering. Companies usually order tags containing the company name and the asset tag number in both
bar code and human readable format. Many people have the
misconception that this bar code tag contains all of the information regarding the asset — manufacturer, model number, and serial number. In actuality, the bar code label contains only the asset tag number. The remaining information
regarding the asset is stored on the fixed asset database.
When bar code tags arrive, determining where to place
them on the asset is another consideration. Affixing them
to the front of the equipment makes access easier for counters. However, people who use the equipment often do not
like the look of tags on the front of the equipment and peel
off the tags. If this is the case, affix the tag to the back of
the equipment.

DETERMINE RECONCILIATION APPROACH
pother important decision is to determine how the
physical inventory information will be reconciled.
This decision will affect the hardware and software
that are required for the physical inventory. Various methods can be used to reconcile data. We have found the following methods, as well as combinations of these methods,
to be the most effective.
Real time reconciliation. One of the best ways to reconcile
information is to use the bar code reader as much as possible. Figure 1 illustrates the process.
To understand how real -time reconciliation works, imagine the bar code reader as a small database. Information in
the subledger is downloaded into the bar code reader for access during the physical inventory. The counter either scans
the bar code asset tag number or manually inputs the regular asset tag number. The bar code reader `looks up" the
asset information as recorded in the subledger, then displays the data on the bar code reader screen. The counter
either confirms that all the data are accurate or makes corrections as necessary.
The bar code reader then affixes a "flag" to the fixed asset
record, indicating that the asset has been counted and
whether it has been changed. When the physical inventory
is complete, bar code readers are `dumped" into one file, and
reconciliation reports are run. By the time the physical inventory is complete, the first pass of the reconciliation is finished, leaving only the exceptions to resolve.
The other significant advantage of downloading the subledger into the bar code readers is that the counter must enter only the asset's tag number. Because the counter rarely
needs to input any other asset information, such as manufacturer, model, description, or serial number, the inventory

A bar code inventory can be
conducted two to three times
faster than a manual inventory.
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count proceeds quickly. If information must be entered —because it was missing from the subledger, for example —it
can be scanned off a menu or from the manufacturer's serial
number plate.
If the quality of information in the subledger is poor, we
usually recommend the data in the subledger not be downloaded into the bar code reader for use during the physical
inventory. For example, if tag numbers or serial numbers
(key identifiers) are not accurate, counters will waste time
entering key identifiers and waiting for the bar code reader
to search —and not find —these key identifiers. In such cases, it is advisable for the counter to enter all asset data and
manage the reconciliation after completing the physical inventory.
Standard Reconciliation Programs. Some of the newer
software packages for fixed asset subledgers interface with
bar code readers and reconciliation programs. Programs
with these features offer the best way to reconcile physical
inventory information.
Custom Reconciliation Programs. In the absence of standard reconciliation packages, some companies have successfully custom programmed reconciliation software that
interfaces with their fixed asset package. Recently we had
a very successful experience with such a company. On its
system, fixed asset data are first reconciled on the bar code
reader, as described above, then uploaded to the company's
minicomputer. Custom reports listing remaining exceptions
are generated so that accounting can resolve the exceptions.
Exceptions are corrected in a custom database, and, when
the reconciliation is complete, the new physical inventory
data replace the old fixed asset subledger data.
This type of system offers significant advantages. As Sandeep Nayyar, accounting manager for Quantum Corp., summarized, "The bottom line is we could not have performed
an effective reconciliation without the use of bar coding and
our custom reconciliation software. The efficiencies were
phenomenal. We were able to complete the reconciliation in
a short period of time, especially considering thi s was our
first physical inventory in 10 years and we had over 8,000
assets to reconcile."
One key point: Don't underestimate the amount of time
required for reconciliation. Too many companies plan inadequately and understaff the reconciliation. As a result, they
do not complete the reconciliation, and time and money are
wasted in the physical inventory process. Depending on the
accuracy of the subledger, the reconciliation should receive
at least twice the priority and manpower as the actual physical inventory.

SELECT THE HARDWARE VENDOR
nce your company determines how the reconciliation
will be performed, you can select your hardware.
Each counting team will need one portable bar code
reader with either a wand or laser gun. Currently, there are
only a few vendors from which to choose. When selecting
hardware, consider the following factors.
Memory. Most vendors offer up to 1 MB of memory, and
a few offer up to 2 MB of memory. You need to calculate your
memory requirements based on the size of your subledger.
If you have approximately 25,000 or fewer assets, your subledger should fit on a bar code reader. Anything larger than
this will probably require additional consideration. Be very
careful when calculating your memory requirements. One
company miscalculated its subledger size and as a result ordered bar code readers with insufficient memory. By the
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time this mistake was discovered, it was too late to change
the order, and the company had to split the subledger database onto different bar code readers.
Cost. Vendors charge from $1,000 to $5,000 for a bar code
reader with either a wand or a laser gun. Memory is the largest differential in cost. A 1 MB reader can cost $3,000 more
than a 64K reader. Laser guns usually cost $500 to $1,000
more than wands because laser guns have a few advantages
over wands.
Buy vs. Rent. If your company does not want to purchase
bar code readers, check with local VARs (value added resellers) to see if they would be willing to rent the bar code
equipment.
Screen size. Because of the large amount of data handled
during the physical inventory, the larger the screen size, the
better. Most of our physical inventories have been conducted using readers with a screen size of four lines with 20 characters per line. Working with smaller screen sizes can be
very difficult.
Language. Most bar code readers use a proprietary language, so you will need a programmer familiar with the particular proprietary language. Usually you will not find a programmer in your company that can do the programming and
will have to use an outside VAR or consultant. Attempts to
have an internal programmer learn the propriety software
usually fail for several reasons: Learning the new software
is a low priority for the programmer, the languages can be
difficult to learn, and the programmer must be able to program very efficiently to avoid wasting the limited memory.
In our experience, it is usually less expensive to engage an
outside programmer. Some hardware vendors, however, are
now offering machines that can be programmed on DOS,
Basic, and dBase, which should allow more companies to do
the programming in house.
Ease of keyboard entry. Physical inventories usually require entering a mix of alpha and numeric characters. Some
keyboards require shifting to move from alpha to numeric
entries, a cumbersome process during a physical inventory.
Hardware currently used. Check whether other departments in your company are using bar coding. For example,
manufacturing or shipping /receiving may already use a certain hardware vendor, and MIS may prefer to use the same

vendor for the fixed asset inventory application.

