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The world has never seen tax automation quite like this.
Because finally, there's a system that integrates all the
tax- related functions your company performs into one
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comprehensive program.

InS our ce ' It's the most advanced tax technology ever.

The bre akthrou gh feat ures of this W indows" -based
platform can dram atically increase your productivity.
But you can't b egin to a pp rec ia te w hat a d iff er en ce
InSource will make until you've experienced it.

See with your own eyes how the power of InSource
can im prove the productivity of your corporate tax
department. To set up a demonstration, call your Fast -Tax
representative today at
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1 -800 FAST -TAX, ext.7332.
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RECOVERINGTHE
COSTSOFR&D

22
FIVE MODERN
MANAGEMENT
ACCOUNTINGMYTHS

Cover. A squad of cost-cutters attack
the issues of government budgets and
contract accounting in this issue. See
p. 28 ff. Cover by Bob Grant, NYC.

BY GERMAIN BOER, CPA
Faced with the herculean
task of helping their businesses compete in the global economy, management
accountants often follow the
siren's song of the latest
trend or theory. These
myths, warns the author,
can lead you to the netherworld of business disaster.
The wiser move is to go
back to the basics and understand your company's
operation.
Certificate ofMerit,1992 -93.

28
RUNNINGACITYONA
SHOESTRING

MANAGEMENT ACCOUNTING® (ISSN

0025-1690) is published monthly by
the Institute of Management Accountants, 10 Paragon Dr., Montvale, NJ
07645 -1760, (201)5739000. Price
$10.00 per copy. Subscription rates,
per year. $20 (included in dues, nondeductible); nonmembers, $125.00.
Second class postage paid at Montvale, NJ., and additional mailing offices. To ensure uninterrupted mail
service, send present address Libel
and new address including ZIP number to Membership Records Dept,
IMA, Montvale, NJ 07645.1760. Allow
six weeks for change. IMNs telex
number is 9102509487; facsimile number is 201. 5730639. POSTMASTER:
Send address changes to MANAGE MENTACCOUNITNG®, M ontval e, NJ

07645.1760.

BY CINDY D. EDMONDS
Lessons in tight fiscal control learned from the officials of a small city government can work at small
businesses and other governmental entities, too.
Certificate ofMerit,1992 -93.

BY LANE K. ANDERSON,
CMA
If your company has one or
more federal government
contracts, the costs of company- sponsored R &D may
be allocated to those contracts. If you're familiar with
the regulations, as summarized here, you can help
your company recoup some
of its research costs.

32
GOVERNMENT
CONTRACTORS:
TARGETYOUR
ACCOUNTING
SYSTEMS FOR PROFITS
BY HANS SPROHGE AND
PAUL STEIN, CPA
The recoverability of indirect costs under negotiated
government contracts will
be maximized by reducing
their conversion into unallowable costs. To achieve
this target, government contractors should take aim at
their accounting systems
and maximize the allocation
of unallowable cost from the
G&A base to the G&A pool.

39
CASB: IS IT DOING
THEJOB?
DARRELA. SOURWINE,
CPA
A former auditor with the
Defense Contract Audit
Agency reviews the
progress being made by the
new Cost Accounting Standards Board to improve gov-

49
SELLINGYOUR
PRODUCTLINE
BY JOHN F. KOKULA
Most business acquisitions
and divestitures articles
have ignored the issue of
partial sales. Also, they
gloss over one of the key ingredients to a successful divestiture— preparation of
the offering document. Pre-

sented here is everything
that should and should not
be included to close the
deal.

ernment contract cost
accounting.
Certificate ofMerit,1992 -93.
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Erga a
Multinational Business Software

Fully Integrated
DOS Networks & Unix
30 Languages • 72 Countries
10,000 Installations Worldwide
Financial • Inventory • Manufacturing • Service

SCALA USA, INC.. 427 Whooping Loop. Suite 1825. Altamonte Springs, FL 32701: Telephone: (407) 331 -7493: Fax: (407) 830 -1498
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CONTINUOUS
QUALITY
IMPROVEMENTAT
ACME PRINTING
BY DENNIS D. SISSEL
Medium-sized companies
have the resources to hire
outside facilitators to keep
them on track . Here's how a
printing firm joined the
quality movement.

S8
SOFTWARE
PACKAGEREVIEW

These summaries of
some of the software
reviews published in
1993 illustrate the wide
range of applications
released last year.
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BY WILLIAM E. BERRY
Technology can help your
company offer a menu of
employee benefit services
and reduce the cost of these
services as well. The
founder of InSci, Inc., describes how human resource information systems
have evolved " back to the
future."
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Managed care benefits
become battleground.
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DecidehowtotelltheCEOyou've
outgrownyourFinancialApplications..

OruseOracleFinancials,theclient/serverapplications
thatadapttochangingbusinessneeds.
Oracle Financials have the functionality to meet your needs today and the flexibility to adapt to
changing business requirements tomorrow. Integrated with the industry leading Oracle7 database,
development tools and manufacturing applications, Oracle Financials deliver a comprehensive solution
for managing your operations.
With $1.5 billion in overall revenue and more than 1,400 applications customers in 50 countries,
Oracle delivers a proven client /server solution for

ORACLEAPPLICATIONS
ACCOUNTING

MANUfAC1URINC

HUMANRESOURCESI

UISIAIAUIIUX

optimizing the productivity of your assets. In addition,
our 2,700 worldwide consultants will ensure success of
implementation regardless of the platforms or networks
your business utilizes.

Find out why companies like Coca Cola, Boeing, British Petroleum, Alcoa and the World Bank
have chosen Oracle Financials. Call us to receive an executive brochure on Oracle Financials: "Quality
Solutions for a Changing World."

1-800-633-0748Ext.4628
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PERSPECTIVES
EXCELLENCE THROUGH LEADERSHIP
This year's Annual Conference will be an historic event.
Marking 75 years of our organization's existence, the
Conference will begin with a spectacular fireworks
display created for IMA by the world - famous Grucci
Brothers.
The agenda is equally spectacular. Its theme exemplifies our Institute's "75 Years of Excellence Through
Leadership." It will be our "Diamond Jubilee" Conference.
Our keynote speaker will be Lester Thurow, world renowned author, distinguished MIT professor, and
economic adviser to two U.S. presidents. His topic:
"Head to Head: The Coming Economic Battle Among Japan, Europe, and
America."
Other general session topics include "A Wake -Up Call for Management
Accountants Moving Towards the 21st Century," "A Leadership Role for
Business in Health Reform," "A New Paradigm for Financial Reporting in the
'90s and Beyond," "Management Accounting: A Retrospective and A Look
Ahead to the Next Century," "Strategies for Personal Investing in the '90s,"
and `"The Impact on Corporate Taxes on Funding of the Administration's
Health Care Reform Plan."
Among the more than a dozen concurrent sessions are "Linking ABC to
Business Process Engineering," "Transforming Finance from a KnowledgeBased to High - Performance Learning Organization," "From Activity -Based
Costing to Strategic InformationSystems," "Preparing for Controllership,"
and "Innovations in Management Accounting Curricula." The program provides 24 CPE hours.
Attendees will be able to choose from two new eight -hour courses,
"Benchmarking and the Management Accountant's Role" and "Total Quality
Management for Management Accountants."
New York City is the perfect setting for this year's Conference and our
75th Anniversary. It is the center for our nation's business and financial activities.
When our first convention was held in 1920 at the Traymore Hotel, Atlantic City, New Jersey, our founders positioned the association for the 20th
Century.
Today, we are poised to react strategically to the rapid changes and the
challenges of the next six years —and the 21st Century.
This is an excellent opportunity to celebrate 75 years of the formal recognition of our profession. See you in New York City June 12 -15.

LEO M. LOISELLE, CPA
President, 1993 -94
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ABC grows up

not ours

Activity-bored costing is fine, as for as it goes. True, AB( cangive

youmorereliableproductcosts.Butthenwfd?WithNetProphet
software,companiesfromeverysectorofindustryhavefoundthat
theycanimprovetheunderlyingprocessestodo somethingabout
thosecosts.Ratherthanjustchurnoutreamsof one-dimensional
reports,they'regetting informationtheycanuse —and act
upon—instantly. NetProphelistheonlytoolthat combines
thebestof allworlds:adivity-basedcosting/monogemeri1,
process-viewanalysis,menupricing,capacityplanning,and
constraintchecking—allinoneeasy-to -use,integratedpackage.

Process vs. products
ThroughitsWindowsinterface,NetProphetallowsyouto lookat
yourbusinessinacommonsense,graphicalprocessview.
Columnsandrowsofnumbersmaybefinefortheaccountants,
butwhataboutthe restof your organization?NetProphet gives
everyone apicturethatthey canunderstandanduse.

What -if analysis
NetProphet is the only software that provides quickand flexible "what if" analysis. You — and anyone else youdesignate
onthe network— canproject different business possibilities.
Just point to the process, change the variable, and the results
are displayed instantly. There's no need to build multiple
models and wait for lengthy reallocations.

Software that's used —
not shelved

Generate your reports,
WithNetProphet,you'renottieddownto adozenpre-fobtemplates. Ne0ophet includesanintegrated report writer, givingyou
theability to produce customreportswiththeinformation,range,
andlookthatyouchoose.Or,youcaneasilymovedataand
resultsfromNetProphetinto otherapplications.

Unlimited network access
Multipleusersacrossa networkcanaccessthe NetProphet
modelsimultaneously, to lest different scenarios and generate
their ownreports — all without affecting the integrity of the
"master"model And. theeconomic benefits are compelling:
for less thanhalf the per user cost of competitors'software.
10users canhave unlimitedaccessto NetProphet.

Your industry,
your experience
With10 years inthebusinessandhundreds of activeinstallations,
weandourinternationalnetworkof value-addedconsultants
knowhowto help youdesigntherightmodelforyourbusiness.
And,withNetProphet youget sixmonthsof unlimitedtechnical
supportandfreeenhancementsandupgrades.Plus,onlySapling
Corporationoffers afullrange of training classes,frombeginner
to expert.We'l neverleaveyoustranded as your levelof
expertiseincreases.
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Weprovidethetoolsandexpertisethatbusinesscanuseto make
a difference. That's why nearly every copy of NetProphelis stil
inactiveusetoday.OurcustomersuseNetProphetsuccessfully,
everyday,as anintegralpartof their overallbusinessimprovementprocess.Giveuso call—we'lsendyouafreedemo disk
that wil showyouhowyoucanput NetProphelto work— and
keep it working.
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LETTERS
TO THE EDITOR

through. I am not aware of any further
applications of the risk analysis program. Nobody questioned the validity
of the method, but those involved felt
more comfortable using the familiar
evaluation tools (NPV, IRR, and payback) along with several "what if"
scenarios.
Arnold Barkman, Ph.D., CMA, CPA
Texas Christian University
Fort Worth, Texas

ROBERTF.RANDALL,EDITOR

FUZZINESSONFUZZY
LOGIC

THEMORETHINGS
CHANGE...

Your October article, "Managing Uncertainty," spoke directly to the many
issues faced by IMA members in today's demanding world of fast -paced
change.
At the end of the article appeared a
sidebar titled "Fuzzy Logic Software."
The copy appearing in this box must
have generated quite a bit of confusion
among your readers because a number
of callers to FuziWare reported calling
the other vendors listed. When they
asked these vendors for information
on their fuzzy logic products, they
were understandably confused. You
see, none of the other companies listed
produce any fuzzy logic products.
FuziWare is the only company in
the world currently providing fuzzy
technology for the manager's desktop
computer. The other vendors listed do
not provide fuzzy technology, but provide statistical analysis tools in spreadsheet form. While appropriate for
some uses, statistics represents exactly what the authors advised readers to
avoid! FuziWare is the only company
with a solution matching the one outlined by Brewer, Gatain, and Reeve in
their article.

ometimes it seems the more
things change, the more they stay
the same. While reading "Managing Uncertainty" (Oct.), which deals
with uncertainty in capital budgeting,
I thought about the time I was an analyst with a large company 25 years
ago. David Hertz had written two articles in the Harvard Business Review
about applying Monte Carlo simulation (risk analysis) to capital budgeting (Jan. -Feb. 1964 and Jan.-Feb.
1968). Our firm's R &D group wrote a
risk analysis program in Fortran to
run on IBM's 7040 computers. I was a
member of a special projects accounting group charged with applying that
program to an actual capital project.
Engineering developed probability
distributions for variables such as investment, revenues, and costs. Headquarters agreed that the variables and
probabilities were appropriate.
At the presentation to the management capital budgeting committee,
our group discussed the concepts underlying the risk analysis program,
and the engineers handled the economics. We had visuals showing distributions of NPV and MR The management committee, which usually
raised numerous "what if" questions,
was silent. The probability dist ibutions incorporated all committee concerns, and the appropriation sailed

Become a

CMA
(800) 87 -GLEIM

Karl E. 77iorndike
President and IMA member
FuziWare, Inc.

DODCOSTS
In "Defense Contractors After the Cold
War," (Oct.) [Author Alfred M. King]
stated, "What is needed is a change in
the rules that would allow a contractor
to carve out all unique DoD related
costs and exclude them from commercial (including foreign military sales)
production." The rules do not require
a change —the current rules actually
require costs to be allocated in accordance with "causal or beneficial rela-

tionships." Costs that are unique to
DoD do not benefit (or are not caused
by) commercial work. I have several
clients that currently allocate government unique costs only to the cost objectives that benefit or cause those
costs — government contracts.
Your point should probably be that
activity-based costing greatly facilitates being able to identify the costs
that are unique to the government so
that these costs can be allocated based
on causal or beneficial relationships.
Darrell f. Oyer, CMA, CPA
Darrel J. Oyer & Co.
Alexandria, Va.

THEDOLGOFFPLAN
An article in November ( "Retirement
Plans: What Are The Options ? ") mentioned the use of nonqualified plans as
an alternative to pension plans adversely affected by discrimination and
dollar limitation rules. In this article,
the loss of tax deductibility as a negative associated with traditional non qualified plans was implied.
Our firm specializes in analyzing
and implementing nonqualified deferred compensation plans, including
what we believe to be the only informally funded nonqualified plan available offering current ta x deductions
without employee vesting. This type of
plan, known as the Dolgolf Plan, has
been around for almost 20 years and
has been successfully utilized by numerous corporations, both large and
small.
Empirical analysis of various non qualified plan structures will show that
the Dolgolf Plan with its up -front tax
deductions is usually less costly than
other alternatives while providing an
equal or greater benefit.
William E. Bulmer, CPA
Enhanced Deferred Compensation Inc.
Hicksville, N. Y.

ALIVEINCLEVELAND
James T. Copeland, Fort Worth (Tex.),
was mistakenly listed as deceased in
the September issue. Our apologies to
Mr. Copeland, who writes, "I have relocated to Cleveland in the past year,
and, regardless of what you may have
heard, it is better to be alive in Cleveland than dead anywhere else."
Ed.
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WASHINGTONREPORT

STEPHENBARLAS,EDITOR

MANAGED CARE
BENEFITS BECOME
BATTLEGROUND
obert Reischauer, director of
the influential Congressional
Budget Office (CBO), is bickering with a key congressman over the
cost savings from health maintenance
organizations (HMOs). Rep. Jim Cooper (D.-Tenn.), the leading sponsor of
a "managed competition" alternative to
the Clinton health plan, has complained that the CBO has refused to
properly "score" savings achieved by
HMOs generally and independent
practice associations (IPAs) specifically. Both Cooper and Clinton would rely
on managed care, but Clinton makes it
mandatory for companies with fewer
than 5,000 employees to get their
health insurance through regional alliances. Cooper's cutoff is 500 employees or fewer. Congress uses CBO cost
"scoring" in determining the federal
budget impact of various proposals. In
a letter he sent to Cooper on November 10, Reischauer rebutted complaints in Cooper's November 4 letter
to Reischauer. Cooper had said the
CBO ignored evidence in two recent
studies of IPA savings. Reischauer responded that the CBO was aware of
those studies and that they showed
IPAs "had the potential" to reduce
health care costs as much as staff- or
group -model HMOs. He added,
though, "Evidence from a third nationally representative study shows that
the current mix of IPAs does not realize that potential." Besides his skepticism about IPAs, Reischauer and the
CBO have wondered whether savings
from shepherding people into HMOs
are just onetime savings or annual savings. The outcome of the Cooper -Reischauer battle will dictate the
role of HMOs in whatever national
health insurance plan Congress approves.
10

dards. The Senate Banking Committee
has passed a bill that is much less far reaching on S. 39. The Congress may
in the end do nothing to change Sections 36 and 39, which would mean the
S. 39 standards would probably go into
effect toward the end of 1994. Unlike
the S. 36 provisions, which only applied
to large financial institutions with assets over $500 million, the S. 39 rule
will apply to all institutions. On internal
controls, the proposal outlines some
general goals such as providing effective risk assessment. But each bank
would decide for itself how to do that.
Guidelines for internal audit systems
would be a bit more prescriptive.

CASB CHANGES
RULES ON
"MODIFIED" CAS
COVERAGE

Rep. Jim Cooper

CONGRESS MAY
REVERSE SOME
BANK
ACCOUNTING LAWS
As the S&L crisis recedes in memory,
Congress is considering reversing
some of the laws it passed in the aftermath of that crisis. The House passed
a regulatory reform bill (HR 3474) on
November 21 that included a major
section sponsored by Rep. Doug Bereuter (R.-Neb.). That section would
modify the 1991 Federal Deposit Insurance Corp. Improvement Act, including Sections 36 and 39. Those sections
contained external and internal accounting and internal control provisions. The Section 36 provisions are already final. On November 18,1993, the
federal banking agencies proposed a
rule for Section 39 provisions, which
include internal audit and internal control standards. H.R. 3474 contains a
provision forcing the banking agencies
to issue guidelines for S. 39, not stan-

The Cost Accounting Standards Board
(CASB) published a final rule on
changes to "modified" cost accounting
standards. These modified standards
were established in 1977 to ease the
burden on small companies bidding for
federal contracts. But inflation and other factors combined to make those
modified standards outdated, and the
CASB has been working on revising
them via a series of successive draft
proposals and proposed rules. The final rule hit the street on November 4.
It contained no big surprises. As expected, the CASB said federal contracts under $25 million — instead of
$10 million —would be subject to modified CAS coverage. The CASB said
that change should result in a 45%-50%
decrease in the number of contractors
subject to full CAS coverage, while the
corresponding reduction in CAS -covered dollars will be only 596.6%. In addition, the definition of "modified coverage" was changed by adding CAS
9904.405 and 9904.406 to the definition. The first deals with allowable indirect costs and the second with cost
accounting periods with respect to the
costing and pricing of contracts. Elaine
Guth, an attorney for the Manufacturers' Alliance for Productivity and Innovation (MAPI), says that group's Government Contracts Council met in
November, and no one mentioned having any major problems with the final
CASB rule on modified CAS.
■
Stephen Barlas is a journalist with more
than 14 years of experience reporting
from Washington, D.C.
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MID-WINTER SALE. SAVE $50.
HE OFFICIAL MILITARY ISSUE
LEATHER A-2 FLYINGJACKE7'
ACT NOWT
A p ie ce o f Am e r i ca n Hi s t or y i s ON S AL Et
From World War II to Desert Storm, the A-2 Leather Flying

Jacket is one of the most famous pieces of battle gear in history.
During World War 17, the brave pilots of the U.S. Army Air Corps
relied on the A -2 for protection and comfort. The A-2, updated
to current military specs, was worn by our U.S. Air Force pilots
in the Gulf War, too. Lightweight and comfortable yet "tough
as nails," the A-2 identifies its wearer as one of an elite,
brave breed of fighting men. And now, for a limited
time, you can acquire the A -2 for only $199' that's
$50 off regular price.
Ge n u i n e M i l i t a r y Is s a s
N o t a C o m m e r c ia l - R e pr o d uc t io n .
Cooper Sportswear was an original supplier of the
A -2's worn by America's World War 11 flying heroes.
When the Air Force recently
recommissioned the A -2
after 45 years of retirement,
*A $
it awarded the first open -bid
contract to none other
than Cooper Sportswear.
Now, you can own the very
same jacket issued to U.S. Air
Force pilots. Not a repmduaion
and not a lot*alike copy — this is the genuine arlick!
Available exclusively frrnn Willabee & Wfard.
Pr oudl y Mad e in the U . S. A.
The Cooper A -2 is made in the U.S.A. using materials and
production methods specified by the U.S. Air Force. Premium
goatskin ensures ruggedness and great looks.
M A D E IN
Knitted cuffs and waistband and a spun
cotton-blend lining ensure draft-free comfort.
Details include regulation snap-down collar,
shoulder epaulets, and roomy snap-close pockets.
You'll also receive a certificate of authenticity
stating that yours is a U.S. Air Force A -2. BattleU.
S.
A
proven and built for long life, the Cooper A -2 actually gets better looking with age.
Save $50 Off Re gu la r Pr ic e .
Pay ab le in C onv e n ie n t Mo nth ly In s t al lme nt s .
The Cooper A -2 Leather Flying Jacket — normally $249 —
can be yours for just $199' payable in five convenient monthly
installments of $41.70 charged to your credit card. Your satisfaction is guaranteed If you are not completely delighted with
your jacket, simply return It in original condition within 30 days
for exchange or refund. Take advantage of this remarkable
mid - winter sale. Order today. Available in sizes 34-52 regular
and long. Call about larger sizes (to 60) available for $50 more.
(For best fit, order one size larger than your normal jacket sax.)

❑ Onl}'

X199*
Accept no substitutes!
This is the actual Cooper A -2 jacket supplied
to the United States Air Force.
Have questions about sizittg? Call its — we'll fit you over the phone.
Quantities are limited, so call now!
Phone o m l e n m r r

t i a l Iy s h i p p e d n e x t b u s i n e v S d a y

'Ph is $9. 50s hil ong /l und iot g.

U 1993 M01
— ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ — ❑ —
M

W ill ab ee & W ard
47 R ic hard s Avenue
No rwalk, C T 06857

Satis fac tio n G uaranteed

Name
(PLEASE PRINT CLEARLVI

CALL TOLL -FREE: 1 -800- 3311858
Please send me

EXT. 636 -577
Cooper A -2 Genuine Leather Flying

Jacket(s).
Size (Even sizes 34 -52):
Long
❑ Regular
Charge each of 5 installments of $41.70" to my credit card.
Mas t erC ard
Dis c o ver
❑ Am. Ex.
❑ viSA
Credit Card s

Exp. Date

City/State /Zip
S ignature
( A ll nr aen s ubf d t o eQc ept ni)

I prefer not to use a credit card and will pay by check. Enclosod is
my check for $199 plus $9.50 shipping/hantding, a total of $208.50."
—Appkahle sales tax, if arty. will be billed with shipment.

Higher shipping/handling outside U.S.
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'HOW CAN I GET OUT OF THIS RUT?'
ROBERTHALF,EDITOR
Iwas laid offthree months agofrom a large package goods company. I'd been employed
therefor 27years. It was my only job sincegraduatingfrom college. Being unemployed
for the first time has been more traumatic than 1 ever anticipated it could be. I always
had the "it can't happen to me' attitude. The shock that it could happen to me has left
me numb,fearfulfor the future, and totally lacking in self - confidence. I lack job -hunting knowledge and skills, my age is against me, and companies aren't hiring like they
used to. What does someone like me do to get out ofthis terrible rut?
one is ever totally
prepared to lose a
job. But some are
better prepared
than others. While
knowing how to
prepare for sudden
unemployment won't help you in your
current situation, it could prove valuable should you find yourself in this situation again. And anyone reading this
column who is currently employed
might benefit from the information.
It never ceases to amaze me how
many people go through their working
lives assuming, as you did, that they'll
never be without a job. When that day
comes, the shock is always greater because they hadn't prepared.
How do you equip yourself for the
eventuality of one day losing a job?

to provide the sort of positive material that will help you sell yourself.
• Keep your network current. Having
to suddenly create a network of professional peers when a job is lost
makes things infinitely more difficult. Build your network throughout your professional life. Nurture
it Be ready to help others in your
network when the need arises.
• Manage your finances with an eye
towards the possibility of being unemployed, no matter how secure
you might feel in your current job.
Simultaneously, take a close look at
hobbies and special interests outside your professional responsibilities. A little extra effort might turn
them into a potentially moneymaking enterprise should that become
necessary.

• First, acknowledge that it's always
possible that you will one day be unemployed. It happens to the best of
us and often has nothing to do with
our performance.
• There is no stigma attached to having been "fired." Many people have
been "fired" at least once.
• Establish and update a "personal
personnel file." In it place a reminder of your accomplishments on the
job, awards, commendations, and
other material that's useful when
asking for a raise or promotion --or
when you need to prepare a new
resume.
Too many people lose their jobs
and then take months to pull together a decent resume because they
haven't thought about resumes for
years. Occasionally review and update yours, using the memory joggers in your personal personnel file

Now let's turn to what you can do
in your present situation.

0

12

• Re- group. Finding a job is a job and
should be approached the way you
attacked the job you held for 27
years.
• Being out of work in this uncertain
economy is not a disgrace. Tell everyone— family, friends, and professional acquaintances.
• Strike from your thinking that your
age is against you. If you believe
that it will come through during interviews. You're a person with 27
years of solid, valuable experience.
You know your stuff and have much
to offer. "Drive it like you owned it,"
a friend of mine used to say about
life.
• Make an honest evaluation of your
current situation and goals. You've
spent your professional career in
packaged goods. That doesn't mean
your extensive management accounting experience has to be limited to that area. Expand your horizons. Recognize that your
education and experience can be
put to a variety of uses.
• Be creative. If you learn of a job
opening that has particular appeal
and applicability to you, send your
resume and covering letter by special courier. Customize your resume for each job. Learn all you can
about the company before an interview. If necessary, offer to apply
your skills and knowledge for a limited period of time at a reduced salary in order to prove yourself. And
take temporary assignments as a
showcase for your abilities. They
could turn into permanent jobs.
• Do everything you can to boost your
self - esteem, including seeking professional help if it has been seriously eroded. Nothing is more important than for you to believe in
yourself: Everything about you is important. Your wardrobe. Your stationery. Your resume, the letters you
write, the phone calls you make. Put
your best positive foot forward. If
you view yourself this way, others
are more likely to see you in that
positive light, too.
I wish you all the best.

■

Mr.Half is founder ofRobert Half Inter"Now, imagine the bunny is our company,
and the coyote represents spiraling
production costs...

national, Inc., a financial and data processing recruitingfirm with 150 Robert
Half and Accountemps offices on three
continents. His latest book is Finding,
Hiring and Keeping the Best Employees (%hn Wiley & Sons, Inc.).
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WHYDID5OFAMEMCASTOP
10COMPANIESCHOOSEA
RELATIVELYUNKNOWNTAX
SOFTWARESYSTEM?
BECAUSETHEYHATE
TOTAKERISKS.
Of course, FDSI's 25 -year track record in corporate
tax systems was reassuring to learn about. As were their
consistently rave reviews for training, service, and
support. All of which come with CORPTAX at no extra
cost.
In the end, these risk- averse companies decided they
couldn't take a chance on anything less than CORPTAX.
A conclusion we think you're just as likely to come to.
So do what 5 of the top 10 did — call FDSI toll -free at
1 -800- 966 -1639.And take a close look at CORPTAX.
The tax software choice of America's choosiest companies.

CORPTAX
a

Quite simply, these companies were looking for something more important than a familiar name:
Superior performance. They found it in CORPTAX®
from FDSI.
CORPTAX offered them many advantages over
other, better -known tax systems. Such as thorough
integration. And the ability to handle everything from
provision, estimates, and returns to audits, analysis, and
modeling. Plus a dynamically interactive database to
integrate the preparation of federal, state, and local
returns. Consolidate domestic and international data.
And much more.
Admittedly, they were impressed with the names of
sixty Fortune 200 corporations already using CORPTAX.
But what really sold them were the CORPTAX results:
dramatic reductions in tax department overhead.
Greater data accuracy. Productivity gains in the 50%
range. And most especially, freedom from the annual six figure consulting fees other tax products come with.

The complete fax

informationandcrnnpliancr
sydtemyoucannotvoujit,.'
D

FINANCIAL DECISION SYSTEMS, INC.

30543 C:anwood Street, Agoura Hills, CA 91901

Circle No. 5

and Hawaii, with a 15% increase expected. (See the chart for a complete
regional picture.)
For a complete copy of the survey
or for more information, call Steve Pehanich at (415) 854.9700.

