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"I hit a hole in one when I chose ACCPAC Plus! It's helped us grow
from a start -up to a $9 million business. All along the way we've
been on track, on course and under par."

Genera lL e* er
@ ftancial Reporter
AccountsPgyable
Accounts Receivable
U.S. and Canadian PgYroll
Job costiv
Inventory Control
Order Entry
Retaillnvoicing
Sa lesAn a oits
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ACCPAC Plus Accounting Software.
it's versatile, with modules for a wide range of capabilities. Ifs easy to use, with lots of
built
-in features. It's customizable to the needs of virtually any type of business.
Plus Ac stin g
And ifs backed by one of the world's largest software manufacturers.
No wonder it's the leading accounting software in North America.

For More Information Call 1 -800 -225 -5224, Dept. 30567
Be sure to ask for details on ScanPAC" the new bar code technology for
ACCPAC Plus. Call now to see why more accountants and businesses
prefer ACCPAC Plus. And why you should join the club.
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sere superior by design.

ACCPAC® Plus: The #1 Accounting Software In North America.
s rA miniter Associates Inrentaidonal, Inc., IslWW. NY 117W7000..UI product names referenced herein are trademarks of their respective companies.
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KEITH BRYANT, CMA
PRESIDENT, 1994.95
BY ROBERT F. RANDALL
Dr. Bryant, associate
dean at the University of
Alabama- Birmingham, will
lead the Institute as it builds
bridges to members, other
accountants, and other
organizations.

Cover, President Keith Bryant, CMA,
in his office at the University of Alabama- Birmingham. Photo by Mark
Gooch Photography.
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TURNAROUNDS:
LESSONSFORTHE
MANAGEMENT
ACCOUNTANT
BY ARTHUR R.
DETHOMAS, WILLIAM B.
FREDENBERGER, AND
MONOJIT GHOSAL, CMA
The practices used by
turnaround agents to save a
financially troubled
company are the same
measures the company
could have used to prevent
problems. Through proper
internal control and true
planning and budgeting,
management accountants
can help keep their
companies off the
turnaround track.

26
ORTHOMET:
ANATOMYOF A
TURNAROUND
BY CARL P. DOEKSEN,
CMA
Here's the story of how a
small orthopedic products
manufacturer and
distributor turned itself
around in three years with
the help of a young CFO
and some tough financial
measures or "management
accounting realities."

35
IMPLEMENTINGTHE
COSOREPORT
BY ZABIHOLLAH
REZAEE, CMA
The Committee of
Sponsoring Organizations
of the Treadway
Commission has issued its
report, "Internal Control —
Integrated Framework."
Now it is up to management
accountants to guide CEOs
and CFOs in establishing an
internal control structure.
Herewith are some
recommendations.

38
REENGINEERING
PAYABLESATITT
AUTOMOTIVE

30
ANACCOUNTING
CHECKLISTFORPLANT
CLOSINGS
BY KEITH HERRMANN
Shutting down a facility is a
thankless job, but a good
controller can make the
operation progress
smoothly by developing a
list of procedures from
disposing of assets to
maintaining necessary
records to notifying
customers.

BY RICHARD J. PALMER,
CPA
ITT Automotive has begun
an entirely new approach to
purchasing and paying for
small -dollar noninventory
items based on use of a
procurement card. The
author, an IMA faculty
intern at 1TT Automotive,
helped review the
company's accounts
payable procedures.
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It's time for a better solution

psi

Commander",Budget
More than 2,800
major corporations,
worldwide, use

Is your budget system a complex patchwork of spreadsheets, in -house programs and paper based reports? Do you spend all your time with the mechanics of the inevitable changes
rather than analyzing their impact on the business? Now there's a better solution:
Commander Budget. It's a complete, distributed budgeting application that combines the
control of a database, the ease -of -use of a spreadsheet, and the power of multidimensional
analysis. Commander Budget won't stop the request for "just one more change," but it will
handle the mechanics so you can focus on the business of budgeting.
For more information call Chris Kelly today at 1.800- 922.7979.

Comshare's business

.

intelligenc e applications to e nhance
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A new IMA faculty
internsh ip p ro gram was a

learning experience for ITT
Automotive as well as for
the intern. The outcome
was not what the company
expected�—the�resulting
change in the accounts
payable process improved
the com pany 's p ro cesses

and reduced its costs.
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procedures or risk losing a
fresh start.
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In business today, you have to keep your eyes open to deal with all the tax issues that
can affect your bottom line.
The Federal Tax Guide gives quick, focused answers to everyday tax questions. You get
practical examples and problem- solving techniques that help you work your way through
your particular tax situation. The Federal Tax Guide comes in both print and CD -ROM.
It's clearly the most convenient and easy -to -use tax guide you can buy. Compare it

with our competition. You'll see. 1800 TELL CCH
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LYBRAND MEDAL WINNERS
Daniel P. Keegan and Robert G. Eiler, Cleveland,were presented the Lybrand
Gold Medal —the highest award in the 1993 -94 manuscript competition— for
their article, "Let's Reengineer Cost Accounting." Both Mr. Keegan and Mr.
Eiler are partners at Price Waterhouse in Cleveland. In their award - winning
article, to be published in the August issue of MANAGEMENT ACCOUNTING®, they demonstrate how companies can apply activity -based costing

when reengineering their cost systems. Thanks to ABC, the authors write, "we
can allocate overhead properly, simplify the details of accounting, speed up
information, and use the system to present key performance measures."
Lybrand Silver Medals were presented to Kimberly K Constantinides and
John K Shank, Miami Valley, for their article, "A New Reporting Emphasis
on Throughput and a Balanced Scorecard: One Mill's Experience."
Ms. Constantinides, a senior projects analyst at Champion International Corporation, teamed up with Dr. Shank, professor at Dartmouth College's Amos
Tuck School of Business, to write about her company's transition to a new
internal financial reporting system that better reflects the company's efforts
to reduce manufacturing cycle time and decrease inventories. The article is
scheduled for publication in the September issue. In addition to receiving an
award, Dr. Shank addressed Annual Conference participants on "Management Accounting in the 21st Century."
John M. Brausch, CMA, cost accounting manager of Culp, Inc., received
the Lybrand Bronze medal for his article, 'Beyond ABC: Target Costing at
Culp." Mr. Brausch is director of educational meetings at the Piedmont -High

Point Chapter of IMA. His article, scheduled for publication in the September
issue, describes how his company is using target costing to reduce costs and
increase profitability.

The medal winners were selected by the Lybrand Awards Committee from
among the 10 top - scoring manuscripts submitted during the year. Members
of this year's committee were: Robert Barber, CMA, director of Managed
Care at Mercy Hospital; Charles R. Hartle, CMA, CPA, vice president of finance, Acordia Corporate Benefits, Inc.; Steven R. Harrison, CMA, CPA,
manager, Regulatory Accounting, South Central Bell; Karl E. Reichardt, associate professor, Valparaiso University; and Leslie F. Sorenson, manager,
Weyerhaeuser Company.
Authors of the 22 other award - winning manuscripts were presented Certificates of Merit for their outstanding contributions to management accounting literature. A complete listing of the winners will be published in the August issue.
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WASHINGTONREPORT

STEPHENBARLAS,EDITOR

SEC TO EXPAND
PROTECTION FOR
FORWARD - LOOKING
STATEMENTS
s we predicted here last month,
the Securities & Exchange
Commission (SEC) has now
publicly committed to open a rulemaking on greater legal protection for
companies that voluntarily give "forward- looking" information to analysts
and the media. Linda Quinn, director
of the SEC's corporation finance division, confirmed the initiative in an interview with the Wall Street Journal on
May 17.
What that article did not report is
that the National Association of Manufacturers will make a very detailed
proposal to the SEC with numerous
options for changes in the law. Brent
Thompson, an NAM official, expects
that petition to go to the SEC by mid July. The NAM will try to line up other
groups, probably investor relations
and financial analyst -type associations,
and perhaps the Business Roundtable,
to support the petition. Business
groups had applauded a proposal on
forward- looking statements that is
contained in legislation introduced by
Sen. Chris Dodd (D.-Conn.). That bill
deals with a number of accountant liability issues. But at hearings on May
12 in front of the House Banking securities subcommittee he chairs, Dodd
admitted that his legislation has almost zero chance of going anywhere
this year. A Supreme Court decision in
April that makes it much harder for
shareholders to sue accountants who
"aided and abetted" financial fraud
makes the need for the Dodd bill
much less pressing. But that Supreme
Court decision did not affect the forward- looking statements issue. Hence
Linda Quinn's statement to the WSJon
May 17.

the new performance goals by the compensation committee several months
into the incentive year." Another issue
is the IRS's use of the term "substantially uncertain" to define the goals in
any performance -based compensation
plan. Walker complained that this puts
companies in the difficult position of
having to prove during an audit that
the goals were substantially uncertain,
which would be "very difficult, if not
impossible, during the examination
stage when the taxpayer is confronted
by a revenue agent equipped with the
benefit of hindsight." Michael DeLuca,
vice president of taxes for the Tax
Executives Institute, suggested that
the IRS take the word "substantially"
out of that formulation and go with
just "uncertain. "To be deductible, compensation plans have to be drawn up by
a subcommittee of the board of directors composed entirely of outside directors.

CONGRESS PASSES
TECHNICAL
CORRECTIONS' BILL
Deborah Walker

BUSINESS GROUPS
UNHAPPY WITH IRS
$1 MILLION
PROPOSAL
A number of business groups voiced
reservations about the Internal Revenue Service (IRS) proposal that details
what companies have to do to be able
to deduct compensation over $1 million on their financial statement. The
IRS has come out with its interpretation of a provision in the 1993 omnibus
budget reconciliation bill. That provision said companies could not deduct
compensation over $1 million unless it
was "performance based." Now the
IRS has taken its first shot at defining
performance based. Business groups
are citing numerous problems with
that interpretation. For example, the
IRS wants companies to set performance goals for an executive before
the start of a given "incentive" year. In
her testimony on behalf of the AICPA,
Debbie Walker of Peat Marwick (also
vice chair, AICPA tax executive committee) pointed out that the use of final
performance results from the prior
year "necessitates the establishment of

The House passed a technical corrections tax bill (H.R. 3419) on May 17. It
contains housekeeping kinds of odds
and ends, nothing major. The one
slightly significant corporate provision
cancels the current prohibition against
employers contributing more to the
pension plans of high - salaried employees than lower -paid executives. When
the bill sailed through the House by a
voice vote, indicating its bipartisan
support, Rep. Dan Rostenkowski (D:
111.), former chairman of the House
Ways & Means Committee, expressed
his hope that when the Senate takes up
the bill, it does not become a "Christmas Tree." That means he hopes the
Senate does not try to attach significant
amendments to the bill. However,
there are major tax amendments lurking in the Senate. One is in the back
pocket of Sen. David Boren (D.-Okla.),
the third ranking Democrat on the
Senate Finance Committee. Boren is
retiring at the end of this year, so his
colleagues may want to give him a
present for old times' sake. He has already sent to the White House a list of
tax incentives he wants given to the oil
and gas industry.
■
Stephen Barlas is a journalist with more
than 14 years of experience reporting
from Washington, D.C.
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There's only one activity-based management system
powerful enough to take you from data capture through to
reporting, without compromise.

I

you only ever view the correct results. And its self maintaining
- automatically incorporating any changes you make.
As for reporting, Hyper ABC lets you view the data you

Hyper ABC from Armstrong Laing.

want in the format you need via familiar spreadsheets.

Designed to make your job easier, it will unlock data

To find out about the activity -based
800 883 41 1with
1 now
formuscle,
our freetelephone
brochure.
management
more

wherever it's stored without rekeying or re- formatting.

O
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once captured, its built -in controls validate everything, so
®1993 Armstrong Laing Inc 7 Piedmont Center, Suite 500, 3525 Piedmont Road, Atlanta, Georgia, 30305 Telephone 404 364 1836 Facsimile 404 233 4883

Circle No. 24

MA
NA
GING
YOUR
CA
REER
`OUT OF WORK-HOW DO I TELL MY FRIENDS ?'
ROBERTHALF,EDITOR
Although two months isn't an especially long time to be out ofwork, it seems like an
eternity to me. What I find most diff'i'cult is the embarrassment ofbeing unemployed,
particularly with friends oflong-standing. My wife is extremely sensitive to this and
still hasn't told most people close to us that I'm out ofa job. This embarrassment makes
it difficult for me to pick up a phone and call people who might be able to help. I'm
well aware ofthe value ofnetworking, but it doesn't come easily to me. I'm hoping
youcan give me some suggestions on how to get over this stumbling block and go after
a new jab the way all the books say I should be doing it.
here is nothing to be
emb arras s ed abo u t
being out of work, unless it resulted from
some major indiscretion or crime. The "reengineering" of American industry is now firmly entrenched;
companies are making do with fewer
people.
But that doesn't mean qualified individuals aren't being hired every day.
The key in your case, and with your
wife, is to get over this need to keep
your unemployment secret and to aggressively do the very thing you acknowledge as being important —networking your availability to as wide an
audience as possible.
Besides getting in the way of finding new employment, keeping your
current situation secret can have a substantial long -term negative impact upon your family's financial health. When
people try to cover up the fact that the
major breadwinner has lost a job, they
usually do so in order to maintain a facade for family, friends, and neighbors.
Eventually, with less money coming in,
that can deplete what resources you
have to draw upon.
Assuming you and your wife can
come to grips with the need to "go public" in your job search —and I hope you
can —you should find it less awkward
and discomforting to call members of
your professional and personal networks.
But let's say you still have trouble
doing this. Here's where a well- crafted
letter, informing virtually everyone
that you seek a new job, can prove invaluable. And even if you do get over
your reluctance to call people in your
10

network, I still recommend a letter.
People looking for help from their networks commonly pick up a phone, indicate they've lost their job, and ask the
person on the other end to let them
know if they hear of any openings.
"Sure. Happy to," is the usual reply.
But phone conversations are quickly forgotten in our busy lives. A letter
has permanence. It can be passed on
to someone else. The result? A written
message is more likely to stick than a
verbal one.
A letter is also more efficient than
using a phone. After all, how many
calls can you make in a day? But a letter, which says exactly what it is you
want to say, can be easily personalized
with today's word processing systems
and sent to hundreds of people in a day.
Such a letter should be positive. You
don't have to indicate you lost your job.
Instead, state that you are no longer
with the XYZ Company and are excited
about the new opportunities and challenges in your future.
Ask for advice. We're all flattered

"My ultimate goat would be to become your
boss although as you can sea by my
resume I may be overqualified.,"

when our advice is sought; most people will give it freely when approached
in the right way. If the recipient knows
of a company that would benefit from
your years of experience and knowledge, say in your letter that you'd appreciate it if he or she would send
along your resume to that company.
When considering people in your
network, it's important that you not
prejudge the worth of any individual.
Often, the most unlikely person becomes the source of a wonderful employment opportunity. By all means include those you know to be actively
engaged in your field and who might
have direct knowledge of job openings.
But don't limit yourself to those people
nor only to individuals residing in your
immediate geographic area. An old
high school chum living a thousand
miles away might know of someone
back in your home town who is looking
for an accountant with your credentials. Family members who have no
identification with your profession still
might be aware of openings for which
you're qualified.
Keep expanding your list. Rule out
no one. Send the letter to those people
you met at your last high school or college reunion. Don't neglect college
professors under whom you studied.
Those in academia often have strong
and continuing ties with industry. Include your family and your friends and
neighbors. Send a copy to your doctor,
your veterinarian, and your local clergyman. And although you probably
don't want to send a letter to your barber, or the checkout person in your local supermarket, by all means mention
to them that you're in the process of
looking for a new job.
But before you can get to this stage,
it's imperative that you and your wife
come to grips with the fact that there
is nothing embarrassing about being
out of work. If either or both of you
have trouble psychologically dealing
with this, seek professional counseling
to help you get over that hurdle. The
future of your career, and of your family's future, is dependent upon your
ability to do this.
■
Robert Half, CPA, is the founder of Robert Half International, Inc., the world's
first and largest staffing service firm specializing in the accounting, finance, and
information systems fields. There are
more than 160 Robert Half and Accountemps offices on three continents. His latest book is Finding, Hiring and Keeping
the Best Employees (John Wiley &
Sons).
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ABC grows up
True, ABC can give you more reliable product
costs. But then what? With NetProphet software,
you can improve the underlying processes to do
something about those costs. Only NetProphet
combines the best of all worlds: ABC, ABM,
process -view analysis, capacity planning,
constraint�checking,�and�BPR�—�all�in�one�easy�to -use, integrated package.