WRITE THE SOFTWARE
nce you have determined how data will be reconciled
and have selected the hardware, you need to write the
software. Several pieces of software may be needed,
including the following:

0

• Reconciliation software may be written by your internal
MIS department. If MIS is unable to do so, you may need
to hire an outside consultant.
• Uploading /Downloading software may be written internally if you have the expertise.
• Bar code software will probably need to be written by a
VAR or outside consultant.
Just as you would with other system implementations, be
sure to document and test all software thoroughly before the
physical inventory to ensure that all pieces of the software
work together.

FURTHER IMPROVEMENTS
fter you complete the physical inventory, be sure to
use the results of the inventory to analyze and improve your policies and procedures. For instance, if
tags were missing from a significant number of assets, you
probably need to improve your receiving and tagging procedures. If there were many department changes, equipment transfer procedures should be revised. And if significant assets were missing, examine your company's security
and retirement procedures.
To summarize, bar coding simplifies the task of accumulating and manipulating inventory data for a company. Bar
code inventories should pay for themselves on the first inventory because of improved efficiency, improved quality of
data, and easier reconciliation.

AN EASY PROCESS
A ny company with more than 1,000 assets should con" sider bar coding seriously. For many companies, the
temative to bar coding is not performing the inventory at all, due to the enormity of the task. Obviously not performing a periodic physical inventory is undesirable due to
the resulting insurance exposure, financial exposure, and
loss of tax advantages.
If you decide to implement a bar coding system, remember that proper planning and management are crucial. With
proper project planning, resolution of issues, development
of reconciliation approach, and selection of hardware, tags,
and software, you —like other companies —will probably
find the inventory process so easy, you'll wish you had implemented bar coding earlier.
■
Suzanne Ekman, CPA, is a manager in Ernst & Young's high technology consulting practice in San Jose, Calif. Prior to joining the consulting group, she worked in Ernst & Young audit
and held other financial positions in industry. She can be
reached at (408) 9474903.
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Accounting Groups
Issue Report on
Internal Control
Aim is tohelp companies review and strengthen their controls.
three -year study to define internal control and provide
practical guidance companies can use to assess and improve their control systems has been
issued by the five organizations that
sponsored the National Commission
on Fraudulent Financial Reporting
(Treadway Commission).
The report, Internal Control—Integrated Framework, can help management assess a company's internal controls and enable all parties —
management, board members, auditors,
legislators, and regulators —to have a
common understanding of internal controls as well as to integrate those controls
into business operations.
Undertaken in response to the recommendations made by the Treadway
Commission in 1987, the report also
spells out the responsibilities everyone in an organization has for proper
functioning of controls and describes
the external auditor's role in assessing
controls.
The report was issued by the Committee of Sponsoring Organizations
(COSO), a private sector group consisting of the American Accounting Association, the American Institute of
CPAs, the Institute of Internal Auditors, the Institute of Management Accountants, and the Financial Executives Institute. Coopers & Lybrand
conducted the study and prepared the
report.
"It is our intention that this report
establish an understanding of internal
control and enable companies to review or strengthen their controls
against a common backdrop," said
COSO Chairman Robert L. May.
"It will also help companies that issue
reports on internal control do so against
the COSO standard, which should vastly
improve communications to stakeholders," May said. "Finally, legislators and
82

regulators can look to the report to get
a thorough understanding of what internal control actually is and what it can and
cannot do."
The report goes well beyond financial
controls to incorporate all of the controls
management uses in running the company. It also identifies five interrelated components of internal control:
• Control environment, providing discipline and structure;
• Risk assessment, which identifies
and analyzes relevant risks to
achieving a company's objectives;
• Control activities, the policies and
procedures in an organization to ensure management directives are
carried out;
• Information and communication of
pertinent information that makes it
possible to manage and control a
business;
• Monitoring to assess the quality of
the internal control system's performance over time.
The report is in four volumes, including an "Executive Summary;" a
"Framework," which defines internal
control, describes its components and
provides assessment criteria; "Reporting to External Parties," a supplement
of guidance on reporting; and "Evaluation Tools," providing materials useful in evaluation.
The study took three years and involved tens of thousands of hours of research, discussion, analysis, and due
process and involved hundreds of people including members of the five
COSO organizations, chief executives
and board members, legislators and
regulators, lawyers, consultants, auditors and academics. Comments from
an Exposure Draft issued 18 months
ago were considered in preparing the
final report.