NEWS

BUTBUSINESSOWNERSARE
PESSIMISTICABOUT

THESTATEOFTHEECONOMY

KATHY WII DAMS. EDITOR
wners of America's middle -market businesses in all four regions of the country are more
pessimistic about both the short- and
long -term strength of the nation's
economy than at any other time in the
past seven years. Yet while the majority of these owners (71 %) describe current economic recovery as weak, more
than half say their businesses are faring better than thew- perception of the
economy as a whole.
These are just a few of the findings
of the annual survey by BDO Seidman
international accounting and consulting firm titled "Pulse of the Middle
Market - 1993." The major change
from last year is that now 60% of the
middle- market business owners are
pessimistic about the short -term
strength of the economy instead of
35 %. Only 28% are optimistic, a drop
from 56% last year.
The survey was conducted in June
and July of 1993 and is based on the
opinions of 1,762 active owners of companies in five industry groups: retail,
manufacturing, wholesale/distribution, service, and other. Company annual revenues ranged from $2 million
to $100 million. This seventh annual
survey concentrates on economic
trends, international trade, business
management, and corporate finance.

0

HIRINGPROSPECTSGOOD
FORFIRSTQUARTER
hief financial officers who participated in a recent Robert Half economic indicator survey expect
hiring of accounting and finance personnel during the first quarter of this
year to continue the gradual, steady
upward trend experienced the past few
quarters. Fourteen percent of the respondents said they plan to hire personnel, while only 5% said they will
have to decrease staff.
This net positive increase of 9%
compares with a net increase of 6% for
the same quarter a year ago. The survey also found that 76% of the CFOs anticipate no change in staff size, and 5%
were unsure.
Finance, insurance, and real estate
as a group showed the most improvement in possible hiring, with 20% of the
CFOs predicting an increase, no decreases, 78% anticipating no change,
and 2% unsure. The highest regional
increase predicted (22%) occurs in the
East South Central region, which is
composed of Kentucky, Tennessee, Alabama, and Mississippi. Next in line is
the Pacific region, composed of Oregon, Washington, California, Alaska,

Here are a few significant highlights from the study:
• Exporting is at an all -time high with
48% of the respondents exporting
goods. A majority of the exporters
(55 %) are enjoying strong or steady
recovery from the recession compared to 49% of nonexporters.
• Manufacturers (65 %), exporters
(64 %), and businesses in the Southeast (63 %) showed the greatest increases in productivity.
• Close to four - fifths (79 %) of the owners say their healthcare costs increased in the past year.
• Half (51 %) of the respondents made
no change to the prices they charge
for goods and services in the past
year, compared to 59% in the 1992
survey who said they reduced prices in the previous year. Twenty -seven percent of the owners increased
their prices.
• Foreign markets preferred by the
business owners are Canada (25 %),
European Community (22%), Latin
America (21 %), Pacific Rim (20%),
Mideast (9%), and Eastern Europe
(3 %). Geographic proximity makes
a difference here.
• Most of the business owners say
the credit crunch is about over.
Two-thirds said they negotiated for
a bank loan last year, with 89% being successful. Fifty -two percent
say they will apply during the next
year. Despite their reservations
about the economy, 51% initiated
expansion plans last year.
For a copy of the complete survey
results or for more information, contact BDO Seidman's national office at
15 Columbus Circle, New York, NY
10023 -7711, (212) 765 -7500.

—

Robert Half International Inc. Financial Hiring Index
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Source: Robert Half International Inc.
decrease in hiring activity reported.
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Doyouhavew

takes

toimplementActivityBasedCosting?
Do you understand your business?
Sapling'sapproachtoActivityBasedCostingbuildsonthestrength
ofyourbusinessknowledge.

❑ ❑Do❑you❑have❑a❑practical❑method❑to❑implement❑Activity❑Based❑Costing?
Sapling'sprocessmodellingtechniquehasbeenappliedsuccessfullyinbuilding
ActivityBasedCostingsystemsinmanufacturingandserviceindustriesforseveralyears.

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

U Do you know what software you need?
Sapling's softwaretool, NetProphet has alargeexistinguser base
satisfyingtheirActivityBasedCostingneeds.

Our Clients Include:
Arthur Andersen, . AT &T, BHP, Dupont, Interstate Foods, Kennametal, McNeil,
Parke - Davis, Peterborough Civic Hospital, Phillip Morris

Wehave!
The Institute of Management Accountants, Focused Management Information Inc., & Sapling Corporation present

Implementing Activity Based Costing
"The Model Approach"
❑

9ATwo-DayPracticalSoftwareBasedTrainingWorkshop
•❑A❑Hands❑-On❑Training❑Format❑/(oneepts❑and❑Software
•❑Participants❑Build❑an❑Activity❑Based❑Costing❑System❑in❑the❑Workshop
•❑Structured❑Approach❑to❑Implement❑a❑Pilot❑Project
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"Oneofthebest (PEcoursesIhaveattended!" -PreviousParticipant
San Jose, CA
Hartford, CT
Atlanta, GA

March 24- 25,1994
April 25- 26,1994
May 16- 17,1994
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Call the Conference Registrar at our toll -free number, (800) 638 -4427, #3

S /////,, P

L

SAP LING

CORPORATION
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AICPASTUDYONINVESTORS,
CREDITORSISAVAILABLE
he American Institute of CPAs
has published a special report culminating a two-year study on the
information needs of today's financial
statement users. Titled The Information Needs of Investors and Creditors,
the report addresses the financial reporting implications of a changing
business environment. Now the Special Committee on Financial Reporting
is developing recommendations for
improving financial reporting in the
United States that are responsive to
the findings of the research. The
group also plans to conduct a second
study and produce a final report late
this spring.
Here are a few highlights of the
study:
■ Users oppose replacing the current
historical cost -based accounting
model with a fair value accounting
model, although they view fair value information as useful for certain
types of assets and liabilities in

some industries.
• Investors and creditors place a high
value on segment reporting and say
current disaggregated disclosures
do not provide adequate information to help them predict an entity's
future earnings and cash flows.
• Users want companies to disclose
information about the estimates
and assumptions used to determine
material asset and liability amounts.
• Investors and creditors say credibility of reporting is a serious problem. They believe the reports of
many companies reflect the natural
tendency of management to report
information in the best possible
light and to avoid reporting poor
company performance.
• Users say audited information has
value because auditors provide independent assurance of the reliability of amounts reported and accompanying disclosures. They want
auditors to provide additional qualitative commentary in reports.
To obtain a copy of 71e Information
Needs of Investors and Creditors, write
to Paul Rosenfield, AICPA, 1211 Ave.
of the Americas, New York, NY 100368725.

ACCOUNTANTSAREMOST
IMPORTANT ADVISORS

Selected for their expertise and
knowledge of concepts covered on the
CMA exam, twelve specialists have
written a self - contained review in
four volumes (one for each part of
the exam) of all the information needed to pass the examination. Each
volume consists of text that discusses
the concepts often illustrated by
previous CMA questions with step by -step instructions on how to answer
the questions, and other CMA problems and solutions that relate to the
concepts discussed. Also available are
audio cassettes (over 60 hours of instruction) recorded by a professional
reader.
FO R AD D MO NAL INFORMATION CALL OR WRITE

Malibu Publishing Company
31312 Via Colinas, Suite 101
Westlake Village, CA 91362
(818) 889.1494 • Fax (818) 889 -5107
Circle No. 16
16

ccountants are the most trusted
source of help for family business owners when they seek professional advice, the Gallup Organization found when it conducted a survey
recently for Massachusetts Mutual
Life Insurance Co. Although they don't
Eke to go outside their families for assistance, family business owners seek
out accountants most often (31 %), far
more than they do attorneys (9 %),
managers in their company (4 %), or
bankers (4 %).
The MassMutual Family Business
Study involved a random selection of
family business owners from across
the country with at least 10 employees
and annual revenues in excess of $2
million. In other findings, the owners
appear to be more concerned with
boosting profits and getting rid of debt
than expanding their businesses, nearly two-thirds of the owners want to
pass their businesses on to a relative,
almost half have identified a successor, four out of five say their access to
capital is excellent or good, and women are beginning to make inroads at
succession (daughters are involved

19% of the time now, and wives are involved in 49% of the businesses).
For more information about the survey, call David E. Gumpert or Peter
O'Neil at (617) 444 -5543.

ACCOUNTINGFIRMSNEED
CRISISMANAGEMENT
n the past two years, the number of
crises involving accounting firms
has increased by 35 %, but the firms
aren't putting programs into place to
contend with them, Minkus & Dunne
Communications, Inc., found. The average practice dealt with two crises
during 1992, while one respondent
dealt with six.
But 79% do not have a formal crisis
program, and 78% of the individuals
surveyed spent less than 20% of their
time on issues that could have prevented a crisis.

INVESTING IN ART
CANBEPROFITABLE
orporate art collections are becoming big business. Whether
it's a corporation the size of Philip
Morris or Chase Manhattan Bank or a
smaller firm such as Stevens & Wilkinson architecture /engineering, they
are watching their collections increase
in value, Corinne Shane, president of
InvestinAM an art collecting consultancy, says.
Companies say they collect art to
build morale among employees, make
a commitment to the community or region by concentrating on local artists,
impress clients and customers, build
good public relations through organizing shows for the public and sponsoring art competitions, and add an upscale image to the business, she
explains. Nevertheless, companies
might view the picture differently if
they started to see a negative net
worth from year to year.
Ms. Shane says that companies that
want to start a collection should select
carefully and plan to "live" with the artworks for many years. They should pin
down what medium, category, or genre is the most appealing and affordable, talk to gallery owners and dealers, price various works, and perhaps
talk to a corporate art consultant.
For information, contact Corinne
Shane, InvestinArt, 136 East 57th
Street, New York, NY 10022,
(212) 752 -5307, phone; (212) 2499371, fax.
■
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TARGET YOUR CAREER

TAKE THE NEXT STEP
Become a

Certified Management Accountant
If you are an accounting or finance professional who measures
success in terms of opportunity, recognition, and reward, then
target your career today!

1- 800 -638 -4427
Apply now for the June CMA Examination

FINANCIALMANAGER
T.CARTER HAGAMAN,EDITOR

WHY STOCKS GO UP
very day the media try
to explain what happen ed t o the s to ck
market This is an attempt to unscrew the
inscrutable.
The truth is more
complicated and less interesting— multiple investors come to the
margin of the market and buy or sell
for a variety of reasons causing prices
to fluctuate.
How well founded are the widely expressed fears of an impending "market
correction" or drop in prices? Part of
the answer is psychological. If enough
people get nervous, some otherwise
unrelated event will trigger a market
drop, with performance- minded investors running like lemmings to the sea.
Then they'll stop, and prices will rise
again. In fundamental terms, the market seems much closer to normative
value than it was in 1987, perhaps overvalued by about 15 %. Still, who can predict the behavior of crowds?
Does this matter to the long -term
equity investor? Should it matter? The
answer is "yes" and mostly "no." It
seems that a lot of attention is paid to
price fluctuations for individual companies, industries, or the overall market
But this is largely a distraction from
what really matters —will the investment produce an appropriate risk- related return in the long run? It's conventional wisdom (and good advice) to
reduce one's risk as an equity investor
by diversification and dollar averaging.
Conscientious pursuit of these strategies brin gs the p erformance of a p ort-

folio closer to that of the market overall. Basically, there are only three
reasons why stocks go up.
Reason 1. Stocks are going up. This
circular- sounding epigram is the basket into which most market fluctuation
falls. Reasons for price movement are
diverse and generally have defied rational analysis. For example, "A" sells
becau se h e needs t he mo ney, "B"
thinks the price is too high, "C" is cov18

ering an option, "D" is program trading, "F" is rebalancing her portfolio,
"G" got a tip from the barber, and so
on.
Similar arguments /explanations
cover both buyers and sellers. Collectively, they account for the vast majority of transactions in the securities markets but involve only a minority of
shares and shareholders. Even a stock
with 100% turnover in a year could involve only 10% of shares changing
hands 10 times among a small number
of speculators and market makers.
Most of the time, most of the shares
just sit there. These holdings only affect market price when their holders
consider buying or selling. Thus, over
any short run, market price changes
may bear no relationship to the performance potential of the company whose
shares they represent
Fifty years ago, Walter Winchell
ended his Sunday radio broadcast with
his stock pick of the week — always a
small, little -known company whose
stock always went up the next day. Recently, the shares of TCI (a real estate
firm) rose more than 15% in a day when
in vesto rs thought they were buying a

telecommunications company of that
name (actual symbol: TCOM) that announced a merger with Bell Atlantic.
If an investor seeks to outperform
the market (rather than mirror it),
careful attention to market factors is a
key component in the process. When
market factors have pushed prices
down, the investor can overweight purchases and when the reverse is true
lighten his portfolio. This produces a
long -term performance modestly better than the average overall.
Reason 2. Investors raise their expectations of future returns. Future returns are what investors really buy.
Looking past speculators (see Reason
1), all future returns derive from future
earnings, either as dividends received
or through capital gain when the investment is sold. Security analysis is
concerned principally with forecasting
and valuing this future performance.
Frequently the conclusions of this
complex process are summarized in a

forecast of earnings growth for some
number of years. The forecast is then
valued through a P/E ratio into a market price. Increased expectations
could be expressed in either (or both)
of two forms: higher earnings or
growth rate, or willingness to value
performance farther into the future
(extended horizon). Either revision
would call for a higher stock value because analysts conclude that there is
more to be valued.
Clearly the reverse also is true. Uncertain times cause analysts to shorten
their horizons and lower their forecasts. The astute investor who seeks to
outperform the market can select securities of companies that she believes
will outperform competition if they can
be bought at a reasonable price.
Reason 3. Investors reduce the rate
of return they require. Market prices
and investors' expectations are linked
through investors' requirem ents:
Z

Investors' expectations ($)

Investors ' requirements ( %)

Market value ($)

The rate of retu rn required has
three components: a pure rate of interest (payment for consumption deferred), compensation for expected inflation (to preserve the purchasing
power of the investment), and a risk
component (payment for assum ing the

risk of a specific investment). Specific
investment risks can change over time
(a company becomes seasoned, over leveraged, or threatened by new technology or regulation, and so on). Most
of these changes find their way into revised forecasts (Reason 2).
The principal reason investors' requirements change overall is through
change in inflationary expectations.
The fall of 1993 is a good example
when the yield on 30 -year U.S. Treasuries dropped over 100 basis points. The
strong inference is that lower inflation
(say, 3 -3.5 %) is here to stay for some
time. Any such changes have a ripple
effect through all required rates, increasing the value of outstanding securities. It doesn't change expectations—it makes expectations more
valuable, assuming they do not
change. For common stocks, this legitimately produces higher P/E ratios
and lower yields.
■
T. Carter Hagaman is an independent
investment analyst. He teaches at Kean

College off ew jersey and can be reached
at (201) 762 -6378.
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Shelter up to 15 % of
your current income
from taxes. Start a
401(k) Plan through
your association.

Give
B
e
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s
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• Lets you and your employees
accumulate funds for retirement
• Your income deferrals are
exempt from federal income tax
until withdrawn
• Daily valuation of account
balance for each participant
• Participants choose from
nine investment options
• Free Anti- discrimination testing
• Easy transfer from existing plan
This 401(k) Plan gives you
everything you could want from
your retirement program.
All that remains is for you to
find out just how easily this new
benefit program could begin
working for you.
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Call an IMA
Members Retirement
Program Specialist at
1- 800 - 523 -1125, EA 6002.
Or return this coupon today.

Yes, I want to keep more of what I eam while I save for retirement
Please send me the Retirement Program InfonTmon Kit
ame
rm name (if different)
Address
City

State

Business phone (

Zip

1

Fax, if available (

j
Yes
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TAXES

STARTUP COSTS:
NEW BUSINESS OR
EXISTING
BUSINESS

ANTHONYP.CURATOLA,EDITOR
BY LEONARD G. WELD AND
CHARLESE.PRICE,CPA
t is well -known that all startup costs must be capitalized
before the taxpayer elects to
amortize them over a period
of at least 60 months. This amortization period starts after
the trade or business begins
operation [IRC Sec. 1951.
A leading case in this area is Richmond Television Corporation (RTC)

[345 F.2d 901 (4th Cir. 1965)]. RTC incorporated, hired and trained employees, submitted an application to the
FCC to operate, and filed tax returns
for three years.
In addressing the issue of the current deductibility of business start-up
costs, the court stated that a taxpayer
"has not 'engaged in carrying on a
trade or business' within the intent of
section 162(a) [of the Code] until such
time as the business has begun to function as a going concern and performed
those activities for which it was organized." The court held that RTC was
not "engaged in carrying on a trade or
business" until the broadcasting license was issued and broadcasting
commenced. Therefore, all of the pre operating costs had to be capitalized
and amortized after the start of business operations.
Treasury Regulations Sec. 1.248 1(a) (3) states that "...a corporation begins business when it starts the business operations for which it was
organized." "Comes into existence,"
which occurs at incorporation, is contrasted with "begins business."
In Francis [T.C. Memo 1977 -1701, a
case dealing with real estate construction, the court held that an apartment
complex does not commence business
until the complex is constructed, occupied, and producing income. The court
ruled that a partnership commenced
20

business after the closing of a construction loan and execution of the
HUD regulatory agreement in Blitzer
[684 F.2d 874 (CtC1.1982) ]. The Internal Revenue Service (IRS) followed
Blitzer until 1990 when in TAM
9027002, the IRS rejected Blitzer in favor of Richmond Television. TAM
9027002 stated, "...we erroneously applied the Blitzer standard in determining when the Taxpayer's trade or business began." As a result, the IRS now
applies the more demanding "going
concern" doctrine found in Richmond
Television.

Even an existing business may encounter problems. While ordinary and
necessary expenses for expanding an
existing trade or business are deductible under IRC Sec. 162 (a), the IRS
may contend that the taxpayer is actually entering a new trade or business.
Originally, costs that would have been
expensed will be either permanently
capitalized or capitalized and amortized over at least 60 months.
Different conclusions have been
reached for very similar circumstances
with regard to branch banking. In
NCNB Corporation [684 F.2d 285 (4th
Cir. 1982) ], currently deductible expenses of establishing new branches
were disallowed by the Tax Court Upon appeal, the Fourth Circuit held that
the expenditures were currently deductible. However, in Central Texas
Savings & Loan Association [731 F.2d
1181 (5th Cir. 1984) ],the Fifth Circuit
disagreed. The court ruled that a new
branch office created separate and distinct additional assets. Therefore, the
costs must be capitalized under IRC
Sec. 263— Capital Expenditures.
The treatment of costs incurred by
branch banking remains unclear. The
decision of which costs create assets
and which do not appears to rest in the
respective circuits. Presently, there is
no general agreement.
In Ltr. Rul. 8423025, the IRS established the "separate entity rule." In this
Ltr. Rul., a restaurant chain established new restaurants in different geographic locations. Two of the restaurants, however, were operated as
subsidiaries of the taxpayer due to liquor licensing requirements. The IRS
ruled that no separate asset is created
when a company simply expands an
identical business to a new location.
The two subsidiaries, however, were
deemed to have entered into a new
business because the activities of the
parent could not be imputed to the subsidiaries. Rather than being considered currently deductible expenses,

the expenditures were classified as
start -up costs of a new business that
must be capitalized and may be amortized over at least 60 months at the taxpayer's election.
In a similar ruling, a corporation
was not allowed deductions for equipment used in new stores because the
stores had not opened in that tax year
[Pggly Wiggly Southern, Inc. v.Comm.,
84 TC 739 (1985)]. Also, an electric
company was deemed to enter a new
business when it built a nuclear facility
as opposed to an oil- fueled plant [Cleveland Electric Illuminating Co. v. U.S., 6
C1Ct 711 (1984)].
Thus, the management accountant
must be careful when evaluating the
tax situation of a company that plans to
enter a business or expand an existing
business. Costs that are deemed to create separate and distinct assets must
be capitalized and may not be amortized. The IRS is sensitive to the creation of a new business, which results
in start-up costs and not ordinary and
necessary expenses. Likewise, when
expanding a business, it appears that
a new business is begun anytime a new
entity is formed. Simple geographic expansion within an entity, however,
probably does not create a new business with startup costs.
In conclusion, when a taxpayer decides to start or expand a business,
startup costs may be: (1) currently deductible, (2) capitalized and amortized
over at least 60 months, or (3) permanently capitalized. In the last few years,
the treatment has changed because of
new laws and judicial doctrines based
on those new laws.
Unless the taxpayer is aware of
changing case laws, what is intended
to be a simple expansion of business
may be interpreted as a new business
with nondeductible costs. To make the
situation worse, if the election to amortize is not made in the first year of
operation (by the due date of the return, including extensions), then the
costs are capitalized and never can be
amortized.
■

Leonard G. Weld, Ph.D, is assistantprofessor, School of Accountancy, Auburn
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FIVEMODERN
MANAGEMENT
ACCOUNTINGMYTHS
Following the fundamentals —not the fads —will make you
valuable to your company.

BY GERMAIN BOER
Certificate of Merit, 1992 -93
anagement accounting is in
turmoil with new developments arriving at a rapid clip.
Activity -based costing, strategic costing, value analysis, just-in-time, and a
host of other developments keep the
management accountant reeling as if
in a perpetual state of future shock. In
times like these, it is easy for myths to
take hold and flourish amid all the
changes and new developments.

MYTH 1: LABOR COST
USED TO BE HIGH
f you attend a cost accounting conference today, you will hear at least
one speaker proclaim that labor
cost used to be a major expense in
manufacturing concerns. Usually the
speaker is building up to telling the audience that labor is no longer valid as
a basis for allocating overhead to manufactured products. But has labor cost
ever been a dominant cost in manufacturing? If it has, when did it reach its
peak and when did it begin its decline?
Fortunately, the U.S. Department of
Commerce has been tracking labor
costs in manufacturing since 1849. The
Department currently takes a census
every five years of all U.S. manufacturers, and it surveys manufacturers every year between the censuses. It began reporting data on manufacturing
separately from the regular census in
1849.
Unfortunately, the Department
does not collect data on total manufac22

The cost of labor —even in Henry Ford's factory—has never been a major cost of
manufacturing.

turing cost, so we cannot examine the
fraction of total manufacturing cost devoted to production labor. It does report sales figures, however, so it is possible to compute production labor as a
percentage of sales for several years
from 1849 through 1987, the last year
for which data are available. Figure 1
presents a graph of production labor as
a percentage of sales for the entire
manufacturing sector.
A most startling fact revealed by
this graph is that even in 1849 production labor was only 23% of sales. That
is, even as far back as 140 years ago labor was not a major proportion of manufacturing costs. Also, as Figure 1
shows, labor as a percentage of sales

has not made a sudden drop because
of modern manufacturing; rather, it
has declined steadily from 23% in 1849
to about 10% in 1987.
So, how does this graph fit with the
contention that labor cost was large in
the past? It flatly contradicts such contentions. The statements about labor
being a significant cost at some time in
the past are not supported by the facts.
In contrast to the relatively low level of
production labor in manufacturing,
material cost has remained at approximately 55% of sales for all manufacturing firms from 1849 through 1987. So
material cost has been a much more
important cost than labor throughout
most of the period that manufacturing
MANAGEMENTACCOUNTING /JANUARY 1994
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was a major factor in our economy.
We should be careful not to equate
production labor with direct labor. The
production labor costs reported by the
Department of Commerce include all
labor costs below the first-level supervisor, so it includes a number of indirect labor costs. In other words, direct
labor cost is even lower than the percentages reported in Figure 1. Unfortunately, there is no way to analyze the
data to see how much is direct and indirect, but one can say that direct labor
cost is some amount below the percentages reported in Figure 1.
On average the labor percentage of
sales is quite low for the entire manufacturing sector in 1987, but some industries still have relatively high labor
costs. The industrial patterns industry
in 1987 reported labor costs of 37% of
sales, certainly not an insignificant
amount. In fact, 41 of the 459 industries
at the four -digit SIC code level reported labor percentages of sales for 1987
in excess of 20%. And, some of the industries with low labor percentages,
such as flour milling and petroleum refining, have had low labor percentages
for more than 50 years. Table 1
presents a frequency distribution of labor percentages for 1987 to give a perspective on how many industries have
various levels of labor cost.
As this table indicates, there is significant variety in the labor costs incurred by U.S. manufacturing firms.
Labor percentages of sales range from
a low of 1.5% for the petroleum refining
industry to a high of 37% for the industrial patterns industry. Most industries
have a production labor percentage of
sales between 6% and 20% in 1987.
What does this tell us about labor
costs in U.S. industry? Has modern
manufacturing reduced labor cost to
insignificance? For some industries labor cost is indeed low, but it has been
low for more than 70 years for some of
these. Others, like the computer industry, have experienced a rather steep
decline in labor percentages since the
mid 1950s. But a few industries still incur major labor costs in their production operations, and a few industries
actually have increased their labor cost
as a percentage of sales over the last
30 years. Several industries related to
textiles have shown moderate increases in their labor cost percentages
since the 1950s. As to the assertion that
labor cost was relatively high in the
past, the data simply do not support
such an assertion. Hence, the notion
that at some time in the past labor cost
was really significant is just a myth.
24
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"Costing systems should be flexible," says author Germain Boer (r.) shown here with Bobby
Joslin of Joslin Sign Company.

MYTH 2: TRUE AND
ACCURATE COSTS RESULT
FROM BETTER
CALCULATIONS
nother idea frequently heard at
conferences and reported in the
management accounting literature is that true and accurate costs are
attainable if we just do enough complex calculations. Activity -based costing advocates are fond of making this
claim for their computational procedure. Before looking at the validity of
this claim, it might be worthwhile to
explore just what a true and accurate
cost would look like.
A search of the economics literature
reveals that economists rarely use the
term true cost, but, when they do, it
usually is in the context of opportunity
cost. An opportunity cost, of course, is
related to the opportunities a m anager

faces as he or she makes a decision,
and opportunities are constantly
changing. Thus, a true cost in the econ-

omists' realm is a dynamic cost that
changes constantly with the opportunities faced by a manager. This cost does
not stand still.
Clearly in this sense, then, the truth
of a cost is only weakly related to the
computational procedure used by a
manager. It is more closely linked to
the ability of the manager to identify
opportunities and to place values on
these opportunities. Computational
procedures might help the manager to
evaluate an opportunity, but this is not
what makes the cost true. It appears,
then, that to an economist a true cost
is a constantly shifting and evolving
cost that changes as opportunities
change.
A more operational definition of
true cost focuses on the relation of the
cost value to the decision faced by a
manager. That is, the accuracy of a cost
is a function of the correspondence between the decision a manager has to
make and the relevance of the cost for
that decision. In this scheme, the more
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MYTH 3: PRODUCT COST
DETERMINES PRODUCT
PRICE
t has become popular to argue that
good product costs lead to proper
prices for products. Supposedly
some managers underprice products
because they have the wrong costs for
these products, and they overprice other products, again, because they do not
have the proper product costs. Economists argue that the demand for a product determines its price, and the price
customers are willing to pay determines how many firms are willing to
produce that product. Consider a few
examples of costs and prices.
A hotel in downtown Nashville
needs to repair a sign on the side of the
building. The sign is more than 15 stories above the street, so none of the

I
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closely a cost value matches that needed by a manager for a particular decision, the more accurate the cost. Thus,
a manager who wants to make a shortterm output decision would want to
know short-run incremental costs. A
manager faced with a make -or -buy decision wants to know which costs will
change with this decision and by how
much.
Under this approach, managers are
interested in different costs for different decisions, so computational technique may or may not be a significant
factor because incremental costs are
very easy to estimate in some cases
and very difficult in others. In any case,
the manager will want more than a single value for cost—he or she wants a
flexible system that provides a variety
of cost analyses on demand.
Another interesting issue related to
whether a cost is true and accurate is
the identification of costs that meet
these criteria. How does one tell if a
cost is true and accurate? Is a product
cost computed under conventional
costing less accurate for financial reporting purposes than one computed
under activity-based costing? The cost
values may be different, but is one
more accurate than the other? How
can one tell? In fact, how can one tell
if any cost number is more accurate
than another? If philosophers have
been searching for truth for centuries,
how can we expect an accountant with
some computational scheme to develop a true cost?
Unless someone can provide an operational definition of a true and accurate cost, I think one must conclude
that such costs are just another myth.
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trucks used by local sign repair companies can reach it. The typical repair
method used by almost all local sign repair companies requires the construction of a scaffold up the side of the hotel
at a cost of, say, $4,000 out -of- pocket.
In addition, wages paid to the workers

will consume another $500, and parts
will run another $250. Thus, the estimated cost of repairing the sign
amounts to $4,750. A company using a
cost -based pricing approach would add
various overheads to the $4,750 to arrive at a total cost of, say, $6,000 to
which the company adds a markup of
10% for a price of $6,600.
Fortunately for the hotel there is an
unconventional sign company in Nashville that uses rappelling gear to repair
such signs. The cost of this company's
wages are $500, and parts are $250,
which is equal to other companies' total of $750. Even if it incurs the same
overhead as the other companies
($1,250), the company still arrives at a
cost of only $2,000 for the job. Should
the manager of the unconventional
company base his bid on the $2,000
cost? Unfortunately, in this case, the
manager was not trained in cost accounting, so he bid $5,000 and got the
job.
Consider another example. Figure
2 shows the price of corn and the price
of feeder steers for a period from late
May through mid -July. The price of
feeder steers drops in late May, remains constant for awhile, and then rises. During the same time, the price of
corn is fluctuating around an upward
trend. Then, the prices of the two products move together for a short while
before veering off in opposite directions. One would be hard pressed to
conclude from this graph that the cost
of corn fed to cattle influences the cattle price at the slaughter house.
Pricing is a complex issue, and
these two examples do not begin to tell
the complete story about pricing. But
they do illustrate that product cost
does not influence product price, and
managers better look to the market
when setting prices to avoid big mistakes. The view that a product cost
computed with lots of calculations and
cost drivers can tell a manager how to
set the product price seems to be just
another management accounting
myth.