Process vs. products
Through its Windows interface, NetProphet
allows you to look at your business in a commonsense, graphical process view. Columns and rows
of numbers may be fine for the accountants, but
what about the rest of your organization?
NetProphet gives everyone a picture that they
can understand and use.

What -if analysis
Only NetProphet provides quick and flexible
"what�-if"�analysis.�You�—�and�anyone�you�designate�on�the�network�—�can�project�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.

Generate your reports,
not ours
NetProphet includes an integrated report writer,
so you can produce custom reports with the
information, range, and look that you want. Or,
you can easily export data and results from
NetProphet into other applications.

Unlimited network access
Multiple users across a network can access the
NetProphet model simultaneously, to test
different scenarios and generate their own
reports�—�all�without�affecting�the�integrity�of
the "master" model. And, the economic benefits
are compelling: for 10 users, the cost is half that
of the leading competitor's software.

Your industry,
your experience
With hundreds of active installations, we and
our international network of value -added
consultants can help you design the right
model for your business. And, only Sapling
offers industry- specific training classes, from
beginner to advanced to expert. Plus, you get
unlimited technical support and software
upgrades for six months - free!
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NEWS
KATHYWILLIAMS,EDITOR

6. Employees will resist change, so their
resistance must be overcome. Em-

10 TIPSFOR REENGINEERING
MANUFACTURING

7. Companies must understand the

n one breakthrough performance,
an electronic equipment manufacturer completed a business process reengineering program that resulted in an 80% cycle time reduction,
97% on -time delivery to the day, and a
50% plus reduction in the cost of quality. R. Michael Donovan, who specializes in helping manufacturers reengineer business processes for improved
customer satisfaction and profit performance, offers 10 thoughts companies
should keep in mind on their search.
1. Fundamental rethinking is required.

Lefe P. Fox

UFE FOX FORMER IMA
PRESIDENT
t press time, we were saddened
to learn that Lafe P. Fox, IMA
president in 1975 -76, died suddenly. A story about him will appear
next month.

CFO$PREDICT HIGHER
THIRD-QUARTER HIRING
he gradual upswing in hiring of finance and accounting professionals will continue into the third
quarter of 1994, chief financial officers
responding to Robert Half latest survey say. Ten percent of the CFOs
polled expect their companies to increase staff, while only 4% see a decrease, and 80% predict no change.
The net increase in hiring among large
companies (11 %) is nearly double the
national average, the survey found.
The East North Central region of
12

als —when applying computer technology. Information technology is
not the solution.

the country (Ohio, Indiana, Illinois,
Michigan, Wisconsin) projects the
strongest hiring increase in finance
and accounting personnel. Even California, one of the last states to begin recovering from the recession, is experiencing some growth.
For complete survey results, contact Steve Pehanich at (415) 854 -9700.

Business process reengineering is
concerned with what could and
should be, so companies need to redesign the processes that will help
them beat their competition.
2. Leadership is critical. A company's
president should be a "change
champion," making sure that the
process starts from the top down
and that everyone knows top management wants the process to work.
3. The term reengineering is overused,
misused, and abused. It is being mis-

applied to a broad range of activities, most of which are not true reengineering, Donovan says, so
companies must stick to the true
definition.
4. The process is not and should not be
patchwork. One of the biggest prob-

lems companies face in reengineermg is the temptation to patch up existing ineffective business
processes under the label of reengineering. For example, they spend
huge sums on computer hardware
and software that just automates
the old, ineffective processes and
changes nothing. Then when results aren't what management expected, the companies call reengineering ineffective.
5. Reengineering is much more than
new systems. Organizations must

consider all aspects of their business simultaneously --customers,
people, products, and materi-

ployees must take ownership of the
project, and they can do so only if
they understand the intent of the
changes and are involved in designing and implementing them. This is
a job for the "change champion."
need for reengineering. In today's
uncertain climate, companies must
find new and more effective ways to
compete in an aggressive business
environment. To achieve performance improvement in areas such
as cycle time reduction, quality improvement, profits, and customer
satisfaction, core business processes have to be reengineered.
8. Some companies resist comprehen-

sive reengineering because of mistaken beliefs. Many top management
teams believe erroneously that
their companies are producing
higher quality products and are satisfying customers better than their
competitors. Complacency like this
loses market share. Then it's difficult to regain lost ground.
9. There will be widespread improvement with the process. Reengineer-

ing should result in performance
improvements across the board. In
manufacturing, these improvements include reduction in order
cycle time, reduced inventories,
lower overhead expense, increased
productivity, and on -time delivery.
10. Reengineering is di ferent. Downsizing and continuous improvement
aren't the same as reengineering.
Downsizing eliminates people
and /or moves from a mainframe
computer to something less expensive. Continuous improvement is
concerned with incremental improvement over a long time. With
reengineering, your objective is for
quantum leaps in performance.
Now for the goals:
f

■ Reduce product and operating costs
20% to50%.
■ Reduce manufacturing lead time by
50% to90%.
■ Reduce overall order cycle time by
60% or more.
■ Cut inventory by 50 % or more.
■ Reduce the cost of quality by 60% or
more.
■ Reduce factory floor space by 30% to
70%.
■ Reduce purchasing costs by 5% to
MANAGEMENT ACCOUNTING /JULY 1994

10% each year.
■ Deliver 98% or more of products on
time.
Mike Donovan is based in Natick,
Mass., and can be reached at (508)
655 -4100.

GROWTHCOMPANIES
AREOPTIMISTICABOUT
THEECONOMY
hief executive officers of America's fastest growing companies
have raised their expectations
significantly for future revenue performance, employment, and new investments of capital, Coopers & Lybrand
found in its recent "Trendsetter Barometer" survey. Respondents estimate their own company's growth over
the next year at 31.1 %, an increase of
23% over the 25.2% they had calculated
in fourth quarter 1993.
Product sector growth firms were
most bullish in their growth expectations, while service organizations had
average projections for growth. Only
5% of the respondents said they were
negative about the economy while
71% were optimistic. George Auxier,
national director of entrepreneurial
advisory services for Coopers & Lybrand, said, "The fact that two-thirds
of this group are positive about the direction of the economy is good news.
But, more important, optimism is up
strongly compared to a net 49% a year
ago. This year it's 66 %."
"Trendsetter" companies also are
much more optimistic about prospective new hires. More than eight in 10
CFOs (81 %) plan to hire more employees over the next 12 months, while only 5% say they may have to downsize.
Of prospective employees, the most to
be hired will be professionals and technicians, with marketing and sales personnel next.
In other results, 62% of the companies are planning major new investments of capital over the next year in
information technology, facilities expansion, new product development,
and sales promotion.
Coopers & Lybrand's "Trendsetter
Barometer" is developed and compiled by the firm's entrepreneurial advisory services group with assistance
from the opinion economic research
firm of Business Science International. For information about this and other surveys, contact Maggie O'Donovan Bolton at (212) 536 -3174.

SMALLBUSINESSPROFITS
PLUNGE
merican small businesses are
selling more but making less,
which could result in cost -cut
ling measures similar to those put into
operation by larger corporations. Although first - quarter 1994 sales increased about 2% over the same period
in 1993, profits plunged 13 %. And while
more than 70% of small business owners predict increased sales during the
next 12 months, this unsettling erosion comes at a time when 80% of small
business owners say they expect to
shoulder an unfair burden as a result
of healthcare reform.
These findings are derived from
Small Business —the Engine of Our
Economy, a nationwide benchmark

survey of small business owners conducted by Padgett Business Services.
Here are some highlights:
■ Four out of five owners expect an
unfair burden resulting from
healthcare reform, regardless of
the final legislation. Most also find

it difficult to accept the concept of
being responsible for providing employee healthcare options.
■ Net profits decreased 13 %, the lowest first - quarter earnings in three
years, because of increased expenses, not a loss in overall revenues.
■ Forty -two percent of small businesses will hire more employees,
while 50% envision no change, and
8% may reduce staff.
■ Inventory increased 17% over the
first quarter of 1993.
■ Only 52% of small business owners
would recommend going into business independently.
■ Freedom, control, and enjoyment
are the most important reasons
small business owners are in business for themselves.
Padgett Business Services surveyed 1,813 members of its total U.S.
client base, of which 804 have been in
business at least two years. Clients
typically are in service or retail industries and have fewer than 20 employees. For complete details about the

7WMCSdMM
YouwanttheadvantagesofActivityBasedplanningandanalysis,butyour
organizationisconfusedbytheterminologyandresults.TheCostBlueprint
softwareusesfamiliartermsandconceptstohelpyoumanageyourprofitability.
•FlexibleABCsystemdesignedtomodelentire
business operations oronlytheportions relevanttoyourneeds.Useyourmethodologies.
Great foradhoc analysis.
•Maintainupto60monthsofbudgetandactual
datapervariable.Rollmodelsforwardovertime
tosupportacontinuousplanningenvironment.
• Supports dynamic cost allocation, and
manages thecapacityandcost ofindividual
activities.
• EasiIyconstruct what ifscenarios and examinetheimpactofchangesinyouroperations.

• Use the integrated report writerto produce
customreportsintheformatyouneed.Assign
userdefined attributes toselect variables by
attribute.
• Producerolling graphs in avarietyofformats
fortrendanalysisandmanagementreporting.
• Importdatafrom youraccounting,production
andspreadsheetapplications.Exportdatato
your favorite spreadsheet tool for further
analysis.
• DOS based tospeed manipulation,calculation and display,
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survey, contact Caroline Leigh or
Wayne Roberts at (404) 877 -1800. For
a quick look at total sales, see the accompanying chart.

FREEAUDIOCASSETTESARE
AVAILABLE
n this fast - paced, continually
changing workplace, employees
and employers alike are overwhelmed by too much information and
too little time to process it. To help alleviate this situation, Your Staff has
come up with some creative ideas.
Marc Stein, executive vice president of
Your Staff, is host of a weekly 30 -minute radio program in Los Angeles during prime commuting time. Called
"file Changing Workplace — Weekly
Radio for Overwhelmed Employers,"
the show covers such topics as'Violence in the Workplace," "Preparing
Your Workplace for an Emergency,"
and "Open Rating and the Smaller Employer." A free year's subscriprion,
consisting of the audiocassettes of the

broadcast, is available to attorneys and
CPAs. (Management accountants who
are not CPAs also should call for information.) Subscribers also receive regular updates on labor, health, and safety laws and other employment- related
issues.
For information about the cassettes
and subscription, contact Steve Eisner
or Devon Blaine at the Blaine Group,
(213) 938 -2577.

THE'WORK GENERATION'
FACESNEWCHALLENGES
he "work generation," this year's
crop of college graduates entering the job market, will be the
first to face the prospect of getting
work that lasts for a set period of time
instead of employment in the traditional sense, according to Challenger &
Gray outplacement firm.
It must be extremely responsive to
changes in the job market and have
the ability to move swiftly in taking advantages of opportunities. Its mem-

bers will have to camp on the prospective employer's doorstep and be ready
to move in immediately. Otherwise,
they will be left out in the cold. These
are the days of just -in -time hiring, just
like JIT inventory. Also, workers must
be prepared to provide most of their
own benefits and insurance and even
pension planning.

ISYOUR COMPANY
ENCOURAGINGCREATIVITY?
reativity is on the rise again after
having taken a back seat to the
status quo at companies while
employers solved immediate problems with old- fashioned methods.
Now employers are realizing that the
companies that are succeeding are
those that are making the most use of
their best resource —their employees.
Ninety-four percent of executives surveyed in a recent Robert Half poll said
companies are encouraging innovative
thinking to improve productivity, morale, sales, and quality.
■
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design.band
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G RUNDI G YB - 5 0 0
FM /AM Shortwave Receiver
Listen! Here is the BIG BREAKTHROUGH
in powerful performance and design. Not in
stores... Now available to you in the U.S.A.
from Willabee & Ward. No other compact
radio packs all these powerful features.
♦ POWERFUL RECEPTION. The Grundig
YB -500 does it all: pulls in AM, FM, FM
stereo, every SHORTWAVE band, even
aviation, military and ship -to -shore. All with
lock -on digital precision.
L POWERFUL SOUND. Exclusive Audio
Power Boost — found on no other world
band radio — gives the YB -500 big, rich,
room - filling legendary Grundig sound.

P o wer f u l F e a t u r es .
Power scan! The YB -500 has continuous
power scan on shortwave — stops at every
signal and lets you listen. When you hear a
broadcast you want, you tell the radio
to stop. Only Grundig has this feature.
Power timing features! The YB -500 can
send you to sleep on FM, wake you with
weather on AM, then switch you to BBC
shortwave. Even shuts itself off. Elsewhere,
you'd pay $500 for these features.

40 more stations on any band and display
call letters for reference. No other radio
at this price offers such powerful memory.
Also has instant keypad access to all
frequencies. Illuminated, adjustable LED
display for bedside use. Advanced RDS FM
station information display. It will be years
before other makers catch up with the
YB -500. But it is available today from
Willabee & Ward.

approximately 7 % "x 4!" x 1 % ", with built -in
stand and retractable ferrite antenna.

o,mtei

r - - - - - - - - - RESMATIONAPPUCAMN - - - - - - - ,

Willabee & Ward
47 Ric ha rds Avenue - Norwa lk, CT 06857

Call Toll - F ree: 1 -800 - 367 -4534
Extension 697 -174
Please send me
Grundig YB -500
Digital All -Band Shortwave Receiver(s). For
each receiver, charge eight installments of
$38.56* to my credit card:

Po we rful V alue .
VISA Mastercard Discover Am. Ex.
The Grundig YB -500 is only $299 (plus
$9.50 shipping and handling), payable in
i Credit Card No.
Exp. Date
eight monthly credit card installments of
Name
$38.56. Includes 4 AA batteries, deluxe
'
Pisxss Prtrn ciwnr.
�
travel pouch, stereo headphones, owner's
Address
manual, and Grundig's shortwave listening
guide. INTRODUCTORY OFFER: ORDER
City
NOW AND GET A FREE DUAL - VOLTAGE
INTERNATIONAL ADAPTER!
State/Zip
Grundig 1 -year warranty on parts
and labor. 30 -day money back guarantee.
Signature
(orders sutyeat to soospunce.)
Grundig is to radios what BMW and
I prefer not to pay by credit card and will pay
Mercedes are to cars. European look! Euroby check. Enclosed is my check for $299 plus
pean sound! European quality! Order now!
$9.50 shipping/ handling, a total of $308.50*
Pho ne o r der s no r mal ly s hi ppe d
next busi ness day .

P o we r fu l M emo ry .