Members of the Committee of
Sponsoring Organizations of the
Treadway Commission (COSO) were:
American Institute of Certified Public
Accountants, Robert L. May, chairman; American Accounting Association, Alvin A. Arens; the Institute of Internal Auditors, William G. Bishop, III;
Institute of Management Accountants,
Thomas OToole; and Financial Executives Institute, P. Norman Roy.
On the project advisory council to
COSO were: Gaylen N. Larson, chairman, group vice president, chief accounting officer, Household International; Andrew D. Bailey, professor,
department of accounting, college of
business and public administration,
the University of Arizona; Roger N.
Carolus, senior vice president, NationsBank (retired); C. Perry Colwell,
senior vice president - financial management, AT &T (retired); William J.
Ihlanfeldt, assistant controller, Shell
Oil Company; David L. Landsittel,
managing director - auditing, Arthur
Andersen & Co.; John H. Stewart, assistant treasurer, IBM Corporation;
and Howard L. Siers, consultant, general auditor, E.I. Du Pont de Nemours
and Company, Inc. (retired).
Principal contributors from Coopers & Lybrand were: Vincent M.
O'Reilly, deputy chairman, accounting
and auditing; Frank J. Tanki, director,
accounting and SEC technical services; R. Malcom Schwartz, principal,
New York office; Robert J. Spear, partner, Boston office; and Richard M.
Steinberg, partner, national office.
Copies of the complete four- volume
report, Internal Control —Integrated
Framework, are available for $50.00,

and the Executive Summary for $3.00,
by calling 1- 800 - 334 -6961; in New York
State 1- 800.248 -0445. (See ad on facing
page if you would like to order a copy
through the mail.)
■
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CMA PROFILES IN SUCCESS

i l
Hayward L. Bell, CMA
Director of Finance and Administration
Air Products, Canada

The H a ywa r d B el l suc ce s s s t or y . . .
In an era when changes in career direction and company affiliation are often the norm,
Hayward Bell has spent his entire working career with just one employer and moved in
only one direction —up! In that time, he has progressed through a number of important
accounting assignments, on up to Assistant Controller, Chemicals Group. And, in a very
recent new move, has just been appointed Director of Finance and Administration,
Air Products, Canada.

Why he has made the Certified Management Accountant
(CMA) designation part of it ...
About the CMA, Hayward had this to say ... "Initially, it provided a very effective forum
to renew my own technical and management accounting knowledge ... The CMA
Program has been a tool I have used to fulfill one of my responsibilities as a manager to
encourage my staff's professional development."

If you' r e a ft e r a ma na geme nt ti t le .. .
Make sure you have the CMA after your name. For more information call or write to the
ad dress bel ow .. .

4" EMFtiT CMA: Three Letters Tha t Spell Success
o
rats

a'

1800
-638 -4427
-

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

formerly
Na t io n al As s oc iat io n o f A cc o un t an t s
CM A P ro g ra m 1 0 P ar ag o n D rive, M o nt vale, NJ 07645 - 1759

■Ce rtif� ie d
Ma n a g e m e n t
Ac c o un ta nt
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OFFICE
TECHNOLOGY
CLAIREBARTH,EDITOR

SOFTWARE
Micro Vision Software Inc. for the
1992 tax season has released TAX
RELIEF CORP PLUS, which prepares
both 1120 and 1120S tax returns. Data
may be entered directly into the 31
federal forms and schedules of CORP
PLUS or may be transferred via a software link from most general ledger/
corporate write -up programs. The user
can enter information from a trial
balance into a simple entry screen with
Direct Book Entry. From there, the
data are transferred automatically to
all of the appropriate federal and state
forms and schedules. The software
can print corporate financial statements from the data entered into the
program. Other features include a Tax
Planner for "what if evaluation of
alternative tax scenarios and "next year" tax planning. A corporate ProForma program is included at no
charge, and the program allows the
preparation of multiple state corporate
tax returns. Laser printing is optional.
Circle No. 36
Commerce Clearing House, Inc.
has enhanced its CCH ACCESS
Online tax research system version 2.3
so that it operates faster and will allow
users to print documents and automatically log off the system with a single
command. The software uses data
compression to cut the time spent
sending information to users' personal
computers — typically, a 50% increase
in speed when receiving documents
and screens. The system, which is
updated daily, includes libraries of
federal and state taxes, a news library,
and IRS documents as well as daily
reports on federal and state tax news.
The software requires an IBM or
compatible computer, 64OKB RAM,
DOS 3.0 or higher, a hard disk with
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2MB free space, and a 1200, 2400, or
9600 baud modem.
Circle No. 37
Intex Solutions, Inc. has released
Tax Solver, T' a spreadsheet add -in for
Lotus 1 -2 -3, Symphony, and Microsoft
Excel. Its 147 different spreadsheet
forms are replicas of IRS tax forms and
schedules. Users enter their financial
tax data once into a spreadsheet. The
program automatically copies and
calculates the entries throughout a
series of linked forms and schedules.
Tax Solver shows how each calculation is derived. It "remembers" the
entire tax return, so all carry- forward
calculations are saved automatically
and reflected in next year's return. The
program includes a diagnostic checklist worksheet that automatically alerts
the user of any elements missing from
the tax return. A unique warning audit
worksheet compares the information
in the user's return with average IRS
ratios for such items as medical deductions, interest expense, charitable
contributions, and taxes at the same
income level. Technical support is
free. Users who purchase Tax Solver
before the end of the year will receive
a free update disk when final tax forms
are available in January 1993.
Circle No. 38

SERVICES
Ceridian Employer Services is offering a tax filing service with its Signature"' Payroll Service. The service can
include federal income tax and FICA,
FUTA, state, city, and county taxes.
Ceridian provides the annual reconciliations, sends year -end W -2 filings to
federal agencies on magnetic media,
and accepts liability for penalty charges imposed because of late or inaccu-

rate payments directly resulting from
the service. The subscriber receives
regular reports on the status of federal,
state, and local payroll taxes, including
copies of all filings, payments, and
taxing agency inquiries and correspondence.
Circle No. 39
Prernit Group, Inc., a New York Citybased consulting firm, provides a
complete system for assessing, funding,
and managing corporate postretirement
health care liabilities, by means of a
VEBA trust The Premit tool for the
management of retiree health care benefits: (1) is tax advantaged through taxdeductible contributions and tax -free
growth of assets, (2) offsets the FAS 106
liability on the corporation's balance
sheet, (3) creates a positive effect on the
corporation's financial statements versus
pay- as- you-go and non - Premit alternatives, and (4) allows the corporation to
manage the health care liability as it does
its pension liability. Premifs proprietary
software provides asset/liability matching and total program performance data
for the ongoing financial management of
retiree health care.
Circle No. 40

PUBLICATION
Orion Research Corporation has
published How to Buy & Price a Used
Computer,a 264 -page reference book
that covers both DOS -based and Macintosh equipment It tells where you can
find the equipment and how much you
should expect to pay for it Orion
Research will take 20% off the list price
of $39 if readers refer to MANAGEMENT
ACCOUNTING® when ordering.
Circle No. 41

BUSINESSVALUATIONSOFTWARE
Menu - driven Lotus 1 -2 -3 template,
and "stand - alone' provides low, medium
and high values of eight common
valuation methods-41 graphs -51 ratios.
Only $195.00 4,000+ sold. Free info!