MYTH 4: MODERN
MANUFACTURING HAS MADE
CONVENTIONAL COSTING
OBSOLETE
ffnce the late 1980s we have been
hearing about the inadequacies
of conventional costing and how
it has caused many problems in American industry. Some writers attribute
this sad state of affairs to the fact that
conventional cost accounting has got25
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MYTH 5: OVERHEAD HAS
INCREASED DRAMATICALLY
IN RECENT YEARS
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ten out of sync with modern manufacturing. That is, manufacturing has
changed so much in the last 20 years
that the cost accounting systems in use
at many companies are no longer adequate. Because of this inadequacy,
companies are urged to change their
cost accounting systems drastically.
One should not be misled into
thinking that the recent flurry of cost
accounting criticism is caused by its irrelevance to modern manufacturing.
As early as 1921, G. Charter Harrison
published an article in the N.A. C.A.
Bulletin titled "What Is Wrong With
Cost Accounting ?" He argued that the
modern manufacturing of the 1920s
had made the cost accounting systems
used by most companies obsolete. To
illustrate his argument, Harrison cited
the case in which a manager kept his
own set of accounts outside the cost
system so he could get the information
he needed. He also argued in this article that most companies were using
outdated cost systems based on 1880e
thinking instead of the modem thinking of the 1920s.
A flurry of criticism of conventional
cost accounting began again in the
1950s when the direct costing approach started to attract attention in
the accounting and management community. Authors such as Ray Marple
argued, "Absorption costing is a single purpose tool, designed to develop
product costs for financial reporting. "'
Walter McFarland, in his Concepts For
Management Accounting published by
the National Association of Accountants in 1966, developed an approach to
cost management that was totally at
odds with conventional cost account26
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Source: The Wall Street

ing, and I. Wayne Keller' argued forcefully for the use of a cost management
approach that avoided the pitfalls of
conventional cost accounting. W. H.
Franklin of Caterpillar published an article in the August 1951 N.A. C.A. Bulletindescribing the system used by his
company to develop product costs, a
system that was (and still is) at odds
with conventional costing.
Numerous other authors criticized
conventional cost accounting for providing inadequate information to managers for making sound decisions.
(See sidebar, p.27.) As these comments indicate, criticism of cost accounting is not a recent phenomenon.
Accountants have a long tradition of
criticizing cost accounting. Most of the
recent criticism has just recycled old
criticisms. And, if this recycling of old
criticisms is an indication of the obsolescence of conventional cost accounting because of modern manufacturing,
then we have had modern manufacturing with us for a long time.
Modern manufacturing has not
made conventional costing obsolete; it
has always been that way. Any manager who tried to use conventional cost
accounting data for decision making
was doomed to make mistakes because it was never designed for decision making — conventional cost accounting was created to produce cost
values for financial reporting. Criticizing it for not providing managers with
decision - making information is merely
stating the obvious. The idea that
modern manufacturing has caused the
irrelevance of conventional costing is
another management accounting
myth.

verhead receives a great deal
of attention in the current cost
accounting literature. Some
writers argue that it has literally exploded with the advent of modern
manufacturing.
These writers argue (rightfully, I
might add) that overhead is now so
much larger than direct labor cost that
managers should focus more attention
on managing overhead instead of on
managing labor cost. Furthermore, in
the modern plant, support activities
such as material handling, product design, engineering support, and administrative activities make up a large portion of company expenses.
To examine the correctness of this
belief that overhead significance is a
recent phenomenon, I reviewed information provided by the U.S. Department of Commerce. The Department
does not publish data on overhead
costs, but it does provide information
on material costs, production labor
costs, and profits for manufacturing
firms. I computed the percentage of
sales devoted to production, labor, and
material and assumed the remainder
was overhead costs and profit. The results indicate that overhead has been
rising for a long time. It does not appear, however, that overhead has risen
steadily from year to year. Rather, it
seems to increase in fits and starts, and
in some years it appears to actually decrease as a percentage of sales. Because some of this fluctuation could be
due to variations in profits instead of
variations in overhead, I prepared Figure 3, which shows data for the period
1947 through 1987.
Figure 3 uses the profit percentage
of sales reported by the Department of
Commerce to compute the amount remaining after deducting material, production labor, and profit percentages
from sales. Because the Department
began reporting the profit percentage
of sales in 1947, I was unable to collect
data for earlier periods. Notice how
this measure of overhead indicates a
steady upward trend from 1947 to
1971, a downward movement from
1972 to 1980, and a steady increase
since then.
Of course, this measure is not perfect because the Commerce Department includes some indirect labor
costs in its definition of production labor, but even with this weakness the
figure shows a definite upward trend in
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overhead costs over time. There has
been no explosion of overhead costs in
recent years. What we see today is a
culmination of an upward trend that
has been taking place for a long time.
I also tried to examine the amount
of overhead incurred by various industries in 1987, the most recent year for
which Department of Commerce data
are available, to see how overhead as
a percentage of sales varies across industries. Unfortunately, the Department does not publish profit percent-
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ages for industries at the four -digit level of the SIC code, so I had to subtract
the material and production labor percentages from sales to develop a value
that includes both profit and overhead.
Although not as good as the previous
value, it does give some idea of the relative importance of overhead costs in
1987. Table 1 presents this information.
Table 1 shows the number of industries with various overhead plus profit
percentages of sales. These percent-
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Past Criticisms of Cost Accounting
Or,
Else Is New?
G. Charter Harrison, "What Is Wrong
With Cost Accounting ? ", N.A. C.A. Bulletin, June 1921.
"Perhaps the best indication that there
is something wrong with the usual
methods of cost accounting is the fact
that many large concerns ... are beginning seriously to question whether
these methods meet the requirements
which should be demanded of a cost
system." Also [p.10], "The modern
manufacturer ... who attempts to handle such production in the old way is
living in a fool's paradise and headed
for bankruptcy."
Waldo W. Neikirk, "How Direct Costing Can Work for Management,"
N.A. C.A. Bulletin,Jan. 1951.
"As an operating tool, the conventional
profit and loss statement has other defects which could be eliminated under
a direct costing system ... if the operating executive wants to know his
break -even point or how profits would
be affected by different levels of sales,
he must look to some supplementary
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schedule other than the conventional
profit and loss statement."
H. W. Luenstroth, `°I'he Case for Direct
Costing," N.A. C.A. Bulletin,Aug. 1952.
" ... what about the use of this kind of
information for the other purposes of
accounting? What about pricing policy
based on a product cost compiled with
so many `ifs' and 'and's'? Is it not possible that many of our economic ills are
a result of such a policy ?"
J. H. Rushton, "Cost Accounting Gets
Its Hair Cut," N.A. C.A. Bulletin, Nov.
1954.
"Look fellows, we've got ourselves so
all -fired involved trying to get costs
down to a gnat's tooth that we've lost
sight of our objective. There is no such
thing as an absolutely true cost. Our
cost statements at the best are rough
estimates. Why knock ourselves out
distributing and redistributing fixed
overhead through the accounts when
the ultimate answer is at best a rational
estimate ?"

ages vary considerably across industries from a high near 76% for the miscellaneous publishing, cigarettes, and
pharmaceutical industries to a low
near 8% for the creamery butter and
meat packing industries, with most industries between 20% and 56%. Thus,
overhead appears to vary significantly
from one industry to another. Statements about the level of overhead in
modern manufacturing in general are
likely to be wrong; only statements
about specific industries appear to
have validity because of the enormous
variety in overhead costs across industries.
These data indicate a tremendous
diversity in overhead costs across industries in 1987 and a steady rise in
overhead across all industries going
back to the 1920s. Hence the "big
bang" in overhead costs is just another
management accounting myth.

BACK TO BASICS
yths come and go in accounting as in other endeavors of
mankind. Accountants, however, should be careful to consider the
focus of their efforts to make sure they
are not just following the latest fad that
may turn out to be just another myth.
Management accountants should
do what their operations colleagues
are doing: Go back to the basics and
understand your operation. If a management accountant spends time
studying the operations of his or her
company to understand thoroughly
what makes the organization function,
then that accountant probably will create a system that helps the managers
of that company regardless of whether
it includes the latest gimmicks. Solid,
relevant information is what managers
need, and the accountant who can help
managers solve their problems is the
accountant who is valuable to the organization. Forget the myths, and concentrate on the fundamentals.
■
Germain Boer is professor of manage-

ment, Owen Graduate School of Management, Vanderbilt University. He is a
member oflMA'sNashville Chapterand
can be reached at (615) 322 -2059.
%ymond N. Marple, "Direct Costing and Uses of
Cost Data,"TheAccountingReview,March 1955, pp.
430.438.
Wayne Keller, "Controlling Contribution," MANAGEMENTACCOUNITNG®, June 1967, pp. 1132.
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RUNNINGACITY
ONASHOESTRING
You don't have to trim fat from the budget ifyounever let it
accumulate in the first place.' Mayor Reynolds
BY CINDY D. EDMONDS
Certificate of Merit, 1992 -93

lie city of Vestavia Hills, Alabama, is a great place to
live. Indeed, it is listed as one of the 50 fabulous places
to raise your family.' The approximately 20,000 residents of this small, sleepy bedroom community are,
as a group, affluent. They rank second in the state, 43rd in
the United States, in per capita income. Average annual
household income is $54,370.
The relatively affluent populace expects and receives
high- quality services and facilities from its city government.
Vestavia boasts an exceptional school system.(Redbook magazine ranked it number one in Alabama.) Its students consistently rank number one or two in the state on standardized
exams. The high school basketball team won the state championship. The wrestling team has been state champion for
the last three years. The math team has been the national
champion for four years. More than 90% of seniors go to college, and usually 10% of the students are National Merit
Scholars. There is a two- to three -year waiting list for teachers trying to gain employment in the Vestavia school system.
Vestavia also offers its citizens an impressive array of recreational programs and facilities: a community center with
a gymnasium, an Olympic -size swimming pool, 14 tennis
courts, seven baseball fields, and a library. Also, the city recently added a 6,100-square-foot community lodge to its list
of facilities. Although the lodge is designed to serve all civic

groups, special attention has been given to the needs of senior citizens. The lodge will accommodate the very active senior citizens' dance clubs and social groups with a 1,400 square -foot parquet dance floor that is situated in the middle
of a 2,500 - square -foot general activities room.
While appearances suggest government affluence, thebig
surprise is that Vestavia Hills' city government is one of the
state's poorest municipalities. Indeed, the city's per capita
revenue collections rank in the bottom third of Alabama's
21 largest municipalities. How does a relatively poor city government satisfy the needs of a relatively affluent populace?
The answer is through tightfisted fiscal controls and a hands on management style from the city's mayor, C. Pat Reynolds.
Since Mayor Reynolds took office, the city's unreserved
fund balance has grown by 40%, rising from $385,000 in September 1988 to $539,000 in September 1992. Total encumbered fund balances rose by 30%, rising from $604,000 in September 1988 to $784,000 in September 1992. According to
the mayor, you don't have to "trim the fat from the budget if
you never let it accumulate in the first place." By studying
the operating strategies of this city government, accountants
can learn techniques of efficiency that apply to both nonprofit
and profit - oriented enterprises.
T.M. "Sonny" Jones, the city's finance director, says there
are three key ingredients of maximum productivity:
• Cost effective management,
• Multidimensional labor pool, and
• High employee morale.
While city services are perceived as exceptionally high,
per capita expenditures are equally impressive on the low
side. The explanation, according to Jones, is "high productivity." Facts and figures reported by the Public Affairs Research Council of Alabama tend to support his conclusion.

COSTEFFECTIVEMANAGEMENT
ne reason is effective fiscal control over operating expenditures. Mayor Reynolds personally scrutinizes every check, invoice, and purchase order that passes
through the city's accounting system. The results are impressive. The city's per capita expenditures are the lowest
among its peer group. Vestavia Hills is one of four municipalities known as the "over the mountain" communities located just south of Birmingham. The average per capita expenditures for the three adjacent communities is $807, while

0
Author Cindy Edmonds (c.) with Vestavia Hills leaders (I: r.), Fire
Chief Bill Towers, Finance Director Sonny Jones, Mayor C. Pat
Reynolds, and Police Chief Doug Jefferson.
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Vestavia spends only $525. Accordingly, total per capita expenditures for Vestavia Hills are approximately 35% below
its comparable peer group.
Assessment measures indicate that the tight fiscal policy
has been implemented without a corresponding decline in
services. For example, the average police and fire protection
per capita expenditure for the sister cities is $274, but Vestavia's expenditure is only $176.2 These expenditures for
public safety are low, yet the crime rate in Vestavia Hills is
considerably below that experienced in the neighboring suburbs. There are few personal crimes, perhaps one or two robberies a year, and it's been seven years since the last homicide. How does the city do it? Police and community
volunteers work as a prevention team with a "Nosy Neighbor" watch program and the Drug Awareness Task Force
(teachers, parents, lawyers, police, judges, and others brainstorm on drug education programs and other potential trouble spots). Crime prevention is more cost effective than
crime control, especially with much of the work performed
by volunteers.
The lesson for financial managers is, don't underestimate
the value of voluntary services. People gladly will give their
time for projects that they deem worthwhile. It is important
to note that voluntary services are not limited to nonprofit
entities. Many voluntary support groups are targeted at small
businesses. Among other valuable contributions, retired
business people will provide advice and counsel to those just
starting out, local investment groups can provide capital in
innovative forms that are unattainable through traditional
channels, and businesses can call upon citizens to deliver the
political clout necessary to make their local environments
conducive to business activity. In summary, tight fiscal controls, including the use of volunteers, has relevance for both
profit and nonprofit entities.

MULTIDIMENSIONALLABORPOOL
n Vestavia, the tone is set at the top. When a new city
hall and fire station were needed, Mayor Reynolds built
cabinets and laid tile flooring. Fire Marshall Rufus Dudley acted as the project engineer, and the other personnel
of the fire and police departments performed routine construction tasks during their off-duty hours. The result was
an estimated $500,000 savings. The building project that was
bid to cost $1,250,000 actually was built by the city at a cost
of approximately $750,000. Such savings are not isolated
events. Construction costs for the new community lodge

Vestavia saved about $500,000 on its new fire station because police
police and fire personnel performed routine construction tasks
during off -duty hours.
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Good fiscal management has meant the city will pay at least $8 per
per square foot less than anticipated for its new community center.

were bid between $30 and $35 per square foot. Now it appears that actual costs will be close to $22 per square foot.
The above examples are not exceptions to the rule but
are reflective of a strategy designed to recruit and use the
talents of a multidimensional pool. Mayor Reynolds acts as
"city manager" in addition to performing the part-time ceremonial duties that accompany the job. Sonny Jones acts as
the director of finance and engineering. As the title implies,
he holds down two positions that would cost many other cities two salaries. Building Inspector Eddy Moore is a licensed
plumber and frequently does double duty on all the city's
plumbing problems. Most city employees typically step outside the traditional boundaries of restrictive job descriptions,
and cost savings are significant.
Small institutions, whether public or private, should seek
to develop a multitalented labor pool. Specialization is a luxury afforded large businesses. In small organizations many
things require part-time attention, and the most efficient way
to get things done is to hire people with diverse talents. How
can a small business or city attract a multidimensional pool
of talented and productive personnel? The answer is by establishing an environment where high morale translates into
a competent and loyal labor force.

HIGHEMPLOYEEMORALE
I ree ingredients in Vestavia's strategy to maintain high

employee morale are fairness, job security, and consistent pay raises. Recent studies have shown that executive compensation in America is high in relation to that of
other industrial democracies such as Germany and Japan.
Large differences between management and employee compensation lead to resentment that can demotivate the workforce. When executive compensation becomes excessive,
employee morale plunges.
Vestavia Hills is in no danger of this potential pitfall. Until
1988 the Vestavia Hills mayor's position was part -time with
a monthly salary of $700. Even so, Mayor Reynolds typically
worked a 40-to-50-hour week. Only recently, after the mayor
was elected to a second term, did the City Council recognize
the mammoth task required by the job. Mayor Reynolds'
compensation was raised to $1,400 per month, well below
the average salary of city employees and indicative of the
city's view toward executive compensation. In general, city
administrators view themselves as civil servants. Personal financial gain is not necessarily the chief motivating factor that
brings them to work. Thus the adversarial relationship that
frequently prevails between management and employees is
29
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reduced. When employees view the overall compensation
package as fair, morale soars. Vestavia's experience provides
a prime example of what a sense of fairness can do for employee morale.
Not only is the compensation package perceived as fair,
but employees feel secure their positions are permanent.
Having experienced the negative side of corporate downsizing, Mr. Jones is attracted to the level of job security that is
associated with his position as director of finance and engineering. He advises accountants to consider the impact of
layoffs on employee morale when they look for cost savings
in these austere economic times. Not only the employees
who are dismissed feel the effects of layoffs, but the stress
of never knowing "who's next ?" can severely affect those
who remain on the job.
Cost - cutting alternatives to employee layoffs should be
considered to the greatest extent possible if employers want
to develop loyalty among personnel. Employees often would
prefer to share the burden of economic hardships by taking
a cut in pay rather than facing the reality of some staff being
laid off. Employee wage concessions ease stress by providing job security and making sure a fully trained staff is ready
to go when operating activity returns to normal. Other cost cutting opportunities include voluntary unpaid vacations and
offering full -time workers the opportunity to reduce their
work schedule to part -time status. Many people who currently work full -time would like to work part-time if given the opportunity.
When austerity practices are instituted, guarantees
should be given that employee compensation will return to
normal levels when business activity improves and that raises will be provided when profitability merits their payment.
Accountants should make sure that reporting practices are
instituted that keep employees aware of the economic conditions affecting the business. Employers who want loyalty
from employees must earn their trust. Clear communication
is an essential ingredient to healthy relations between management and staff. Accountants can contribute to the development of a loyalty among personnel by selecting cost-cutting strategies that establish trust through compassion and
fairness.
The third factor leading to high employee morale is consistent pay raises. Vestavia has provided an average cost -ofliving pay raise of 3.5% per year over the last 10 years. On
average, employees of the city earn slightly more than their
peers in the three adjoining municipalities. The corresponding increase in productivity is astonishing. On a per capita
basis, employees of Vestavia serve significantly more citizens than the employees of neighboring municipalities.
Comparative costs per capita for Vestavia and its neighboring municipalities for four primary services areas are shown
in Table 13
The data reflect an average per capita cost savings of approximately 35%. This analysis suggests that small business30

es and governmental entities can offer competitive salaries.
In fact, small increases in salary can translate to substantial
gains in productivity. Resourceful managers of small institutions should avoid bureaucratic structures that restrict
productivity. Both owners and employees can benefit when
personnel costs are managed for peak productivity.
The city of Vestavia Hills has developed a highly productive and stable workforce by offering its employees job security and consistent cost -of- living pay raises. The turnover
among employees —and the resulting hidden costs —are virtually nonexistent. New people tend to work more slowly,
so it takes more of them to get the job done. Inexperienced
workers frequently make mistakes and have to redo jobs,
thereby requiring more labor and materials. A competent,
contented workforce could improve the efficiency of profit making as well as nonprofit organizations. As you can see,
Vestavia Hills maintains a stable pool of expertly trained labor at a total cost that is below comparable norms.

ALLOCATERESOURCESASNEEDED
he city allocates its resources on the basis of need rather than national or state norms. Because Vestavia Hills
is located in a relatively safe area, funding can be directed toward social services rather than extensive police
protection. Similarly, the populace is relatively centralized,
so expenditures for fire protection can be reduced and funds
channeled to other services. Savings on these services are
channeled into services the citizens of Vestavia use. For example, the city spends approximately 40% more of its revenues (5.56% of total revenues versus 3.28%) on parks and recreation than its peer group spends. The general lesson here
is that funding should be allocated to meet the needs of the
specific community. National norms should not be used to
allocate tax dollars; rather, the specific needs of the community should drive the budget.
Similarly, small businesses should not build budgets on
the basis of industry norms. All too often accountants will
be content with a certain level of performance because it
compares favorably to some industry norm. While industry
norms can facilitate ratio analysis by providing comparative
data, they should not become targets. Businesses must be
managed individually, not collectively. In many areas a particular business will be able to outperform the industry
norms, but in other areas it will perform below norm. Accordingly, management by norms is not an effective operating strategy. All organizations, nonprofit or profit, must exploit their individual strengths to maximize efficiency.

COMBINEPURCHASINGPOWER
he benefits of quantity buying were brought to light in
1922 by Frank Gilbreth and Ernestine Gilbreth Carey
in their book Cheaper by the Dozen.The basic tenets of
their father's philosophy still hold true today. Small organizations with limited buying power suffer from the disadvantage of having to pay more for the inputs used to run their
operations. The solution seems to be in the formation of cooperatives where small businesses can pool their purchasing
power. This alternative is being advocated by politicians as
one means for small businesses to curb the high cost of medical insurance coverage. But the concept should not be limited to insurance. Vestavia squeezes the most out of its operating budget by combining with other municipalities to
buy goods and services and by using state bids to buy from
independent retailers at the same price that they charge the
MANAGEMENT ACCOUNTING /JANUARY 1994

state government. Similarly, small
businesses can join with other small
businesses to gain the benefits of power buying.

MINIMIZECAPITALOUTLAYS

There'sone
financialplacementfirm
d-ufgasurebet...

he city of Vestavia Hills is not
highly automated. Many clerical
tasks are performed on manual
systems that function effectively. Finance Director Jones cites recent
studies that have shown that the touted productivity gains experienced by
computers have never materialized.
He notes that while "computers are a
necessary and critical part of any modern organization, they have for some
institutions become a semi - religion,
where input is practiced for input's
ake." He warns that "if one is not careful, computers will actually hinder and
in some cases reduce productivity."
Ad El
Needless to say, Vestavia has not
made substantial capital outlays for
computer equipment. This reluctance
customers rated theoverall quality ofaccountantson call'splaceaccountants ment services best by nearly 6 to 1 over the next leading national
to overautomate is pervasive in the
on call"
city's attitudes toward capital spendspecialist. In fact, 51 of those polled useaocexclusively. So if
ing. Per capita outlays for capital
you're looking for the one specialist that can meet your temporary
expenditures were approximately oneaccounting and bookkeeping needs, call yourlocalaocoffice or
third of those for Vestavia's
1- 800 - 327 -1117 today. Chances are, you'l hit thejackpot too.
Cgt992 accountants on call
neighboring municipalities.
'Recent independent survey of temporary accounting placement services customers conducted by Opinion Research Corporation. Princeton. NJ
The city is reluctant to take on big tic ket cap.'tat expend't
1 i l l I
n many
Circle No. 4
cases the cost/ benefit ratio associated
with capital expenditures does not jusEFFICIENCYREIGNS
tify their purchase, so Vestavia's officials must make sure the
purchase is absolutely necessary. Alternatives should be
considered. When manpower is cheaper than automation,
otne people can live like a king on a pauper's salary. Othmanpower should be used. Rentals should be considered
ers appear destitute when they have a king's ransom at
when capital assets are used on an occasional rather than
their disposal. So it goes with nonprofit or profit- orientcontinuous basis.
ed enterprises. The city of Vestavia is able to satisfy its afSimilarly, small businesses should scrutinize capital exfluent citizenry through shrewd financial management. The
penditures carefully. They don't need to purchase a truck to city has developed a loyal and productive workforce, allocatmake occasional deliveries to customers. Frequently it is ed its funds wisely, exploited the economies of scale by parcheaper to rent equipment or services than it is to buy them. ticipating in group buying, and limited its capital expendiFurther, when making capital outlays, small businesses
tures. These practices can increase the efficiency of
should not overspend.
profit - oriented businesses as well as governmental entities.
Vestavia has been careful to purchase assets that meet, Thus, management accountants are encouraged to make a
but do not exceed, the specifications necessary to satisfy the
difference in their respective organizations by exercising apneeds of the community. The allure of technology can result
propriate controls over expenditures.
■
in the purchase of capital assets that add little to productivity.
For example, word processors operating in a graphics enviCindy D. Edmonds is an assistant professor of accounting at the
ronment offer little benefit, other than eye appeal, over char- University of Alabama in Birmingham. She holds a Ph.D. deacter -based word processors when it comes to the perfor- gree from the University of Alabama. She is a member of the
mance of basic secretarial skills, yet the cost of acquiring
South Birmingham Chapter and can be reached at (205) 934software and hardware necessary to run graphics -based soft- 8820.
ware is considerable. Acquisition decisions must be made
on the basis of productivity rather than appearances. Not ev'Lee Rosenberg and Saralee H. Rosenberg,50 FabulousPlaces to Raise Your Fatueryone needs the latest technology. Accountants must reity, Career Press, Hawthorne, NJ., 1992.
2 Per capita cost figures were drawn from Ike PARCH Report, Number15,develmember that capital assets serve operating functions. Operby the Public Affairs Research Council of Alabama, winter 1992.
ating needs, not the allure of fancy technology, should drive oped
3Charlotte Lane Dominick, treasurer of Jefferson County, Financial Accounting
a capital investment decision. Buying to satisfy current needs
Report, Jefferson County Governmental Units Fiscal Year Ending 1991, June 199'..
can be a prudent strategy. Paying for anticipated needs frequently leads to waste. By the time the future arrives, today's
Is this article of interest to you? If so, circle
Yes
No
appropriate number on Reader Service Card.
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technology may be out of date.
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GOVERNMENTCONTRACTORS.