C a l l T o l l - F r e e . i - 800- 3 67 - 4534

The BBC and all major world broadcasters
are pre-set for instant retrieval. You can add

Extens ion 697 -174

' for each receiver.
'Any appplicable sales tax will be billed with shipment.
i Highersh ippind/handling outside U.S.
L- - - - - - - - - - - - - - - - - - - - - - -- - - - - - - - - J

FINANCIAL MANAGER
T.CARTER HAGAMAN,EDITOR

hat is market
risk? When
can it be ignored with
impunity?
What are the
implications

all

for investors?
There are two basic types of risk associated with any investment—market
risk and performance risk. Investors
properly want to be compensated for
taking these risks, and frequently they
are willing to sacrifice some potential
return in exchange for less risk.
A variety of tools are available to the
investor to manage and measure risk,
and there are a variety of professionals,
from financial advisors to mutual fund
managers, ready to help. However,
of this comes at a price, and it's still the
investor's job to decide what help is
needed and then (if possible) to buy
only that. All too frequently I find investors paying substantial prices to avoid
market risk when they could just as
well ignore it!
"Performance" refers to actions by
the issuer of a security—a company,
government, trust, or whatever. Performance risk is the possibility that the
issuer will not produce the result that
was expected —for example, interest
will not be paid or earnings will not be
realized. Whatever may cause the issuer to fail to deliver is performance risk.
Credit risk is a subset of performance
risk. It is especially important in evaluating debt securities because expected performance is contractually stated
(e.g., pay specific interest), and only
credit problems are likely to disturb
these expectations.
Performance risk is evaluated (or
priced) in the market for securities. A
market may be highly liquid (government bonds, NYSE stocks) or illiquid
(private placements, venture capital).
Market risk is the possibility that the
valuation of underlying performance
16

may change unexpectedly for any
number of reasons. Sudden illiquidity
(can't sell) is a market risk. So is a general price movement based on news
events or a change in interest rates.
Short-term imbalances in supply and
demand for any securities contribute
to market swings. This is market risk,
too. Market risk can be overlooked for
investments that are genuinely long
term in nature. Performance risk can
never be overlooked.
When can you ignore market risk?
When you have a very long investment
horizon and no pressure to buy or sell
anything you don't want to. The most
common source of pressure is a need
for liquidity. It forces an investor to sell
when the money is needed. In the extreme case, a margin call in a falling
market leads to disaster, but the need
to sell equities immediately after a market break can be expensive enough.
Put simply, the need to raise money
from the
can force an investor
long -term horizon in which market
risk is unimportant.
Another source of pressure is routinely applied to managers of funds
who need to show good quarter to
quarter performance relative to competition. Such managers need to control market risk in their investment
strategies. This carries a price in terms
of long -term performance results. Investors who can look through market
risk should avoid giving their money to
managers who can't.
Aggregate investment performance
correlates well with aggregate performance risk, but only as a broad average over the very long run. To claim
this return, an investor needs to practice the twin principles of diversification and dollar averaging. There are
two ways in which an investor can try
to improve on the long -term average.
One is through better than average selection of investment opportunities,
and the other is through better than average market timing. An investor who
hopes to beat the average through
market timing obviously can't ignore
market risk.
What are the implications for invesaway

LOOHING
THROUGH
RISH

tors? Concentrate on equities —far
more than the usual recommendations
for a portfolio balanced between debt
and equity. Mainly due to performance
risk, equities generate much higher returns.
Based on Ibbotson Associates data
from 1946-93, the average annual return of 11.7% for U.S. common stocks
exceeds the average of 5.9% for intermediate government bonds by 580 basis points! The strong performance of
bonds in recent years was due entirely
to falling interest rates (market factors).
Most investors should use mutual
funds. Returns after expenses to investors in stock mutual funds are roughly
comparable to returns from broad
stock indexes. According to Morningstar, diversified U.S. stock funds for
the last five years averaged 15.8% before expenses and 14.4% after, against
a comparable return on the S&P 500 of
14.5%.
On average, it's difficult to beat the
average. Fund managers are paid to diversify performance risk through portfolio selection. Ideally by buying good
companies and (at least to some extent) avoiding poor ones, they earn
enough above the broad average to
cover their costs so that the net return
is comparable to the averages. That's
acceptable provided that the fund managers did not seek out above - average
risks in order to achieve it.
I prefer funds with relatively low
turnover ratios. This ratio suggests a
long -term perspective and generates
low transaction costs. A well- diversifled long -term stock portfolio is even
better than mutual funds both from the
perspective of income taxes and transaction costs in taxable portfolios because taxes on unrealized capital gains
are deferred. However, the investor
bears the burden of stock selection and
diversification.
The long -term diversified stock investor has no need to check the newspaper every day to see what's happening in the market. There's also very
little likelihood of striking it rich with
this strategy. The same actions that
avoid below - average performance over
the long haul also prevent above -average performance. One needs to understand this from the beginning. Still, average equity performance is well worth
having.
■
T. Carter Hagaman is an independent
investment analyst. He teaches at Kean
College offewJersey and can be reached
at (201) 762 -6378.
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Own aLeather -Bound Masterpiece for $4.95
EVj —the Price of a Paperback!
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Each book
bound in genuine
leather with accents
gf22kt gold. ,
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THE 100 GREATEST
BOOBS EVER WRITTEN
The finest Moby Dick you can find
is the Easton Press leather -bound
edition. Now, own this luxurious
book (a wonderful value at its regular price of $38) for the price of a
paperback — only $4.95 — with no
further obligation.
We are confident that you will be
so delighted when you see our edition that you will want to acquire
more Easton Press leather -bound
books in the heralded 100 Greatest

each volume. These
are heirloom
books made to
last for generations. Yet their
cost is most reasonable. You will not find
these editions for sale in any bookstore. They are made available
directly to you, letting us keep the
price low and the quality high!
Books Ever RWtten.
At just $4.95 you have
Classics by Bronze. Dickens.
nothing to losel
Dostoevsky. Shakespeare. Twain. To take us up on this outstanding
The world will never forget the risk -free opportunity, call us toll greatest authors of all time, repre- free at the number shown, or mail
sented in this collection by their the application.
greatest works.
CALL TOLL - FREE:
Real Value!
1-800-367-4534,
Ext. 1 -5438
The books in this collection are a
genuine value. Easton Press editions are bound in real leather with
O
22kt gold on the spine. Superior
craftsmanship and materials go into
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--- ReservationApplication --- - - - - -47 The
Richards
Avenue
Easton
Press
Norwalk, Cr 06857

Yes... send my leather -bound edition of Moby Dick at

just $4.95... and reserve my subscription to The 100
Greatest Books Ever Wizen. If l like this book, send
me further editions at the rate of one per month at $38'
each — a guaranteed price for the next two full years!
I understand you will send me a list of titles and I

can tell you which, if arty, I do not want. I may return
any book within 30 days for a refund, and either
parry may cancel this agreement at any time.
Here's how I want to pay for my $4.95 Moby Dick
and future volumes (unless I tell you to cancel):
v is A

MasterCard

❑

Discover

credit Card No.

Am. Ex.

Expiration Date

I prefer to pay by check ($4.95 enclosed).
payable to the Easton Press.

Name

city_
state

Zip

Signature
All orders subject to acceptance.

'Plus
$3.45 per book
Any applicable
sales for
tax shlppm
pp n a and
n d handling.
with shipment. t -5436

TAXES

IT'S ALL IN THE
TIMING

ANTHONYP. CURATOLA,EDITOR
BY NICHOLAS STEFANIAK III, CPA
n life and in tax planning, it is
often true that it's all in the
timing. Consider the case of
Internal Revenue Code Section 6654, which imposes a
penalty upon individuals for
the underpayment of estimated tax. This penalty is generally based
upon the shortfall of the individual's estimated tax payments plus withholding
paid and the lesser of the following:
1. The installment amount based on
90% of the current federal tax liability.
2. The installment amount based on
100% of the prior year federal tax liability (if the prior year was a full
year).
3. The installment amount based on
90% of the current annualized federal tax.
Most individuals are covered by the
above general rule, but the use of 100%
of the prior year's federal tax is limited
after 1993 if the individual's prior year
adjusted gross income (AGO exceeds
$150,000 ($75,000 for individuals who
file married and file separately). In contrast to pre -1994 rules, this is fairly simple. If your taxable income exceeds
$150,000, then you must pay 110% of
your prior year tax in order to avoid
penalties.
Underpayment of tax is an issue primarily for people who have a disproportionate share of unearned income
or no withholding. For example, dividends, interest, royalties, capital gains,
business income on Schedule C, and
rental income. For others, withholding
on wages can be adjusted to cover any
potential federal tax liability.
Unfortunately it isn't until an individual files his or her annual income
18

tax return that underpayment penalty
problems are recognized. When this
happens, it can be extremely frustrating and expensive to eliminate this
penalty.
Many times, the last resort for eliminating the penalty is the use of the annualization method. Under this method, the individual's income and
expenses are calculated as of a certain
date and then "grossed up" to a full 12
month value for a taxable income figure. The assumption in this computation is that income and expenses will
be recognized pro-rata for the remainder of the year based on the actual income and expense figures as of a certain date.
Instead of using annualization as a
"post mortem" tax tool, I propose that
annualization be used in a proactive
manner. Although it means more paperwork and documentation, annualization often results in the lowest
amount of tax due for each installment
because it is based on the person's actual income and expense as of a certain
date —not a fictitious representation of
the full year's tax (i.e., 110% of last
year's tax). The computation dates are
March 31 (for the April 15th installment), May 31 (for the June 15th installment), August 31 (for the September 15th installment), and December
31 (for the following January 15th installment).
The beauty of the annualization
method is that income and deductions
are "grossed up" based on actual numbers as of a certain date. This affords
an opportunity to defer federal taxes by
accelerating deductions into the early
part of the year. The ideal deduction to
pay, of course, is state income taxes because they are usually deductible for
both federal and state taxes, and they
are a direct payment against state tax
liability.
The ideal time to pay state estimated income taxes for maximum tax benefit is on January 15. Because the deduction is paid in the first quarter, the
deduction is "grossed up" to four times
the actual payment for annualization
purposes.
For example, a state estimated tax
payment on January 15 of $10,000
would be treated as approximately
$40,000 of itemized deductions for the
April 15 federal tax estimate. Be advised that itemized deductions may
be limited under certain circumstances if a person's AGI exceeds
$108,450 (or $54,225 if the person is
married filing separately). Also state
taxes are not deductible for alterna-

tive minimum tax purposes.
If, however, the $10,000 payment is
annualized to $40,000 and is fully deductible, then this payment would
yield a maximum federal tax savings of
$15,840 ($40,000 x 39.6% maximum tax
rate) for the April 15 estimated tax payment. Some businessmen would consider this an adequate return on investment.
This single payment of $10,000 on
January 15 would continue to reduce
tax payments for the remainder of the
year. For example, the $10,000 state
tax payment would annualize to
$24,000 for the June 15 federal estimate. If the payment were again fully
deductible, then this would yield federal tax savings of $9,504 ($24,000 x
39.6% maximum tax rate) for the June
15 estimated tax payment. Likewise for
the September 15 federal estimate, this
single $10,000 state tax payment could
yield up to $5,940 of federal tax reduction.
At the end of the year, the person
would deduct state taxes of $10,000
which would reduce federal tax by a
maximum of $3,960. While it all "catches up" at the end of the year, look at
the time value of the deferral! Under
the most ideal circumstances, this single $10,000 payment on January 15,
1994, could defer federal tax of $11,880
(the federal tax payment reduction of
$15,840 at April 15, 1994, less $3,960
federal tax saved by the state tax payment) until April 15, 1995. The decision to pay the $10,000 in 1993 or 1994
would hinge on analysis of the time value of money, the expected marginal
tax rates for 1993 and 1994, and cash
availability.
This idea of annualizing taxes and
accelerating deductions into the first
quarter is also possible for such payments as charitable contributions.
Again, certain limitations may apply regarding the person's ability to deduct
such payments.
Annualization is probably best for
individuals whose income fluctuates
greatly from year to year, as well as
from one quarter to the next. It's all in
the timing.
■

Nicholas Stefaniak, III, CPA, is the tax
directorforGlobe Corporation in Phoenix, Ariz. He is a member of IMA's Phoenix Chapter.
Anthony P. Curatola, Ph.D., is theJoseph F. Ford Professor, Drexel University, Philadelphia, Pa. He can be reached
at (215) 895 -1453.
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KEITH BRYANT, CMA
PRESIDENT, 1994 -95 _
Building Bridges to the Future
-0- -AN*BYROBERTF.RANDALL
o me the major
challenge facing IMA is the
way we respond to changes in the
environment in which
we operate. The changing environment relates
to the value people perceive they receive from
IMA membership.' This
statement embodies the
core belief of Keith Bryant, Jr., CMA, the 1994
95 president of the Institute of Management
Accountants.
Dr. Bryant, associate
dean for academic affairs at the School of
Business, University of
Alabama at Birmingham, was installed as
president of the Institute at the IMA's 75th
Anniversary Annual
Conference in New
York last month. As
president during 199495, he would like to poPresident
sition IMA on the leading edge of change.
A cool, soft - spoken man, President Bryant does not fit
the stereotype of the typical academic even though he does
have a Ph.D. degree from the University of Alabama. Rather he always has been in the forefront of change, leading
innovations for the University, the Institute of Management
Accountants, and the Institute of Certified Management
Accountants. He has helped build bridges spanning the
gap between the present and the future for all these organizations, and that is how he sees his role as IMA chief executive officer during the coming year. (See sidebar,
"Building Bridges.")

IMA AS A CHANGE AGENT
resident Bryant's career has been one of building
bridges. He led the effort to establish the Department of Accounting at the University of Alabama at
MANAC EMENT ACCOUNTING /JULY 1994
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Birmingham in 1969
and served as its first
chairman from 1969 -87,
earning accreditation
for the department in
record time. As chairman of the Board of Regents of the Institute of
Certified Management
Accountants he helped
guide the merger of the
ICMA with the Institute
of Management Accountants. Then as
chairman of the Committee on Chapter Operations of the IMA in
1988 -89 he led a successful effort to simplify
the interchapter competition. Most recently, he
served as vice chair of
the Quality Task Force,
`
which created the IMA
•
Continuous Improvement Center (CIC).
The 75th Anniversary this year marks a watershed for IMA in its
history. President Bryant believes decisions
have to be made now so
ffice in Birmingham.
that the Institute can
move from its successful past to a challenging future. Problems that include declining IMA membership, membership participation, and
CMA enrollment have to be faced. "We can be the vehicle
that takes our members from where they are and help them
move into the future. I feel that IMA ought to be the body
that helps to take its members into this different future
through the Continuing Education Program, Continuous
Improvement Center, through the Research Program, and
through the CMA program.
"We need to be a leader in that we identify areas where
we need to change and that we lead the charge instead of
being dragged, kicking and screaming, into the future. Instead of reacting to change we should be leading it."
One area that he intends to focus on is the requirements
for IMA membership. The accountant of the future, he believes, is going to be a much better educated person, but
there will be a lot fewer traditional accountants and more fi19

President Bryant teaches a class on computer spreadsheets in UAB
computer lab.