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

CALL:1.800. 777.4920
or

(714) 759 -8987
ILARSystems,Inc.,334 Baywood Drive
Newport Beach, CA 92660
Circle No. 15
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FINALLY-WHATABCCAN
REALLYDOFORYOU!
Learn How Eight Companies
Approached ABC
Much has been said and written over the last several years
regarding the value and power of activity -based costing
(ABC) and activity -based cost management (ABCM). But the
true advantages of ABC, beyond product costing, are known
only to a few who have witnessed an ABC implementation. The
hard results —the alterations in strategic thinking and the new
ways in which organizations are beginning to change, to look ai
their business processes, and to measure themselves— remain
hidden from the public.
In response to this lack of visibility, the IMA, KPMG Peal
Marwick, Professors Robert Kaplan and Robin Cooper, and
Lawrence Maisel collaborated to carry out a joint research
project ba sed on stu dies of a ctu a l c ompa nies tha t ha ve
implemented ABC. They focused on the many questions and
concerns facing ma na gers who ha ve eva lu a ted ABC
alternatives. The primary object of the project was to research,
synthesize, a nd docu ment k ey implementa tion issu es a nd
results, based on real -life examples and case studies from which
the management accounting community can learn.
In summary, Implementing Activity -Based Cost Management:
Moving from Analysis to Action represents a state -of -the -art view
of the ABC principles and implementation experiences of eight
Mail to:
Institute of Management Accountants
Research Publications Department
10 Paragon Drive
Phone: 1.800- 638 -4427, #4
Montvale, NJ 07645 -1760
In New Jersey: 1- 201- 573 -6278

companies. The findings will provide an
understanding of the design decisions
and pitfalls a nd the orga niza tiona l
dynamics tha t can directly affect the
su ccess of an ABC system. For those
rea ders contempla ting or emba rk ing
upon a n ABC project, this book is an
invaluable one -of -a -kind resource.

Payments must be drawn on a U.S. bank
Charge to my credit card:

Please send me—

❑❑IMPLEMENTING❑ACTIVITY❑-BASED❑COST
MANAGEMENT @ $35 each
Total books:

'Total price:

AMEX#
VISA#

Leas 20% (if applicable):*
N.J. residents, please add 6% sales tax:

MasterCard#

Interbank#

Shipping & handling charge:
TOTAL:
* IMA members are entitled to a 20% discount.
Member #:
D Nonmember; please send me membership
info rmation.

Expiratio n Date

Signature

Name (please print or type)

This coupon may be photocopied.
SHIPPING AND HANDLING
All orders within the continental United States are sent by United
Parcel Service (UPS). You should receive delivery within two weeks.
Minimum shipping & handling charge per shipment is $3.00 for 1 -3
items; $5.00 for 4 -10 items; $10.00 for 11 -20 items; and $15 for 21
or more items. Overnight via Airborne Express or 2nd Day Delivery
(Blue Label) via UPS is available at your expense. Please call for
more information. All orders shipped outside the United States will
be charged 30% of the amount of the order, with a minimum charge
of $8.00.

Company (if part of shipping address)
Address (do not use P.O. box number)
City, State, Zip
MA12l92

TRENDS

IN MANAGEMENT
ACCOUNTING

RESEARCH
JULIAN M. FREEDMAN, CPA,
CPIM,EDITOR

LEADINGACADEMICSPROBE
TODAY'SISSUES
he Management Accounting Section of the American Accounting
Association held its 1992 research conference October 8-10 in Albuquerque, N.M. Conference coordinator Frank Collins (University of
Miami) assembled an impressive
group of presenters and discussants:
Robert Kaplan, Harvard University;
Robin Cooper, Claremont Graduate
School; Peter B.B. Turney, Cost Technologies, Inc.; John K. Shank, Dartmouth College; Kenneth A. Merchant,
University of Southern California;
George Foster, Stanford University;
Rajiv Banker, University of Minnesota;
Y. Joseph Ugras, LaSalle University;
Frank H. Selto, University of ColoradoBoulder, as well as other notables.
IMA's Bold Step research study, Implementing Activity -Based Cost Management.- Moving from Analysis to Action, was distributed to over 100

registrants in recognition of their contribution to the management accounting profession and to encourage use in
the classroom. The 8 -case study which
was referenced liberally complemented the conference theme, "Modern
Cost Management: An Assessment of
Today and An Agenda for Tomorrow."
Topics addressed included:
• The Ethics of Managing Earnings,
• Implementing Performance Measures in a JIT Environment,
• Analysis of Manufacturing Overhead Cost Drivers,
• Factors Affecting Allocation of NonMANAGEMENT ACCOUNTING /DECEMBER 1992