TARGETYOUR
ACCOUNTING
SYSTEMSFOR
PROFITS
Reduce the conversionofindirect into
unallowable costs.
BYHANS SPROHGE AND PAULH_STEIN,CPA
On June 5,1992, the Armed Services Board ofContract Appeals (ASBCA35895)
issued a split decision(three judges concurred; two judges dissented) on oneofthe
key issues raised in this article. The Board ruled that the cost principle that results in
disallowanceofG&A on unallowable cost is in conflict with CostAccounting Standard
410. Undercurrent interpretations, this would void the disallowanceofG&A on CAS covered contracts. The disallowance rule would remain in effect on all overhead costs

other than G&A. The disallowance rule remains in effect for both overhead and G&A
on non - CAS - covered contracts, (non- CAS-covered contracts include all small business
(SBA) contracts). This apparent contradiction occurs because contracts not subject
to CAS must follow only the cost principles and are not impacted by conflicts between
the cost principles and the cost accounting standards. On January 26, 1993, the U.S.
Department ofJustice filed an appeal with the U.S. Court ofAppeals (No. 93- 1025).
Pending the final decision, the Government will continue to follow the cost principle
on both CAS - covered and non- CAS-covered contracts and disallow G&A on unallowable costs.
32

he conversion of otherwise allowable indirect costs into unallowable costs affects both large
and small government contractors. Careful planning of your accounting system will result in a greater recovery of indirect costs within the
parameters of the regulations.
Unallowable costs is a procurement
concept unique to negotiated United
States government contracts. Unallowable costs are not recoverable under
negotiated contracts that reimburse
contractors, at least in part, based on
cost incurred. A cost must be allocable
to a contract to be allowable, but allocability in itself does not ensure allowability.
Allocability of indirect costs is governed by cost accounting standards
(CAS) as promulgated in the Federal
Acquisition Regulation (FAR). The administrative information may be found
in section 30 of the FAR The standards
may be found in Appendix B to the
FAR According to these regulations,
the allocation of indirect costs to a government contract must be equitable.
The allocation is equitable if a government contract bears only the portion of the contractor's costs that are attributable to the contract. The
allocation is inequitable if the government contract bears a greater portion
of the contractor's costs than are attributable to the contract.
To ensure an equitable allocation of
indirect costs to a government contract, the FAR sections 30, 31, and Appendix B to the FAR provide criteria for
the accumulation of indirect costs in
pools and guidance in selecting a base
for distributing indirect costs to cost
objectives.
Indirect costs must be accumulated
in homogeneous pools. Indirect cost
pools are homogeneous if they group
together indirect costs having a similar
beneficial relationship to the cost objectives receiving the allocations.
The test for similarity is whether
the indirect costs included in the pool
do not result in an allocation to cost objectives that is materially different from
the allocation that would result if the
costs were allocated separately. Generally, the larger the number of pools, the
more equitably indirect costs can be allocated to cost objectives.
The general practice is to use few
pools because the equitable distribution of indirect costs obtained from
multiple pools is constrained by the
costs of maintaining an accounting system sufficient to handle many pools.
Costs that benefit particular segments
MANAGEMENTACCMMNG/JANUARY 1994

of the contractor's business are accumulated in overhead pools for allocation to those segments. Costs that benefit the business as a whole are
accumulated in general and administrative (G&A) pools for allocation over
the business as a whole.
Under Appendix B to the FAR, part
9904.410- 50(a), G&A costs must be allocated over a cost input base, specifically total cost input, value -added or
single - element. A total cost input base
consists of all significant costs other
than the costs included in the G&A
cost pool. A value -added base consists
of the total cost input base less direct
material and subcontract costs. A single element base may be direct labor
hours, direct labor dollars, or any other
appropriate single element.
The particular cost input base selected should be the one that best represents the total activity of a typical
cost accounting period. Total activity
refers to the production of goods and
services. A total cost input base is the
most widely used base for allocating
G&A costs. This method results in allocating G&A costs over the broadest
possible base and thus makes the contractor's entire business bear G&A
costs.
A value -added base may be used if
inclusion of material and subcontract
costs would distort the allocation of
G&A costs significantly in relation to
the benefits received and if costs other
than direct labor are significant measures of total activity. A single element
cost input base that represents the total activity of the business unit may be
used to allocate G&A costs if it produces equitable results. Other bases,
such as cost of sales, are not acceptable
because they are more susceptible to
manipulation and may result in the inequitable distribution of G&A costs to
government contracts.

ADVERTISING AND BADDEBTS
llowability of direct and indirect

costs is governed by the cost
principles as promulgated in
FAR section 31. Unallowable costs are
costs excluded from contract cost reimbursement even though they may

able or mutually agreed to be unallow-

able. Expressly unallowable costs are
costs specifically named and stated to
be unallowable by law, regulation, or
contract. For example, some cost
items in FAR section 31.205 are expressly unallowable in total, and other
items are unallowable only in conjunction with other restrictions or criteria.
The following are some cost items
expressly unallowable: product advertising, alcoholic beverages, bad debts,
contributions and donations, entertainment, federal income and excess profits tax, fines and penalties, goodwill, interest and other financial costs,
lobbying costs, losses on other contracts, membership in social organiza-

calculation of indirect cost distribution

rates, unallowable costs in indirect
cost pools must be removed (for example, see Table 1, part 1).
The accounting treatment of directly associated costs in an indirect cost
pool depends on their relationship to

the unallowable costs that generate
them. On the one hand, directly associated costs generated by unallowable
costs that are in the base remain in the
cost pool. On the other hand, directly
associated costs generated by unallowable costs that are not in the base must
be purged from the cost pool. Directly
associated costs are incremental costs
generated solely as a result of the incurrence of other costs and would not

tions, and organizational costs. Depre-

have been incurred had the other costs

ciation is an example of a cost item that
is generally allowable but not in con-

not been incurred. For example, a vice
president incurs unallowable entertainment costs and costs to travel to
the entertainment site. The travel costs
are directly associated costs because
they would not have been incurred had

junction with asset write -ups resulting
from the purchase method of accounting or property received at no cost
from the federal government.
The cost principles and CAS prescribe the accounting treatment of unallowable costs in indirect cost pools
and their allocation bases. Prior to the

the entertainment costs not been in-

curred. The travel costs must be removed from the cost pool.
Under CAS 9904.405.40(e), unal-
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be allocable to the contracts. For example, legal expenses incurred to prose
cute a claim against the government
are unallowable but benefit a single
contract and, therefore, should be allocated to that contract. Unallowable
costs may be direct or indirect (overhead and G&A) costs.
Costs may be expressly unallowMANAGEMENT ACCOUNTING /JANUARY 1994
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Circle No. 24

lowable costs properly classified to a
contractor's distribution base must remain in the base. Small businesses are
exempt from the CAS, but not from the
cost principles. Under FAR 31.203(c),
the requirement of CAS 405.40(e) also
is a requirement of the cost principles.
Therefore, small businesses also must
retain unallowable costs in the distribution base.
The effect of removing unallowable
costs from the indirect cost pool and
retaining them in the distribution base
is to make otherwise allowable indirect
costs unallowable. Unallowable costs
in the distribution base are allocated a
proportionate share of an indirect cost
pool. The government reimburses the
contractor for accepted base costs plus
the pro-rata share of allowable indirect
costs. The contractor is not reimbursed for unallowable base costs nor
their pro-rata share of indirect costs.
When CAS 9904.405 -40 (e) was first
proposed, contractors considered this
accounting requirement to be egregiously inequitable. In the response to
the Cost Accounting Standards
Board's request for comments, Goodyear Aerospace stated that "the pro34

CONVERSION INTO
UNALLOWABLECOSTS
ecause of the rule that unallowable costs must remain in the
base, allowable indirect costs
may be converted into unallowable
costs. For example, in part 2 of Table
1, application of the 100% overhead rate

PTIONS
,Types of costs and their allowab
Costs
Unallowable

Incurred
$

Direct material

4

2,000,000

-0-

Direct labor

20,000,000

2 000,000

Overhead cost pool

25,000,000

5.000,000

G &A cost pool

10,000,000

1,000,000

1

There is no material overhead pool.
e $5.000,000 unallowable costs in the overhead pool consist of deprecian charges in excess of the historical cost of assets acquired in a business
mbination accounted for under the purchase method.
The $2,000,000 of direct labor costs are unallowable because they were
incurred for engineering work not authorized by contracts.
1. INDIRECT

RATES

Overhead cost pool ($25,000,000 - $5,000,000)

$20,000.000

Direct labor base
Overhead rate ($20,000,000 / $20,000,000)

$20,000

G &A cost pool ($10,000,000 - $1,000,000)

$ 9.000,000

G &A base ($2,000,000 + $20,000,000 + $25,000,000)

$47,000,000

G &A rate ($9.000.000 / $47,000,000)

4A.r

ment

Circle No. 20

unallowable expenses would have
been incurred ... We strongly urge
that you eliminate this full pro-rata
overhead provision from the proposed
standard." (Id.at 8430)
Notwithstanding objections such as
these, the proposal was enacted into
law and is still in force. Therefore, contractors must structure their accounting systems to minimize the negative
impact on earnings of CAS 9904.405.

TABLE-1/INDIRECTCOSTSCO

ele

Call (206) 624 -0716 or your local city.
New York ........... (203) 762 -0152
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San Francisco .... (510) 287 -0271
Spokane ............. (509) 325 -1994
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Zurich ................... (01) 307 -3030
Hong Kong ......... (852) 332 -0837
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posed standard's prime objective is to
rationally increase the amount of unallowable cost at the disadvantage of the
contractor." (Accounting for Unallowable Costs — Comments on Proposal,
1972 -1978 Cost Accounting Stand.
Guide (CCH) 8051 (July 28, 1973) at
8429)
The Machinery and Allied Products
Institute stated CAS 405 (now
9904.405) "ignores the fact that a contractor's regular indirect cost allocation base is selected as a convenience
or technique for allocating indirect
cost to the contractor's regular products or services and has no relevance
to the determination of unallowable
cost ... This despite the fact that these
indirect costs are normal and necessary business expenses and would
have been incurred whether or not the

te:

RIGOS CMAREVIEW

100%

19.15°0

base (clireo labor):

G &A costs ($10,000,000 - $1,000,000)

$ 9,000,000

G &A allocation base ($20,000,000 direct labor)

$20,000A

G &A rate ($9,000,000 / $20,000,000)

45%
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to the $2,000,000 of unallowable costs
in the direct labor base converts
$2,000,000 (1.00 x $2,000,000) of otherwise allowable costs from the overhead pool into unallowable costs.
In part 2 of Table 1, application of
the 19.15% G&A rate to the $9,000,000
of unallowable costs
($2,000,000 of converted indirect overhead
cost associated with the
unallowable direct labor + $2,000,000 direct
labor + $5,000,000 from
the overhead cost pool)
in the total cost input
base converts
$1,723,500 (.1915 x
$9,000,000) of otherwise allowable costs
from the G&A pool into
unallowable costs.
Notice that the use
of a total cost input base
to distribute a G&A cost
pool results in the same
unallowable costs limiting the recovery of indirect costs twice: once to
limit the recovery of
overhead costs and a
second time to limit the
recovery of G&A costs. When a total
cost input base is used for the distribution of a G&A cost pool, all cost items
are either included in the G&A cost
pool or the distribution base. Conse`
quently, all unallowable costs that are
not included in the G&A cost pool become part of the G&A distribution
base.
For example, the $47,000,000 total
cost input base in part 1 of Table 1 used
to distribute the $9,000,000 of allowable G&A cost in part 2 of Table 1 includes the $5,000,000 of unallowable
indirect costs in the overhead pool, the

$2,000,000 of unallowable direct labor
costs in the overhead distribution
base, and the $2,000,000 of converted
overhead cost. As part of the G&A
base, these unallowable costs must
bear their pro -rata share of G&A pool
costs. Thus, the $2,000,000 unallowable direct labor costs
results in the conversion of not only
$2,000,000 of allowable
costs from the overhead pool into unallowable costs, but an additional $383,000 (.1915 x
$2,000,000 direct labor)
of allowable costs from
the G&A pool into unallowable costs as well.
tf
Furthermore, because
the $2,000,000 of con verted overhead pool
costs must be included
t in the G&A base, they,
too, convert $383,000
(1915 x $2,000,000 con_, verted overhead pool
costs) of otherwise allowable costs from the
G&A pool into unallowable costs.
The conversion of allowable indirect costs into unallowable
costs may be minimized by reducing
unallowable costs in the overhead and
G&A distribution bases. This reduction may be achieved by:

A cost
must be
allocable to
contract to be
allowable,
but
allocability i
itself does no
ensure
allowability.

■ Addingoverhead bases that are less
likely to contain unallowable cost,
■ Selecting a G&A base that is less
likely to contain unallowable costs,
and
■ Selecting an accounting system that
maximizes the allocation of unallowable costs from the G&A base to
the G&A pool.

tLTA
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Circle No. 22
Unallowable costs may be reduced
in the overhead base by adding bases
that are less likely to contain unallowable costs. For example, machine
hours are less likely to contain unallowable costs than direct labor dollars.
Hence, adding an additional overhead
center that allocates a share of indirect
cost over machine hours reduces the
overhead rate of the original cost center.
This accounting change results in a
lower overhead rate for the indirect
costs that are allocated over direct labor dollars. Subsequently, when direct

OTHERWISE ALLOWABLE INDIRECT COSTS INTO UNALLOWABLE COSTS
Amount

labor

Rate

Amount of allowable indirect costs converted

S2,000,000 100.00°o

$2,000,000

ble G &A base costs (total cost):
Converted overhead costs'

2,000,000

19.15%

Direct labor in G &A base

2,000.000

19.15

383,000

Depreciation costs in G &A base

5,000,000

19.15

957,500

$383,000

1,723,500
$3,723,500

This $2,000.00019W

It of
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process and is not shown as an unallowable cost under assumptions above.
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charging individuals perform
work not authorized by government contracts, the disallowed labor dollars will attract or convert
a reduced amount of indirect
cost. For example, the use of machine hours instead of direct labor dollars as an overhead allocation base in Table 1 may reduce,
or eliminate entirely, the conversion of $2,000,000 of allowable in- `
direct costs into unallowable
f
costs.
L
Unallowable costs may be
avoided in the G&A base by
changing to a single element G&A
base. For example, in Table 1 the use
of a single element instead of total cost
input base would result in a higher allocation rate (45%) but a reduction of
unallowable costs in the base to
$2,000,000. The net effect is to reduce
the conversion of otherwise allowable
indirect G&A costs from $1,723,500 to
$900,000 (45 x $2,000,000). In a limited review of CAS disclosure statements for a master's thesis titled Allo-

Your accounting system
can be structured to
help you recover indirect
costs while staying within
the parameters of the
regulations.
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ber 1991), Captain Diane M. Metzger
found that as of the beginning of 1990,
18 government contractors were using
a single element G&A base.
For a single element to be acceptable as a G&A base, it must represent
the contractor's total business activity.
Unfortunately, no definitive criteria exist that establish the significance of the
single element to the contractor's total
activity. In a General Dynamics case,
the Armed Service Board of Contract
Appeals (ASBCA) found General Dynamics' use of a single element base
appropriate because direct labor was
approximately 2890.3290 of the total base
cost. (General Dynamics Corp., Corvair Division, 78-2 BCA (CCI) T
13,270 (May 31, 1978))
Reducing the conversion of otherwise allowable G&A costs also may be
accomplished by reclassifying to the
maximum extent possible unallowable
costs from the G&A base to the G&A
pool. Some examples are as follows:
1. The cost of contractor idle facilities
is often challenged as an unallowable expense. Originally these facilities were assigned to a product center and the depreciation was
charged to the product center. Unallowable idle facilities cost are generally left in the product center cost
pools. Doing so creates an unallowable cost in the overhead pools and
subsequently in the G&A base. This
type of unallowable cost is a natural
candidate for reclassification from
the product cost center to the G&A
cost pool. Because the idle facilities
no longer benefit any product center, they are a legitimate charge to
the G&A pool because G&A is a residual pool.
2. Depreciation in excess of the historical cost of assets acquired in a
business combination accounted
for under the purchase method is
unallowable. Contractors with substantial asset values who allocate

these values entirely to product cost centers will incur substantial unallowable costs in
the G&A base. Because the additional write -up cost have
been made unallowable based
on the government's contention that takeovers provide no
benefit to products or contracts, it would seem logical to
classify the unallowable write up cost to the G&A pool. By
maximizing cost allocation to
the G&A pool, the amount of
unallowable costs in the G&A
base will be reduced and resultant
loss of indirect G&A costs will be
minimized. For example, allocating
the $5,000,000 of unallowable depreciation charges in Table 1 from
the G&A base to the G&A pool eliminates the conversion of otherwise
allowable G&A costs into unallowable costs.
3. Interest expense is unallowable. Assigning mortgage interest charges
for a building used primarily to support engineering-related work to
the engineering overhead center results in unallowable interest costs in
the G&A base. If all interest expense is allocated to the G&A pool,
the interest still will be unallowable,
but no other G&A pool costs will be
lost through conversion.
RECOVERINDIRECT COSTS
he recoverability of indirect costs
under negotiated government
contracts will be maximized by
reducing their conversion into unallowable costs. While regulations are
restrictive, your accounting system
can be structured to help you recover
indirect costs while staying within the
parameters of the regulations.
■
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CASB: Is It
Doing the Job?
The Board is working hard to bring government contract cost
accounting into the 21st century —but will industry be patient?
BY DARREL A. SOURWINE, CPA
he new Cost Accounting
Standards Board (CASB) is
in business. Industry and
Congress, however, are both
asking the question: Is CASB an asset
or liability to government contract cost
accounting?
Industry is concerned about several
items that range from the composition
of the Board to what constitutes good
accounting. Congress' concerns range
from the composition of the Board to
resources. Congress also wants to
know if the Board can make cost accounting recommendations independent of budget constraints and influences.
In my opinion, CASB is working to
fix outdated cost accounting standards
(CAS) with a limited budget and staff.
Contractors are making major moves
to launch their accounting systems into the 21st century. Efforts are being
made to make the acquisition workforce more professional. Improvements are being made in the relationship between the government and its
contractors.

CASB's staff included 20 people
from academe, industry, and the government. This alone demonstrates that
money was not a problem in the beginning as it is now. The official reason the
original Board was terminated on October 1, 1990, was for lack of funding.
But there is the suspicion that political
pressure was brought to bear by private industry—in particular, large defense contractors.
The original Board promulgated 19
standards (Table 1) before going out of
business. These standards, however,
became dated as time, inflation, and
the evolution of accounting marched
on. Unfortunately there was no mech-

A GOVERNMENT BIAS?
he original CASB was in the
legislative branch with the
comptroller general as the
chair. There were four other members: two from the accounting profession, one from industry, and one from
the federal government. The government member came from the Department of Defense (DoD) comptroller's
office. The Board had three members
from the private sector and two from
government.
MANAGEMENTACCOITNT]NG /JANUARY 1994

Is there a new spirit of cooperation between
government and industry?

anism or organization to fix them.
Thus, DoD created its own CAS Policy
Group.
The first order of business for this
group was to incorporate the CASB
Rules and Regulations and the CAS into the Federal Acquisition Regulation
(FAR) in order to make changes. This
was accomplished in September 1987.
In September 1988, amendments were
made to GAS 404 and 416, which raised
the hackles of private industry concerning the legal authority for these
changes.
These two changes created the first
order of business for the forthcoming
CASB. CAS, as originally promulgated,
were published in Title 4 of the Code
of Federal Regulations (4CFR). The
FAR is published under Title 48 CFR.
When the two standards were changed
in the FAR, this put Titles 4 and 48 CFR
out of sync, thereby creating two versions of CAS.
While the DoD CAS Policy Group
was in operation, industry became
more and more agitated because this
was like putting the fox in charge of the
chicken coop. Thus, a move was made
to push Congress to reestablish the
CASB. This was accomplished in November 1988 by Public Law (P.L.) 100679 [Office of Federal Procurement
Policy (OFPP) Reauthorization Act).
However, Congress did not appropriate any money to fund the new Board
until October 1989.
The new Board finally was formed
in May 1990 and met for the first time
in July 1990. The composition of the
Board is the opposite of the first Board,
which has given industry heartburn.
The new Board has three government
members and two from the private sector. Thus, industry worries that the is39

sues might be decided in favor of the
government.
Of the two members from the private sector, one is from industry and
the other from the accounting profession. The Board is chaired by the administrator of the Office of Federal
Procurement Policy, which industry
believes creates a conflict of interest,
especially when the CAS and the FAR
(i.e., cost principles) conflict as they do
over the stepped -up value of assets obtained in a business combination.
The administrator of OFPP also is
a member of the FAR Council, which
makes decisions on cost allowability
(cost principles) issues. Accordingly,
this individual wears two different hats
simultaneously. As the chairman of the
CASB, he decides issues that deal
with allocability. However, as a member of the FAR Council he also decides
issues that concern allowability (i.e.,
cost reimbursement). Industry sees
this as a conflict that may mean that
CAS issues will reflect the funding aspects of cash basis accounting rather
than cost recognition of accrual
accounting.
Industry also has a problem with
the DoD member of the Board. Industry contends that the director of the

Defense Contract Audit Agency
(DCAA) should not be the DoD representative. Rather, the DOD should be
represented by its comptroller just as
in the old CASB. Industry feels that
DCAA is in the enforcement business
rather than the policy business and,
therefore, may not see all sides to an
issue.
The third government member is
from the General Services Administration (GSA), which represents the civilian agencies. This particular member
is the assistant inspector general for
auditing, who also is in the enforcement business —another concern for
industry.
The lack of funding that delayed the
start of the Cost Accounting Standards
Board also has affected the size of the
staff. The original Board had 20 staffers. Today, there are three. The current climate of budget reduction
makes any increase questionable. Also, the Office of Federal Procurement
Policy —the overseer of the Cost Accounting Standards Board— belongs
to the Office of Management and Budget (OMB). How would it look to the
other agencies if the budget director
were expanding his department while
everybody else was downsizing?

401 Consistency in Estimating, Accumulating, and Reporting Costs.
402 Consistency in Allocating Costs Incurred for the Same Purpose
Allocation of Home Office Expenses to Segments.
1404 Capitalization of Tangible Assets.
405 Accounting for Unallowable Costs.
406 Cost Accounting Period.
407 Use of Standard Costs for Direct Material and Direct Labor.
408 Accounting for Costs of Compensated Personal Absence.
409 Depreciation of Tangible Capital Assets.
410 Allocation of Business Unit General and Administrative Expenses.
411 Accounting for Acquisition Costs of Material.
412 Composition and Measurement of Pension Cost.
413 Adjustment and Allocation of Pension Cost.
414 Cost of Money as an Element of the Cost of Facilities Capital.
415 Accounting for the Cost of Deferred Compensation.
416 Accounting for Insurance Costs.
417 Cost of Money as an Element of the Cost of Capital Assets.
418 Allocation of Direct and Indirect Costs.
419 Not Published.
420 Accounting for Independent Research and Development Costs and Bid
and Proposal Costs.
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HARDWORKING STAFF
espite being few in number,
the staff have produced a tremendous amount of work.
They have recodified CAS, the Statement of Objectives, and several discussion papers.
Recodihcation. The first order of
business for the new Board was to establish one set of standards. The recodification was a monumental administrative effort to perform with a limited
staff. Industry thought that it was just
going to be "administrative " — until it
read it.
Some members of industry voiced
opinions about the manner in which
the new Board "slid" some changes into the recodification. In addition to the
two changes mentioned previously, another incorporated change was the Interpretation to CAS 403 concerning the
allocation of state income taxes and
franchise taxes. This tax issue resulted
in several cases in the early 1980s that
culminated in the development of the
original Interpretation. The original Interpretation, however, was rejected because its publication did not follow due
process. It became part of CAS 403
when CAS was published as FAR Part
30. Industry now wonders what other
"surprises" await.
Process.While the recodification
was taking place, several other projects also were being developed. One of
these was the establishment of the
rule- making process. This process
consists of four steps: public consultation, advance notice of proposed rule
making, notice of proposed rule making, and the final rule. All actions by the
Board to promulgate, amend, or rescind a standard must be by a majority
vote. The government occupies a majority (3) of the seats on the Board —a
source of concern to industry.
Concepts Paper. In July 1992, the
CASB published in the Federal Register a statement of the Board's views as
it considers cost accounting issues.
This "Statement of Objectives, Policies
and Concepts" (May 1992) addresses
such concepts as allowability and accrual accounting, which are at the
heart of several issues.
Allowability vs. Allocability.lake the
previous Board, the current CASB established jurisdiction over the measurement, assignment, and allocation
of costs. It does not determine allowability, which is a procurement concept
established in regulatory or contractual provisions. However, the new statement says that in issues of cost allowMANAGEMENTACCOUNTING /JANUARY 1994

ability, the administrator of the Office
of Federal Procurement Policy —who
is also CASB's chair —will exercise his
"independent" authority to make discretionary judgments. It is this "independence" that has industry worried.
This allowability vs. allowability issue is the center of another issue —
business combinations. Currently,
CAS 404 provides for the stepped -up
value of assets obtained in a business
combination. Difficulties arose in trying to recapture the government share
of the gain on disposition of the assets.
Accordingly, a cost principle (FAR
31.205 -52) was created that disallows
the stepped -up value. This cost principle has created a CAS vs. FAR (i.e., allocability vs. allowability) conflict that
needs to be resolved.
Business Combinations.The CASB
has published a Staff Discussion Paper
seeking comments on this issue.
There are indications in this paper that
the CASB staff appears to be leaning toward changing the CAS to agree with
the cost principle in order to achieve
compatibility. Needless to say, nearly
the whole private sector (industry, industry associations, and accounting
firms) is upset because it violates generally accepted accounting principles
(GAAP) and the basis for good accounting. This leads to another touchy
accounting issue also addressed in the
new Statement on accrual accounting.
Method of Accounting.The new
Statement has been revised to include
a section on "the method of accounting" (cash vs. accrual). Even though
the Board is inclined to use accrual accounting, it has not made an absolute
conclusion. Measuring and allocating
such costs as pensions and postretirement health benefits are affected significantly by the method of accounting.
Industry and the accounting profession want to move away from cash basis accounting for these costs. Their
contention is that if a cost is good
enough for GAAP, it should be good
enough for government costing.
Two discussion papers concerning
defined benefit plans have been published. One concerns unfunded pension plans, and the other discusses fully funded plans. Again, another cost
principle (FAR 31.205 -6) is at the heart
of the controversy.
This cost principle, in essence,
states that a pension cost must be funded to be allowable. If it is not funded,
the assignment of the cost is lost forever. This means that pension cost accounting has reverted to the cash basis. This cost principle protects the
MANAGEMENTACCOU"NG /JANUARY 1994

government from reimbursing costs
that actually never may be paid by the
contractor.
Unfunded Plans. Interest rates used
to discount the present value of future
payments play a major role in the measurement of pension costs. Interest
rate assumptions on funded plans are
reconciled over the long run to the
earnings experience of the fund. However, unfunded plans must make hypothetical assumptions concerning these
discount factors that can lead to significantly higher costs. Thus, the CASB
staff proposed that the interest rate as-

sumption be limited to the treasury
rate of interest used elsewhere in CAS.
Also, they proposed that to be accruable, unfunded pension benefits would
have to be nonforfeitable, currently
vested, and reasonably foreseeable.
Industry views these proposals as
overly stringent and unduly conservative. It contends that they are an apparent effort to limit the amount of cost the
government would have to pay. Thus,
fairness and equity have come down in
favor of government.
Fully Funded Plans.Contractors
have been in a "Catch -22" position con-
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he following eight myths and
misconceptions about the cost
accounting standards (CAS) are
a threat to making progress in
government contract cost accounting.
MYTH1: The sole purpose of the cost accounting standards is to save thegovernment money.
A common belief is that the cost accounting standards (CAS) were designed to reduce contract costs. While
this may have been an eventual outcome, it was never the central theme,
intent, purpose, or focus of CAS.
The primary purpose —as stated in
the opening paragraph of the original
CASB's Restatement of Objectives,
Policies and Concepts (May
1977) —was to achieve uniformity
among government contractors and
consistency over time. Increased uniformity and consistency would facilitate equitable contract settlements.
Nowhere in this document or in the
statement of the new Board (May
1992) does it mention "reduce costs."
The central theme of both documents
is fairness and equity. CASB's objective may have been well - intentioned,
but the actual administration has yielded numerous disputes and cases.
MYTH2: CASwerewritten to achieve
the least cost.

CAS are a shield against the inequitable treatment of costs and not a
sword to achieve the most advantageous position. Unfortunately, cases
taken to the Armed Services Board of
Contract Appeals by such contractors
as the Convair Division of General Dynamics (78-2 BCA 13,270) support the
myth.
The dispute was over the appropriate base to allocate general and administrative (G&A) expenses (direct labor
versus total cost input). At first, the
government accepted the contractor's
direct labor base because total cost input would have been "disadvantageous" to the government. A year later, the government wanted the
contractor to change to total cost input
because direct labor resulted in an inequitable allocation of G&A to government contracts.
The judge decided in favor of the
contractor. According to the decision,
a contractor cannot be required to
change its accounting system just because a change would benefit the gov-

ernment. Further, inequity does not
arise because there is a benefit one
year and a detriment the next.
MYTH3:CAS are black and white.
The reality is that although the
standards are restrictive, they are not
a cookbook of narrowly defined parameters. The CAS were written to reduce the latitude and subjectivity that
contractors had under generally accepted accounting principles.
Just like GAAP, CAS require a significant amount of judgment and interpretation. If this myth were true, there
wouldn't be so many cases taken to
the courts and the ASBCA.
For example, there are three acceptable bases to allocate G&A. This
one standard has created many disputes.
MYTH 4:CASare governed by GAAP
and the tax code.