0 Many centuries ago, some people lived on an island separated from the mainland by a narrow body of water. The
dominant characteristic of the island was a huge pile of
stones. One group of the island people looked across the
water and saw people on the other side. They said,
"Those people look dangerous, and they might attack us.
We must use our stones to build a fortress to defend ourselves." A second group of the island people also looked
across the water and saw the other people. However,
they said, "Those people could be our friends. We might
be able to learn from each other. Let us use our stones
to build a bridge so that we can associate with them."
Thus, the island people faced a basic decision. Would
they use their major resource, the pile of stones, to build
a fortress to defend themselves or to build a bridge connecting themselves to other people?
■ As IMA looks to its future, we face a decision about the
use of our resources very much like the island people. Do
we want to build a defensive fortress and isolate ourselves or do we want to build a bridge and reach out to
others? The 1994 -1995 Class of Area Vice Presidents has
made its decision. We will be "Bridge Builders."
■ Bridges are important both inside and outside IMA. Our
inside bridges provide the linkages between and among
members, chapters, councils, national level volunteers,

nancial decision makers. As the premier nonprofit educational organization, the Institute is well positioned to serve
the profession of management accounting as well as financial management.
The Institute has to ensure that the story about membership benefits is disseminated clearly to the men and women
who could benefit the most. President Bryant feels that
some people may have misunderstood the IMA objective as
promulgated a few years ago when the Board of Directors
committed the Institute to a goal of 80,000 CMAs by the year
2000. He points out that the IMA leaders' assumption was
that the total membership would be larger than that number
and the balance would be employed in financial and management accounting positions but would not necessarily be
affiliated with the CMA program.
IMA, he says, is committed to diversity. Being a CMA is
not a membership requirement. "Any person with a genuine
interest in management accounting and financial management will be welcome as a member, provided they are committed to continuous professional improvement and to
ethics."
This thinking he relates to the metaphor of building a
bridge as contrasted with building a fortress, expanding
the boundaries of IMA operations and constituency instead
of shrinking them. His vision is that of an organization welcoming all those interested in management accounting careers but with the realization that every member may not
want to seek the CMA designation; he or she, however,
can profit from other products and services offered by the
Institute.
It might be useful, he suggests, that the IMA member-

and our national staff. Our outside bridges provide tha
linkage with other professional organizations, the busi<
ness community, the academic community, regulatory
and standard - setting bodies, and others.
■ In addition to providing the structure for our links inside
and outside IMA, bridges can and should define the nature of our relationships. This is a movement beyond
"what is done" to "how it is done." All of us can remember
crossing some bridges that did not seem very safe or
friendly. We were very glad to get across and resolved
to avoid them in the future if possible. Other bridges simply did their job and we viewed them with indifference.
There are some bridges, however, that excel. They seem
very safe and secure, they save us valuable time., they
provide a glorious view, and we enjoy using them. The
basic point is that the best bridges are those that not only
perform their job very well but also create happy users.
The way we treat each other on the bridge makes the
critical difference.
■ The `Bridge Builders" invite all IMA members to join
them in their efforts during the coming year.
KEITH BRYANT, JR., CMA
April 1994
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ship be viewed as segmented by interest areas, and products and services could be tailored to meet the needs of
these groups as other, similar organizations have done.
Some members are interested in chapter activities, some
profit from the monthly magazine and research publications, and others are taking advantage of the CMA program
and continuing education opportunities. He plans to lead an
effort to review all IMA products and services to see if they
can be repackaged and customized to better meet customer
needs.
"We have to package programs for each of these segments. We want to get the people in the 'IMA store' to buy
something. I think we can design something like a cafeteria
system where you go in and pick and choose the things that
you are interested in."

PREcocious UAB

MAKING ACCOUNTING EDUCATION RELEVANT
ver since Keith Bryant served as a substitute teacher
at a Sunday school he has been interested in teaching
and education. Indeed, after nine years earlier in his
career employed at U.S. Steel he has devoted his entire career to teaching and administration in the academic world.
From this experience and extensive contacts with corporations, he has developed specific ideas about what kind of accounting education students should be receiving.
"There is a serious imbalance on campus given to management accounting versus public accounting," he points
out. "The reason for this imbalance is that public accounting
firms actively support educational programs in many ways,
but those organizations whose membership include accountants working in industry—such as IMA and the Financial
Executives Institute— rarely step up to the plate." This neglect by corporations and membership organizations serving their employees' interests has left a vacuum in academe.
Colleges and schools of accounting still generally prepare
accounting students for careers in public accounting.
"Accounting firms hire one -third of the accounting graduates, but there is nobody stepping up and speaking out in
an organized way for the other two-thirds," who will end up
working in fields outside public accounting. He is concerned with the kind of education that accounting programs
are offering students, pointing out that "Major corporations
are increasingly hiring financial managers, not accountants."
"Accounting education is giving everybody the wrong tax
course, the wrong auditing course, and the wrong financial
accounting course." In an effort to gather reliable data in
this area, IMA has cosponsored a research study to determine exactly what corporations want in their entry level accountants. He noted that the FEI and IMA have conducted
an extensive survey to determine the type of educational
preparation that corporate America wants entry level accountants to possess. Preliminary results of the survey were
scheduled to be announced at the Annual Conference last
month. "We're reaching out to the academic community in
an informed way, trying to offer guidance as to what corporate America would like their graduates to look like."
The results will help the Institute structure its educational products and services to fulfill the needs of corporations.
For example, he notes, the CMA examination and curricula
set up for prospective CMA candidates can be used in creative ways to help accounting schools to prepare accounting
graduates to be more suited for industry jobs. IMA is
uniquely positioned to offer continuing education for men
and women employed in industry also.
MANAGEMENT ACCOUNTING/JULY 1994

University of Alabama at Birmingham.

ou won't find many ivy - covered walls at the University of Alabama at Birmingham (UAB). That's because just 25 years ago the campus itself was a
newly planted seedling. During its first quarter century,
UAB has blossomed into a sprawling, 70-block urban university whose mission is to cultivate and challenge its
21,000 undergraduate and graduate students.
UAB is actually a rare hybrid, sharing its university
campus with a world -class medical center. As Binning ham's largest employer, its faculty and medical staff number 17,000.
And although UAB has produced a bumper crop of almost 65,000 degrees, its student body basks in a nurturing student /faculty ratio of 18:1. UAB students currently
represent some 80 foreign countries, with worldwide
linkages to 47 universities in 26 other countries, plus international alumni societies.
In academics and medicine, its no wonder that UAB
lists 70 Centers of Excellence. Its faculty and medical
staff thrive, reach out, and redefine state -of the -art as top
leaders of organizations such as the Institute of Management Accountants, American Heart Association, and the
U.S. Committee on Foreign Medical Education and Accreditation, to name just a few.
Dr. Keith Bryant, IMA president for 1994 -95, says his
professional growth since UAB's beginning comes in no
small part from the intellectual stimulation that organizations such as IMA provide. "Our undergraduate and
graduate accounting students benefit from my level of
participation," he says.
"UAB is generous as well as astute to nurture and encourage such growth."

CONTINUOUS IMPROVEMENT CENTER
resident Bryant is particularly enthusiastic about a
new program just established by the Institute. It is
the Continuous Improvement Center that is designed to help organizations of all sizes in four major accounting and finance areas: assessment assistance, benchmark database, performance improvement and best

P
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practices, and recognition programs.
munity Responsibility, Chapter Operations, Planning and
"The CIC is going to be the vehicle that's extremely imBudget, and of the Board of Regents of the ICMA. He is parportant in our role as a change agent," he suggests. Benchticularly proud of the fact that he was among the first group
marking of the finance function is "where finance is broken
to sit for the CMA examination in 1972. He holds Certificate
down into 24 subfunctions and for each subfunction you're
No. 10.
collecting data on dollars, employees, and transactions.
Although his duties now as associate dean are mainly adYou go through the benchmarking of the finance function,
ministrative— counseling students, working with the curricand then you see where your problem areas are as you
ulum, and scheduling classes —he continues to teach a
compare your benchmark data to the best practices. The
class on the Excel spreadsheet software. The numerous
IMA role here is that of a
computer software man Mork Gooch Photogrop
facilitator, a clearinguals and magazines on the
house. We help organizabookshelves in his office
`{
at the UAB School of Busitions assess their finance
function, identify opportuness bear witness to his
nities for improvement,
interest in the latest comand then we help spread
puter technology.
information about how
A frequent speaker and
you improve."
representative on behalf
He sees CIC as a vehiof the University and
cle to build bridges to and
IMA, President Bryant
has enjoyed a busy career
among major companies.
"For the first time CIC alof lecturing, writing, and
lows IMA to go directly
consulting. In fact, he met
to companies, providing
his wife Stella at a meetservices to the members'
ing of the American Sociemployers instead of sayety of Women Accouning we're here just to
tants when she was
serve the members. Then
serving as president of
the local chapter. Later he
the employer is much
persuaded her to join the
more willing to support
Institute, perhaps markmembership in the Instiing the first time that a
tute."
current president and
The long -range implicaspouse have both been aftions of this activity are
filiated with the Institute.
profound. Not only will
Stella has served on the
corporations be able to as4
board of their chapter.
sess their accounting and
They honeymooned in
finance functions against
Hawaii while attending
benchmarks, but once the
the annual conference of
data have been compiled,
the American Accounting
the true costs of regulaAssociation.
tory and tax compliance
will be evident. "When
Keith Bryant's activities range the gamut
you look at the cost of tax
from those related to his
compliance to American
position at UAB to his probusiness, I think the numfessional affiliations inbers are going to be
Keith and Stella Bryant in their g arde n with "A Touch of Class" rose.
cluding IMA, Financial
shocking. But right now it
Executives Institute, the
would be difficult to get
American Accounting Association, and the American Asgood, reliable data on how much it is hurting American insembly of Collegiate Schools of Business to public service
dustries' global competitiveness because of what they're
in his community and church. But he relaxes with Stella
spending on tax compliance and other governmental regugrowing roses and playing bridge with some long -time
lations."
He adds, "We can't be the change agent until we get the
friends.
data to support the need to make a change. People will lisThe challenges facing the Institute as it enters its 76th
year of existence are awesome. Like many other organizaten to the hard numbers."
tions, both nonprofit and profit - making, it has had to take a
long,
hard look at its programs and services and, in effect,
A BRIDGE PLAYER & ROSE GROWER
reinvent itself. President Keith Bryant, who has flourished
on past challenges, knows this process is ongoing, and he
eith Bryant joined the Institute in 1970, affiliating
is eager to step up and lead members on the next critical
with the Birmingham Chapter, and was elected pressteps on the overarching bridge to the future.
■
ident for 197 8-79. His reason for joining was that "I
wanted the opportunity to associate with a peer group in the
Birmingham area," pointing out that, at the time, "We were
a brand new school." He has been active in Institute affairs
Is this article of interest to you? If so, circle
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90
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TURNAROUNDS:
0

LESSONSFORTHE
MANAGEMENTACCOUNTANT
Heed the early warning signals ofdistress —and plan, plan, plan!

I ;

ed at the onset of an engagement rarely is available. U it is
available, it is either outdated or inaccurate.
We conducted a mail survey of 150 professional turnaround managers to determine their information needs in a
tumaround situation? Each is a practicing tumaround consultant and a member of the professional organization, the
Turnaround Management Association. We received 100 usable questionnaires, for a 67% response rate.
We examined turnaround -agent and client -firm demographics and crisis -stage financial information needs and
availability. Respondents answered the demographic profile
questions by choosing from a given range of choices. They
answered the information needs and availability questions
by choosing from a five -point scale that ranged from "never"
with a value of 1 to "always" with a value of 5.3
WHOIS THE TURNAROUND MANAGER?

The turnaround manager has to make those tough, surgical -type
operating and financial decisions that will keep a company alive.

BY ARTHUR R. DETHOMAS, WILLIAM B.
FREDENBERGER, AND MONOJIT GHOSAL, CMA
hat makes a company a tumaround candidate,
and what can management accountants do to
keep financially healthy companies out of trouble? To find out, we studied the experiences of
professional turnaround managers. The results of this research offer some guidelines for management accountants
to follow to ensure their company doesn't become a turnaround candidate.
Charged with implementing the necessary survival tactics, turnaround managers make the operating and financial
decisions required to avoid impending disaster and then develop the strategic plan expected to return the troubled company to long -run financial respectability.' Their jobs aren't
easy, especially as they report that crucial information needMANAGEMENT ACCOUNTING /JULY 1994

he data produced a broad profile of a practicing turnaround manager and a financially troubled client firm.
In general, the turnaround agent is a member of a seven- person consulting firm with $400,000 in assets. He or she
is 45, is well educated, has 23 years of work - related experience, and has nine years of turnaround experience.
As a group, the respondents are active in their professional work. Approximately two-thirds of the turnaround managers have worked with five or more firms in the three years
preceding the survey. Typically the client -firms are large,
with about $60 million in assets and slightly more than $59
million in gross revenues. These firms operate primarily in
manufacturing and, to a lesser extent, in service, wholesaling, retailing, or construction.
At the time the turnaround manager is called in, about
half the client firms are in the crisis stage of financial decline,
and one -third are approaching that point. The turnaround
agent acts as an outside consultant in approximately half the
engagements and as interim CEO in about one -third. The
remaining cases represent companies deemed beyond help.
WHAT IS IMPORTANT AND AVAILABLE INFORMATION?
mportant information refers to what is essential to any
analysis, decision, or planning activity associated with
the turnaround effort. Available information refers to data that are accessible at the time of intervention and that are
current, accurate, and applicable. The findings for important
23
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and available information are summarized in Table 1.
The "report" column of the table identifies the five categories of information sources regarded as essential to the
turnaround effort. As indicated by the respondents, financial
statements, working capital, and cost /expense reports provide the data needed to evaluate the candidate's financial position and to gain insight into its potential. Asset reports contain descriptive characteristics of fixed assets such as age,
physical condition, productivity, remaining productive life,
and expected liquidity value. Market reports provide a picture of the company's strategic positioning.
The values shown in the "mean important" column of Table 1 are averages of respondent preferences for individual
reports4 and are ranked in descending order within each category to reflect the respondents' priorities for use. These data indicate virtual unanimity on the type of information required for the turnaround effort. Only four individual reports
listed in this column -three cost /expense and one asset have mean values slightly below four, the "often" choice on
the questionnaire. The remainder approach a mean value of

100
100
100

4.82
4.82
4.81
4.82

4.09
3.17
3.171
3.48

Working Capital:
Accounts receivable
,Secured debt
:Accounts payable
!Available credit
+Inventory
Notes payable
Notes receivable
Category mean

100
100
100
100
100
100
100

4.71
4.66
4.65
4.64
4.60
4.41
4.10
4.54

4.01;
4.05
3.98
135
3.48
3.81
3.50
3.74

100
100
100
100
100
100

4.36
4.26
4.21
4.07
3.94
3.91

2.98
2.93
2.81
2.77
2.92
2.60

100

3.81
4.08

2.50
2.71

100
100

4.05
3.93
3.99

2.97
3.09
3.03

4.55
4.43
4.22
4.10
4.33

I
3.27
3.21
2.69
2.70
2.97

ost/Expense:
Materials by product
(Labor by product
Overhead by product
Sales expense by product
Purchases by product
General expense by product
Administrative expense
by product
Category mean

&

&

Asset:
Machinery equipment
Land buildings
Category mean
Market:
08ales by product
Sales by customer
Competition analysis
Industry analysis
Category mean
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Financial Statements:
Income statement
Balance sheet
Cash flow statement
Category mean

100
100
100
100

five, the "always" option. As shown by the "category mean"
for each report group, turnaround managers rely most heavily on data from individual reports in the financial statement
and working capital categories.
The average values shown in the "available" column measure the extent to which important information is available
at the onset of the turnaround agent's intervention. These
data are the most significant and produced the most surprising results of the study. Among the turnaround agent's information needs, only an accrual basis income statement
(4.09) and the debt (4.05), receivables (4.01), and payables
(3.98) reports are available "often." Such fundamental planning, decision - making, and control information as market
and cost /expense data are only "rarely" to "sometimes" available. Even more startling is the relative infrequency with
which the balance sheet (3.17) and cash flow reports (3.17)
are available.

IMPLICATIONSFORTHEHEALTHYFIRM
he discovery of what is inappropriate or unavailable information in financially distressed companies would
hardly raise an eyebrow if the turnaround were a small
business. Such firms are notorious for inept or financially naive management. As shown by our demographic data, turnaround managers deal primarily with large companies. Presumably, these entities have the resources to attract
top -flight management and employ highly trained personnel.
This conspicuous paradox indicates that:
■ Vital information, absent at the time of the turnaround
agent's intervention, also is absent from the turnaround
firm's planning /decision /control process prior to the recognition of a crisis. This shortcoming is a major factor
contributing to the firm's current dilemma.
■ Because financial distress is rarely, if ever, the result of a
single catastrophic event, turnaround firms suffer adversity or a series of mishaps before management is moved
to take corrective action.
■ Turnaround firms are victims of unsophisticated managements who are either incapable of identifying and interpreting crucial warning signs or who ignore the advice
of individuals providing this information.
These conclusions square with what practicing turnaround managers long have known. In only a small percentage of turnarounds can the causes of financial distress be
traced to external factors beyond management's control. Instead, setbacks grow to crisis proportion because management fails to monitor and control the internal elements directly under its control.
What's more -and of greatest importance to the healthy
company -the cause, remedy, and prevention of a major financial crisis are intertwined. The surgically administered,
life - sustaining practices used by turnaround agents to save
the financially troubled company are identical to the preventative measures needed to avoid such problems. The findings from our study offer insight into which preventative
practices must be perfected as well as the role of the management accountant in doing so.