controllable Costs for Performance
Evaluation Use,
■ Aggregation, Specification and
Measurement Errors in Product
Costing,
■ Product Cost Bias and Selection of
an Allocation Base,
■ Cost Analysis of Technological
Change: A Strategic Perspective,
■ Activity -Based Management: Making the Investment in Quality
Count,
■ Something old, something new,
something borrowed ... something
ABC.
The dialogue was brisk and lively as
speakers stimulated new and provoking thought which, in many instances,
has far reaching impact on improving
business performance. Among the
more significant concepts:
• Value chain analysis, cost driver
analysis, and competitive advantage
analysis are themes that, when
blended together, represent the
most powerful way to focus cost
analysis for technological change.
• Cost information in the hands of
knowledgeable work teams allows
for quick, intelligent, corrective action.
• Organizational behavior can be influenced by applying the appropriate technique (s) from a family of integrated tools (ABC, TQM, JIT,
DFM, BPR, et al.).
Tom Johnson's article in MANAGEACCOUNTINGS (September,
1992) fueled debate among many of
the attendees. Advocates were drawn
into two camps: customer - focused (ignore costs, satisfy customers) vs. cost focused (look at the whole process including costs).
Letters to the Editor and articles appearing in this and in future issues of
MA N A G E M E N T ACCOUNTING® will
bring to the fore key concepts that will
help further the advancement of management accounting.
MENT

GLOBALISSUESCREATENEW
OPPORTUNITIES
ome 2,300 registrants from 90
countries met October 11 -14,
1992, in Washington, D.C., at the
XIV World Congress of Accountants.
The theme of the 14th gathering, cohosted by IMA, was The Accountant's
Role in a Global Economy. The interest in the management accounting profession was quite evident from the

number of inquiries made at IMA's exhibit hall booth. IYs clear that the thirst
for knowledge is real, particularly
among developing nations. As the
global markets expand, the management accountant's role in improving
business performance evolves around
how well the profession views itself
and how well the executive management perceives the management accountant's role as adding value to the
organization. There was an emphasis
on seven specific areas on which accountants, in general, need to focus: liquidity, cost control, product mix,
working capital, investment planning,
tax planning, and investor relations.
IMA's Russian study and ABM
book were referred to on a number of
occasions during the proceedings.
ABC, TQM, Strategic Management
Accounting were detailed by presenters. The opportunities to expand our
role abound. The profession should
explore the options available and take
action in collaboration with our counterparts: the Chartered Institute of
Management Accountants (CIMA),
the Society of Management Accountants of Canada (SMAC), and the Financial Management Accounting
Committee of the International Federation of Accountants (IFAC). IMA is
currently pursuing cooperative initiatives with each body.

REPORTONBESTPRACTICES
FUELSACTION
report issued by Ernst & Young
and the American Quality Foundation examines 945 management practices in over 580 organizations in four industries on three
continents. The research study provides "do's and don'ts" in helping companies move up the performance continuum from their starting point: low,
medium, and high performers from
the point of view of (1) people, (2) process, and (3) strategy and technology.
The process improvement methods
highlighted to reach top performance
levels are: cycle time analysis, process
value analysis, and process simplification.
The modes of change are discussed
in terms of degree (tactical /strategic)
and pace (fast /measured). An important addition to the quality literature,
this 48 -page report is titled The International Quality Study (TM) Best Practices Report, An Analysis of Management
Practices
that
Impact
Performance, is available at a cost of

$50 by calling the American Society for
67

Quality Control at 1- 800 - 248 -1946.

FEDERALTAXHANDBOOK
PURCHASERSOFFERED
PPC 1040DESKBOOKS
embers purchasing the RIA
Federal Tax Handbook are
able to buy complementary
publications: 1040/1120 Deskbooks
published by the Practitioners Publishing Company (PPC). These quick reference books feature filled -out
forms, worksheets, methods, and application guidelines. Deskbooks are
available from IMA for $96.00 each, a
20% savings off list. For a copy of the
PPC descriptive flyer, contact IMA's
Special Order Department, (800) 6384427, #4.

MANAGEMENT
ACCOUNTINGPRACTICES
LOUIS BISGAY,CPA,EDITOR

PERRELLNAMEDCHAIRMAN
OFADVISORYBOARD

the Financial Executives Institute on
Financial Instruments and Hedging.
The special expertise Mr. Perrell
brings to IASAC is an in -depth knowledge of the financial services industry,
as well as perspective on international
accounting issues.

FASOISSUESINVESTMENTS
EXPOSUREDRAFT
he Financial Accounting Standards Board has issued an Exposure Draft that, if adopted, would
expand the use of fair value accounting
for investments in debt and equity securities while retaining the use of amortized cost for debt securities for
which management has the ability and
the positive intent to hold to maturity.
Public hearings are scheduled for December 18 and January 7 and 8.
The ED, "Accounting for Certain Investments in Debt and Equity Securities," would restrict the debt securities
that could be considered as being held
to maturity. For example, according to
FASB Project Manager Robert C. Wilkins, "Securities that might be sold in
response to changes in interest rates,
change in prepayment risks, increases
in loan demand, or other similar factors could not be considered 'held to
maturity' under the proposal."
Under the Exposure Draft, securities would be classified in three categories:

ohn J. Perrell III, a member of
IMA's Management Accounting
Practices (MAP) Committee, was
named chairman of the International Accounting Standards Advisory Committee ( IASAC),
■ "Held to maturity"
whose membership inare debt securities
cludes MAP Committee
that the entity has the
member Philip Ameen,
deputy comptroller, Genpositive intent and
ability to hold to maeral Electric Company.
turity. They would be
IASAC is the inter -organi reported at amortized
zational group that meets
prior to each meeting of
cost.
■ '"Trading securities"
the International Accountare debt and equity
ing Standards Committee
securities that are
(IASC) for the purpose of
held for current reproviding advice and
sale. They would be
counsel to the U.S. repreJohn J. Perrell
reported at fair value,
sentatives on the board of
with unrealized gains
IASC. "Those representaand losses included in earnings.
tives are IMA Chairman Donald Baker,
vice president -controller of Southwire ■ "Securities available for sale" are
Company, and Ronald Murray, partner,
debt and equity securities that are
neither held to maturity nor trading
Coopers & Lybrand, and its director of
securities. They would be reported
accounting and auditing.
at fair value, with unrealized gains
Mr. Perrell is vice president -finanand losses excluded from earnings
cial standards at American Express
Company. In his work as a volunteer,
and reported as a separate component of shareholders' equity.
besides chairing IASAC and the MAP
Committee's Subcommittee on FinanThe Exposure Draft would supercial Instruments, he is a member of
FASB's Financial Instruments Re- sede SFAS 12 on marketable securities
and would amend SFAS 65 on mortsource Group and subcommittees of
fib

gage banking activities.