If this myth were true, why have
CAS? GAAP and the tax laws impact
CAS, but neither takes precedence
over CAS.
GAAP are not appropriate for government contract costing purposes because they are concerned with financial reporting attributes (for example,
financial condition and results of operations). GAAP's focus is towards
stockholders, creditors, and investors.
They address cost allocations between
fiscal years and not cost allocations to
products and services within a year.
Also, they do not address the allocation of period costs to cost objectives.
The tax laws and the implementing
regulations of the Internal Revenue
Service are inappropriate for government contract costing purposes because they are written for other reasons. In addition to raising revenue,
the tax laws and regulations also
achieve a variety of social goals. Accordingly, they fluctuate as these
needs change and, therefore, do not
remain constants. This lack of consistency makes comparability from period to period difficult at best and could
result in detrimental cost impacts for
both the contractor and government.
Many times in a dispute over CAS,
GAAP is brought into the debate by
stating that CAS are in conflict with
GAAP. While it may be true, it
shouldn't influence the issue because
the CAS were written to address the
inadequacies of GAAP in the area of

cost allocations within a year.
The GAAP issue is used to bolster
an instant argument but seems to be
ignored in other situations. The two
cost of money standards (CAS 414 and
417) were written outside the boundaries of GAAP to give the contractors
a fair return on their investment in
capital assets. These two standards, as
well as the self - insurance charge discussed in CAS 416, violate GAAP.
Thus, the GAAP argument is a twoway street.
In other disagreements, it has been
stated that a particular provision does
not square with the tax code and,
therefore, needs to be changed. Why
should CAS change just because the
tax laws change? They were both written for entirely different purposes.
GAAP and the tax laws impact CAS,
but neither takes precedence over
cost accounting standards. To achieve
equity, new standards may have to be
developed and others modified because of changes in GAAP and the tax
laws. Two such instances are Statement of Financial Accounting Standard (SFAS) 106 on postretirement
benefits and the full funding limitation
for pensions change in the tax code.
MYTH 3: CAS take precedence over the
cost principles.

CAS are accounting rules that are
concerned with allocability. It is true
they they have the full force and effect
of law because they were established
by law (Public Laws 91 -379 and 100679). However, CAS are limited to the
assignment, measurement, and allocation of costs.
The cost principles are a function of
the procurement process and address
the reimbursement of costs (allowability). Allocability is one of the factors
considered in determining whether a
cost is allowable.
CAS do take precedence over the
cost principles when there is a conflict
regarding allocability. There is a hallmark case that is used to make the
point— Boeing Co., 85-3 BCA 18453,
affirmed, U.S. v. Boeing Co., 802 F.2d
1390 (Fed. Cir. 1986).
Other disputes have arisen in
which government buying offices put
language into a contract specifying
how to account for a cost (direct vs. indirect). If that clause violates CAS, the
cost accounting standards will prevail
because you cannot have a contract
MANAGEMENTACCOUNT[NG /JANUARY 1994

clause that violates the law.
MYTN6:CASmust befollowedbyall
contractors.
The roots of this myth can be traced
back to the public law (P.L. 91 -379) that
created the original CASB. Prior to the
writing of the first standard, the rumor
was that all national defense contracts
would be subject to CAS. That rumor
is true and false.
National defense contracts were
subject to CAS provided they met the
applicability rules. However, the rules
and regulation published by the original CASB contained 15 exemptions.
Accordingly, all defense contracts
were not CAS covered.
The myth gained momentum when
CAS were incorporated into Part 30 of
the Federal Acquisition Regulation
(FAR) in 1987. Many people erroneously thought that because CAS were
in the FAR and the FAR was applicable
to all contracts, then all contractors
must follow CAS.
The signing of P.L. 100 -679 in November 1988 gave new life to the myth.
Some people thought that the public
law applied to all contractors without
reading the specific language that limited CAS to all negotiated government
contracts in excess of $500,000.
cerning the funding of defined benefit
plans ever since the full- funding limitation was lowered in the Internal Revenue Code in 1987. The IRC penalizes
funding above the new limit, but the
cost principle requires funding the
higher amount under CAS in order for
the higher cost to be assignable.
To overcome this "Catch -22," CAS
412 waiver authority has been granted
to each agency's procurement executive. However, these waivers are temporary and granted on a case -by -case
basis. The CASB staff discussion paper
solicited guidance regarding the permanent resolution of the problem.
Industry's view is that the problem
occurred because of a conflict between
accrual accounting under CAS and
cash basis accounting under the cost
principles. Again, industry sees an intent to modify CAS to accommodate
the requirements in the FAR
Postretirement Benefits. Industry's
concern regarding the CAS vs. FAR
conflict is extended to postretirement
benefits. The cost principle at FAR
31.205 -6 contains another funding provision in order for the cost of these
benefits to be allowable. Thus, the
CASB staff needs to put this at the top
MANAGEMENTACCOUNI7NG /JANUARY 1994

CAS applicability is determined on
a contract -by -contract basis. A contractor is not CAS covered but rather, a
contract is. Thus, a contractor could
have both CAS- and non -CAS- covered
contracts at the same time.
The myth is perpetuated because of
the way many government employees
conduct business. In the defense industry, the standards are widely accepted as the authority for cost allocation. This outlook spreads to other
contracts and eventually to a contractors entire universe of government
contracts. Furthermore, government
auditors resort to CAS to resolve allocation issues whether a contract is subject to CAS or not
MYTN7:The Defense Contract Audit
Agency (DCAA) establishes procurement policy.

DCAA develops guidance to assist
the auditors in determining compliance with various levels of procurement laws, rules, regulations, and policy. The foreword to the DCAA
Contract Audit Manual states that it
prescribes auditing policies and procedures and furnishes guidance. It does
not say anything about procurement
policy.
Other parts of the government
of its agenda because the Financial Accounting Standards Board issued
Statement of Financial Accounting
Standard (SFAS) 106 in December
1990. The CASB has not published
anything yet. Industry is concerned.
Coverage Thresholds. P.L. 100-679
raised the threshold for individual CAS
contract coverage, but it did not address the "trigger contract." Additionally, the modified coverage threshold
of $10 million has not changed in approximately 15 years. Therefore, the
CASB published a final rule raising the
full coverage threshold to $25 million
with a $1 million trigger contract.
Colleges and Universities. Educational institutions are no longer exempt from CAS. The CASB has approved a final rule that eliminates this
exemption and addresses compliance
with standards 401, 402, 405, 406, and
disclosure.
Organizational Changes. Over the
years, numerous disagreements have
arisen because of the criteria used to
distinguish between organizational
changes and changes in cost accounting practices. This is probably one of
the thorniest issues and has been discussed at several board meetings and

Congress, Department of Justice, and
the Department of Defense Inspector
General — are expecting more of the
DCAA. These requirements give the
appearance of expanding its charter
beyond its primary mission of serving
the acquisition community. Accordingly, DCAA's guidance is perceived as
being directive in nature and not fair or
balanced.
MYTNis DCAA 's interpretations and
applications are notfair and balanced

There is a perception that DCAA audits and interprets CAS as it wishes
they were and not as they are. Industry
also believes that DCAA's audit guidance does not see issues from a positive, fair, and balanced perspective.
Should it? Whose interests is it. protecting? DCAA has made improvements in its operations and relations
with industry to eliminate the adversarial relationship. This doesn't mean
it will stop being the government's advocate, but, at the same time, it
shouldn't be overzealous. DCAA auditors advise the procurement community and make recommendations. Authority for making a final decision rests
with the contracting officer, who
should be fair, unbiased, equitable, and
balanced.
■
has been the topic of several position
papers. The staff is continuing its research by evaluating comments to a
previously published discussion paper.

DOING THE JOB?
espite the efforts of CAB's
small staff, industry remains
frustrated with the general
slowness of addressing and resolving
issues. Industry also believes the decisions are biased in favor of government. In contrast, government views
its actions as being fair and equitable.
Is CASB doing the job? You be the
judge.
■
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The CMA Designation
As industry more and more came to recognize the importance and contributions of industrial (management) accountants in the mid- 1940s, many of the
memb ers beg a n q u est ion ing why
they should not achieve a professionTHE INSTITUTE OF CERTIFIED
al designa tion. Such a designation
MANAGEMENT ACCOUNTANTS
of the
wou ld indica te qu a lifica tions and
INSTITUTE OF MANAGEMENT ACCOUNTANTS
proficiency like that of the external
proclaims that
accountants. The debate continued for
has earned the designation

CERTIFIED MANAGEMENT ACCOUNTANT

years.

in recognition of demonstrated knowledge and competence in
Management Accounting
and confers herewith all rights, privileges, and responsibilities
as prescribed by the Board of Regents.
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At its me eting in Januar y
1972, the National Board unanimously approved the report
PRESIDENT
CHAIRMAN. BOARD OF REGENTS
[of a task force to develop a
SECIWFARY
structure for the recognition of
MANAGING DIXECTOR
edu ca tiona l a tta inment of
Certificate Number
members]. T he Institu te of
Management Accounting was launched, and the Certificate in Management
Accounting (CMA) was established. The newly appointed Board of Regents held
its first meeting on March 2, 1972, under Chairman Herbert C. Knortz, senior
vice president a nd comptroller of International Telephone & T elegraph
Corporation. Other Regents were R. Lee Brummet, Donald H. Cramer, Walter B.
McFarland, Stanley A. Pressler, Allen H. Seed III, David Solomons, Robert B.
Sweeney, and Thomas H. Williams.

(Mp

Until its relocation to the new NAA office building in Montvale, N.J., in May 1985,
the administrative office for the CMA program was in Ann Arbor, Mich. The acceptance
of the CMA by the business community during the past years has been dramatic. The
number of certificates issued has increased from the original 54 to more than 12,000. The
staff members have increased from one in the_ first year to 11 at
present. Perhaps no other program has had such an impact on
the organization as the Recognition of Educational Attainment
objective offered in 1968. Without a doubt, the question asked
by the industrial (management) accountants in the mid -1940s
has been answered emphatically.*
*Excerpt from Proud ofthe Past, the history of the Institute of Management Accountants,
1919 -1994. IMA celebrates its Diamond Jubilee Conference in New York City, June 12-15,
1994, and every conference attendee will be presented a copy of this memorial history.

Recovering
the Costs
of R &D
Federal government contracts
can help you recoup your
investment.
BY LANE K. ANDERSON, CMA
Certificate of Merit, 1992 -93

our engineers have an idea
for a home /office trash disposal system that will revolutionize waste disposal. The
process is a molecular conversion that
changes the trash to a useful fertilizer
or mulch without adding more pollution to the environment. The engineers
want the company to fund this research and development (R &D) project, which will take approximately two
years to complete. Although you think
the project has possibilities, cash is
tight. Why not let the federal government help you fund this project?
Companies that sponsor their own
R&D must have the cash resources to
provide funding. Regardless of the
source of funding, current profit margins must generate the cash to plow into projects, repay borrowings, or give
something back to investors. Most
companies cannot afford to wait for the
future payoff of R &D efforts. Money is
needed now or at least in the very short
term.
Federal government contracts provide a good avenue for partial recoup ment of company - sponsored R &D efforts. If a company has one or more
government contracts, the costs of
company - sponsored R&D may be allocated to those contracts. Contract payments in the form of cost reimbursements or progress payments will
include the allocated R &D costs. Because the federal government can be a
significant source for R&D cost recovery, corporate financial managers
MANAGEMENTACCOUNnNG /JANUARY 1994

should familiarize themselves with the
details of this opportunity. What follows is a summary of the government's
accounting for company - sponsored
R&D costs including several hints for
maximizing R &D cost recovery.

RESEARCH AND
DEVELOPMENT DEFINED
esearch and development is defined in the Federal Acquisition
Regulation (FAR) in terms of
four elements:
1. Basic research is directed toward
increase of knowledge in science; it
seeks a fuller knowledge or understanding of the subject under study,
rather than any practical application.'
2. Applied research attempts to exploit the potential of scientific discoveries or improvements in technology, materials, processes,
methods, devices, or techniques,
and to advance the state of the art.2
3. Development is the systematic use
of scientific and technical knowledge in the design, development,
test, or evaluation of a potential new
product or service or of an improvement in an existing product or service.'
4. Systems and other concept formulation studies are analyses and
study efforts either related to specific R &D efforts or directed toward
identifying desirable new systems,
equipments or components, or
modifications and improvements to
existing systems, equipments, or
components.'

Although industry uses the term
"research and development," the government designates company -sponsored R &D work as "independent research and development (IR &D)." 5
The government also has a specific set
of regulations and a framework for recovering the costs of such efforts. The
specific accounting requirements are
contained in Cost Accounting Standard 420
Before we look at the specific aspects of accumulating and allocating
IR &D costs, we must understand the
cost recovery and profitability framework of the government and see the
conceptual cost model that represents
the accounting system's cost allocation
processes.

COST RECOVERY AND
PROFITABILITY
figure 1 shows the relationships
between costs incurred, profitability, and the contract price.
This depiction relates to the basic contract. The costs of IR &D work will be
an element of the indirect costs. The
relationships are discussed as cost
composition, direct /indirect costs, and
profit analysis.
The "Costs Incurred" box represents any cost the company incurs in
the normal course of business and
which has some relationship (specific
or remote) to a contract. All costs of a
business are in some way related to all
work performed by a company. The
Federal Acquisition Regulation (FAR)
defines the composition of total contract cost as follows:7
"The total cost of a contract is the
45

DIRECTANDIRECT COSTS
central principle of contract
costing in the government environment is that the full cost of
a contract is the sum of the direct costs
of the contract plus a fair share of all
allowable indirect costs of the company. Consequently, companies go to
46
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Cost objectives are the things or objects for which a cost is sought. Final
cost objectives are the work units, jobs,
projects, processes, or contracts for
which costs are accumulated. Within
the government terminology, direct
costs that are not material or labor are
called "other direct costs."
Indirect costs are not traceable to
individual units. The general approach
for allocating indirect costs is to compute an indirect cost rate for each department or grouping of costs. The indirect cost rate is charged to contracts
by multiplying the rate by the number
of activity units accumulated for each
contract.

r

sum of the allowable direct and indirect costs allocable to the contract, incurred or to be incurred, less any allocable credits, plus any allocable cost of
money..."
The term "allocable" basically
means that the cost can be charged to
the contract on the basis of a beneficial
or causal relationship. Such a relationship exists where the cost is incurred
specifically for the contract, is incurred
for the benefit of more than one contract, or is necessary for the overall operation of the business.' IR &D costs
fall into the latter category.
Only allowable costs are charged to
contracts. Unallowable costs are segregated elsewhere in the cost accounting
system, although a contract designation may still be attached for internal
management purposes. Individual contracts specifically may disallow certain
costs or place cost limitations in total
amount or in the rate used to charge
indirect costs. Most allowability issues
derive from some regulation. The primary rules for which costs are allowable are specified in FAR Parts 31.201
and 31.205 and in agency supplements.
Most of these rules consider the reasonableness of the cost or whether the
government benefits from the cost
The cost of money is an imputed
cost; it represents a return on the investment in facilities capital employed
on all of the company's work, including
IR &D projects. Facilities capital is the
cost of property, plant, and equipment,
and intangibles that are subject to amortization, such as patents and leasehold improvements. Cost of money is
determined by applying a cast- of -money rate, specified by the government
twice a year, to facilities capital employed. The process involves identifying the facilities capital with the indirect cost pools to which depreciation
and amortization are assigned and calculating a rate for that cost pool. Work
is charged the rate multiplied by the allocation base units in each project. The
procedure for calculating cost of money is set by the Cost Accounting Standards Board (CASB),9 whether or not
the contract is CAS - covered. All contracts are eligible for cost of money.

Contract Costs

Profit of Fee

Contract Price

great pains to attach home office and
general and administrative expenses
to contracts. The basic rationale behind allocating a share of indirect costs
to contracts is that indirect costs are incurred in behalf of, or in support of, the
various operations, departments, cost
centers, or functions necessary for producing products or providing services.
Therefore, some fraction of the indirect costs should be part of each contract performed.
For purposes of cost recovery and
for general accuracy in attaching costs
to a given product or service, it is desirable to classify costs as direct rather
than indirect. That is, direct costs are
charged directly to individual units of
work or projects whereas indirect
costs are distributed in a roundabout,
and usually less accurate, process. The
regulations give the company the latitude to determine which costs are direct and indirect for its own cost accounting system. Once that
determination is made, the company
must be consistent in applying the distinctions."
The basic distinction between direct and indirect costs lies in the cost's
traceability to individual units of product or service. The Federal Acquisition
Regulation defines both terms as:
"A direct cost is any cost that can be
identified specifically with a particular
final cost objective.""
"An indirect cost is any cost not directly identified with a single, final cost
objective, but identified with two or
more final cost objectives or an intermediate cost objective." 12

PROFIT ANALYSIS
he federal government is willing
to negotiate a profit or fee for
work performed under contract.
Contracting officers are required to
perform a profit analysis for each contract to determine the range that will
be the basis for negotiations. The analysis is a structured approach, with
each agency determining its own elements and weightings within the structure.13
The important point here is that
costs are used in several ways in the
structured approach for calculating a
profit range. Although IR &D costs are
not directly considered for profit, the
amounts have a bearing on how two of
the profit factors may be calculated.
Figure 2, the "Contract Cost Model," is an accounting system overview
of how costs are allocated to contracts.
This view is easily recognizable as the
traditional cost allocation model." The
model applies to all negotiated contracts with the federal government.
The box marked "DIRECT COST"
and arrow leading to "CONTRACTS"
represents the cost flow. Once a cost
is identified as a direct cost, it flows to
a specific contract. The remaining
costs are the indirect costs.
Allocation of indirect costs consists
of several steps. For discussion purposes, these steps are presented as primary allocations, secondary allocations, and cost absorption. Figure 2
shows these allocations by depart ments.15 The primary allocation consists of accumulating the indirect costs
by the departments that incur the
costs. Four types of departments usually exist in any contractor's organization: (1) departments that support other departments only; (2) departments
that support other departments and receive support from other departments;
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(3) departments working for other departments and on contracts; and (4) departments working only on end -items
and services belonging to contracts.
Accumulating costs by departments is
represented by the dotted arrows to
"INDIRECT COST."
In order to make a reasonable distribution of indirect costs to contracts,
those costs must be accumulated in departments working only on end -items
and services related to contracts. This
gathering , or secondary allocation,
consists of redistributing the total
costs of each department supporting
other departments in any way. The solid line connecting the "INDIRECT
COST" boxes in Figure 2 represent
this allocation. Three types of departments are included in the redistribution16 of costs: (1) departments that
support other departments only; (2)
departments that support other departments and receive support from other
departments; and (3) departments
working for other departments and on
contracts. Such departments are usually called service or support departments.
After the secondary allocation, all
indirect costs should be identified with
departments working only on contracts . The next step is for the contracts to absorb the indirect costs on

some beneficial or causal basis. Absorption is accomplished through the
use of an indirect cost rate. The solid
lines connecting the "INDIRECT
COST" boxes and the "CONTRACT"
box in Figure 2 represent cost absorption.
Examples of departments that are
working on contracts and costs that are
charged to contracts have different titles, but the common names are: manufacturing overhead (if a production facility is involved in R &D work),
engineering overhead , material -related overhead , G&A expenses, selling
and marketing expenses, and
IR &D /B &P expenses ( the independent research and development costs
plus costs of preparing and submitting
bids and proposals).
The box labeled "UNALLOWABLE
COSTS" is for the accumulation of
costs that become unallowable at any
stage of the allocation process. The
government requires the company to
separate all unallowable costs from
costs charged to contracts . Because
costs can become unallowable at incurrence or at an allocation point, the
same cost flow to contracts is appropriate for unallowable costs.
How does all this relate to the recovery of IR &D costs on the government
contracts?

ACCOUNTING FOR IR &D
COSTS
ovemment regulations permit
a comp any to ch arge a fair
share of IR &D project costs to
government contracts if those projects
have some future potential benefit for
the government.'' This provision
means a company can recoup some of
its IR &D costs from its government
customers . The amounts depend on
what proportion government work is of
the total customer work.
The regulations leave a company
with considerable latitude in defining
which costs become IR &D costs. The
company should have a policy that addresses at least three sets of issues: (1)
the components of IR &D cost; (2) the
point in time the system recognizes
IR &D costs; and (3) the procedures for
accumulating and allocating the costs.
These policies must be reasonable and
logical and have a basis in the company's accounting system. They also
must be consistently followed.
For accounting purposes, an IR &D
project is treated as if it were a contract. In other words, the "Contract
Cost Model " applies if we substitute
the IR &D project for the contract in the
model. That means an IR&D project receives a full allocation of all costs in-
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Resources Consumed
Obligations Incurred
__..... ._ ...................
INDIRECT COST

Identified with
Specific Contracts
_.. ........_. ..... .. ... ,....................................... ► Costs Allocated to:
Contracts
Commercial Business
Unallowable Costs
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Supporting Other
Departments Only

_...

is Allocated to

N M I & artments
INDIRECT COST
dep artm en ts
upporting and
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Other Departments
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..... _ ....................

—--

--
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_ _ ........_
► Departments Working
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Contracts
Other Departments
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Contracts
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curred. One exception exists for the
cost allocations. Under government
regulations, G&A expenses are not allocated to IR &D projects.'$ Any costs
that can be traced directly to the project are treated as direct costs of the
project. Any costs that can be related
indirectly are allocated to the project.
For example, direct materials, direct
labor, other direct costs, manufacturing overhead, engineering overhead,
and cost of money are part of the project costs. Each IR &D project is treated
individually for purposes of allocating
costs to the project.
What needs to be done from an accounting system point of view? First,
give each project a project or job number that will be used for accumulating
project costs. Each project number
should distinguish between an IR &D
project and other work of the company.
Second, have all departmental people who conduct work related to IR &D
projects, except top supervisory personnel, maintain accurate time records
of the time spent on each project number or other appropriate account number. And, third, charge to the project
as direct costs the labor costs that are
directly traceable to specific projects
as indicated on the time records.
Because a project is similar to a contract for accounting purposes, the company must establish policies regarding
which costs will be charged to the
work.
IDENTIFYING IR &D COSTS
t what point in time should costs
be treated as IR&D costs within
the company's accounting system? Suppose the engineering department investigates whether a project for
the conceptual design of a new space
station atmospheric modulator has sufficient potential to request funding
from management. Are the costs of
this investigation IR&D costs? The answer depends on the contractor's policies and procedures governing IR &D
costs. A common policy is one under
which costs are designated as IR &D
costs at the time a company decides to
actively pursue a specific project. At
that point, work orders are established
and project numbers assigned. Costs
are now identified with the project. Before the decision point, no project exits, and the costs are not tied to a project. Instead, the costs are left in the
departments or other cost pools in
which they were incurred.
Another concern relates to engineering costs. The primary purpose of
49

IR &D activities ultimately is to create
a product or service to sell to customers or to improve the technology or
process for providing a product or service at a lower cost. In defining the "development" portion of IR &D, the FAR
excludes "effort for manufacturing or
production materials, systems, processes, methods, equipment, tools,
and techniques not intended for sale."
If projects arise that require the use of
manufacturing or production engineering, it is important for the company clearly to identify the project and
state its purpose. These projects must
be classified properly separate from
the normal recurring manufacturing or
production activities.
The policies should establish what
constitutes an IR &D project and timing
at which IR&D costs will be separately
recognized. In addition, you should
designate executive personnel who
possess the authority to initiate work
on any kind of R &D activity or project.
Prepare all authorizations in writing,
containing sufficient information to
identify all work covered and to specify
the budgeted amounts.
The IR &D project is the basic unit
for cost identification and accumulation. The regulations do not define
what constitutes a project, and a company has considerable latitude in specifying its own meaning for the term in
its accounting practices. In a broad
sense, a project is similar to a job order,
a work order, or a customer order.
Costs identified with IR &D projects
are accumulated by project during the
cost accounting period. The company
should keep an "IR&D projects-in-process account" as a control similar to the
work -in- process account of manufacturing companies. When projects are
completed, the costs are removed from
the control account.
All project costs incurred during the
period are grouped into an IR&D cost
pool and allocated to all work the company performs for its customers. The
allocation base is the same as the contractor uses for its G&A expense
pool.19 The "Contract Cost Model" of
Figure 2, this cost pool is in the same
category as a department working only
on end items.
Unless the company generates
10096 of its revenues from the federal
government, this allocation will associate IR &D costs with both government and commercial work. For government work, this puts IR&D in the
cost base for cost recovery and any
considerations for profits.
The research and development

sponsored by the company is a cost of
doing business and must be recovered
somewhere. Recovery generally is
through the profits from the company's products and services. When the
customer is the federal government,
however, a portion of the IR &D costs
can be recovered on the government
contracts. It is important to the overall
profitability of companies with government contracts to establish the proper
accounting and procedures for IR &D
projects.
■
Lane K Anderson, CMA, CPA, is the
Ernst & Young Professor of Accounting
at Texas Tech University. He is a mem-

ber of Lubbock Area Chapter, through
which this article was submitted. He can
be contacted at (806) 742 -2047
'FAR 31.205.18(a) and FAR 35.001.
ZFAR 35.001- A similar definition appears at FAR
31.205.18(a).
3FAR 31.205.18(a) and FAR 35.001.
41bid
WAR 31.205.18(a) and 48 CFR 9904.420.30(a)(6).
648 CFR 9904.420,
7FAR 31.201.1.
6FAR 31201.4.
948 CFR 9904.414.
10FAR 31.202 and FAR 31.202.
"FAR 31.202.
12FAR 31.203.
13For those desiring more detail on the structured
approach, consider the Department of Defense regulations for the weighted guidelines approach to
profit analysis.
14With the advent of "Activity-Based Costing" (ABC),
the model will still be the same in concept. The primary impact of ABC on the accounting system is that
more costs can be identified as direct costs. The remaining indirect costs will be lower in total amount,
but the groupings will be smaller and more numerous than what is traditionally the case. That means
departments may comprise several groupings of activities, each with a different cost driver for charging
costs to projects or contracts.
15The term "department" is used only because many
companies are organized by departments and accumulate costs by departments. Some companies accumulate costs by functions, cost centers, work centers, cells, or activities. It is only important that these
costs are accumulated at some point, in some type
of grouping, and allocated.
16A part of the redistribution process is the recognition of reciprocal services among the various service
and support departments. The two most often mentioned methods for allocating reciprocal costs are the
sequential or step-down method and the cross-allocation or reciprocal method. The more accurate
method is the cross - allocation method, although the
sequential method is the most convenient one.
17FAR 31.205.18.
IBThe government believes that IR &D expenses are
part of the ordinary and necessary costs of operating
a business and fit into the same designation as G&A
expenses. Therefore, the government excludes the
typical G&A expenses from IR &D costs when accumulating the costs of projects.
1948 CFR 9904.420.50(0 (2).
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,SELLING YOUR
,PRODUCT
iofferingdocument is key to closing / deal.
BY JOHN F. KOKULA
ecently an international, multiplant manufacturer
and marketer of capital goods serving the paper,
chemical, and water treatment industries decided
to sell one of its product lines. The seller made the
decision to become more targeted in how it invested its resources.
The product line for sale was not well suited to being integrated with a variety of other commodity and specialty
products. The seller believed that to be most effective, the
product had to be managed as a totally separate, standalone
business with dedication from the support functions of marketing, manufacturing, and engineering. While this arrangement was not suitable to the seller's infrastructure, it did
match several buyers' potential plans, and a sale was made.
Key to the successful negotiation of the deal was the seller's careful preparation of the offering document. While
much has been written about business acquisitions and divestitures, little information is available on one of the most
important aspects of selling a product line —the offering
document.