IMPLICATIONSFORTHEMANAGEMENTACCOUNTANT
roviding Appropriate Information. The problem of inappropriate, inaccurate, or unavailable information is
traced most often to deficiencies in the company's acMANAGEMENT ACCOUNTING /JULY1994

counting information system. Foremost is the common practice of designing output to meet the external reporting requirements of financial accounting and then forcing internal
control needs into the mold of a traditional cost accounting /variance analysis system. It makes the accounting information system useless to management. The system cannot
measure the cost and financial performance of the firm's core
activities or processes correctly, nor can it produce the information management needs to monitor and plan effectively
for the operation of these activities.
The management accountant can remedy this deficiency
by restructuring the accounting information system to include a tandem activity-based costing (ABC) system. Such
a system produces information that measures accurately:

planning and budgeting process. An effective response to a
business reversal is not recognition of the problem. Rather,
early warning signals should trigger implementation of a
contingency plan that details the predetermined countermeasures required to avoid a crisis while maintaining the
firm's financial integrity.
Preparation of a contingency plan starts with an analysis
of the company's financial capacity for responding to and
weathering various simulated adversities such as a sales decline caused by a general recession or a change in competitive position. These scenarios serve as the backdrop for designing the strategic maneuvers needed to ensure the firm's
survival at various levels of financial distress. The principal
components of these strategies are:

■ The total cost of providing each of the company's core activities or processes.
■ That portion of the total cost of providing an activity or
process that is incurred in generating its output each period.
■ That portion of the total cost of providing an activity or
process that is associated with not using it (excess capacity) each period.

• An estimate of the uncommitted liquid reserves that
would be readily available during a given emergency.
• A program for reducing both controllable cash outflows
and the level of investment in current assets and fixed assets.
• A strategic plan that, in the event of a prolonged or irreparable misfortune, outlines the controlled liquidation of
plant, equipment, or business units previously identified
as expendable.

Traditional cost accounting and variance analysis systems
fail to link accurately the costs of performing organizational
activities with the activities themselves and with the products and customers for which the activities are performed.
Equally important, traditional systems ignore the costs of
nonpzoducing —the costs of excess capacity. These costs are
crucial control -point indicators as well as the measurement
that connects the ABC- determined costs of resources used
in generating output with the reported (financial statement)
costs incurred to provide the firm's fundamental activities
and processes.5
Educating Management. Management accountants should
do more than generate information. They should take an active and responsible role in the management control process.
Traditional management accounting responsibilities for
preparing, analyzing, and reporting control -point information should be expanded to include educating top -level management in the principles of ABC measurement and interpretation and commissioning the direct involvement of these
converts in the control process. The combination of appropriate data and the joint efforts of the management accountant and a knowledgeable management ensures that warning
signals will be heard.
Budgeting and Planning. Management accountants also
should ensure that budgeting and planning tools do not become mere exercises in the mechanical extrapolation of historical data or that they are prepared in isolation, totally independent of top -level management's forecast assumptions,
judgment, and input.
If realistic standards for measuring performance and
maintaining an effective early warning system are priorities,
the budgeting and planning process must reflect the combined efforts and judgments of both the management accountant and top -level management. A continuous two-way
dialogue must exist so that a common set of forecast assumptions is incorporated into budgets and plans, and management is apprised of the impact of these assumptions on the
firm's expected future.
The management accountant also should take the initiative for making contingency planning an integral part of the
MANAGEMENTACCOUNTING /JULY 1994

Developing a contingency plan through the combined efforts of the management accountant and top-level management forces the latter to examine the extent to which resources are available, the strong interdependence of
planning and control, and the delicate interrelationship between financial reserves and budgeted cash outflows. Equally important, direct involvement in contingency planning further ensures that top -level management understands the
nuances and significance of the early warning system that
drives the control process. Such constant awareness and
proper planning can keep companies off the turnaround
track.
■
ArthurR. Denomas, Ph.D., is professoroffinance at Valdosta
State University in Valdosta, Ga., and also has been a business
consultant for the past 18 years.

W. B. Fredenberger, Ph.D., is a professor of management information systems at Valdosta State University. He specializes
in turnarounds.

Monojit Ghosal, CMA, CPA, Ph.D., is professor of accounting at Valdosta State University. He is an IMA member -at large.
IThe turnaround manager and turnaround management process are described by
Scott Scherer in "Turnarounds," which appeared in the March 1989 issue of MANAGEMENTACCOUNTING®.
ZFor the complete study, see William B. Fredenberger, Information Needs of nr „asoaxd Managers in Financial Crises,unpublished doctoral dissertation, University of Georgia, 1990.
3
A copy of the entire questionnaire is available from the authors upon request
4All differences between what is deemed important and what is available at the time
of intervention are statistically significant at the .001 level.
Wor a more in -depth description of ABC systems, see: Robin Cooper and Robert
S. Kaplan, "How Cost Accounting Systematically Distorts Product Costs," MANAGEMENT Accoum NG®, April 1988; Robin Cooper and Robert S. Kaplan, -Activity-Based Systems: Measuring the Costs of Resource Usage," AmoustingHorizons, September 1992; H. Thomas Johnson, "A Blueprint for World -Class
Management Accounting," MANAGEMENT ACCOUNTING®, June 1988; Robert S.
Kaplan, "One Cost System Isn't Enough," HarvardBusiness Review,January-February 1988.
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ORTHOMETO
ANATOMYOFA
TURNAROUND
10

A professional manager from the outside helped this small company
regain fiscal control and direction.

CARLP.DOEKSEN,CMA

POOR FINANCIAL HEALTH

n the spring of 1991, Jim Hawley,
37, group controller of 3M's Pharmaceutical and Dental Products
Group, faced a difficult career decision. He had advanced quite rapidly
at 3M since starting there as an accountant in 1979, but now he was being
courted by Orthomet, Inc., a small,
publicly held, Minneapolis -based manufacturer of orthopedic products, to be
vice president and chief financial officer. Three things appealed to him most
about the chance to join Orthomet's
top management team: (1) a potential
career path beyond finance —a chance
to be a line manager, (2) an opportunity to fill an executive position, and (3)
direct ownership of a company and the
potential to reap the rewards of stock
options if the company did well. Further, for a company its size, Orthomet
had recruited a strong board of directors.
Hawley joined Orthomet in May
1991. Because he had served as 3M's
general accounting manager for several years, he was knowledgeable about
external reporting and disclosure requirements as well as the systems required to close the books properly and
on time. What he was not aware of were
some of the internal issues facing Orthomet. The company needed leadership, quality financial counsel, and fiscal management. The situation was
becoming desperate.

lough the marketing department was projecting continued
high demand for the company's
products — reconstructive knee and
hip joints —into the foreseeable future,
comments from other Orthomet managers and his own observations of the
company's financial health concerned
him. Basic budgetary disciplines were
lacking, the feedback and accountability loop was weak, and the company
needed a stronger capital expenditure
authorization policy. Essentially,
spending control and cash management required more attention, and
more focus was needed on product
costs.
Anticipating a shortfall in profitability and cash, he viewed the company's
rising inventory levels, now exceeding
an 11 -month supply, with growing
alarm. In addition, Orthomet's top
management team had experienced
turnover recently, so a member of the
board of directors had to step in as interim CEO in January.These conditions were particularly disturbing because Orthomet's bank wanted out of
its line of credit. The bank was rationalizing its troubled loan portfolio, and
Orthomet was not on the list of companies with whom the bank wanted to
retain a relationship. It was dissatisfied
with Orthomet's performance versus
its projections.
Also, the company was pursuing a
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second public offering of its stock. It
would be hard to obtain equity financing with an operating loss looming on
the horizon.

THE PROBLEMS MUSHROOMED
im Hawley kept finding additional
problems. First, Orthomet's
monthly ledger closing cycle required 24 working days, partly because
of the company's new computer system and integrated software. With only
20 or 21 working days in a month, management was not receiving information
in enough time to make the best business decisions.
Even though Orthomet had exceeded $12 million in sales, it had no budgetary reporting, let alone an automated system to control costs. The lengthy
monthly close cycle, combined with
the lack of tight spending controls, had
allowed Orthomet's costs to creep up.
During his first few days on the job,
Jim basically "tried to keep quiet and
do a lot of listening and observing." He
decided he would attack the poor
monthly closing process first. The
June 1991 books were closed in a
rushed 14 days, and an ultimate target
of seven days was set to be reached by
June 1993. The company now takes
about nine days for the monthly close,
so there still is room for improvement.
A primary reason for Orthomet's inventory problem was the mix of items
kept. Although people's joints fit into a
MANAGEMENT ACCOUNTING /JULY 1994

normal distribution by shape, Orthomet historically had stocked all sizes
more or less evenly, especially if certain parts were cheaper to manufacture, regardless of the market demand
or order profiles. Large write -offs had
been taken in the second quarter of
1991, but further problems arose, and
additional accruals were required.
Moreover, several agreements and
obligations were discovered that had
not been captured in the accounting
records. The documents existed, but
the communication loop was not complete so finance apparently didn't know
they existed. Upon realizing this, CFO
Jim Hawley decided to preannounce a
loss for fiscal fourth quarter 1991. Of
the many lessons he had learned at
3M, conservative financial accounting
practice stood out as one of the most
important

TOUGHMEASURES
y June 1991, it had become apparent that Orthomet would
have to downsize — something
Jim Hawley was not aware of when he
took the CFO job. The company had to
let 21 employees, or 14% of the workforce, go. Later he would say that going
through the downsizing process was
"extremely painful, a low point in my
life. You can't imagine what it's like telling someone they no longer have a job,
particularly when they were working
hard to make a contribution to the
company. I never want to go through
that again!" He also played a key role
in the divestiture of Orthomet's spinal
research and development project.
The project simply did not fit into the
company's strategic plan, and the subsequent financial deals involving the
sell -off would give Orthomet's balance
sheet a needed boost
The most serious internal problem
Orthomet experienced was with the
Food & Drug Administration (FDA).
The development, testing, packaging,
labeling, and marketing of medical devices and the manufacturing procedures related to reconstructive devices
are regulated under the Federal Food,
Drug and Cosmetic Act Therefore, the
FDA inspects plants periodically to
check for violations. It had scheduled
a plant visit in July 1991 as a follow -up
to a visit from the previous autumn.
The meeting did not go well and resulted in the delay of the second public offering of common stock. The FDA issued Orthomet a warning letter related
to noncompliance with certain requirements of the "good manufacturing and
MANAGEMENTACCOU"NG/JULY 1994

Orthomet's executive team (I. -r.): Kevin B. Delaney, senior vice president; James C. Hawley,
executive vice president; and Richard D. Nikolaev, president and CEO.

medical device reporting regulations"
and gave the company a few months to
solve the problem and comply fully in
time for a subsequent visit In response, Orthomet formed a cross -functional task force that would log about
2,000 hours responding to issues
raised by that agency.
To get a grip on spending, CFO
Hawley instituted a policy whereby he
would review /approve all expenditures greater than $100, and he insisted that spending vs. budget be reported monthly. He also made efforts to
improve the relationship between finance and manufacturing personnel.
To extend the line of credit at the bank,
the company had to accept a declining
ceiling and pay substantial fees that resulted in a "credit card level" effective
borrowing rate. Furthermore, the company had to procure bridge financing
from two members of its board of directors.
To accelerate cash flow while supporting sales growth, Orthomet negotiated innovative financing with ITT
Corp. Orthomet would sell its dealers'
receivables to ITT, which, in turn,
would reimburse Orthomet, less a financing fee. Such "floor -plan" financing arrangements were popular among
appliance and motorcycle dealers, but,
from I'ITs perspective, Orthomet was
a pilot in applying the arrangement to

medical devices. Under the plan, Orthomet would get its cash in 30 days
from TIT by incurring a discount Orthomet's distributors then would have
two financing options:
Four equal payments at 3"0-90120 days (typically used for replacement business), or
Four months without payments and
then eight equal payments. Option
#2 typically is used for new product
introduction stocking orders.
Because of the discount incurred by
Orthomet, its dealers received interest
rates below what dealers usually would
incur.
The second offering of common
stock was completed during September 1991, raising a gross amount of
$4.7 million.

FORGINGAHEAD
t the beginning of 1992, Orthomet named an experienced orthopedic industry executive chairman of the board and chief executive
officer (he had joined the board in June
1991). During February and March it
began to appear as if the company had
gotten its costs under control and that
a turnaround was under way. Then,
suddenly, sales dropped dramatically.
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THE ORTHOMET STORY
0
mat hip, including a femoral stem
rthomet, headquartered in
(thigh bone) with a ball and socket.
Minneapolis and incorporated
The femoral stems are made of titaniin 1974 as Northern Medical
um or cobalt chrome alloy. The
Inc., began as a distributor of orthopeball/socket mechanism is made of uldic products. After some success, in
tra high molecular polyethylene
the early 1980s it decided to become a
backed by titanium shells.
manufacturer. By 1990, it had 130 emThe estimated worldwide market
ployees, and reported net sales had
for reconstructive devices is about $2
grown to $13.4 million with after -tax
billion. The U.S. market makes up
profits of $0.2 million.
half, with hip and knee replacements
The company's initial public stock
accounting for 95% of the business.
offering resulted in less- than- plannedThe unit growth rate in the United
for proceeds because it took place
States for orthopedic implants is exshortly after the 1987 stock market
crash. Therefore,
Orthomet found itself
short of capital in the
late 1980s, which led
to a series of private
placements and other
financing methods as
the company tried to
deal with initial under capitalization.
Orthomet's mission is to develop and
market innovative orthopedic reconstructive products that
meet the highest
standards of quality
and reliability. These
products fall into two
primary categories,
reconstructive knee
products and reconstructive hip products. They come in
Above: Some of Orthomet's orthopedic products.
several types, sizes,
and forms. Proper
pected to be 8% for the rest of the destocking of inventory is essential to
cade. As the baby boom generation beOrthomet's cash flow and to meeting
gins to age, this rate probably will
the demands of various customers.
accelerate.
Reconstructive knee products are
U.S. demographics play in Orthomdesigned to duplicate as closely as
et's favor —the elderly population is
possible the anatomical function of a
growing faster than younger age
patient's knee, thereby improving its
groups. Moreover, some 50 million
range of motion and stability. The
people in the United States are afflictknee systems are used to replace the
ed by various forms of arthritis or osjointed surfaces of the knee: the knee
teoporosis and will require reconstruccap (patella), top of the shin bone (titive hip and /or knee surgery to
bia), and bottom of the thigh bone (feameliorate their condition. The indusmur). Orthomet's knee system contry is by definition inventory intensive
sists of components made of cobalt
for a manufacturer.
chrome alloy and ultra high molecular
During the 1980s, Orthomet expepolyethylene.
rienced the stereotypical entrepreReconstructive hip products conneurial environment with an emphasis
sist of the same basic parts as the nor-
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on sales. The company needed to
make the shift in mentality from distributor ( "call on the phone and get
it") to manufacturer (manufacturing
excellence concepts). The company
didn't have enough emphasis on profits, and results did not meet expectations consistently. The entrepreneurial management team and the board
of directors were at loggerheads— leading to changes in upper
management. That's where Jim Hawley stepped in.
A year and a half later —when the
company was starting
to turn around —
someone asked him,
"If you had the chance
to do it over again,
would you leave a stable, top finance job at
a large company like
3M ?" He thought for a
minute. "If I had
known at the time
how much trouble Orthomet was in, I probably wouldn't have
had the courage to
leave 3M. I was a little
naive at the time, however. Unquestionably
3M is an outstanding
company, yet I have
learned more about
running a business
and have been exposed to more situations over these past
few years than I ever
could have at 3M. For example, 3M is
so large that I didn't have to worry
about things like meeting a payroll or
detailed cash management. When
those issues arise at a 3M, a specialized staff area addresses the situation.
I've also continued to learn much
about myself. I can't recommend —or
not recommend —my decision to anyone. A decision like the one I made depends on the individual —it depends
on how adverse you are to risk....
Management's responsibility is to create an environment where people are
challenged and can succeed and customers fin the broadest sense) can be
served well."
■
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What was going on?
About half of Orthomet's sales were
to domestic stocking distributors. The
proverbial "pipeline" had been loaded,
and distribution had been stocked to
the gills, causing the company to pre announce another "surprise" loss.
Four executives resigned in April, and
the top management team went
through another major restructuring.
Jim Hawley was appointed senior vice
president for finance and operations.
By assuming responsibility for manufacturing, quality assurance, and the
corporate communications functions,
Hawley realized his goal for an operating assignment, although not quite in
the manner he had anticipated.
Next, Orthomet changed its relationship with its distributors to include
incentive programs that emphasized
"selling through" rather than "stocking up." Systems were installed to
track distributors' sales more closely
to allow Orthomet to manage its inventories better and fine -tune manufacturing schedules.
Mercifully, fiscal 1992 ended in
June. Signs of recovery started to appear as the result of conservative financial management — inventories, distributor relationships, and increased
cost controls. After a year of Hawley's
approving all expenditures greater
than $100, the new financial controls
began to take effect, and the $100 rule
was lifted. In August the board appointed Jim Hawley executive vice president. In September a profitable fiscal
1993 first quarter ended with working
capital at an all-time high, thanks to
healthy operating income, the cash
from the sale of the spinal business,
and a decrease in the collection cycle
of receivables. The crisis was over, and
success lay ahead.
WHAT ORTHOMET LEARNED
lthough Orthomefs stock price
still is not where he would like
to see it Jim Hawley says the
company is positioned well for the future. A big reason for the turnaround
is what he calls "management accounting realities." These realities include
cash flow management, budgets and
accountability, and continuous systems improvements.
Cash flow management isdriven by
daily cash tracking. Small, rapidly
growing companies often find themselves starved for cash. Consequently,
they need to monitor their payables because trade credit can be a good source
of cash for them. Large companies, on
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the other hand, tend to be net providers of trade credit.
Budgets and accountability are critical. In smaller companies, one-on -one
meetings help financial managers. Upon establishing and communicating
the new budgeting and reporting system, Orthomet was able to slash $1.6
million of structural costs. Today the
company's controller and all department managers participate in financial
reporting /budget meetings.
Continuous systems improvement
may not be common for smaller companies that don't even have systems.
Nevertheless, the accountant's job
continues to shift from reporting historical accounting information to measuring and analyzing future trends,
both financial and nonfinancial. Automated systems must perform the processing and cleanup tasks accountants
used to do as well as help with the financial and business counsel accountants have to provide. Accountants
must have effective relationships with
other disciplines in their companies,
such as data processing. These relationships can be developed only
through regular, frequent personal
communications and involvement with
all functions.
ORTHOMET TODAY
ill Orthomet "live happily ever
after ?" Two major factors
make it look possible. The
first can be found in this excerpt from
Orthomet's fiscal 1993 earnings announcement.
" Orthomet, Inc. reported record
sales and earnings for its fiscal year
ended June 30, 1993. Sales increased
40% to $22,086,000 from $15,762,000 in
the prior fiscal year. Net earnings for
the fiscal year were $2,115,000... compared with a net loss of
$1,830,000... the year before."
In the announcement, CEO Richard
Nikolaev mentioned that keeping expenses "under managed control" contributed to the strong operational results and that "continuing to control
costs" will add to this momentum in
the future. Essentially, the company
has no bank debt and is learning quickly how to manage bigger amounts of
cash on hand.
Furthermore, days' sales outstanding has shrunk from 115 days in 1991
to 55 now, and months of inventory are
down to nine from a high of 11. Nine
months of inventory may seem too