COSOISSUESFINALREPORT
he Committee of Sponsoring Organizations (COSO) of the Treadway Commission has issued its final report, "Internal Control —
Integrated Framework," which defines
internal control, describes its components, and provides criteria against
which companies can assess their control systems. See page 62.

MAP COMMITTEE SUBMITS
COMMENTS
ollowing its meeting in Washington in September, the MAP Committee commented on a number
of proposals. They include:
■ FASB: The committee sent a very

detailed commentary on the Exposure Draft, "Accounting by Creditors for Impairment of a Loan." The
11 -page letter expressed general
agreement with the direction of the
ED and then went on to address
many specific issues.
■ FASB: Although the FASB had not
yet expressed a proposed position
on "Accounting for Stock Compensation Plans," MAP wanted to make
known certain concerns based on
developments to date.
■ GASB: The MAP Committee submitted comments on the DM,
"Grants and Other Financial Assistance of Cash, Food Stamps, and
Vouchers," and the Exposure Draft,
"Accounting for Municipal Solid
Waste Landfill Closure and Postclosure Care Costs."
■ AICPA: Comments were submitted
regarding the proposed Statement
of Position, "Reporting on Advertising Costs."
■ L4SC The MAP Committee commented on— "Revenue Recognition," "Construction Contracts,"
"Property, Plant and Equipment,"
"The Effects of Changes in Foreign
Exchange Rates," "Business Combinations," and "Extraordinary
Items, Fundamental Errors and
Changes in Accounting Policies."
Copies of MAP Committee comment letters may be obtained without
charge by written request to Lorraine
Lupinski at IMA's national office. ■
Louis Bisgay, CPA, is director, Management Accounting Practices.
MANAGEMENT ACCOUNTING /DECEMBER 1992
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Ilembers

GiftFor
Sponsoring
New

PROMOTIONS&
NEWPOSITIONS

Joseph A. Richards,
CMA, Akron, has been
named cost accounting supervisor at Morgan Adhesives Co., Stow, Ohio.

Leslie Karnauskas, CMA,
Denver president, was promoted to controller of Ohmeda Monitoring in Louisville, Colo.

James Jakary, CMA, Ann
Arbor, has been promoted
to senior consultant for Andersen Consulting, Detroit,
Mich.

Diane Janvim, Des Moines,
has joined the faculty at the
College of Business Administration at Iowa State University as an instructor.

Gregory A. Lemons, Blue
Grass Area, has been appointed assistant controller
for Super America.

Bea Battistoni, Houston,
has been promoted to area
vice president at Accountants on Call. She will be responsible for the company's
Kansas City, Mo., Houston,
and two Dallas offices.
James Mattutat, Long Island (N.Y.), has been promoted to audit manager at
Price Waterhouse.

James J.Antal.

Henry A. Rueden, Member-at- Large, USA, was promoted to LTC in the Army
Reserve, currently serving
as Commander of Finance
Support Unit in Wausau,
Wis. The unit was activated
in January 1991 for Desert
Storm.

James J. Antal, Cleveland,
has been named senior vice
president and chief financial
officer at Trumbull Savings
and Loan Company, Warren, Ohio.

Vincent J. Amrod, Mid Hudson, has been appointed
to the Executive Committee
of Support Services Alliance, Inc., headquartered in
Schoharie, N.Y.

Joseph Caroselli, Delco
(Pa.), was promoted to Owensboro Program controller
with the Scott Paper Company.

Barbara J. Diekmann,
Minneapolis Northstar, was
promoted to manager at Deloitte & Touche, Minneapolis, Minn.

70

Kristen Anderson, Piedmont Winston -Salem
(N.C.), has been promoted
to manager of financial reporting for Sara Lee Personal Products /Pacific Rim, a
division of Sara Lee International.... Willard Fenegan
has been promoted to secretary/treasurer of Foster &
Hailey, Inc.... Pam Mashburn has been promoted to
general accounting supervisor at Douglas Battery Manufacturing Company....
Cheryl Witt has been promoted to assistant vice president at Wachovia Bank.
Edwin H. Metcalf, Princeton, has been named senior
valuation analyst for Management Planning, Inc.,
Princeton, N.J.

corporation, Opportunity
Resources, Inc., which was
formed with the merger of
Opportunity Industries and
Big Bear Resources.
Diane Scarborough, Wilmington, has been named finance director for the city of
Havelock, Del.
D. Joseph Luther, CMA,
Wilmington (N.C.), was
promoted to vice president
and chief financial officer,
Squires Timber Company,
Elizabethtown, N.C.
Linda Disbennet, CPA,
Zane Trace Ohio, became a
shareholder and director of
Scheffler, Scherer CPA
Group, Inc., Lancaster,
Ohio.

Kate Goldstucker, Raleigh
Area (N.C.), is now senior
tax analyst with Golden Corral Corporation.

WEREYOU
PROMOTED?

Carl Mahecha, Raritan
Valley (N.J.), has been promoted to financial accountant at Johnson & Johnson
Corporate.... Edward Troy
Washington has been promoted to senior accountant
at Johnson & Johnson Corporate.