R

DON'T BE MODEST
company's success in selling a product line is dependent in large part on the preparation of the offering
document. The seller's offering document must focus
not just on selling the product line but on providing the information needed to make the purchase decision.
There is no need to be modest —only truthful. A typical
offering document may include the following areas: an executive summary, key investment considerations, business
overview, state of the industry, customer base, assets for
sale, manufacturing process, marketing process, engineering process, and financial performance.
Obviously, what information is included depends on the
nature of the business or the particular product being divested. As an example, if the marketing process is standard to
the industry, then it could be excluded or only briefly discussed. However, if the marketing process provides a competitive advantage or has other significance, then it must be
used as a major selling point.
Executive Summary.The first part is preferably one page
MANAGEMENT ACCOUNTING /JANUARY 1994

that covers the key points discussed in the entire document
from key investment considerations to financial performance. In order to get the potential buyer interested in read ing and studying the remainder of the document, the sum mary should highlight the advantages of the product fine.
For example, in a very concise way the executive sum mary should describe what is being sold and why. The
"why" is always a tough one to answer. The product may require additional investment that the seller doesn't have, or
it may be in a market in which your company lacks expertise. These may be important selling points, but they are not
necessarily obstacles to buyers.
In addition, the company should discuss the state of the
employees associated with the product for sale. Would the
buyer be able to hire the product manager, product engineers, and sales manager?
Finally, include some history about the product when it
was created, the most recent product revisions, and a brief
financial summary of the last three to five years (Table 1).
Don't include losses in the executive summary. Rather, include any data about losses in the financial performance sec tion so that the reasons can be discussed completely.
Key Investment Considerations. The offering document
should discuss why the prospective buyer should consider
purchasing the product. For example, name recognition,
breadth of product line, installed product base, up-to -date
designs, industry acceptance, performance quality, international markets, and so on. Be careful not to oversell. About
10 convincing reasons will suffice. Umit your discussion of
each reason to no more than one page.
Some products for sale have an industry-wide reputation
because of a long product life, extensive product promotion,
and so on. A product may have a "quality" identification.
Size, type, special features, available accessories, and so
forth, may provide a competitive advantage in all markets or
certain markets. Generally, buyers prefer products that
have a large customer base because of number of installations, variety of markets served, and geographic coverage.
Determine the product's strength, and expand on this advantage.
How much time a company devotes to explaining design
improvements depends on what industry the product is in.
High -tech products are more dependent on up-to -date designs, and, therefore, more explanation of design changes
49
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A functional organization chart of your marketing area
with an explanation of how it operates is often the easiest
and best way to complete this task. The focus should be on:
"How does the company identify, communicate, sell, and
service the product to its customers ?"
Engineering Process. Perhaps the best way to summarize
the engineering process is to identify members of your staff
and include their job descriptions. Don't elaborate on the engineering strengths of the product. That discussion should
occur in the business overview and perhaps in the executive
summary as well.
Be sure to cover the new product development process
and what support, if any, is required for day - today business
activity. If patents are involved, this is a good place to cover
the topic.
Financial Performance. Review all your existing internal
financial reports to determine those that portray a favorable
performance. In some situations, you may want to review allocations from existing reports that are too subjective. Review the income statement in Table 3.
The cost categories with the asterisk are assumed to be
allocations. While they may be representative based on your
operation, they may not be for a buyer. Table 4 offers two
alternatives. Table 4 is not a full cost profit and loss statement. However, alternatives are not a misrepresentation of

Book Value Appraised Value"

Description
-

$1,850
400
600
—

Manufacturing Equipment
Office Equipment
Manufacturing Tooling
Engineering Documentation
Software
Inventory
Patents

$4.000
N/A
N/A

1.500
00

—

should be included.
If the product for sale has international applications —
past, present, or future —be sure to provide as much detail
as possible, particularly if the product's forecasted growth
in international markets exceeds growth in domestic markets.
Business Overview. In this section, elaborate on the product being sold and how it is designed, manufactured, and
sold. Define the product inside and out—size ranges, pressure rating, industry specifications, market applications, and
so on. Be sure to discuss the potential future for this market
and other products offered. Identify any legislation that will
have a favorable impact on the future. Tables that detail past
orders or sales by categories such as size range, subproduct
groups, industry, and region to which the product was sold,
are extremely beneficial.
State of the Industry. Explain the history of growth and
change in the marketplace. Whenever possible, use government and trade association statistics. Describe the key competitors, and include their strengths, weaknesses, market
share, and other pertinent issues relative to the product being sold. Provide an overview of each major competitor's
strategy over the past few years and its degree of success.
Do not become overly critical of the competition. Also, do
not include information the competition may consider confidential. It's a good rule to stick to public information when
discussing the competition.
Customer Base. Keep in mind that some of your competitors probably will read your offering documents. Don't include information in this section, or any section you don't
want them to have access to, unless it is essential to the document. Discuss the companies that buy the product and
why they buy from you and not the competition. If possible,
avoid references to specific customers. Be sure to identify
recent shifts in the customer base. Do not provide a detailed
list of current backlog of orders. This section may be combined in the marketing process section.
Assets for Sale. Asummary list should be shown (Table
2). Provide concise itemized lists, but don't try to list every
price of tooling or inventory by part number and so on.
If there are certain assets related to what is being sold
that you do not want to be part of the deal, be sure to state
it. For example, they may include accounts receivable and
test equipment.
Manufacturing Process. When describing the manufacturing process, be sure to include the administration of orders from marketing and engineering as well as what goes
on in the manufacturing shop. If possible, break the process down to the specific steps such as order receipt,
scheduling, machining, assembly, materials procurement,
or testing.
Be sure to cover the standard and any specialized processes. Identify any services that are provided by outside
suppliers or subcontractors. Keep in mind this is not a document that will teach anyone how to do the process but,
rather, to explain how it is done. Do not bore the prospective
buyer with the details about how you choose vendors or
how you do such activities as material requirements planning
Marketing Process. Marketing and the financial section
are probably the most critical parts of the document. Be
sure to explain the entire marketing process thoroughly.
While some of the process may be included in other sections such as the business overview, state of the industry,
and customer base, it can be restated again and all tied together.
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Sellers Name: General Manufacturing, Inc.

persons have entered into a separate confidentiality agreement with the Company.

Seller's Address: 104 Chrysler Blvd., Indianapolis, Ind.
Contact Person: John Kokula
This letter agreement is given to induce the Company to
disclose oral and written information so that we may make
an in -depth evaluation of (the "Product Group ") to enable us
to make a proposal to purchase its capital stock and /or assets and business.
As used herein, "information" means all data, financial
statements, reports, interpretations, forecasts, and records
containing or otherwise reflecting information that is not
available to the general public (and does not become available through a breach of this agreement), and was in your
lawful possession on a nonconfidential basis prior to its disclosure to you or is subsequently, lawfully acquired by you
through a third party that is under no obligation of confidence to the Company, and that the Company or its representatives will provide in the course of such transaction, together with analyses, compilations, studies or other
documents, whether prepared by us or other, which contain
or otherwise reflect such information.
The information shall be disclosed to us on a confidential
basis, and receipt of it shall be subject to the following terms
and conditions:
1. We shall refrain from using the information except for the
purposes set forth in paragraph one above and shall hold and
treat all of the information secret and confidential, and shall
not disclose it to others except with the Company's consent.
1. The information shall be revealed only to those individuals whose knowledge of the information is required for us
to make an appropriate evaluation and assessment of the
product group and to finance the proposed transaction, and
always subject to the confidentiality requirements herein.
We shall be responsible for any breach of this agreement
by others to whom we reveal this information unless such

3. We hereby agree that we shall assume full responsibility
for all conclusions we derive from such information, and, except as warranted elsewhere, the Company shall have no liability with respect thereto.
4. We shall promptly return to the Company upon its request, or upon completion of our evaluation, all information
in our possession and in the possession of any agents and
employees without retaining any copies thereof, including
analyses, studies, and other documents prepared by us, our
agents, and employees.
5. In the event we are required by legal process to disclose
any of the information, we shall provide the Company with
prompt notice of such requirement so thatthe Company may
seek a protective order or other appropriate remedy or waive
compliance with the provisions of this agreement. In the
event that a protective order or other remedy is obtained,
we shall use all reasonable efforts to assure that all information disclosed will be covered by such order or other remedy.
Whether or not such protective or other remedy is obtained,
we will disclose only that portion of the information that we
are legally required to disclose.
6. This letter agreement contains the entire agreement between us concerning confidentiality of the information and
no modifications of this agreement or waiver of the terms
and conditions hereof shall be binding, unless approved in
writing by an authorized representative of each of us.
Very truly yours,
Potential Buyer Company Name
By: Republic Products, Inc.
Name: George Washington
Title: President
Pate: July 4, 1993

NTML
This offering document has been prepared by the management of (company name) regarding the sale of the (product
line for sale). The offering document is being delivered to a
limited number of parties who may express interest in acquiring the (product line for sale). The sole purpose of this
offering document is to assist the recipient hi deciding
whether it wishes to proceed with a further investigation of
the (product line for sale).
While the information herein is believed to be relevant
for the purpose of your evaluation of the proposed acquisition, (company name) disclaims any and all liability for representations or warranties, expressed or implied, as to the
accuracy or completeness of the information contained in
this offering document or any other written or oral communication or made available to an interested party excepting
only those particular representations and warranties which
may be made to the party in a purchase agreement when,
ING!.Invt nRY 199.1

as, and if one is executed, and subject to such limitations and
restrictions as may be specified in such purchase agreement.
This offering document shall not be copied, reproduced,
or distributed to others at any time without the prior written
consent of (company name). It has been prepared for information purposes only and upon the express understanding
that the recipient will use it only for the purpose set forth
above. Upon request, the recipient will promptly return all
material received from (company name) (including this offering document) without retaining any copies thereof. In
furnishing this offering document, (company name) undertakes no obligation to provide the recipient with any additional information.
This memorandum shall remain the property of (company name) . (Company name) reserves the right to require the
return of this memorandum at any time.
(Date)

fact as long as it is obvious what cost line items are included
and excluded.
Generally for product line sales, a full balance sheet is not
available. The financial summary section, however, should
provide information on inventory according to category,
size, turns, and other appropriate details.

CONFIDENTIALITY
s I noted previously, you must anticipate that some of
your competition will read the offering document.
While some steps can be taken to minimize this number, they certainly are not foolproof. In fact, your competition may be excellent candidates to purchase your product
and, therefore, you may want them to get the document.
I recommend at least two steps to achieving a degree of
confidentiality. Prepare a confidentiality agreement, and require all prospects to sign it before they receive the offering
document. A confidentiality agreement can range from a
100 -word paragraph to a novel.
Be realistic about the confidentiality requirements, but
ask recipients to sign it. Don't allow prospects to prepare
their own version. If need be, you can always modify yours
if the prospect is concerned with some of
the content (See
on p. 51.)
The second step is
to present a summa ry of the confidentiality agreement at the
beginning of the offering document. It
should include a disclaimer: While the information herein is
believed to be relevant
for the purpose ofyour
evaluation ofthe proposed acquisition,
(company name) disclaims any and all liability for representations and warranties,
expressed or implied, as to accuracy or completeness ofthe information contained in this offering document or any other
written or oral communications transmitted. (See sidebar on
p. 51.)
Preparing the offering document is not a simple task and
should not be done by one person but by a team. The team
should have a leader and function as any team should. The
financial officer is a good choice to be the team leader.

Your
l our competition
may be excellent
candidates to
purchase your
product.
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ENTS

' Excludes cost allocations

$7.600
5,776

Sales

$7,600

Standard Cost of Sales
Material
Labor
Overhead - Variable
Overhead - Fixed*

4,240
400

836
300
5,776

i

Manufacturing Variances
Material (Price, Usage, Etc.)*
Labor (Efficiency, Rate, Etc.)*
Overhead

I
100
100
100

Manufacturing Income

1,524

Operating Expenses
Commissions
Other Selling, G&A*

760
1,000

Interest*

150
1,910
(386)

Operating Income
' Are assumed to be allocations.

The team should have finance, legal, and marketing expertise. Depending on the specific product or products involved, manufacturing and engineering representatives may
be required. Also, your team needs someone who can articulate how the product is designed, manufactured, and sold.
That individual may be the vice president of marketing,
manufacturing, or the president. The legal expert may provide limited input in the preparation of the document, and
his or her involvement would focus more on the overall review process and the confidentiality agreement.
Finally, the title page of the offering document should include the name, address, and phone number of the company's contact persons. Also, number each document distributed, and keep a list of the recipients.

MODELFORSUCCESS
have presented a general guideline for an offering document. Clearly no one general format is totally appropriate for every type of product or industry. Also, I have assumed the document will be prepared internally, but using
an outside resource may be a more practical alternative in
many situations. In the final analysis, the key is producing
a document that makes a potential buyer want to spend the
time and effort investigating your product line. Then you
will be well on your way to closing the deal.
■

Alt 2
#

Alt #1
Sales
Standard Cost of Sales
Standard Variable Cost of Sales
Standard Gross Margin
Standard Variable Margin
Commissions
Operating Income`

F Aw
STATEMENT

$7,6(

5,4.
1,824
2,1,
760

7(

1,064

1,3E

John F. Kokula is vice president offinance, DeZurik, a unit
ofGeneral Signal Corporation. He is a member ofIMA's Central Minnesota Chapter and can be reached at (612)2592022.
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CONTINUOUSQUALITY
IMPROVEMENTAT
ACME PRINTING
We joined the movement with Statistical Process Control.
BYDENNISD.SISSEL
t Acme printing company, we
believe the focus of continuous quality improvement
should be on improving the
process rather than directly improving
the product. Acme is a medium -sized
company offering high - quality multicolor printing. Although we pride ourselves on quality and fast turnaround,
two years ago we decided to join the
quality movement.
Our president read about Dr. W. Edwards Deming and how other companies —some competitors —were implementing a quality program. We
contacted individuals who were qualified to teach continuous quality improvement. The person we hired met
with our management team to provide
an overview of statistical process control from the viewpoint of Dr. Deming.
While some managers were more enthusiastic than others, we all agreed it
was time to join the quality movement.
We had 90 people to train and a conference room large enough for 15.
While we were eager to train employees as soon as possible, we realized
that training takes time and our day-today production schedule had to be
met. Therefore, we decided to hold one
training session a week for each of two
groups of 15. At this rate, it would take
six months to train our first 30 people
and 18 months to train everyone. The
entire management team was trained
first.
We struggled with whether or not
training should be mandatory. In the

A
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Printing companies w ith excellent reputations are joining the quality movement.

end, we did not require employees to
be trained if they didn't want to be—we
felt they wouldn't contribute or learn.
We did, however, strongly encourage
a few employees. Only two employees
did not go through the program.
We chose to train on company time.
Training on company time showed Acme's commitment to the training and
conveyed how important it was for everyone to receive training. A byproduct
was easier scheduling for the employees because they were already on
premise.
The text used for our training program wasStatistical Process Control by
Robert J. Gelina. It was supplemented
with numerous handouts and videos.
In addition, employees were encour-

aged to read one or more of the many
books available on Deming and quality. We also added training to help our
employees work better together as
teams.
PROCESSMANAGEMENT
continuous quality improvement approach to running a
company does not eliminate traditional management —it changes its
role. Nine members of our management team formed a steering committee to oversee the process. The members represent all areas of the company
and are responsible for establishing
priorities and selecting projects. It
names a team "owner," approves the
53

One project was to eliminate color variation. Above, pressman checks color.

team members, defines the specific
goals of the teams, and approves or rejects the solutions or changes recommended.
Employee teams are charged with
using the continuous quality improvement concepts that they have been
taught to identify causes of problems
and then make recommendations.
Teams of five to eight people work best
for us. While the steering committee
has final approval of team members,
the teams select their own leaders.
When a team is charged with solving a specific quality problem, we use
the concept of the internal customer
and supplier. A de_
partment that supplies material or data to the area being
studied is an internal supplier. A department that uses
the data or material
produced by the area being studied is
the internal customer. It is vital
that a team include
employees not only
from the area being studied but internal suppliers and customers as well.
During the training period, each
group worked on practice projects.
Some projects are ongoing.
The last group to complete its training wrote down ideas for projects or areas in need of improvement. The steering committee used this information to
develop additional projects. Future
projects also will be based on a recently
completed customer survey. All problem- solving teams use the tools that

they have been taught to gather data
and identify the causes of the problem
and then to find solutions to reduce or
eliminate the problem.
Some of the projects that are currently being worked on are:
Color variation. In the printing pro-

cess it is impossible to eliminate color
variation, but it is critical to minimize
the variation in color throughout the
job. This team has been charged with
finding ways to reduce the variable of
the process.
Purchase order. The purchase order
system that we had in place left a lot
to be desired. This
team was charged
with identifying the
problems created
by our current system and complete ly revise the purchasing process.
Job redo. In any
custom manufacturing process,
jobs are incorrect
from time to time
and must be redone. The charge for this team was to
study these jobs, determine reasons
for the rework, and implement procedures to reduce this number.
Timely estimates. In the printing
process, it is critical that we respond
quickly to customer requests. An area
in our company that we want to improve is turning estimates more quickly. This team is charged with finding
ways to accomplish this.
Projects are selected by the steering committee based on needs that our

An outside
facilitator keeps us
from shortcutting
the process.
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customers have pointed out in the survey and also on needs that management recognizes are necessary to improve our product and customer
response.
Each team has a "team owner" who
is not necessarily a member of the
team but is always a member of the
steering committee. The team owner is
responsible for reporting the team's
progress at each biweekly steering
committee meeting and then providing
the team with feedback from the committee.
In addition, at each steering committee meeting, one team gives a detailed report on its project. We encourage all members of the team making
the presentation to attend. The team
tells the steering committee where
they are in the process, what results
they have come up with, and what recommendations —if any —they are making at this time. The steering committee asks questions and provides
feedback.

OUTSIDEFACILITATOR
n outside facilitator was used to
train employees. In addition to
teaching statistical process control, he instructed members of the
steering committee on its role, how it
is formed, what are its responsibilities,
and how it operates.
Although formal training is completed, we have chosen to continue using an outside facilitator to do the activities listed below:
■ Attend steering committee meetings to offer advice and give objective criticism.
■ Attend team meetings, as requested, to assist teams with the use of
statistical process control tools and
the problem - solving model.
■ Conduct review classes as they are
requested.
■ Act as a resource person for management and involved employees.
This includes answering questions,
providing reference materials, and
so on.
We need this outside person to
keep us moving forward and to make
sure we are not shortcutting the process. On a day - to-day basis, management is too close to the problems and
opportunities. We need someone
watching, guiding, and encouraging
US.

We are analyzing the role of the outside facilitator. We feel that it is manMANAGEMENTACCOUNTING /JANUARY 1994
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datory for this person to understand
the printing process. Without this understanding, his or her ability to help
us is greatly limited . The facilitator
needs to be available to attend all steering committee meetings and to attend
team meetings when requested. In addition, this person should spend a minimum of four hours every other week
in our plant working with and asking
questions of our employees.

OBSERVATIONSANDRESULTS
now understand that the process of
improving quality, if done properly,
does not increase cost. I also realized that production problems and rework are more the problem of the system and not the problem of t he
employee. The employee wants to do
a good job and produce more work but
frequently is hampered by the system.
Finally, I learned not to make assumptions as to the cause of the problem. In the past, we might have assu med we k new t he caus e o f th e
problem and how to change the system. Now we collect data and use these
data to make decisions. One member
of management was told by the instructor, "If you think you know what the

The goal is
not to eliminate_
but reduce

variation —and
00
continually improve

the process to
make variation
smaller.
A
problem is, I don ' t want you on the
team."
I tend to be a perfectionist. Maybe
the most important thing I learned was
that every system has variability. Even
simple things like temperature, humidity, and the way a person feels can
change the end result. The goal of continuous quality improvement is not the
elimination of variation; it is the reduction of variation with the permanent

PURCHASE ORDER
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Dennis D. Sissel is vice president of finance at Acme Printing Co., Inc., Des
Moines, Iowa. He is a member of IMA's
Des Moines Chapter, through which this
article was submitted, and can be
reached at (515) 244 -1723.
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goal o f con tinually im proving the proce ss to m a ke var iat io n s m aller an d

smaller.
After two years, our people are
trained and more conscious of quality
and process improvement . Currently,
several teams are working on projects.
A couple of teams have had their recommendations implemented.

Employees at every level need to be more
conscious of process improvement.

omes the job number. Vendors are rebwired to put our purchase order numer on their invoice. This allows us to
asily
post vendor invoices to the prope
job.
e
In the past, many purchase orders
ere
w not written or were written withit prices. As a result, we had no way
f
0 checking vendor pricing. The new
procedure requires purchase orders to
be priced.
As I stated previously, most of these
are just good accounting controls, but
we took action because an SPC team
was assigned to look at the problem.
We have only just begun.
■

n the past, many employees could
make p urchas es wi th very few
checks and balances. As a result, at
times cost did not get posted to the job
for which it was purchased, items were
purchased unnecessarily , and occasionally we were overcharged.
The new procedures that the purchase order team implemented were
nothing more than good accounting
procedures , but we took action because of the Deming training.
The new procedures limit the number of people who can purchase. As we
progress, it is the recommendation of
the team that we limit the number of
people who can purchase even more
and also to reduce the number of vendors with whom we work.
We also made a major change in the
purchase order number . Part of the
number is preprinted for accounting
control. The balance of the number be-
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Planning a State- Nhe Art
Financial Ll muti0n
System
A one -day Briefing for every
business planning a new Financial
Information System (FIS).
The Briefing provides objective
information on the latest technology
and a strategic perspective on the FIS
development process, including:
■ update on client/server
■ re- engineering for tangible
business improvements
■ how to select the "best"
financial software
Since 1987 thousands of financial
professionals have attended this
Briefing and rated it excellent.
The Briefing is scheduled in major
cities throughout the United States
and Canada. Also available on an
in -house basis.
For more information call today:
F

(404) 509 -0391

R

�

Enzweiler Consulting Group
1870 The Exchange
Atlanta, GA 30339 -2021
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The Human Resource
Information System
19

Itcan reengineer work processes and empower employees.
BYWILLIAME.BERRY
an management accountants
responsible for the cost -effective use of people as "human assets" get the human
resource information system they
need? Are there systems that go beyond improving administrative efficiency and record keeping to reengineering work processes and
empowering employees?
Today's human resource systems
are viewed as enterprise -wide decision- support systems that can help
management accountants achieve
their financial, operational, and strategic business objectives —in addition to
meeting traditional human resource
objectives. While the data collected
and made available vary by industry
and an organization's success factors,
the following examples illustrate how
companies are using HRIS as a strategic asset.
■ Systems now link operational data
on productivity and performance to
individual and aggregated HR data.
These data include past training, demographic information, work history, or other characteristics of human assets.
■ Systems help management accountants not only to identify and analyze employment cost factors, but to
understand how performance and
productivity differ among regular,
temporary, part -time, and other
contingent workers.
■ Systems relate relevant human
characteristics to the work of the organization. Managers can analyze
how to match people to jobs and
achieve business goals. For example, a major insurance company
56

hired retired workers on a part-time
basis. Training costs were minimized, incidents of lateness and absenteeism declined, benefits costs
plummeted in affected functions,
and performance improved. All of
this could be documented with
HRIS data linking operational and
human resource information.

DO MORE WITH LESS
oday's managers and developers of human resource systems
are participating in reengineering projects within the human resource department to save time and
money. As most management accountants are well aware, costs in burgeoning human resource departments have

Using a touchtone phone system to answer employees' benefit questions can
save a company money while serving its
human assets.

escalated. Pressures to do more with
less have made human resources a
prime target of work process improvement.
Human resource systems are being
designed or modified to use available
technology to consolidate work and
eliminate steps without a decline in the
services provided to employees. For
example:
• A financial services company uses
touchtone telephones to answer
employees' questions about their
pension plans. The cost of each inquiry is reduced from approximately $16 to $4.
• At a large manufacturing firm, the
activities required in human resources when an employee left the
company previously required the
services of many specialists (equal
employment opportunity, COBRA,
payroll, pension, outplacement, and
so on). Using graphical user interface (GUI) screens developed to access all relevant systems and performance support tools, a single user
now completes all of these activities
in one work session. All files are updated automatically.
• At one major pharmaceutical firm,
self - service employee benefits kiosks use interactive multimedia
technology to provide individualized information about employees'
benefits. Employees complete annual enrollment procedures without help from a benefits administrator. Using ATM -like screens,
employees can do "what -if' modeling to see the results of a change in
their benefits selections —such as
the result of switching to HMO
health coverage and putting more
into their 401(k) accounts.
MANAGEMENT ACCOUNTING /JANUARY 1994

LOYAL EMPLOYEES
ow can human resource information systems motivate, empower, and retain key managers and professionals? Customized
systems such as those discussed below are helping companies achieve this
goal.
■ Staffing systems publicize job openings online and permit managers to
submit their computerized resumes— perhaps after an online approval by a supervisor.
■ Succession planning systems allow
managers to review instantly any
changes in the succession plan, job
requirements for specific positions,
and their personal developmental
needs for future promotions.
■ Online skill inventories or "competency libraries" identify relevant
skills, work experience, qualifications, knowledge, and other requirements. Managers can learn
electronically what they have to do
to supercharge their careers.
■ Performance appraisal systems provide employees with real -time information on corporate performance
measurements. Continuous performance i mprovement becomes a
"way of life" rather than an annual
chore.

an "access" system, that is, providing
decision - support information needed
by management to achieve people -related business goals.
GUI software that interprets data
from many systems, the relational database, structured query language
(SQL) and advanced retrieval tools
that simplify access, and the emergence of client server architecture that
links platforms cost effectively permit
the use of an HRIS as a comprehensive
executive information system about

customization to meet company- specific requirements. But what you get after
implementation is much more than
record keeping and reporting.
■
William E. Berry is a cofounder of ne
Consulting Team, Inc., West Palm
Beach, Fla. He is the founder of InSci
(Information Science, Inc.), the first
company to develop and provide human
resource systems software.
!s this article of interest
to you? If so, circle
appropriate number on
Reader Service Card.

human assets.
Packaged systems still may require
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BACK TO THE FUTURE
ayroll systems are basically
"production" systems designed
to turn out paychecks and regular financial reports. In contrast, human resource systems always have
been designed around corporate
needs that are seldom duplicated in
other organization s.

Packaged HR systems —from the
mainframe -based behemoths introduced by InSci in the 1960s to today's
client /server systems that use PCs or
a combination of PCs and other platforms— have always required customization. Typically, they are installed incrementally, addressing the most
critical business requirements first.
Implementation never ends in HRIS
because new regulatory requirements,
business changes, and new HR programs (such as the introduction of flexible benefits or a new TQM program)
require automated data and processes.
Today's technology links the data
collected about people and jobs
throughout the organization— wherever the data reside. It permits the system to return to its original purpose as
MANAULIN1KN "1'ACCOUNTING /JANUARY 1994

No matter what your business. you can save both
time and money with Kronos` the leader in
automated time and attendance. The Timekeeper
Central' System provides all the hardware,
software and support you need to:
•
•
•
•

r JMVL

Cut payroll processing time by up to 800
Eliminate timecards and manual calculation
Improve payroll accuracy dramatically
Interface payroll data directly to your in -house payroll package or service bureau.

The Kronos Timekeeper Central System has been field proven in over 40,000 customer sites
worldwide to be the most reliable and Flexible system on the market today.

For more information and your FREE videotape
call 1 -800- 225 -1561 ext. 500 today.

� \

"NOS'

® 1993. Kronos Incorporated, 400 Fdth Avenue, Waltham, MA 02154. (817) 890 -3232.
Kronos and Time keeper Central are re gistered tradem arks of Kronos Incorporated.
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SOFTWAREPACKAGEREVE
IW
"Computers & Accounting" covered a
wide range of areas in its software reviews during 1993.This brief summary
may call to your attention some useful
review that you missed when it was first
published. For FREE, fast information
on the various software packages, please
circle the number(s) on the coupon at
the end of the review that correspond to
the key numbers at the bottom of the reviews) in which you are interested.