much to some companies, but Orthomet requires this amount to sustain its
high growth rates in sales and distribution. In addition, nine months of inventory is similar to the amount carried by
its publicly held competitors.
The second major factor contributing to Orthomet's long -term happiness
occurred May 25 when Orthomet and
Kirschner Medical Corporation signed
a letter of intent to merge. Headquartered in Maryland, Kirschner manufactures and markets total joint reconstruction products and surgical
instrumentation and orthopedic sup.
port products. Orthomet has 165 employees, and Kirschner has 550. Shareholders of Orthomet will own 56% of
the merged companies, and shareholders of Kirschner will own 44 %. Orthomet will nominate five members to a
nine- member board of directors, and
Kirschner will nominate four. Orthomet's CEO, Richard D. Nikolaev, and
Kirschner's CEO, C. Scott Harrison,
M.D., will act as co -chief executive
officers.
The two said that consolidation in
the orthopedics industry was inevitable with the changes in health care systems. Jim Hawley added, "The medical
products manufacturers will need critical mass, and the biggest plus from
this merger will be the advantage of
consolidated resources."
MANAGEMENT ACCOUNTANTS
CANLEADTHEWAY
hat can management accountants learn from Orthomet's
experience? Entrepreneurial
companies usually will outgrow the
systems, style, and goals put in place
by their founders. When they reach
this crossroads they must hire professional managers. Management accountants can be these managers. A
management accountant who is not
risk adverse and who understands
sound financial principles can help
steer one of these smaller companies
away from the crossroads and down
the right path toward controlled
growth, opportunity, and financial
success.
■
Carl P. Doeksen, CMA, CPA, is a senior
product accountant with 3M in the Controller's Division. He can be reached at
(612) 733 -1784.
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ANACCOUNTING
CHECKLISTFOR
PLANTCLOSINGS
Here are tips for making the difficult transition from open to shutgo
as smoothly as possible.
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different. It helps when the human resources function fulfills its checklist of
responsibilities, for example, a detailed
communications plan, an established

severance policy, and outplacement
services. I found that a checklist for the
plant controller also can make the closing process more efficient.
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ASSETSMANAGEMENT
omeone has to determine what is
to become of the plant's assets.
What is going to happen to the
property, plant, equipment, and inven-

The flat of details for shutting down a fads ty can seem endless, but ft can make an emotionally
draining job easier.

BYKEITHHERRMANN
uppose you were hired as the
controller of a small manufacturing plant, but when you arrived at your new company you
found out your real job was to shut
down that facility. You would learn
very quickly what it means to dissipate—to make nothing out of something. I ought to know —it happened to
me. At times, it seemed like an impossible undertaking.
30

During January 1992, Black &
Decker b egan laying off the 115 em-

ployees at its Temple, Pa., plant that
made Molly fasteners, a type of wall anchor. The operation came with the
company's 1989 acquisition of the Emhart Corporation, but it didn't fit Black
& Decker's strategic plan. We shut the
plant by April. As you'll see, the challenges facing the controller who is
closing a small plant can be just as demanding as for a large facility.
All plant shutdown situations are

tory? All will have to be sold, transferred, scrapped, or disposed of in
some other way. My first steps were to
have the land and building appraised
by a real estate professional and to
clean the building and prepare the
property for sale. In our case, the property did not sell immediately, so we
had to make provisions to monitor the
electric utilities and security system,
which remained functioning after we
vacated the premises.
My second step was to take a physical inventory of all the raw material
and work -in- progress. This job was accomplished by taking a mini - inventory
as manufacturing ceased on each product line. I also audited and tagged all
of the plant equipment and tooling, including assets that were listed in the
fixed asset ledger as capital items and
items such as office furniture that had
been expensed when purchased. Then
I developed a detailed plan for the disposition, transfer, or sale of each indiMANAGEMENT ACCOUNTING /IULY 1994

vidual asset. In that process, I found
that selling equipment for an entire
product line as a set could command
higher values than selling pieces separately.
Through spreadsheets (when time
permitted!) or hastily scribbled notes
on a legal pad (more often the case), I
tracked the asking price, the selling
price, the book value, and the gain or
loss on disposition for each asset. I
maintained an assets log, eliminating
entries as items were shipped out. For
intercompany transfers, there was the
dual issue of arranging for both physical and financial transfer of the assets
as they were installed on the books of
the receiving division.
I was uneasy having to sell items to
new or unfamiliar customers, so I had
third -party credit checks performed on
prospective buyers. They were very
helpful. Credit checks, however, are
no guarantee: Even established customers may change their good habits
overnight if they perceive that this is
the last time you will be doing business
with them. To minimize problems, you
have to communicate very clearly the
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terms of the sale and prepare invoices
for each piece or lot of machinery and
inventory.

PERSONNELISSUES
f human resources hasn't developed an exit plan, the plant controller may have to develop one with
specific exit dates for all personnel affected by the shutdown. It is vital to
keep everyone informed up to the minute about these dates so employees
can make reasonable plans about their
futures. Remember, even the best laid
plans are likely to go awry. Some of the
staff may leave early as they find new
jobs; others may be willing to stay beyond their planned exit date if the need
arises. In the accounting department,
however, enough people must be retained to maintain an appropriate segregation of duties. For example, employees who enter severance
information should not be the same
ones who prepare, sign, and mail severance checks.
I also found it helpful to keep our receptionist until very late into the shut-

down process. To my surprise, the
phone kept ringing well after actual
production ceased.
I also was involved in determining
the pay policy for time off for interviewing. We did not "dock" our people
when they took time (as approved by
their supervisors) to interview for other positions off site. This arrangement
may not be possible, however, if the
company's financial problems are severe.
The controller also may be involved
in determining severance policy. Even
if human resources decides the level of
severance pay for each employee, the
controller probably will be responsible
for issuing the checks. This task may
continue for many months beyond the
actual shutdown of the facility and may
involve maintaining a lock -box or
checking account to make sure the
payment of these checks continues
smoothly. In addition, the company
must maintain records for the subsequent preparation of W 2s by the payroll department, 1099s by accounts
payable, and other paperwork and requirements that need to be met for tax
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purposes. These requirements may
surface months after the plant is shut
down, so diligence in maintaining payroll records and advance planning is a
must.
As a professional, I also found that
I could help the employees with writing resumes and arranging for career
counseling beyond what human resources had provided. In the job
search process these days, a polished
resume can be as important to a punch
press operator as to an engineer.

RECORDSRETENTION

in-

ven though a plant has been shuttered, a company must keep
records for a variety of reasons.
Fixed asset records, particularly those
related to land or buildings, must be retained for as long as the asset basis is
relevant —until the asset is retired or
sold. Many other records have historical significance far beyond the year in
which they were created. Certain
records may have to be maintained
definitely. I recommend preparing a
chart showing the length of time specific kinds of records should be retained, using the resources that are
available internally to establish guidelines, and consulting with the company's legal and tax experts. Additionally,
more than 3,000 federal statutes governing records retention exist, and
many more guidelines that are industry specific are available.
For tax purposes, for example,
records must be retained for as long
as they may become material in the
administration of any Internal Revenue Service (IRS) law. As a general
rule, documents must be retained for
the current year plus the previous seven years. Documentation of the accounting system, including all subsystems and files that feed into the
system, must be saved and must be
made available to the IRS on request.
Such documents include magnetic
tapes, disks, or other machine- sensitive data used for recording, consolidating, and summarizing accounting
transactions and records within an
automated system.
I found myself involved in a major
effort to sort and box the plant
records. I maintained a list, sorted by
box number, that summarized the
contents of each box, where the box
was stored, and the year it can be destroyed. Some of the records I subsequently have had to retrieve include
invoices for a tax audit, vendor names
and addresses, and personnel files.
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I had to retrieve personnel files
most frequently as former employees
needed to have the company provide
references and complete various
forms when they were applying for
jobs, mortgages, or pensions. I didn't
archive any documents pertaining to
issues that were still active, such as invoices for late shipments and leases
that were outstanding, until the issues
were resolved.

STILLMOREDUTIES
ome of the other activities I performed during the shutdown included:
■ Changed the outside locks and limited the number of people who had
access to the alarm system.
■ Retrieved all the corporate credit
cards that had been issued.
■ Canceled all outstanding purchase
orders and leases. During this process I learned that our purchasing
manager had made firm commitments for 19 tractor - trailer loads of
inventory, so we had to rent an additional warehouse temporarily to
store the excess material. I also
learned that it can be very expensive to break vehicle lease agreements and that our lease for a postage meter was noncancelable. The
options I explored were either to
transfer the title or to buy out the
lease and retain the equipment. As
our plant was part of a bigger corporation, I located another facility
that needed the equipment and
placed it with them for the duration
of the lease.
■ Processed lagging accounts payable. I created a system to issue
manual checks and to process payment for invoices that arrived after
we vacated the premises. Also, I
maintained the ability to confirm
that the plant had taken delivery of
the relevant goods or service.
■ Notified customers of the product
lines we were exiting and the last
date that product would be available
from our facility.
■ Completed change -of- address
forms for the postal service and arranged for the telephone, fax, and
electronic -mail system to be forwarded or disconnected.

I found it helpful to talk to colleagues
and associates who had been in similar situations to learn about local,
state, and federal programs that
might be available for our displaced
workers.
Because of these conversations, 25
former employees received assistance
under the Trade Adjustment Assistance Program. Trade adjustment assistance is a federal program that provides money to workers who lose their
jobs as a result of increased imports.
As controller, I helped establish group
eligibility for our employees by petitioning the U.S. Department of Labor
that increased imports were an important cause of the job reductions. The
former employees received reemployment services, allowances for training
and job search, and weekly trade
readjustment allowance payments covering the personal expense of retraining. This reimbursement can be helpful for plant employees who are
studying for high school equivalency
exams.
Above all, I learned the importance
of being sympathetic. A plant shutdown can wreak psychological havoc
on employees, so management's attitude becomes critical. Overall, I found
the investments I made in other people's problems paid the biggest dividends. Looking back, I see that, even
in "making nothing of something," I
performed an important function. Today I continue to be filled with an
awareness of the great numbers of
families that are affected whenever I
read the headlines about plant closings.
These situations will continue to occur throughout the '90s, so the financial controller must be prepared. The
proceedings are difficult and emotionally draining, but they can progress
smoothly if the controller leads the
way in a professional and sympathetic
manner.
■
Keith R. Herrmann is financial analysis
manager at the Black & Decker Corp. in

Towson, Md., and is co- editor of "Profit
Ability, "a newsletter that enables longterm profitability. He is a member of the
Baltimore Chapter, through which this
article was submitted. Mr. Herrmann
can be reached at (410) 716 -2912.

THELEMONADEPRINCIPLE
finally, I looked for ways to help
my co-workers make lemonade
from the lemons we were given.
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IMPLEMENTINGTHE
COSOREPORT
Internal control guidelines: the management accountant's role.
BYZABIHOLLAHREZAEE,CMA
n professional pronouncements,
the definition of internal control
has ranged fro m very narrow
terms to broader definitions, and
requirements to evaluate internal control also have ranged from rigorous to
less exacting standards. The report issued by the Committee of Sponsoring
Organizations (COSO) of the Treadway Commission, "Internal Control— Integrated Framework," provides a common definition of internal
control that satisfies different users. As
such, it provides a challenge —and opportunity—for management accountants in implementing its provisions.
The report defines internal control
as:

more related to external factors of
compliance with applicable laws
and regulations.
The ultimate responsibility for defining internal control and related objectives in pursuing the entity's goals
and mission rest with the chief executive officer (CEO). The CEO is accountable to the board of directors.
The board and its representative audit
committee provide guidance and oversight of the control structure in their
governance of the organization. Management is primarily responsible for
defining internal control and related
objectives, but management accountants, based on their education and expertise, should assist management to

tants secondarily responsible for the
entity's internal control structure.

ESTABLISHINGINTERNALCONTROL
ANDSUPPORTINGCOMPONENTS
lthough management is primarily responsible for establishing
internal control and its components, management accountants undoubtedly will be implementing the
procedures. Therefore they should
keep in mind the five components of an
adequate and effective internal control
structure as defined in the COSO report. These five components are: control environment; risk assessment;
control activities; information and communication; and monitoring.