Have you or has someone you
know been promoted? Drop
us a line! Include the member'sfullname and IMA account number, the chapter
name, the company name,
and the employee's new title.
Send that information to:
Kathy Williams, IMA, 10
Paragon Dr., Montvale, NJ
07645. Fax number: (201)
573 -0639.

Darin K. Holderness,
Reading, has been promoted to supervisor —costs and
budgets for Allied - Signal
Corporation's Pottsville,
Pa., plant.
Marcos A. Mejias, San
Juan, was promoted to general accounting manager,
Playtex Dorado Corp., Dorado, P.R.

Are you using
MANAGEMENT
ACCOUNTING?
If not, you should
be. 69% of

Brenda Gray, Wabash Valley (Ind.), was promoted to
general accounting supervisor for Digital Audio Disc
Corporation ... James
Clemens has been appointed controller at Sony Music
Entertainment Inc., at the
Carrollton, Georgia plant.

action as a result

Sherry Berg, Western Montana, was promoted to director of finance for a new

magazine.

readers took

of reading an ad
in your
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ASSOCIATION
NEWS

IMA 1992 SCHEDULEOFEVENTS
Dec. 2

Federal Cost Accounting Standards —

John Wayne Airport Marriott— Irvine, Gal.

Dec. 7 -8

Accounting for Income Taxes —

Dec. 7 -8
Dec. 9 -11

SEC Workshop—San Francisco
FASB Implementaion Workshop—

New York

Orlando, Fla.

Dec. 10-11 CMA Examination
Dec. 14-15 Advanced Accounting and Reporting
Technical Update — Washington, D.C.
Dec. 16-17 SEC Workshop — Washington, D.G.
For further information or to register, call IMA
registrar at 1 -800- 638 -4427, #3.

ASCHOLARSHIP
PROGRAM
HONORSFORMER
PRESIDENT
HECKERT
The estate of Eileen Heckert, wife of J. Brooks Heckert, former IMA President,
1952 -53, has bequeathed approximately $120,000 to establish a scholarship program "in memory of Josiah
Brooks Heckert." The contribution has become part of
the IMA Memorial Education Fund, Inc.
Dr. Heckert joined the
IMA (then NACA) in 1927
and served as a director and
on a number of national
committees prior to his

election as president. He
was one of the founders of
the Columbus Chapter of
the Institute and served as
chapter president, 1928 -29.
Dr. Heckert wrote six
textbooks on business including Controllership -71e
Work of the Accounting Executive and Distribution Costs,
both published by Ronald
Press Co., and a number of
articles published in accounting publications including the NAA Bulletin.
He was listed in Who's Who
in America.

IN MEMORIAM
Roger A. Seebe,EIA, New York,

Albert W. Seitz, ELA,Lancaster,
1972.
Curt Seligman, 57,San Fernando Valley, 1971.
Fred J. Sengstacke, EIA, 77,
New York, 1980.
Alexander Shane, ELA,69,
Rochester, 1949,
Ellsworth L Sherman, EIA,
71, Toledo, 1982,
Rudolph W. Sippola, EI A,Cedar Rapids, 1969.
Clarence Slabbe, ELA,76, Chicago, 1947.
N. Slater, ELA,80, West Los Angeles, 1977.
Bruce Smith, EIA,78, Member at- Large, USA, 1975.
Jane Smith,Scottsdale Area,
1977.
John H. Smith, ELA, Rochester,
1965.
Herman SmoBer,63, Boston,

Japanese professional accountants are interested in American management accounting, too. At a recent
visit to the IMA, three Japanese accountants discussed with IMA staff how techniques differed. L. -r.,
Yoshida Asaeda with Price Waterhouse; Yoshihiro Itoh, assistant professor, Seikei University; and Prof.
Hiroshi Ito, DBA, Yokohama City University; IMA Research Director Julian Freedman; and discussion
moderator Robert W. Gunn, Gunn, Markos & Partners, Inc., New York, N.Y. Two points that grew out of
the discussion: In Japanese companies the most important function of budgeting is planning and
Japanese businesses focus on action.
MANAGEMENT ACCOUNTING /DECEMBER 1992

1963.
Russell S. Spurlock,39, Memphis, 1991.
George E. Stackhouse, 44,
Bangor - Waterville, 1980.
Julian L Stanley, ELA,76, Dayton, 1976,
Robert H. Strayer, ELA,79,
Florida Gulf Coast, 1977.
James J. Studenski, 37, Pennsylvania Northeast, 1989.
Vincent R. Sullivan,67, Mass
Route 128, 1975.
W. G. Tanner, 52, Dayton, 1968.
Russell L Templeton, ELA,
Lancaster, 1969.
Clifford M. Thayer, 64,Tampa
Bay, 1956.
GeorgeE. Toth,ELA,72, Beaver
Valley, 1957.
HollisA. Underwood,76, BW
Palo, 1975.
Russell L Urban, ELA,Columbus, 1971.
Thomas P. Velez,ELA,69, Baltimore,1965.
John H. Vlahos, ELA,83, Dayton, 1977.
Robert G. Wade,57, MidFlorida, 1982.
P.E. Walheim, ELA,81, Philadelphia, 1978.
Leroy Wardwell, EIA, 83,Member-at- Large, USA, 1977,
Herrick C. Watkins, Jr., ELA,
Syracuse, 1968.
Wayne E. Watson,49, Evans ville,1974,
Byron Webster, ELA,Niagara,
1960.
Walter F. Whitney, ELA,88,
Providence, 1974.
Howard M. Wicker, EIA,72,
Lake Superior, 1955.
Myrtle L Willemssen, ELA,67,
Des Moines, 1965.
Starlin 1. Williams, ELA,73, Evansville, 1952.
71

CLASSIFIED

READER
SERVICE
CARD N0.
7

SOFTWARE
Advanced General Ledger System. Designed specifically for
management accountants and organizations with complex accounting requirements. User -defined financial and budget
reports, multiple companies with
consolidations, complex organizational structures, data retention and reporting for unlimited
number of years, multiple budgets per year, cost allocations,
unit quantity accounting, data exchange with other applications,
LAN support, strong audit trails
and security. Fully integrated