GENERALACCOUNTING
SunSystems Financial Management
software. The Concurrent Computer
Corporation recently installed SunSystems software at its international sites.
... it has subsidiaries, distributors,
and joint ventures in more than 20
countries. One important reason for installing SunSystems is the software's
flexible reporting abilities.... Transaction analysis codes can easily be
changed or added to account for new
markets. The software has a multicurrency capability, and files can be transferred electronically from any overseas office to the United States. Some
guidelines to keep in mind when evaluating international accounting software: internationality, functionality,
flexibility, import/export facilities,
multiple platforms, stable proven product, commitment to upgrades, and vendor support. (February)
Circle No. R1
BusinessVision H.This software is a
comprehensive package that covers a
business's receivables, payables, orders, purchases, inventory, bills of material, general ledger, budgets, and
payroll. The job cost module may be
used alone or with the other modules;
the number of jobs possible is infinite.
The browse function allows an overview of all jobs and components within
the jobs. A multitude of reports are
available in each module. BusinessVision II is especially suitable for a small
to medium -sized job shop. (May)
Circle No. R2
Preferred Series Accountinguses the input to the chart of accounts to produce
financial statements (and other reports) in addition to accumulating fi58

nancial data. Consolidated financial
statements can be prepared, and footnotes to the statements can be generated along with the financial statements.... Users can customize the
standard modules to meet their individual needs. For example, monthly
customer statements can be cycled
automatically throughout the month
rather than being produced all at once.
A source code generator is available
for making modifications. The software is hardware intensive. (June)
Circle No. R3
J.D. Edwards. The software's functionality and flexibility are a result of J.D.
Edwards' CASE (Computer -Aided
Software Engineering) development
strategy. The package is written, maintained, and enhanced through the use
of the CASE tool. In the general ledger
module the chart of accounts numbering possibilities are almost endless.
You also can maintain several different
ledgers by using user - defined ledger type codes so you can maintain duplicate ledgers for the same accounts.
J.D. Edwards provides continuous online, real -time inquiry of entries to the
general ledger from other modules before they are posted.
Journal entries can be made
through a standard journal entry
screen, entered as recurring entries,
created as percentage entries, or entered as allocation percentage entries
based on the balances of other accounts. No special procedures are required to close the current accounting
period, so you can work on month-end
closing while the data entry staff begins entering transactions into the
next period. In the accounts payable
module, you can enter an invoice in any
currency defined to the system.... In
accounts receivable, cash receipts are
very well covered. The system allows
you to pick and choose the invoices to
apply cash to.... Distribution and manufacturing systems are available that
provide up -to-the- minute information
through complete system integration.
(August)
Circle No. R4
Microsoft Profitfor Windows.Profit has
several strengths that distinguish it
from other accounting packages in its

price range and target market. The
more notable are: All modules are fully
integrated. Any change to an account
updates all applicable subsystems.
The flow of transactions is logical. Revenues and costs can be assigned to
projects by selecting that option at input time. Profit supports data exchange with several spreadsheets and
databases. Standard and custom reports are easy to create and retrieve.
Profit's negatives were listed as: It
is resource intensive. Configuring the
software and becoming familiar with it
takes about a week. Several types of
transactions will not allow printing of
details after the window has been
closed. The bank reconciliation documentation procedure is weak. The ability to customize invoices is limited.
In conclusion, Profit is a well-designed accounting package that has a
few user - interface flaws common in
the first release of a new product.
(August)
Circle No. R5

BUSINESSDECISIONS
Financial Management Techniques
(FMT). A fully automated financial
analysis, forecasting, and planning
model intended primarily for small
business owners. Once the data from
the balance sheet and income statement are entered, results for all three
functions are produced automatically.
The analysis can be performed on a
monthly or annual basis and consists
of traditional financial statements,
cash flow statements, 21 annual and
monthly financial ratios, contribution format income statements, and break even analysis. FMTs best feature is its
ability to produce detailed forecasted
statements for the next 12 months
based on an analysis of the preceding
12 months. In this way, the user can
have a rolling 12 -month budget and
forecast for planning purposes with
very little work. (January)
Circle No. R6
ModelWare.The software allows you
to compare a current balance sheet
with an ideal balance sheet formed as
a composite from historical financial
data. The database itself contains all
MANAGEMENT ACCOUNTING /JANUARY 1994
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the required information. There is no
need to write equations describing
how all the variables in the system relate to one another.... Graphic output
can be in the form of a trend plot or a
deviation plot.... A feature of the software called Influence is the first tool
accountants have ever had for determining which cost drivers to use as
overhead allocation bases in implementing activity-based costing. Influence allows rapid trimming of a variable list and optimization of any
modeling procedure without resorting
to extensive trial- and -error methods.
The ModelWare system is convenient
to use, requiring very little setup, but
the user is assumed to be statistically
knowledgeable. (January)
Circle No. R7
PACEE. PACEE (Project Analysis for
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Revolutionary new "fuzzy" technology
cuts number crunching time in half!!
Best -case, worst case, and
most - likely cases calculated in
50% less time!
* Just one worksheet of fuzzy
values takes the place of five
ordinary sheets!
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FuziCalc. Fuzzy set theory provides a
mathematical framework to deal with
imprecise phenomena in systems with
human interaction. FuziCalc is a
spreadsheet-type program that makes
the advantages of fuzzy set theory
available to accountants, financial analysts, managers, and production planners without requiring sophistication
in the underlying mathematical skills.
The principal advantage of FuziCalc is
its ability to build models that incorporate imprecise numbers. A second advantage is that both the fuzzy input and
fuzzy output numbers can be viewed
as graphs, and the value and probability of any value represented by the
graph can be read from the spreadsheet. The software comes with three
tutorials. The first introduces novices
to spreadsheets, the second covers
use of fuzzy numbers in the FuziCalc
spreadsheet, and the third focuses on
linking data between FuziCalc spreadsheets and other applications. (July)
Circle No. R9
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Capital Equipment Expenditures) is an
aid for anyone who buys, sells, or finances capital equipment. It helps a
manager to select from among investment alternatives or to justify a single
investment. While aimed primarily at
manufacturing machinery and equipment decisions, the software lends it

self to use in nonmanufacturing situations as well. It is flexible enough to be
useful in both very simple and very
complex detailed analyses. (January)
Circle No. R8

ExcelReport.SouthWare Innovations
has included a module called ExcelReport within its new Excellence Series
of accounting software. ExcelReport
lets businesses collect, quantify, and
report all business activity in a format
that can be understood easily.... The
module summarizes and quantifies
certain business information and
presents it in a Success Report Card,
rating areas and activities from A+ to
F. Details behind any grade can be reviewed and analyzed. The "grading"
process is a comparison of actual activity to expected standards.... If the
standards change, all grades for previous periods are updated automatically,
so prior grades remain a valid comparison with current grades.... Customer
and vendor opinions, performance factors, and miscellaneous events all provide valuable information for measuring a business's potential for achieving
excellence. (December)
Circle No. R10

DATABASESOFTWARE
Alpha Four 2.0. Finally we have a da-

tabase that's really designed for non programmers. Alpha Four is driven by
self- explanatory menus and context

sensitive help screens.... Databases
in Alpha Four may have up to 254 characters per field and 128 fields per
record. The program can handle up to
10 open or linked databases and an unlimited number of "lookup" databases.
The WSIWYG report writer lets a user
design reports by painting them on the
screen. Subtotals and grand totals can
be precalculated prior to printing a report so they can be placed anywhere in
the report .... The software has a full
panoply of some 80 arithmetic, character, relational, and logical operators.
Accountants most commonly will use
the date /time functions, present value
financial functions, and the test functions for reasonableness or validity. Alpha Four 2.0 has a scripting language
in addition to a full- screen macro editor. The scripting language allows users to specify trigger events that will
cause automatic execution of a macro
script whenever a given keyboard input is received. (January)
Circle No. R11
ObjectVision. This software is a rela-

tional database manager that allows
users to construct database applications and interfaces without mastering
a database programming language. Its
object - oriented development approach
provides a visual environment that
makes it easier to capture and manipulate data. ObjectVision is neither easy
to master nor intuitive in design, but it
does give the user significant capabilities to develop, implement, and manipulate database and related applications. The controlling metaphor in
ObjectVision is the familiar paper
form. An ObjectVision form can contain objects that compute values or retrieve data from other applications....
The software can link to external databases or files and thus becomes an
effective interface tool for using a database. (January)
Circle No. R12
Monarch. Monarch is a data management tool that gives you access to information buried in computer- generated reports. It reads report files,
extracts the information, and allows
the user to format it in any form. Monarch's database management capabilities will produce summaries that show
field totals and record counts broken
into many useful formats.... Report
files are input to Monarch where data
elements are trapped using a user-defined template and are assembled into
database records composed of one or
more fields. Defining the template is
MANAGEMENT ACCOUNTING /JANUARY 1994

years. Five books are predefined: Tax
(federal), Internal, State, alternative
minimum tax (AMT), and adjusted
current earnings (ACE). Books Six
and Seven are user books that can
track any information desired...
.FAS1000 offers 18 methods of depreciation. It validates the method selected against the type of asset and the
year acquired. It also offers up to 36
customizable depreciation methods.
...More than 24 standard reports and
a custom report writer are included.
(September)

Circle No. R15
FAS1000

INVENTORY

easy. Monarch displays the report on
the screen, and you identify the sort
level and paint the fields to be captured. Only those records meeting
your selection criteria are passed on to
the analysis and output modules....
The worst that can be said about the
program is that it takes a long time to
deal with large data files. In addition,
it may not easily tackle reports that
present records in varying formats
with respect to the length and placement of fields. (October)

LIFO -PRO. In about two minutes,
LIFO -PRO will produce spreadsheet
projections for both book and tax for
up to a 20 -pool company. The program
will save an unlimited number of the
projections, so a company can select
the inventory mix that will maximize
the tax benefit of LIFO. Multiyear projections can be made either on an individual pool basis or on a global (macro) basis for long -range planning.
Capitalization of overhead costs under
Section 263a of the Internal Revenue
Code is automatically built into the calculations on a pool -by -pool basis.
LIFO -PRO will prepare 18 reports permitting users to analyze their LIFO situation from many different angles.

Circle No. R13

FIXEDASSETS
PRO *FAS. PRO *FAS has six standard
asset reports, l l standard depreciation
reports, and four standard IRS detail
reports, each of which allows for user selected sort detail. In addition, users
can create specific reports with ease.
The system automatically calculates
IRS, state, book, alternative minimum
tax, and adjusted current earnings. Every conceivable depreciation method
is included and can be calculated
quickly for any time period....
PRO *FAS can display an interactive
"what if " analysis on the screen, giving
the ability to compare depreciation
methods, view the calculated difference between methods, and analyze
the resulting impact on depreciation
expense. It can categorize and sort assets in detail, not only by location and
division but also subassemblies of a
major asset via multiple subrecords
per asset, all within the same database.
(June)
Circle No. R14
FAS1000. With FAS1000 a user can
create up to seven possible depreciation "books" ending in different fiscal
MANAGEMENT ACCOUNTING /JANUARY 1994

(May)

Circle No. R16

SPREADSHEET
Improv for Windows. The most noticeable differences between Improv and
conventional spreadsheets are the separation of data from formulas and the
use of labels (names) rather than cell
coordinates to refer to data. Formulas
are handled in a separate "formula
pane" at the bottom of the spreadsheet. Data labels also are used in formula expressions. Calculation of a difference between two columns in a
conventional spreadsheet requires formulas in each row for each number
calculated in the variance column.
With Improv, the formula is written
once in the formula pane, and results
are placed automatically in each row of
the Difference column. Improv is
much easier to audit than conventional
spreadsheets because of its design.
...It allows you to analyze up to 12 categories (dimensions) of data with relative ease....Improv can import data

from Lotus 1 -2-3 files, Excel 4.0 files
and delimited ASCII files. (October)
Circle No. R17

SALESTAX
Hitech Information Systems. Silicon
Graphics needed to automate the calculation of its sales tax function. It selected software from AVP Systems
that would be tied into the company's
MAXCIM system, a manufacturing application software program. An interface was required that would bridge
the AVP Systems and MAXIM programs. The AVP software has to interface with the end user's billing software or order entry to swap data
between programs and find out billing
information, do calculations, and send
results back to the user. The company
selected to build this bridge was Hitech Information Systems. Hitech installed the Series 10 interface, linking
the sales tax automation software from
AVP Systems to MAXCIM based on an
order entry module. The Series 10 interface provides immediate access to
the AVP Systems modules, enabling
Silicon Graphics to calculate sales taxes, update sales tax rates, verify zip
codes, process tax exempt sales, audit
transactions, and prepare reports automatically. (July)
Circle No. R18

GRAPHICS
al1CLEAR. This software makes it easy

to develop a procedure (flowchart), a
tree (hierarchy), or a decision -tree diagram. It provides seven shapes. _It
is not intended for designing complicated systems or document flowcharts, but for making simple flowcharts it is an excellent choice. First
you enter all the necessary wording into a script file. Then the software automatically converts the words into a diagram, selecting the appropriate
symbols and flow paths. A variety of
styles, sizes, fonts, and page layouts
may be selected from a style sheet menu. External word processing software
can be used as the text editor, or the
built-in text editor can be used.
...There are numerous possibilities for
deviating from the three basic structures. (April)
Circle No. R19
OptiFICHE. Before First Colonial

Bankshares Corporation adopted the
OptiFICHE optical imaging technol61

ogy, it was generating about 2.5 million pages of green bar computer paper every month. The bank's initial investment to totally replace its paper
reports and microfiche was about
$150,000. However, it immediately began saving the $17,000 per month it
had been spending to create the microfiche, and the $7,000 monthly printing
bill, so it could fully recover the investment in the first year....OptiFICHE
was designed both for large users and
for small users who are generating
records from mainframes and storing
and retrieving them with printed reports and microfiche. OptiFICHE allows for the storage of more than two
million pages of green bar paper on a
single 5.25" optical disk and nearly 20
million pages on a 12" disk.... Optical
storage is permanent. Records are online or near -line. An operator can view
several records simultaneously on the
monitor screen. (Aprio
Circle No. R20

ACTIVITY-BASEDCOSTING
CASSO.The Cost Accounting System
for Service Organizations (CASSO)
software consists of costing and profitability modules designed specifically
for service industries. The cost accounting module allows users to analyze costs at activity, area, and product
levels. The profitability module lets users allocate revenue and determine the
profitability of their products and work
units. ...There are 61 predefined reports in the cost module. Area and
product reports can be summarized using two levels fo r grouping p urpo ses.
With CASSO, costs can be broken

down into direct, overhead, and indirect expense types. These costs can be
broken down further into fixed or variable expense components. (March)
Circle No. R21

UTILITIES
Norton Desktop for Windows. This software uses the same style of point -andclick interface as Windows but lets you
drag and drop icons to perform tasks.
You can use the file manager in Windows to find what you want to run and
drag the file onto the desktop. It then
is available to use without finding it
again. Other features include automatic backup; data recovery and emergency help; permanent, continuous virus
protection; and a number of additional
tools including some for networks.
(January)
Circle No. R22
Spreadsheet Echo.Spreadsheet Echo is
a voice proofreader for Lotus 1 -2 -3 version 2.x and Lotus Symphony. It can
read ranges back to you by outputting
the numerical cell contents to the PC's
internal speaker, headphones, or a
self - amplified speaker system....The
software may be customized. It includes male or female voices and
speed, volume, and direction settings.
It is available in several foreign languages. (January)
Circle No. R23
JetForm- Design. Edison Electric Institute designed an easy -to-use automated travel reimbursement form with a
forms automation solution called Jet -

Form- Design and JetForm for E -Mail.

The new form resembles the hard copy expense forms used previously,
but it automatically validates data and
calculates totals down and across. It also enables employees to route expense- related data via Lotus cc:Mail
across the local area network to the accounting department. ...The forms design package has a complete set of
graphics and text - handling tools to facilitate forms design. The software's
WYSIWIG functionality offers a picture of what a form looks like through-

out development. JetForm- Design enables the building of either DOS or
Windows applications. ...With the new
form in place, employees at Edison
Electric Institute can send an electronic travel expense form to accounting
by E-mail and get reimbursed the next
day. (September)
Circle No. R24

OPERATINGSYSTEM
Microsoft Windows 3.1. The most notable new feature of Windows 3.1 is its
multimedia capability. Multimedia enables a computer to reproduce full digital stereo sound, either from a CDROM drive or from sound files
recorded from a sound source and
stored on the hard disk. In addition to
sound, the user can view live video or
TV on the monitor. These multimedia
capabilities have everyday uses. For
example, in E -mail a picture can be attached to a note, or voice explanations
can become part of a spreadsheet.
...Release 3.1 offers more flexibility in
networking and an improved File
Manager. (February)
Circle No. R25
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OFFICE
TECHNOLOGY
CLAIRE BARTH, EDITOR

SOFTWARE
ABC Technologies Inc. has designed
EasyABC® Quic kT '4 for the person who
doesn't yet need the full capabilities of
EasyABC Plus. It can build small, real world ABC models containing any
combination of up to 250 resources, activities, or products and services. The
software can determine and analyze
the costs of activities, processes, products, cost drivers, and idle capacity and
can export data to mainframes, databases, and spreadsheets. Its bill of cost
capability allows nested lists of components or units, its performance measurements calculate attribute and unit
costs for each time period, its online
bill of costs shows costs contributing
to products or activities, and its flexible
model design allows you to model your
processes exactly. With EasyABC
Quick you can tag resources, activities,
products, and services with unique attributes and then analyze activities or
products tagged with the same attributes. EasyABC Quick provides 13 predefined reports.
Circle No. 30
TIM UPS Corporation has released the Windows version of Timeslips 5. New features added to Time slips 5 for Windows include the Bill
Layout Tool, which gives visual page
layout capabilities to the program.
With it the user can import graphics,
separate bill sections with lines, add
lines, and add text anywhere on the
bills. The Timeslips Navigator provides a new interface that allows the user to access commands and program
functions from a graphical format The
new version also includes its most flexible aging system ever— aging periods
can be assigned in one -day increments, up to 250 days. Payments and
other transactions can be entered in a
batch format
Circle No. 31
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Timeslips 5

ple locations through multiple tax
years. In addition to forecasting payments and planning cash requirements
for both the tax year and fiscal year, the
system tracks payments, check numbers, and authorizations as well as
managing payment balances.
Circle No. 33
TaxRom, Inc. makes a tax library
available on CD -ROM. One disk contains IRS Private letter Rulings, Revenue Rulings, TAMs, IRS Publication
1102 Uniform Index list, Court Reports, and more. TaxRom, Inc. updates
disks monthly and offers technical support via a toll-flee number. Documents
can be located by Code section, Regulation, and IRS Uniform Index list Documents also can be retrieved through
Boolean search, phrase search, or
proximity. Data can be downloaded to
your files. System requirements are
IBM or compatible computer, DOS 3.3
or higher, 64OKB of RAM, I.2MB of
hard disk space, and CD-ROM drive.
Circle No. 34

Scala USA, Inc. is offering SCAIA, an
international business and accounting
software system for medium to large
companies. The system, with 17 modules, adopts a highly parameterized, integrated approach to fit any organizational model. SCALA is used by more
than 10,000 companies in more than 70
countries. In the United States, it is distributed by Scala USA, one of 35 Scala
Partners worldwide. The system competes with both mid -range and high end packages for the customer with
multilingual, multicurrency, and multicountry support requirements. It exists in 30 languages and is available
across a wide variety of platforms, including PC networks and UNIX
(VMS). Support and training are available worldwide through local partners.
Circle No. 32

ComputerAssociates' CA Simply
Tax guides the user through the tax
preparation process using checklists,
built-in strategies, and "what if" scenarios. The New TaxPrep Interview
prompts the user with a series of questions designed to gather all the necessary tax information. As questions are
answered, data are transferred automatically onto the appropriate forms.
CA-Simply Tax flags incomplete or
missed entries and warns of upcoming
deadlines. It prints returns on dozens
of IRS forms, schedules, and worksheets on a variety of printers or allows
users to file electronically via modem
or diskette. Optional state tax programs are available.
Circle No. 35

Financial Decision Systems has
brought out MASTERAgenda; "' software that helps corporate tax and finance departments organize and manage their tax and financial filings. It also can be used to track, manage, and
analyze target dates pertaining to filings and events in the treasurer's office
and legal departments. MASTERAgenda incorporates an annually updated
FDSI Master Calendar that lists all the
filing requirements for federal and
state governments. Customized calendars can be created easily from data
that have been verified and updated in
the Master Calendar. The software
tracks multiple corporations in multi-

Scan/US, Inc. has produced
Scan /US, a geomarket analysis software package for Windows that enables users to site new stores, target a
direct mail campaign, find new prospects with desired demographics, and
set up sales territories by transforming
numeric data into color -keyed maps
that show where the potential customers are. Scan/US seamlessly integrates analysis, data, and maps so users can navigate through the whole
country down to a single 1/ 16thsquare mile neighborhood area. The
compactness of the grid files easily allows analysts to carry the data with
them on portable computers. Scan/US
transforms sales figures in Excel

scarWs
spreadsheets or customer information
in database files into maps that show
trends and relationships. The base
package comes preloaded with a large
amount of demographic data and includes the U.S. Interstate road network, major metropolitan intersections, U.S. cities, and large shopping
centers. Scan /US is available until
March 15 at a special price of $395 directly from the company.
Circle No. 36
PeopleSoft, Inc. has launched PeopleSoft Financials'' 2.0 and a new version of the PeopleTools@ application
development and customization environment. PeopleSoft Financials 2.0
is a fully integrated family of client/
server financial management applications: G /L, A/R, A/P, and PeopleSoft
Asset Management, based on People Tools. PeopleTools 3.0 features new ad
hoc reporting capabilities, an automated batch process scheduler, and support for images, outgoing electronic
mail, and double -byte characters.
Both systems operate on PC clients
running Microsoft Windows connected to PC, UNIX, mid -range, and mainframe servers running relational databases.
Circle No. 37
Keysoft Corporation has brought out
version 93 of Keystone Software, a system that emulates the complete accounting process and is not just a
group of standalone modules. A transaction enters the system once and immediately updates all affected areas.
This real -time transaction -based processing, a result of the proprietary file access design, eliminates the need for
monthly postings and closings. True
up-to -date reports can be generated on
demand. Version 93 includes MICR
check - writing capabilities in addition
to enhancements to some of its other
functions such as data entry, file maintenance, invoicing, and reporting.
Circle No. 38
64

Manage Information Software, Inc.
has released MANAGE Small Business 2.0, an accounting and business
management system that includes
General Ledger, A/P, A/R, Inventory,
Payroll, Sales /Order Entry, and
Checkbook. Information in the system
is perpetual and can be viewed at any
time. All accounting activity occurs behind the scenes, and modules are fully
integrated. The Small Business Network is a LAN version of the package
that has file and record locking for a
multiuser environment.
Circle No. 39
Giant Systems has released its newest version of GIANT Office Software.
Designed for small to medium -sized
service and manufacturing businesses,
the package consists of modules for
Customer Management, Vendor Management, Financial Management, and
Material Requirements Planning. Popular word processing and spreadsheet
programs are seamlessly integrated
under GIANT and link letters, contact
notes, pricing information, and spreadsheets to customer and vendor folders.
Accounting modules are fully integrated and multiuser. GIANT runs on IBM
or compatible computers running DOS
or OS /2 and Novell, LANtastic, LanSoft, or PC -Lan network software.
Circle No. 40
Insight Software Solutions is offering the Annuity Ace, a financial software package that can project and illustrate a user's saving and investment
needs through professional reports.
Deferred, immediate, and split annuities all are supported. The Annuity
Ace allows for withdrawals that can
help project income through the retirement years. Variable deposits, withdrawals, and interest rates can be entered. A mechanism is included to
make cost -of -living adjustments to deposits, withdrawals, or both.
Circle No. 41
DataDesigns is shipping Itemizer and
CAMkit for Macintosh and Windows.
Itemizer is a capital asset management
database that lets laser printer owners
print bar code labels and data entry
charts for use during asset labeling
and identification. Assets are entered
by importing a file from disk, downloading information from a portable data collection unit, or keying in the data.
Itemizer's data entry windows are
modified easily by each user. CAMkit
combines the Itemizer software with
United Bar Code Industries' ScanIm-

ageT"' laser scanner, a noncontact laser
scanner for scanning labels, and Panasonic's DataPartnet " portable data
collection terminal, a lightweight portable bar code reader for collecting and
transmitting scanned data
Circle No. 42
CODA, INC. has launched its open
systems client /server Open Accounting System (OAS), which runs under
Windows 3.1. OAS is based on a flexible client /server architecture. Users
can define the most efficient configuration for their needs: either centralized
control on the server or true client/
server processing. OAS offers multilingual, multicompany, and multicurrency capabilities and complies fully with
SFAS 52 and other international accounting standards. The system will
satisfy local accounting requirements
and corporate consolidation needs. Individual documents, vendors, customers, and accounts may be tagged directly with currency information. OAS
permits a 90-character account structure with eight user-definable levels. It
interfaces with most popular PC
spreadsheets.
Circle No. 43
Synex Systems Corporation has implemented F9 The Financial Reporter –
Windows Edition (179WIN). F9WIN is
a spreadsheet-based ad hoc reporting
and analysis tool. Available in versions
for Lotus for Windows and Excel, it has
several features that distinguish it
from other report writers. It provides
instant access to G/L information and
the ability to use the power of spreadsheets to organize and analyze the data It allows consolidation of multiple
general ledgers, even G /Ls based on
different accounting systems with different account codes and structures.
F9 reports are composed and calculated within the spreadsheet.
Circle No. 44
SoftWorx, Inc. has introduced PC -InterUnk for Windows, a printer -sharing, file- transfer device. It provides
complete background operation for
two, three, or four PC users. Typical
applications include two to four users
sharing one to any number of printers,
which are attached directly to the PCs.
One file to entire directories can be
transferred between PCs without interrupting the other user. PClnterl-ink's
other main feature is its on- screen messaging— users can notify other users
through a two-way, pop-up messaging
window. Each user can type a message
MANAGEMENT ACCOUNTING /JANUARY 1994

or respond. Installing PC- InterLink requires no programming knowledge,
no tools, and no opening of the PC. A
simple port adapter plugs between the
printer port and the printer cable.
Circle No. 45
ASA International Ltd. has released
its data collection system for the Oracle database using SQL* Forms. Smart Tune,T" based on relational database
technology, is the first time and attendance recording system to offer a client /server approach. Oracle lets the
user distribute processing across an
enterprise yet easily retrieve information as needed. SmartTune is an integrated system that automates time and
attendance recording and activities
such as labor reporting, work-in-process tracking, inventory movement,
machine monitoring, and quality control. It is accessible from almost any
computer or communication device.
Circle No. 46
IRI Software has introduced Data Server Analyzer,'" a Microsoft Windows application for analyzing complex marketing, product, and customer
information. It is the first implementation of IRI's EXPRESS Business Intelligence Architecture for the client /server environment. DataServer
Analyzer is designed for marketing,
sales, and business analysts in market driven industries. It integrates sales
and marketing data from multiple internal and external sources and provides a range of ad hoc analysis and reporting tools for sales and marketing.
Users can manipulate several charts
and graphs at once, viewing and selecting information on multiple products,
time periods, or markets.
Circle No. 47
MicroMash, the accounting education software publisher, has released
two new Continuing Professional Education Series courses: Activity -Based
Costing (ABC) and Management Accounting in Today's Economy. Both
are eight -hour courses. The former
covers the essentials of activity-based
costing, and the latter introduces the
management accountant to concepts
that are particularly relevant in today's
economic environment.
Circle No. 48
Bisk Publishing Company, Total tape CPE Division, is shipping its interactive software course on the Revenue
Reconciliation Act of 1993; a line of
text, video, and audio material coverMANAGEMENT ACCOUNTING /JANUARY 1994

ing the Act is also available. Some of
the topics covered in the program include individual and corporate income
tax rates, amortization of intangible assets, taxation of real estate and investors, incentives, capital gain exclusion
of small business stock, empowerment
zones and enterprise communities, excise taxes, and compliance provisions.
Circle No. 49
Samco Time Recorders, Inc. has
made available its attendance tracking
system, Trax. This documentation and
reporting software is designed to accrue, track, and control employee attendance and benefit time. It can be
used alone or interfaced with a computerized time and attendance system.
Trax automatically generates standardized and custom letters and warning notices for employees, prints accrued time and carryover reports,
prints standard or customized performance review forms based on job descriptions, and automatically computes and tracks the information needed to make Clean Air and Family Leave
Act reporting simple.
Circle No. 50

EQUIPMENT
Unlimited Systems Corporation,
Inc., is offering KONEXX, a line of
inexpensive computer telephone
interface products. The KONEXX
Konnector Model 109 connects in the
handset jack on a telephone and
provides an RJ -11 connection for any
modem. It features automatic
switching between voice and data.
Model 112, designed primarily for
portable applications, connects into
the handset jack on a telephone and
provides an RJ -11 connection for any
modem except line - powered types. It
can operate on an internal 9 -volt
battery. Model 204 is a high -speed
acoustic coupler that connects
modems to almost all telephones. The
KONEXX Kit consists of the Model
204 and all items necessary for
efficient modem communications
while traveling. It includes a 7 -foot
cable, modular cable with alligator
clips, Merlin phone adapter,
screwdriver, extra 9-volt battery, and a
carrying case.
Circle No. 51

No other fixed asset management
program goes the extra mile like
BNA's. This package performs more
automatic calculations, including
Sec. 179 expense and application of
company limit, determination and
enforcement of the Mid- Quarter convention, and FASB 109 depreciation
projections. And with all these
and power, you get the "taxpertise"
of BNA. Call 1- 800 -372 -1033 for your free Working
Model. Do it today!