"a process, effected by an entity's
board of directors, management
and other personnel, designed to
provide reasonable assurance regarding the achievement of objectives in the following categories: effectiveness and efficiency
of operations; reliability of financial reporting; compliance with
applicable laws and regulations."'
Internal control is aimed toward
achieving an entity's objectives. These
three categories of overlapping objectives include:
1. Basic business operating objectives
such as performance and profitability and productivity goals as well as
the safeguarding of both human
and physical resources;
2. Financial information objectives
that pertain to the preparation and
dissemination of reliable financial
information and safeguarding assets and the records that produce financial statements and establish
their accountability;
3. Compliance objectives that are
MANAGEMENT ACCOUNTING /JULY 1994

The National Commission on Fraudulent Financial Reporting (the Treadway Commiaalon)
(above) issued its report in 1987.

define internal control in such a way
that would best achieve the organization's goals. This partnership involvement of management accountants with
management in defining internal control and its objectives makes accoun-

Control Environment.The control environment is the atmosphere created by
the board of directors and management ( "tone at the top ") in which people conduct their activities and carry
out their control responsibilities. The
35

WHAT IS IN
CONTROL?
nternal control is a complex,
dynamic, and constantly
evolving concept with a variety of interpretations and
philosophies. Different users of
internal control systems such as.
management, internal and external auditors, and legislators have
different views, expectations, and
objectives of internal control. The
National Commission on Fraudulent Financial Reporting (the
Treadway Commission),' while
re- emphasizing the importance of
internal control in reducing theIR
incidence of fraudulent financial
reporting,
concluded
thatofthere
was no single
definition
inteA

o

l

nal control that could be agreed
upon by everyone. Thus, the
Treadway Commission recommended that the Committee of
Sponsoring Organizations
(COSO) integrate the various internal control definitions, concepts, and techniques in order to
provide a common reference
point.The sponsoring organizalions, which took on the task a
implementing the Treadway
Commission's recommendations, are the Institute of Management Accountants, American Institute of CPAs, Financial
Executives Institute, American
Accounting Association, and the
Institute of Internal Auditors. In
September 1992, COSO issued its
final report, "Internal Control —
Integrated Framework."

control environment serves as the
foundation for the other components
and consists of the overall set of factors
including the integrity, ethical values,
and competency of personnel, the involvement of the board of directors and
its audit committee, management's
philosophy and operating style, and
human resource policies and practices
for assigning authority and responsibility.
Management is primarily responsible for providing a sound control environment. Management continually
must demonstrate, through words and
actions, a strong commitment to high
ethical standards. This assurance conveys the message that integrity and
ethical values will not be compro36

mised. Management should establish
the entity's code of conduct and, with
the assistance from management accountants, communicate these ethical
standards to all affected personnel.
The ethical monitoring procedures
should be established to ensure compliance with the established code of
conduct.

highest degree. There must be a channel by which the board receives information on the control environment including compliance with ethical
standards. Management accountants
can provide this channel of communication, which makes them secondarily
responsible for establishing internal
control and related procedures.

Risk Assessment. The risk assessment
requires identification and investigation of relevant risks and acceptance of
prudent business risks in achieving objectives as a basis for determining how
the risks should be managed. These
risks can come from inside or outside
the organization, and, accordingly,
management should give attention to
the changing internal and external conditions an organization will face. The
risk assessment process helps management to stay in control. Being in
control requires sustaining the ability
to identify, understand, and react in a
timely manner to events, conditions,
challenges, opportunities, and risks
pertaining to the entity's operational, financing reporting, and compliance objectives. The risk assessment process
involves determining:

ESTABLISHINGEVALUATIONTOOLS

1. The significance of the risk in monetary terms or in terms of the image
or reputation of the entity;
2. The probability of the risk occurring; and
3. How to mitigate the impacts of the
risk to reduce exposures to acceptable levels. Risk assessment is a
critical aspect of management's internal control structure. Management must identify potential opportunities and threats concerning the
chance that the organization may
not be meeting its defined objectives and goals due to external and
internal forces.
The control environment and risk
assessment are the keys to an effective
and efficient internal control structure.
To provide a strong control environment, there must be an active and effective board of directors and audit
committee to deal with specific issues.
The board and its representative audit
committee ultimately must pursue internal control by assuming oversight
responsibility for management's functions, decisions, and strategies.
In order to carry out its responsibilities, the board must receive timely
and pertinent information from management accountants to ensure that
the ethical standards are upheld to the

he fourth volume of the report,
"Evaluation Tools," provides
guidance that accountants and
management can use in measuring the
adequacy and effectiveness of their internal control systems. The proposed
evaluation tools consist of:
1. A set of blank tools, one for each of
the suggested five components of
internal control;
2. A reference manual designed to
help evaluators complete the activity objectives, risk assessment, and
control activities; and
3. An illustrative set of "filled -in tools"
depicting how a hypothetical company might complete the evaluation
tools. These evaluation tools are
comprehensive enough to apply to
a variety of control structures within
an entity, including those over product quality and management efficiency. While it is management's responsibility to define and establish
control activities and communicate
them to affected personnel in the
entity, accountants primarily are responsible for establishing evaluation tools to measure the adequacy
and effectiveness of internal control
activities in achieving internal control objectives.
Control Activities.Control activities are
the policies, procedures, and rules that
provide reasonable assurance that internal control objectives are carried
out. Management accountants should
help management identify both internal and external factors and related
control activities. These overlapping
control activities can be divided into
three categories: operating controls, financial information controls, and compliance controls. Operating controls involve activities directed toward
managing the entity's operations. Financial information controls consist of
activities aimed toward ensuring reliable financial information and safeguarding the entity's assets. Compliance controls include activities geared
toward ensuring compliance with apMANAGEMENT ACCOUNTING /JULY 1994

plicable laws and regulations as well as
adherence to ethical guidelines. Control activities should be adequate and
effective to respond to both internal
factors such as organization and management changes, manufacturing and
product improvements, as well as external factors such as globalization, increased competition, political and legal
climate, and technological advances.
Information and Communication. Pertinent financial and nonfinancial information relating to both external and internal events and activities should be
identified, captured, and communicated properly and in a timely manner to
those who are responsible for making
decisions and carrying out their responsibility. The communication part
of the information and communication
component takes into consideration
how messages flow through a business. The directional flow of communications should occur in all directions —
up, down, and across the organization—to communicate all relevant internal and external messages. All people in the entity should receive a clear
message from top management that internal control responsibilities must be
taken seriously. They should understand the relevant aspects of the internal control systems, how they work,
and their role and responsibility in the
system. In particular, management's
expectations of individuals and their
commitment to a sound, effective control system need to be communicated.
There also should be clear, effective, and open communication with ex
ternal parties, such as shareholders,
creditors, customers, suppliers, regulatory bodies, or other parties with
whom the entity may interact.
Control activities encompass a wide
range of policies and related implementation procedures that help ensure
an entity's objectives are being
achieved. Thus, the function of establishing criteria against which the internal control system is evaluated is primarily management's responsibility.
The development of evaluation tools in
measuring the adequacy and effectiveness of establishing internal control
criteria is primarily the responsibility
of management accountants.
MONITORINGANDEVALUATING
FUNCTION
nternal control systems should be
monitored on both an ongoing basis and periodic basis to remain effective. Monitoring is a process that
MANAGEMENTACCOUNI7NG /JULY1994

evaluates the effectiveness, adequacy,
efficiency, and quality of the internal
control systems. Ongoing monitoring
is a continuous measurement of various elements of the internal control
system. This function can be strengthened by using the appropriate organizational structure, training personnel,
and implementing the recommendations provided by both internal and external auditors. Periodic evaluations
can supplement ongoing monitoring
and should be used on an as- needed
basis. The frequency and scope of periodic evaluations depend on the effectiveness and results of ongoing monitoring as well as the assessment of
risks associated with the internal control systems.
Management accountants are primarily responsible for evaluating the
adequacy and effectiveness of internal
control systems. More specifically, the
internal auditor is responsible for internal evaluation and monitoring while
the external auditor is responsible for
external evaluation and reporting on
the adequacy and effectiveness of the
internal control system. The COSO report provides the evaluation tools that
can be used by accountants in monitoring or periodically assessing the adequacy and effectiveness of the internal
control system.
Strong internal control is a prerequisite for the success of any entity and
the effectiveness of its management.
Boards of directors and management
primarily rely on management accountants to ensure the adequacy and effectiveness of their internal control sysr
tems. Current published cases of
business failures and fraudulent financial activities have raised questions
about the corporate governance and financial reporting process and why internal controls were not sufficient to
prevent or detect earlier business failures and fraudulent financial activities.
The COSO report encourages management accountants to work closely
with management and external auditors in:

1. Defining internal control and related objectives properly-,
2. Establishing internal control and its
components;
3. Establishing appropriate evaluation
tools; and
4. Monitoring the adequacy and effectiveness of designed internal control systems.
The COSO report reemphasizes the
importance of management's and the
management accountant's involvement in understanding internal control
and establishing an effective internal
control system. This position supports
the partnership concept of the management accountant and reinforces the
role of the management accountant as
an important member of the management team. Management accountants
should develop new techniques to
meet the need for obtaining a greater
knowledge of the internal control system. The new techniques should encompass a review of the ethics and
morals of the company; a closer look
at risks the company faces; a hard look
at the information and communication
system that the company uses; and a
review of the standardized criteria to
evaluate the effectiveness, efficiency,
economy, and adequacy of the company's internal control systems.
■
Zabihollah Rezaee, CMA, Ph.D., CPA,
CIA, CFE, is associate professor of accounting, College of Business, Middle
Tennessee State University, Murfreesboro, TN 37132. He can be reached at
(615) 898 -5764orfax (615) 898 -5045.
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he Institute of Management Accountants has three sets of tools to help
identify and report potential control deficiencies. They include the four volume set, Internal Control— Integrated Framework; Corporate Frame work, which includes software, manual, and the four - volume COSO report; and
;a Self -Study Course, which includes the four - volume COSO report, study
guide, and review questions and answers. (See page 13 of IMA's 1994 catalog
of publications for additional information.) To order any of these sets, please
call (800) 6384427, Special Orders.

Reengineering Payables
at ITT Automotive
A procurement card revolutionizes accounts payable.
BYRICHARDJ.PAIMER

ry costs are for utilities, insurance, services, marketing fees, leases, capital
items, and legal, professional, and consulting fees.
Given ITTA's desire to improve AP
efficiency and the AP Committee's fo-

class companies;
• Identify the best practices relating
to AP activities observed at ITTA;
• Brainstorm new approaches for acquiring noninventory goods with
people who work in the process,
customers of the process,
and world -class performers in the field;
■ Determine the impact of
new approaches for acquiring noninventory goods on
rITA, identify implementation issues associated
with the new approaches,
and develop an opportunity improvement plan and
implementation timetable.

TT Automotive (rITA) is one of
the world's largest automotive
component suppliers, with 76 facilities in 16 countries on four
continents. During a three month faculty internship with
the company, one of my duties was to review the accounts payable (AP) function
from a total quality management perspective.
Prior to my arrival the
company had established an
"ITTA 2000" AP Committee to
select the optimal AP software package for use at all
rITA units.' The software
would automate the matching
STEP 1: FLOWCHARTS
process for productive invenAND PROCESS
tory items at all ITTA operaANALYSIS
tions and support the consoliused flowcharts, discusdation of the AP function.2
sions with personnel, and
During the course of its ina mild form of process valvestigation, the AP CommitHelen Reebel at rTT Automotive uses a procurement card to
ue analysis to: (1) define the
tee made a significant discovpurchase office supplies.
activities undertaken in AP,
ery when it compiled
(2) identify the rationale for
estimates received from ITTA
those activities, (3) categorize activicus on software issues to improve prooperating units. The results showed
ties as either value or nonvalue adding
ductive inventory invoice processing, a
that productive invoices, while acfrom the customer's perspective, and
study of the noninventory goods acquicounting for 70% of the dollar value of
(4) determine the elapsed time to persition process seemed an appropriate
purchased goods, represented only
form activities at the various ITTA
next step. C.S. "Bud" Kulesza, senior
35% of the volume of invoices provice president and controller, assigned
North American operating units.3
cessed. Thus, simply automating proThe results indicated that the rITA
me to execute the study. We worked
ductive inventory invoice processing
units were using a very traditional apout a timetable, which included steps
would have a limited impact on the acproach to processing payables transactivities of AP personnel at ITTA. Furto:
tions. The purchasing department
thermore, automating noninventory
would send a purchase order (or re• Analyze the processes by which the
purchase transactions would mean inlease against a blanket purchase orvarious ITTA operating units accurring unacceptable high costs assoder) to a vendor, with a copy to AP.
quire and pay for noninventory
ciated with negotiating and maintainWhen the goods from the vendor aring a database for a plethora of small
items;
rived at the receiving dock, a clerk
• Obtain information needed to calcudollar "blanket" prices. Most such purwould complete a form describing the
late performance measures for acchases consist of a daunting array of
goods and send it to AP.
tivities associated with the noninshop, maintenance, and office supAP then would compare the three
ventory
goods
acquisition
process;
plies; small tools; indirect materials;
documents in its possession —the pur• Benchmark total ITTA AP perforand employee apparel items needed
chase order or release, the vendor inmance measures against worldfor daily operations. Other noninvento38
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voice, and the receiving document. If
all three documents matched, the
clerk entered the data into the computer to issue payment. The documents
did not always agree, however, and the
clerk would have to spend time resolving the conflict. In some cases, resolution required weeks. In addition, AP
personnel spent considerable time on
other nonvalue- adding activities,
including:
• Maintaining suspense files for partially filled orders;
• Checking for approval authorities
and routing paperwork as needed to
obtain proper approvals;
• Identifying and expediting invoices
with early payment discounts;
• Setting up new vendors on the computerized AP system;
• Answering supplier phone calls regarding the status of payment;
• "Rationalizing" paperwork, particularly in those cases where employees had taken possession of goods
prior to filling out any paperwork;
■ Printing checks and verifying
amounts to batch and invoice
amounts;
• Running checks through signature
imprint machine or obtaining signatures on checks above an identified
amount;
• Stuffing envelopes with the voucher
package;
• Filing paperwork;
• Preparing end -of -month accruals
for items received but not yet paid
for.
Flowcharting and process value
analysis revealed numerous differences in the ways operating units performed payables processing. For example, the units differed regarding
check amounts requiring manual signatures, invoice dollar minimums necessary for inclusion in an end -of -month
liability accrual, and when to take vendor discounts. Knowledge of these differences would help finance personnel
when they compiled a procedures
manual for the centralized AP operation. The analysis also revealed unnecessary delays and duplication of some
control - related activities.

for each operating unit:
• AP and Purchasing headcount,
• Fully loaded and direct costs of AP
and Purchasing,
• Number of invoices and purchase
orders processed,
• Sales revenue,
• Mail volume,
• Unit cycle tunes (days elapsed from
the identification of need to order
placement), and
• Number of checks issued.
The most obvious measure of efficiency in invoice processing activity is
the average annual number of invoices
processed per person on the AP staff.
Calculations showed that the average
annual number of invoices processed
at the different rITA units varied from
4,300 to 13,300 per person. As a whole,
rITA was slightly below the Hackett
Group benchmark average of 12,541
invoices per person per year.4 Other
benchmark figures (staff per $1 billion
in sales, labor cost per invoice, and cost
as a percent of revenue) were also
slightly below the Hackett Group
benchmark averages. However, firms
in the Hackett Group sample processed significantly more invoices
than rTTA. When rITA was compared
to firms processing a similar number
of invoices, it actually was above average in efficiency and below average in
cost. Nevertheless, management felt
that its goal should be to achieve a
world -class performance standard, regardless of size.
Knowledge of how an organizational unit compares to benchmark averages in itself would not help rITA im-

I

INTERN'S VIEW

prove
performance. More information was needed
to understand the extent to which non inventory purchases were driving purchasing, AP, receiving, and requisitioning activities and costs.
Data collected with Information
Technology support indicated that 59%
of all the manufacturing units' invoices
were for noninventory items. However,
total dollars associated with these invoices were relatively small. Eighty
percent of the noninventory invoices
were below $1,000, accounting for 9%
of total noninventory spending and
3.2% of combined spending on purchased goods. Conversely, the few
noninventory invoices that were for
amounts in excess of $3,000 (5% of non inventory invoice activity) accounted
for 76.9% of all noninventory spending.
This finding was consistent with information recently reported by Intel: 66%
of its purchases were below $1,000.5
A breakdown of noninventory acquisitions revealed that nearly one -half
were for supplies and indirect materials. Ninety-one percent of these purchases were below $1,000, with $2,000
seldom exceeded. Furthermore, supplies and indirect materials were purchased from a wide variety of vendors,
typically only one or two purchases per
vendor per year.
Despite the fact most noninventory
purchases were for relatively small
amounts, rITA operating units (like
most other companies) had the same
controls in place for all transactions.
While stringent controls can be justified for high - dollar transactions, they
are uneconomical when applied to low-

STEPS 2 & 3: PERFORMANCE
MEASURES AND
BENCHMARHING
o measure the efficiency and
cost of the goods acquisition
process, the following measures
were obtained for rITA as a whole and

T
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Bud Kulesza, ITTA senior vice president and controller, shows the author some of the
company products.
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dollar purchases. In fact, the average
cost for ITTA to requisition, order, receive, and pay for an item was
$142 —when 34% of the purchases
were for amounts less than $100! Discussions with controllers at other companies indicated their experience was
similar. Intel, for example, estimated
$140 of cost to purchase and pay for an
item in its traditional AP process.6
In addition to being costly, checks
and controls in the goods acquisition
process lengthened the amount of time
it took personnel to receive an item after a need had been identified. Among
ITTA units, the average time from the
signing of a purchase requisition to the
placement of an order varied from two
to 10 days.