Give Yourself the

PADGETT
EDGE:

A/P system available. For comprehensive bro chure contact
DHDial & Company, 38 Meeting
Street, Charleston, SC 29401.
(803) 577 -7997. FAX (803) 5770094.
NEW
DEPRECIATION/
FIXED ASSET MANAGEMENT. Ver. 5.0 for IBM -PC/
XT /AT /PS2 and compatibles.
Over 700 users in 5 years from
large corporations to small
CPA's, many say "best system at
any price." Six books, all normal
methods including SI, DB, DDB,
SYD, ACRS, MACRS, 40% RULE,
ACE, AMT and SHORT TAX
YEARS and FORM 4562. DO IT
YOUR WAY, design custom reports, split or merge files, sort
records in any order. $195.00.
MONEY BACK GUARANTEE.
VISA/MC. SOFTLINK, PO Box
2433, Stuart, FL 34995. Phone
407 -692 -3123

Build your own successful account-

ing practice with the company Success Magazine calls the "Number
One Accounting Franchise in
America!" (March, 1991) Give
yourself the competitive edge with
Padgett's:
• Intensive 4-week training
• Client marketing systems
• Yearly tax seminars/support
• Streamlined accounting system
• On -going field support
• Owner manuals and
much more.
CALL 1-800-323-7292
Call collect in CA:

0161966-2348

FOR FULL
DE7AILSI

PADGETT
BUSINESS
SERVICES

An
Internat ional
Accounting
Franchise

IS YOUR ACCOUNTING
CAREER ON THE HORNS
OF
A
DILEMMA?
Then start your own Comprehensive practice. 25 year proven system include marketing, training,
equipment, software and support.
Minimum requirements are
$100,000 net worth and $25,000
cash.
Comprehensive
Business Service, Inc.
1925 Palomar Oaks Way
Carlsbad, CA 92008
1- 800 - 323 -9000

Rates: $2.00 per word. 15-

Copy: All advertising must be

word minimum. Abbreviations,
ZIP codes, and phone numbers
count as one word each. All
classified advertising must be
prepaid.
Noncommissionable.

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

Closing Dat e: Deadline for
copy is the first day of the
month preceding publication
date.
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BUSINESS
OPPORTUNITIES

Box Num be r: Write Doryne
Gerstein at MANAGEMENTACCOUNTING&
Dis play Clas s ified: One twelfth page (one column x 2
3/8" ) is available at $555.
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19
9
2
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10
1

ADVERTISERS' INDEX

PAGE

ABC Technologies
5
Alamo Car Rental
27
AVP Systems
19
Best Programs
9
Comshare
15
Comshare
3
Disbursement System Reviews
13
FastTax
C -2
FastTax
1
Gleim Publications, Inc.
21
HBJ Miller
7
Hewlett Packard
C-4
ICMA
64
liar
65
IMA Awards Program
69
IMA Change
C -3
IMA Highlights Video
16
IMA Publication
66
Internal Control Report
63
Padgett Business Services
72
Parameter Driven Software
17
Rigos Professional Education Service 18
Tax Management Inc.
11
75th Anniversary
25

Consulting
Opportunity
Looking for a career change?
Help companies reduce expenses. Recession - stimulatedl
Full training + support. Money
back guarantee. Under $2K For
complete info. pack, send $4 (refundable) to: Cost Control Consultants Corp., 1350 E. Flamingo Rd., Suite 48MA, Las
Vegas, NV 89119

including postage and handling
is $12.00. Send check or money
order to:
DIKSAN PRESS
2431 MAPLE AVE. N.E.
CANTON, OHIO 44714

BOOKS

EARN CPE CREDITusing self study "Quarterly CPE Exams"
covering MANAGEMENT ACCOUNTING. Free Brochure. 1800. 443 -8248, Extension 1040.

"ITS MORE THAN HARDWARE AND SOFTWARE"This
book identifies factors other than
hardware and software that are
crucial to the installation of a
computerized information system. It presents a program to incorporate them into the purchase
and installation process. The cost
P aym en t s : Payment in U.S.
funds mustaccompany each order. Mail copy to Doryne Gerstein, MANAGEMENTACCOUNTING®, 10 Paragon Drive,
Montvale, M 07645.1760.
Acc ept anc e: Publisher reserves the right to accept or reject advertisements for MAN-

CONTINUING
EDUCATION

Do you want to reach
hundreds of thousands of corporate accountants with your
product or service?
Call Doryne Gerstein
(20 1) 573 -6 275

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

AGEMENTACCOUNTING®
Classified.
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"I compete
with the giant
studios, so
piybusftiess
image is very
imponant,
0

0

11

0

— StewartTilger, Photographer,Seattle, WA

with great customer support, too.
There's a Customer Support Center
to help Tilger get the most out of
his printer. What's more, the IIIP is
compatible with virtually all popular software packages. So he doesn't
have to worry about whether his
old software will work with his
new printer.
`Ib learn
more
about
the most

affordable HP LaserJet printers —
the IIIP and IIP plus —dial 1-800LASERJET (1. 800 -527- 3753),
Ext. 7016* for our free video.
HP LaserJet Printers.
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"That's why I replaced my old dot
matrix with the HP LaserJet IIIP
printer," says Stewart Tilger.
Now his proposals and invoices look
every bit as good as anything his
bigger competitors put out. Thanks
to the scalable typefaces and HP's
patented Resolution Enhancement
technology, the print quality, Tilger
notes, "is great. The type is so crisp
and really smooth. You don't get
any breakup in the letters"
The HP LaserJet IIIP printer comes
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• In Canada, call 1 -800. 387 -3887. Ext 7010.
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