ONAS09WME
America's Tax Authority

123125thStreet,NW
Washington,DC20037.1197
FAX1-800-253-0332

TaxManagement, Inc. ■ The Bureauof National Affairs, Inc. ®1992
BNAS545K
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COMPUTERS
&ACCOUNTING
HARDWARE /SOFTWARE REVIEWS

CLAIRE BARTH, EDITOR

NRSCONSULTING
SOFTWARE
RS CONSULTING software is a
well - integrated manufacturing,
distribution, and accounting
system designed around the current
principles of customer service, just -intime, employee empowerment, and
simplicity.
Customer queries on an order can
be answered while one is on the
phone, even for items being manufactured. A number of look -up options are
available to find the order immediately
to determine the shipping date and
quantity. If the order is still on the
shop floor the software shows what
machine it is on, the time it went on
that machine, and any units completed. It is easy to see what steps are left
to complete the job and the time required to complete them. Notes can be
entered to highlight jobs being held
for any reason. This information saves
a lot of manual tracking labor, particularly as orders get smaller with shortened lead times. Customers are impressed with the quick response.
The estimating /quoting module
produces prices quickly, based on machine hours for each operation, and
can produce an unlimited number of
quantity break prices for each part.
Once a new part becomes a sale, the
inventory and bill of materials are created automatically. This module also
has specific estimating features
geared to companies in the packaging
industry such as ours.
Entering the sales order automatically creates the production file, commits all material to be used, creates an
estimate in the job cost file, and adds
the order to the schedule. No dupli66

cate entries are required even if the
sales order quantity is changed later.
An individual sales order can be created for any or all of the following types
of sale: standard products purchased
or manufactured, standard products
made to customer order, custom repeat, and custom one -time. Sales order
line items can be put into production
individually or combined with some or
all other line items on the order.
The entire shop floor and scheduling system is real time, and changes
are reflected immediately throughout
the modules. Loading by work center
displays or prints instantly after changes are made, as does the current priority list of scheduled orders by work
center.
Data entry by factory personnel is
greatly streamlined, and the editing
features minimize the risk of errors.
Feedback to work center personnel
occurs as soon as the job ends, showing whether they met the budgeted
hours; they can make notes easily to
explain variances. Management then
can review all jobs by work center on
the screen or by report at the end of
the day or the shift to review any
variances.
Plant time entries are fed into the
payroll module to create paychecks.
Machine /work center hours are used
to apply overheads into job costing
and create the corresponding general
ledger entries. The general ledger
shows the overhead application variances. Production entries are stored in
a database, and productivity measurements such as run rates by shift, cycle
times, and utilization rates are displayed or printed instantly.
Job costing is obtained with minimal cost due to the integration of the
modules but also due to the automatic

job closing, which occurs at a specified
time after completion so that there is
ample time to collect all costs. The job
cost reporting highlights cost and unit
variances and shows the exact profit
on each made -to -order job after including overheads. When jobs are closed
they automatically close to certain
sales and cost of sales general ledger
accounts so that you can summarize
them on your financial statements by
job type or even customer.
Budgeting for standard products is
simplified due to the unit sales history
kept on the inventory file by part and
by location. The Inventory Forecast
(MRP) can use the budgets on this file
to assist in planning production
and /or purchasing. In the general ledger module a flexible budgeting system allows you to define all your cost
drivers and build formulae to define
these relationships.
Some upgrading is required to the
current payroll module —it is not as
easy to use as it could be. We understand it soon will be replaced by the
national payroll software module of
Versyss Incorporated.
In summary, the NRS CONSULTING system is a highly sophisticated
series of software modules that provides excellent management control.
For this reason, we can recommend it
for use in a wide variety of industries
provided the companies are knowledgeable computer software users.
The software runs under UNIX and
AIX on the IBM RS /6000 and is available from NRS Consulting through the
international branches /independents
of Versyss Inc. System integration services and custom solutions also are offered. For more information contact
NRS Consulting, 4400186th St., Redondo Beach, CA 90278; (310) 2143646.
Judy L. Flinn, CFO
Scope PackagingInc.
Orange, Calif
Circle No. 27

SOLOMON III
electing an accounting software
package for an expanding group
of energy - related companies can
be a complicated process, particularly
because of the diverse reports needed
for financial reporting purposes. When
choosing an accounting information
system, considerations include platform type (mainframe, network, or single- user), company size and projected
MANAGEMENTACCOUNTING /JANUARY 1994

growth, number of system users, hardware requirements, price, and the general accounting, auditing, and reporting features desired from the package.
Other factors to consider include system speed, reliability, data integrity,
and adaptability.
Options include using a specialized
package written specifically for a vertical market, hiring a consultant to develop a proprietary system, or purchasing one of several high -end
general accounting packages on the
market. High -end packages are sold
only by dealers, who install and support the software on -site. These systems can be interfaced with other software packages and customized to
meet specific needs.
Dearborn, Michigan-based CMS
Energy Corporation has found that it
chose wisely when, five years ago, it
selected Solomon III®, a high -end,
character -based general accounting
software package for its PC -based local area network (LAN). CMS Energy
is a $3 billion diversified energy company with ownership interests in sub.
sidiaries and partnerships engaged in
the distribution of electricity and natural gas storage, transmission and
marketing of natural gas, oil and gas
exploration management and production, independent power generation,
and utility services. Consumers Power
Company, Michigan's largest utility, is
CMS Energy's principal subsidiary.
CMS Energy has added a number
of subsidiaries since it first implemented Solomon III. CMS Energy has been
able to adapt and improve its accounting procedures while maintaining the
same accounting system during five
years of growth. Adapting a system,
when possible, preserves the company's investment, shortens the learning
curve, and provides continuity in information tracking.
For CMS, Solomon III has grown
with the company. The package offers
a well- designed user interface including time - saving data entry features,
pull -down menus, pop-up windows, online help, and a wide range of reporting options. By means of a new information management module called
SolomoNotes, Solomon III can be customized easily without changing
source code.
Another advantage has been cost.
"Given the size and complexity of our
organization, ours is a relatively inexpensive system," said Ed Falkowski,
LAN administrator for CMS. He estimates about $15,000 has been spent
on accounting software for the Dean
i
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born site in the last five years. It is
used by a staff of about 16.
According to Falkowski, who is a
former business computer consultant,
another key factor to consider when
purchasing high -end accounting software is vendor commitment. Without
consistent improvement and quality
technical support, a software package
can become outdated quickly. CMS
has been able to adapt its accounting
system to meet changing business
needs in part because the Solomon III
accounting package it uses has been
upgraded many times in the last five
years.
LAN -based accounting systems are
being used increasingly to deliver the
transaction volumes, speed, and reliability required for very sophisticated
operations. One reason for the popularity of LANs is cost effectiveness:
LAN systems provide results similar
to using a mainframe system at a fraction of the cost. Another reason for the
popularity of LANs is that they are easier and less expensive to upgrade than
mainframe systems and offer increased flexibility in upgrading.
CMS runs a LAN -based accounting
system using Novell 3.11 on DOS 5.0
over a 16MB token ring topology. Fifty-eight 286, 386, and 486 computers
are on the network. All the Solomon
III accounting users are equipped with
at least a 386. The server is an IBM
486 model 95 with 2.2GB of storage
and 16MB of RAM. CMS recently has
started using a new, highly efficient
Netware Loadable Module (NLM) version of Solomon III, which is designed
to maximize network speed and efficiency and free up the database server
for other tasks.
Accountants and accounting clerks
in Dearborn and at remote sites perform data entry for the approximately
60 accounting databases CMS maintains. During the month-end close,
eight or more databases must be
opened simultaneously. Data from the
remote sites are received via modem
and processed at the Dearborn headquarters. Falkowski wrote a program
to process the ASCII text file report
generated from the Solomon III Report and Graph Writer module. The report captures GL balances, and the
process formats the output into the
form needed by a third -party corporate consolidation package. The third party package was implemented to assist CMS in meeting reporting
requirements.
Users are trained by a single software vendor for the sake of consisten-

ControlsNotFool-Proof
Duplicatepaymentsapt wch
`53.5 billion ayear' -

Pmblein Computerizedcontrolsareheovily relied upon but are for from tool proof.
Systemsaren'tdesignedforpaymentanalyses.
S010#011 HaveDSRperform ano-costdetailedreview ofyourdisbursement records.
We'l recoveroverpaymentsdueyouandprovidewrittenrecommendations.Then,consider
licensingourcomputersoltware.
f1t xourfiles
► Largest duplicate- $85,000
► Oldest recovered- 5rears

Call for more info or brochure

DSR, Inc. 800- 683 -5454
Mationwide - Wcvldwide
Circle No. 21

cy and coordination. Informal meetings or phone conversations are held
regularly to keep all system users upto- date with product updates and enhancements.
Solomon III modules are priced at
$795 to $5,995 for 100 users. For more
information, contact Solomon Software, P.O. Box 414,1218 Commerce
Parkway, Findlay, OH 45840; (800)
879 -2767, ext. 3.
Brian Clark
Findlay, Ohio
Circle No. 28
Reviewers Wanted
If you are interested in writing
a software review for
"Computers & Accounting,"
either of a package you
already use or a new one,
please call Claire Barth at
(201) 573 -6205. We need to
know the areas that
particularly interest you.
I
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TRENDS

IN EDUCATION

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

OUR IMA STUDENT
CHAPTER
In 1981, the surviving family of the first
chief accountant of the Securities & Exchange Commission bestowed his name
upon a newlyforminglMA student chapter at James Madison University. In just
more than its first decade, the Carman
G. Blough student chapter at James
Madison has won the annual National
Award of Excellence four times (most recently 1991 -92) and has received several
Certificates of Excellence in student
chapter competition. And, with sometimes more than 300 members, the chapter consistently places well within the top
10 largest of more than 250 student
chapters nationwide. We asked thefaculty advisor to discuss what makes a student chapter successf ii.

BY BRADLEY M. ROOF, CMA
very IMA student chapter has a
lot to offer its members, officers,
and the college or university it is
affiliated with. What makes a student
chapter outstanding is its commitment
to adopt challenging goals, to plan
carefully for success, and to execute its
plans vigorously.
Probably the most important activities of a chapter are its professional
and social programs. A research study
on student chapters, sponsored by the
IMA and conducted by faculty at
James Madison, revealed that students most enjoyed programs that provided a closer look at the more practical side of business and the individual
lives of both the business executives
and the faculty participating in every
type of program.*
Our student chapter has been able
to offer top - quality professional programs that have introduced students
to the intellectual tools and techniques
68

used by business managers. Not only
do the programs provide faculty with
an excellent opportunity to get to
know their students, but they have
found research opportunities with visiting business managers. Joint meetings between the student chapter and
IMA's Virginia Skyline Chapter, the
student chapter's parent, have provided students with a real -world look at
business careers.
The student chapter has worked
closely with Beta Alpha Psi, its twin
student accounting organization, on
programs and projects. Lending both
their names to programs often ensures that the best speakers will attend. For example, the comptroller
general of the United States, the IMA
national president and executive director, the ICMNs director of examinations, and the SEC enforcement division director have spoken to our
chapter. One of the most popular programs in recent years was on dual career marriages. Two couples in dual
career marriages —one, three years,
and the other, 15 years after graduation — talked about this issue and then
answered questions.
What makes a student chapter successful? First, you need an effective officer group. They must be committed
to fulfilling their responsibilities and
have the motivation to sustain that
commitment. Each must have the necessary organizational and communications skills.
Ideally, you should have officers
with previous experience managing
the IMA student group. I recommend
that you encourage not only seniors,
but juniors and even sophomores, to
become involved in chapter management. In this way, there is a constantly
rising pool of experienced people to
lead the chapter.
Assigning the right amount of responsibility to each officer is important. The key is to make each person's
task meaningful, but don't allow it to
compromise his or her academic performance or extracurricular and social
life. A good organizational design for
the board of directors is the best way
to achieve this balance. At James Madison, the student chapter has a 12member board of directors because
there are many activities and lots of
members to service. Smaller or larger
chapters might require a different
board structure.
Students who have committed
themselves to managing the student
chapter have gained greater self -confidence, improved communications

skills, and leadership skills. As a result
of the reputation they earn among faculty and peers, their employment opportunities increase. Furthermore,
several students have received scholarships provided through the national,
regional, and local IMA organizations
available only to IMA student members.
Clear chapter goals and objectives
are the next ingredient for success.
Even the best officer group needs direction, and goals and objectives will
provide it.
We have used the IMA Committee
on Academic Relations' award of excellence criteria as a platform for our
annual objectives. The criteria describe the types of activities used in
choosing the three best student chapters in the nation. The student group
plans and conducts activities for each
topic in the criteria, which it believes
will be of nationally recognizable quality. This approach leads the student officers to produce programs and projects that yield numerous quality
benefits.
Finally, successful student chapter
operations depend upon the chapter's
faculty advisor. A single advisor or
succession of advisors can provide
valuable continuity to the student
group. Students learn from the advisor
what has and has not worked well. A
faculty advisor can help students cut
through "red tape" or quickly identify
whom to contact on administrative
matters at the school or at the IMA national office. He or she can be a resource to identify program topics and
speakers.
Strengthening student plans
through advice and reflective questioning is another valuable advisor
benefit. An excellent chapter advisor
is one who better enables the students
to manage their own chapter.
■
Bradley M. Roof, CMA, is associate professor, School of Accounting, James
Madison University. He serves asfaculty
advisorto the IMA student chapterthere.
Ralph L. Benke, Jr., CMA, Ph.D., is
the ActhurAndersenAlumni /Journal of
Accounting 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.
*A copy of "IMA Student Affiliate Groups: Current
Status & Future Direction" is available free from Ms.
Hadassah Baum, director of Academic Relations,
IMA, 10 Paragon Drive, Montvale, NJ 07645 - 1760.
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inventory valuation is the focus for cost
accounting. Now with new technology,
activity-based costing, and improved
reporting, cost accounting can be as
significant to service companies as to
manufacturers. IMA's research study
(title code 94291) is available for $25
from the Special Orders Department,
1- 800 - 6384427 #4.

COSOSELF-ASSESSMENT
UPDATE
RESEARCH
JULIAN M. FREEDMAN, CPA

WASTEMEASURESNEEDED
J. McNair, CMA, an accounting
professor at Babson College, discusses "Accounting for Unused
Capacity" in the November 1993 issue
of the IMA John Wiley "Management
Accounting & Finance Audio Digest."
Professor McNair estimates that organizations have 50% -65% levels of waste
(unused capacity). Profits will increase
if waste is reduced. Waste needs to be
measured before it can be reported,
but waste measurements currently are
lacking.
Unused capacity issues are under
careful scrutiny by practitioners and
academics. A CAM -I CMS sponsor interest group, in which IMA's director
of research is participating, is focusing
on the issue. Dr. McNair's "The Hidden Costs of Capacity" chapter in Warren Gorham Lamont's annual supplement, Handbook of Cost Management,
edited by Barry Brinker (to be published in the spring), develops new insights in how to relate to capacity. IMA
members can expect innovative research in this area to appear within the
year. To order the book, call Warren
Gorham Lamont at 1-800- 950.1213.

COSTACCOUNTINGFOR
THESERVICEINDUSTRY
he new IMA study by researcher
Otto Martinson of Old Dominion
University, Cost Accounting in the
Service Environment, provides insight
as to why the service industry is slow
to accept advanced cost accounting
methods. He points out that textbooks
emphasize cost accounting for manufacturing, WIP generally is not viewed
as applicable to the service sector, and
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new version of the COSO software is available for a 386 or
higher personal computer. The
internal control self - assessment software program is designated as Corporate Framework Version 4.20. New features include the ability to delete
selected master data, rearrange displayed text for self - assessment documentation, paste from one window to
another, and print a sign -off form for
the person performing the self- assessment. IMA offers the product for $335
(order code COSO -2). Updates are
available to buyers of the initial program at no cost by contacting IMA's
Special Orders Department, (800) 6384427 #4.

BLOCHERCOMMENTS
ONAICPAREPORT
he American Institute of CPAs
has issued a special report on
"Meeting the Financial Reporting
Needs of the Future." IMA researcher
Ed Blocher (University of North Carolina-Chapel Hill), whose study, The
Role ofAnalytical Procedures in Detecting Management Fraud,addresses
many of the issues raised by the report,
notes that:
" ... regarding management fraud,
the document calls for three things
that are relevant for my IMA project.
" ... First, it calls for'... new guidelines to assist auditors in assessing the
possibility of management fraud.' The
relevance of my study ... is that when
used properly analytical procedures
can provide a useful tool for detecting
management fraud. The finding of my
study is that, while external auditors
use analytical procedures as required
by SAS#56, internal auditors and controllers do not ... use these procedures.
" ... Second, the document calls for
help by others, such as attorneys, in
bringing to the external auditor's attention instances of suspected fraud. This

recommendation makes very good
sense. However, as my research
shows, the focus should be on getting
the help of the controllers and internal
auditors.
.. Third, the document calls for
the review of past cases of fraud 'to
learn how the financial statements
were manipulated, how detection was
initially avoided ...'Ibis statement appears to call for the type of research
that the IMA has supported, such as
my project." Blocher's complete report
(#93280) is available from IMA's Special Orders Department.

NEW DISTRIBUTIONSERVICES
FOR IMAPUBLICATIONS
new on -line computer service,
IMA's Bulletin Board Service
( IMABBS), carries IMA's publications catalog and supplemental information on new offerings. An open forum to discuss research - related issues
is available through the service. Members will be advised of the IMABBS
phone number early in 1994, once testing is complete.
International buyers now can obtain
IMA publications faster and at a lower
landed cost. Arrangements with spe.
cialized carriers allow for worldwide
rates on a per pound basis rather than
for a percentage of the value of the
shipment. This change is particularly
cost effective on bulk orders. The price
of IMA publications will be shown for
both domestic and international purchases on future listings. To take advantage of the lower rates, request a
quote (pro forma invoice) from Joel
Pirard, fax (201) 573 -9507.

IIAISSUES AUDIT REPORT
he Institute of Internal Auditors
Research Foundation released a
research report prepared by
Price Waterhouse, Improving Audit
Committee Performance: What Works
Best.This study complements IMA's
report by researchers Larry Rittenberg
and R.D. Nair, Improving the Effectiveness ofAudit Committees, published in
1993. The IIA publication has a self -assessment guide that is particularly useful to evaluate audit committee performance as measured against the
practices identified. The report is available from IMA's library or the IIA at
(407) 830 -7600 for $33.
Julian M. Freedman, CPA, CPIM, is director, IMA research.
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BUSINESS
OPPORTUNITIES

CONTINUING
EDUCATION

RESUME
SERVICE
Distinguish Your Resume

ASSIST SENIOR CITIZENS—

QUALiIY CPE
FORAFEW $ /CRHR
1. 800.87 -GLEIM

SOFTWARE
ASSEFKEEPER

Write checks, complete medical
forms, balance accounts. Under
$1,500. Contact: 1-800- 4847009,
access code 1219.

BOOKS
Put those numbers to work!
New 288 -page manager's handbook defines101Business Ratios.
Free brochure,!- 800 - 949-1555.

CMA
REVIEW
100% LIVE PREPARATION
FORTHE CMA
EXAMINATION
New England CMA Review will
present classes in the Boston and
Portsmouth, NH area beginning in February. The classes a r e
taught by College Professors
skilled in exam taking techniques. Let our experience help
you pass the CMA Exam. For an
informative brochure, please call
Professor John Purisky, CMA,
CPA, (617) 3349880.

Accountants' formula for preparing cover letters for job advertisements. Call 215 -928 -5165 for information.

HELP
WANTED

What can we do
to convince you?

Management Accounting magazine is seeking a freelance technical editor. Candidate must have
accounting background and good
writing skills. For more information, call Susan Jayson at (201)
573.6272.

SOFTWARE
ACTIVITY BASED
COSTING SOFTWARE

Start making money for YOURSELF with the comp any Success Magazine calls the "Number One Accounting Franchise
in America!" (March. 1991) Build
your own highly successful accounting practice with Padgett's:
• Intensive 4 -week training
• Client marketing systems
• Yearly tax seminarsisupport
• Streamlined accounting
system
• On -going field support
• Owner m anuals & much
more.
CALL

1- 800 - 323 -7292
FOR FULL DETAILS!

Your success is our success.

RESUME
SERVICE
Don't Prepare Your Resume
Until You've Read
`THE ULTIMATE RESUME"
Proven ideas and tips from an executive search "pro" on how to
create a resume that will achieve
results. Send $15.95 plus $3.00
S /H.
BLUESFONE
PUBLISHING,
DEPT. M
P.O. BOX 1589
Beaverton, OR 97075 -1589
Allow 4-6 weeks for delivery

Accountants who have compared
Asset Keeper to their present
fixed asset system have found Asset Keeper to be a superior product when it comes to speed, flexibility, features, ease -of -use, and
cost.

Send for our free demo, sample
reports, and information packet.
Our conversion programs make it
worth your while to start using
Asset Keeper now!
Pro -Ware
13930 Gold Circle, Suite 104
Omaha, NE 68144
(402) 3302517
FAX (402) 3302496

CONTROLLERS

Activity Analyzer for DOS and
Windows. Create activities, cost
drivers, bills of activity, and attributes for mutli- dimenensional activity analysis. Single -level and
multi-level product costing with
full bill of material roll-up.

Pro -Active
Recover THOUSANDS in disbursement errors /improve controls. Page 67.

MANAGEMENT
ACCOUNTING®

Lead Software, Inc.
158 Greenfield Drive
Bloomingdale, IL 60108
(708) 351 -5155

AUDIT MANAGER/
DIRECTORS
Profit- Oriented?
Recover disbursement errors /identify control weaknesses. Page 67.

readers will
budget more
than $10.5 billion
next year for
product lines
advertised in this
magazine.
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Do you want to reach hundreds of
of thousands of corporate
accountants with your product or
or service?
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Call our advertising representatives:
Peter McGrath or Jim Hart
Management Accounting
10 Paragon Drive, Montvale, NJ
07645 -1760
Tel: 1- 800 - 638 -4427;
FAX (201) 573 -0639.
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ABC Technologies
Accountants On Call
Axtell Industries
BNA Software
Computer Business Services,
Inc.
Comshare
CMA Program
Cost Technology, Inc.
CTS
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Equitable
Executive ScanCard Systems
Fast-Tax
Iinancial Decision Systems,
Inc.
FuziWare, Inc.
Gleim Publications, Inc.
IMA Annual Conference
Key Tronic Corporation
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Malibu
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Rates: Rates have been increased as of
October 1, 1993, to $4.00 per word -15
word minimum. Advertising copy over 50
words is charged at display advertising
rates. Abbreviations, ZIP codes, and
phone numbers count as one word each.
All classified advertising must be prepaid. Noncommissionable.
Closing Date: Deadline for copy
is 45 days preceding month of publication.
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Copy: All advertising must be submitted
in typewritten, double- spaced form. No
telephone orders accepted. Copy may
be faxed to Alice Schulman at (201) 5730639.

Acceptance: Publisher reserves the
right to accept or reject advertisements
for MANAGEMENT ACCOUNTING®
Classified.

Payments: Pa ment in U.S. funds must
accompany each order. Mail copy to Alice Schulman, MANAGEMENT ACCOUNTING®, 10 Paragon Drive, Montvale, NJ 07645 -1760. Tel. (201)
573.6280.

Display Classified: One - twelfth page
(one column x 2 3/8 ") is available at
$685.
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ETHICS
ETHICS HOTLINE
1- 804ETHICS

EDWARD.McCRACKEN,EDITOR

REVIEW.• CAN ETHICS
BE TAUGHT?
BYHARRYPOYNTERAND
CYNTHIA THOMAS
any educators are still struggling with the question of
whether ethics can be taught.
Perhaps hope can be found in a recent
book by the Harvard Business School
describing how it addressed this issue
and the results of that effort
Can Ethics Be Taught ?' details a
study of entering Harvard MBA students from 24 to 32 years of age. The
study found that these students do not
possess the ability to make serious value -based decisions—especially when
placed in the vast context of public interest.
As part of the research, one of the
authors interviewed the participating
students and concluded that most of
these young people are fully capable of
making value -based judgments within
a given context. But their primary hindrances are a lack of experience in
making value -based decisions, a lack
of comprehension regarding the consequences of their actions on society
when making such decisions, and an
inability to articulate their own values
in a leadership role.
Another interesting point of the
book is that these students possess
very limited frames of reference. For
example, while they are strong in interpersonal ethics and have a clear
definition of right and wrong on a oneto-one basis, they do not possess the
ability to foresee how their behavior
within the confines of a business can
affect the public in general.
Another concern was expressed by
the authors over the comparison of
sports to business. The idea that business is like a game and all participants
72

are on a team working toward a common goal allows the the players to assume a limited focus. Further, rules of
sports contests sometimes allow behavior during the game that would be
unacceptable otherwise. Taking the
comparison of business and games beyond reasonable limits can lead to an
isolation from the outside world,
which can lead to the game rule that,
"if it's good for business, it's OK"
The authors also wrote about the
students' lack of awareness of cultural
and economic differences that exist in
our diversified society. No matter
what economic strata the students
came from, there was a "cultural insulation" present.
If students do not have at least a rudimentary understanding of diverse
populations, it becomes increasingly
difficult for them to understand the potential impact on those who might be
affected when certain business decisions are made. The larger, interdependent web of social, political, and
ecological forces is not recognized, let
alone understood. Only the individual
perspective was within the students'
grasp of consciousness. Thus, the pervasive (although undoubtedly incorrect) assumption was that someone
else would take care of these other areas. These viewpoints shared by students demand attention by educators
if a conscientious effort is to be given
to producing a graduate with the ethical and judgmental skills asked for by
the profession.
In the Harvard program it was recognized early on, as in any collegiate
endeavor, that a large majority of the
faculty must be supportive if the ethics
education program were to be successful. Recognizing this need, the
school identified 14 "barriers to, or
necessary conditions for, wide participation of the faculty in the integration
of ethical discussion in the required
curriculum." The strategy was to identify the barriers, primarily through interviews with individual faculty members, then endeavor to turn these
barriers into levers, or "to turn obstacles into opportunities."
These barriers include individual
versus organizational ethics, the perceived need for additional research to
tie ethics to particular functional areas,
the climate of trust and cooperation
necessary in the classroom, faculty
self- examination of their value systems, faculty willingness, faculty status as role models, compartmentaliza tion of knowledge versus integration
of ethics, goals identification and suc-

cess measurement, and — probably
the most commonly voiced barrier in
every institution —"a tightly packed
curriculum left little room for adding
ethical material." The last barrier was
identified as one that seemed to disappear when it was understood in many
instances that it was merely masking
faculty discomfort with teaching
ethics.
Obviously, in a column format we
cannot go into great detail about how
those barriers were converted into
building blocks for Harvard's ethics
program. Once identified and understood, each barrier could be addressed in terms of faculty development and resource allocation. But the
authors acknowledge that many challenges remain.
Four observations are of particular
importance. First, faculty become at
least "quasi - mentors for the uncritical
young adult." Second, "what faculty
are silent about and what they omit
send a powerful signal to students.
Omission of discourse is not value neutral education. There is no such
thing. Omission is a powerful, even if
unintended, signal that these issues
are unimportant." Third, while recognizing "the ownership of expertise" by
individual faculty members, it is useful
(for the professor or invited outsider)
to conduct an audit of each syllabus in
order to identify opportunities for insertion of pertinent ethical discussion.
And, fourth, perhaps educators could
be more successful if they move the
ethical discussions from the position
of telling students what they should
not do to a more positive emphasis on
the additional obligations they are under as a professional.
Educators interested in integrating
ethics into their curriculum should
place this book on their required reading list. Few institutions have the resources to duplicate Harvard's efforts,
but the results support the argument
that ethics can be taught in the classroom. We need to move the focus to
"how" to prepare future accountants to
address ethical implications of business decisions.
■
Harry Poynter is assistant professor of
accounting, and Cynthia Thomas is instructorofaccounting at Central MissouriState University.
Edwardf McCracken is chair of
IMA's Committee on Ethics.
Thomas R. Piper, MaryC. Gentile, and Sharon DaParks, Can Ethics Be Taxgit ?, President and F6
lows, Harvard College, 1993, 178 pp.
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It's time for a better solution

Commander"FDC
MET

j SjALA%M,ff.

Tired of saying "Sorry I can't" because reports from a'70s accounting system can't
keep pace with your company in the '90s? You need Commander FDC (Financial
Data Control), the client/server solution for financial consolidation and reporting
that simplifies the most complicated (and most urgent) information requests. With
FDC, reorganizations are as simple as changing an on- screen organization chart and
pressing the "Consolidate" button. Commander FDC helps you collect, consolidate
and analyze financial data with ease. FDC's database keeps all your reports consistent
whether you use a spreadsheet (via FDC's built -in linking) or use FDC's own
multidimensional analysis. So before you have to say "Sorry" again, call Chris Kelly
at 1.800. 922 -7979 to learn about a better solution: Commander FDC.
Commander v4 a trademarkand Comshare is aregotered trademarkof G
- m hare, Inc.
®1993, Qm hare, Inc. C93-20
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When it comes to the overall picture of
professional employment, salary data is
important.

But as a manager, you also need to
consider the pressing issues of benefits,
training, turnover and managing costs
through strategic staffing.
x' ll appreciate the 1994 SALARY
TIDE from the Robert Half and
countempr organization that offers a
mprehensive view of the nationwide
rrent salary levels in Accounting,
nance, Banking and Information
stems key positions. The Guide also
cludes useful information on
;vitalizing your staff after the
cession, and pursuing innovative
taffing methods.
ro obtain this FREE SALARY
GUIDE, call your local Robert Half
and Accountemps office.
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