STEP 4: IDENTIFICATION OF
BEST PRACTICES
t various locations, ITTA had
used the best "traditional" business practices to fight the
mounting plague of paperwork associated with small - dollar noninventory
items: sole- sourcing with monthly billing and purchase order elimination for
orders below a specified dollar
amount. The former technique had not
been successful because of the wide
variety of vendors needed to support
diverse noninventory needs. The latter
technique, while liberating Purchasing
from nonvalue - adding involvement in
small-dollar purchases, did not reduce
the AP workload significantly.

A procurement or corporate purchasing card is like a credit card in that
it allows an employee to charge a purchase for which full payment must be
made by the company in 30-45 days.8
Also, as with a credit card:

by the cardholder to acquire goods
from a vendor with a nonapproved SIC
is declined and reported to the company. In addition, a company can acquire
(for a fee) on -line, real -time access to
card transactions.

• The individual cardholder placing
the order receives a monthly statement describing details of the purchase.
• The card has a predetermined line
of "credit."
• Vendors receive 97% to 98.5% of the
purchase price within one or two
days of purchase.

STEP 6A: THE IMPACT OF
PROCUREMENT CARDS

Unlike personal credit or corporate
cards, a procurement card obligates a
company to fully pay one bill that summarizes monthly purchases made by
cardholding employees. Because the
company is liable for the bill, an employee's credit standing is not checked
by the card issuer. As with a credit
card, the company is liable for the first
$50 attributable to any unauthorized
card use by nonemployees. Further,
card- issuing banks allow the company
to assign unique monthly or per -transaction limits to individual cards.
One bank (FirstBank of Minneapolis) allows a company to use SIC (Standard Industrial Code) blocking. SIC
blocking lets a company restrict card
use to transactions with vendors in a
particular SIC category. Any attempt

STEP 5: BRAINSTORMING FOR
RADICAL CHANGE
lowcharting, process value analysis, and benchmarking may encourage incremental changes to
reduce the time and /or cost associated
with acquiring and paying for noninventory goods. But they do not directly
encourage personnel to ask more fundamental and radical questions about
the process such as: Why is this activity being performed? What would happen if we did not perform this activity?
Are there other (better, faster, and
cheaper) ways to perform this activity?
Investigative discussions with nonITTA personnel indicated that radical
rethinking of the small-dollar acquisition process was taking place in other
organizations. IBM, Mobil Oil, Scott
Paper, Intel, Pennzoil, Norfolk Southern, GE Aircraft Engines, and others
had fully operational or pilot programs
that "reengineered" the process by using procurement cards.?
40

hile the mechanics of the
procurement card are simple, the projected impact on
the efficiency and cost of ITTA's non inventory procurement process is expected to be dramatic. Table 1 identifies a wide variety of nonvalue- adding
departmental activities that could be
reduced or eliminated through card
use.
Major activity reductions could occur in Purchasing and AP. Purchasing
no longer would negotiate, order, or
perform clerical activities for transactions placed on the card. AP would be
liberated from activities associated
with the traditional process: There are
no invoices, purchase orders, or receiving documents to match. Correspondingly, ITTA could experience a
reduction in the number of checks
written and the signing, audit, and reconciliation activities associated with
them. One monthly electronic transfer
could take the place of tens of thousands of checks. Less paperwork translates into reduced mailroom and post-

Activity Eliminated

Accounts
payable

'Purchasing
Production/
other

Receiving, sorting, matching, filing, and entering data relating to
receiver, invoice, and purchase order. Vendor setups on system.
routing /re- routing invoices for approval, expediting invoices with
discounts, managing backorder suspense files and end -of -month
accruals, and answering phone inquiries from suppliers. Activities
related to check writing: audit, signatures, filing, and mail stuffings.
Negotiating price and price checking on small dollar items, transcribing requisition to purchase order and associated filing and
mailing of order.
Filling out requisition and obtaining approvals on purchase (off set by the time spent maintaining card - related information).

Mail- related

Mailroom receiving, sorting, and distributing correspondence
relating to small dollar purchases. Postage costs relating to small
dollar purchases.

General
accounting

Bank reconciliation time is reduced.

Receiving

Receiving activities related to small dollar acquisitions may be
reduced or eliminated depending on how procurement card transactions are managed. Goods may be sent directly to cardholder.
!MANAGEMENT ACCOUNTING /JULY 1994

Brings greater efficiency in
paperwork processing.
Reduces cycle time.
Reduces stockpiling of supplies.
Empowers employees.
Supports centralization of
purchasing and payable functions.
Generates community goodwill
through local buying.
Enhances ability to track and
analyze noninventory acquisition
patterns.
Enhances auditability of individual
purchasing patterns.
Lets supplier perform work of
journal entry for company.
Brings order -of- magnitude benefits.

age costs.
Table 2 identifies ways the procurement card could add value to ITTA.
First, card use could reduce ITTA's
two- to 10-day wait from need identification to order placement. With the
card, an order should be placed about
the time the need is identified. This reduction in cycle time should have a
positive impact on ordering behavior
because employees would no longer
need to stockpile supplies. Having fewer supplies should free up valuable
floor space.
Second, the procurement card
could empower ITTA employees to
make small -dollar purchasing decisions as they see fit. With preapproved
purchasing authority, employees no
longer would waste time locating supervisors for approval to replenish
supplies.
Third, a procurement card program
could support rITA's efforts to centralize purchasing and AP activities. As
part of a reorganization, the company
recently had announced plans to shift
production purchasing from 43 sites to
four.9 With the card, authorization and
execution of small -dollar purchases
can remain at the remote sites. Only
monthly statements and supporting
documentation (if desired) would need
to be exchanged.10
Fourth, the procurement card could
promote community goodwill. Rather
than purchasing small-dollar items
from a remote "sole- source," units
could make these purchases locally
without incurring additional paperMANAGEMENT ACCOUNTING /JULY 1994

work costs.
Fifth, the electronic data captured
by the card issuer could be downloaded to ITTA's computer and used for
other purposes. Because individual
cards could be assigned numbers that
correspond to general ledger accounts, ITTA could use the card issuer's electronic data to make its general
ledger entries. In effect, when suppliers accept the card they will be making
ITTA's journal entries! In addition, the
company can compile and review card
purchasing patterns to identify and leverage price concessions from frequently used suppliers.
Sixth, the use of the procurement
card should result in "order of magnitude" savings. For example, fewer
transactions and personnel in AP translates into fewer subsidized cafeteria
meals, less personnel and employee
assistance support, and less computer
time. Less computer time might help
management defer the need to purchase a new computer or software.
In summary, if the procurement
card were used to purchase all noninventory items below $1,000, ITTA
could eliminate approximately 75% of
its noninventory purchase orders and
81% of its invoices. This reduction in
paperwork would allow ITTA to reduce
AP personnel by 75% and noninventory
purchasing staff by 69 %. If only supplies and indirect materials below
$1,000 were purchased on the card,
ITTA could eliminate 40% of its purchase orders and 45% of its invoices.
This elimination would enable ITTA to
reduce AP personnel by 51% and noninventory purchasing staff by 51 %. In
addition, mailroom and postage costs
could be reduced significantly.
STEP 613: IMPLEMENTATION
ISSUES
procurement card program is
world -class change for any organization. The card concept
looks past the narrowly defined AP
functional activities to the larger process of acquiring and paying for smalldollar goods. The card reduces costs
by:
■ Applying controls to transactions in
a manner commensurate with the
risks relating to those transactions,
and
■ Minimizing nonvalue- adding reconciliation activities— between receiving documents, invoices, and purchase orders as well as between
books and bank.

INTERN'S VIEW

Fur
thermore, the work (purchasing, receiving, and paying for small-dollar goods)
can be performed where it makes the
most sense —by the employee who
identifies the need.
Critics of the procurement card
may contend that accounting and purchasing departments are attempting to
shift work to others in the organization. Finance personnel need to address this point by disseminating information concerning the amount of
paperwork eliminated by procurement
cards and the beneficial impact on
overall organizational efficiency. In effect, by using the procurement card,
ITTA will be outsourcing much of its
paperwork to the world's most efficient
financial transaction processors —
banks. To accommodate the shift, individuals at lower levels in the organization would have new dimensions of responsibility added to their work.
Furthermore, incentive systems may
need to be adjusted to reflect the
changes in work activity.
Some may lament the loss of control
inherent in the use of a procurement
card. This fact may be true." As pointed out above, however, use of the card
is limited strictly to small-dollar transactions. Critics would do well to ask:
What value is added byapplying costly
controls to small-dollar transactions?
How much additionalriskis assumed
by using procurement cards?
Taken to an extreme, controls on
the back side of procurement card purchases could become as costly and inefficient as the controls on the front
side of traditional purchasing procedures. In a globally competitive market
such as the one in which ITTA operates, it is more important than ever for
management to judiciously balance the
rising cost of controls against the potential exposure to loss if those controls are reduced or eliminated.
After reviewing the information relating to the procurement card, ITTA
initiated four pilot programs in the
Midwest in November 1993. Since
then, the volume of transactions shifted to the card at the pilot facilities has
risen dramatically with each passing
month. Encouraged by the pilot results, ITTA rolled out the card at another manufacturing facility and at its corporate headquarters in Auburn Hills,
Mich. At the time of this writing, Len
Hannahan, director of North American
payroll and payables, reported that
ITTA personnel are engaged actively
in implementing card programs at all

ABOUTTHE
IMA -ITT
AUTOMOTIVE
INTERNSHIP
Internships with accounting or other business organizations are familiar vehicles by which organizations
tap faculty expertise and obtain a
fresh external perspective on the efficiency of their business practices.
In exchange, the faculty member
expands his or her knowledge of
the specific issues and challenges
currently facing the business
community.
My experience as an IMA faculty
intern at ITT Automotive has been
very beneficial to my classroom
work —changing my approach to
both the content and delivery of
management accounting
knowledge. The IMA and ITT
Automotive should be pleased to
know that accounting students in
my classroom already are engaged
in take -home "total quality
initiative" problems and cases
loosely based on my summer
experience. Further, the contacts
with others in industry that I made
while an intern are serving to
further my knowledge of the
reengineering of the financial
functions of business. These
practices, in turn, are shared with
my students, who will share them
with the companies that employ
them.
My hope is that other companies
will follow ITT Automotive's
progressive lead and establish their
own faculty intern program, and
accounting departments at all
colleges and universities will
recognize the value of internships
for both their students and faculty
by providing liberal encouragement
and support for greater faculty
involvement in these programs.

sizing of the account structure (partly
to accommodate the card) and different approaches to receiving goods ordered on the card.
While the final assessment of
ITI'A's experience with the procurement card must occur later, card users
and issuers are bullish on this new
product. IBM states that the benefits of
a card program have helped it to remove 90% of the cost of processing
small-ticket purchases. Because IBM
already received and paid its bills electronically, the company declared the
arrangement to be "almost a totally paperless system."12 According to The
Wall Street journal,card companies believe that the future growth of card paT
ment systems will come substantially
from procurement cards, a market for
purchases estimated at $300 billion annually.13 It is hoped that the steps taken by rITA to analyze the benefits of
a procurement card will help MANAGEMENT ACCOUNTING® readers determine its suitability for their reengineering efforts.
■
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detailed description of a computerized pay ables matching process, see M. Hammer, "Reengineering Work: Don't Automate, Obliterate," in the
Harvard Business Review, July -August 1990, pp.
104112. Further elaboration is provided in Hammer and Champy's book, Reengineering the Corporation: A Manifesto for Business Revolution,New
York, Harper Business, 1993.
3 Because all ITTAunits did not use the same AP software, it was determined that it would be cost beneficial to collect information from all or part of five
of the seven ITTA operating units that used the
same brand ofAP software. The five units consisted
of four manufacturing operations and the rITA corporate headquarters. The data gathered about
these operations were believed representative of
AP activity across North American operations. The
invoice processing data obtained in the sample
amounted to 35 %of all n7A North American transactions. Less detailed data from units not included
in the sample was available and used to construct
a overview of the entire organization.
The Hackett Group of Hudson, Ohio, has compiled
benchmarking data on several finance - related activities from 70 firms. The benchmark information
was published in CFO magazine in June 1993 in an
article by Stephen Barr, "A New Blueprint for Finance," pp. 15.32. Benchmark data can be gathered
from many other sources, including the IMA's Continuous Improvement Center (contact William McMahon, director of CIC, at (201) - 573.6266 for more
information).
5See T. Minahan, "Small orders: Just charge 'em,"
Electronics Purchasing,August 1992, p. 69.
6 See T. Minahan, op. cit. In addition, recent national
advertisements by American Express and Visa indicate the average cost to acquire and pay for goods
in the traditional process is between $80 and $200.
Me term "process reengineering" as defined by
Hammer and Champy in Reengineering the Corporation, op,cit., is "...the fundamental rethinking
and radical redesign of business processes to
achieve dramatic improvements in critical, contemporary measures of performance, such as cost,
quality, service, and speed."
$The nation's three largest issuers of charge and
credit cards (Visa USA, MasterCard International,
and American Express) have or have recently
rolled out versions of a procurement card. First Bank of Minneapolis has a Visa product called a
"procurement" card. American Express recently
announced its product, called a "corporate purchasing" card.
9See D. Barkholz, "rTT Auto May Drop Half Its Suppliers," Crain's Detroit Business,June 14,1993.
10Without a card, rITA would have to: (1) accept the
nettlesome control issues associated with local
bank accounts or (2) require operating units to purchase small-dollar items through a centralized purchasing operation. Shuttling paperwork between
factories and the centralized AP and purchasing operation would increase delays as well as postage
and telecommunications costs.
]Steps can be taken to increase control over the use
of the procurement card. Beyond the controls (1)
inherent in the card (e.g., monthly limits and SIC
blocking), (2) over who is to receive a card, (3) and
who is to review card charges, rITA could set policies requiring maintenance of a daily transaction
log, documentation for charges, and monthly reconciliations of card charges to the daily log. rITA
also could perform random audits to ensure compliance with these or other policies (e.g., purchasing only from approved suppliers).
t2See S. Upin, "Office Supplies Are Battlefield for
Credit Cards,"Wall Street Journal,July 22, 1993,
p. BI,
13ibid.

1rTTA

North American facilities.
Furthermore, the procurement
card has had a positive spin -off effect
on personnel: Fresh ideas in the finance arena have resulted in a down-

headquarters historically operated as the typical "parent" in a conglomerate. Its seven operating
units were largely allowed to maintain separate departments for administrative and service functions.
As of June 8.1993, the company began a campaign
to streamline operations by restructuring the organizational hierarchy and corporate reporting to reflect a product line orientation.

2 For a
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The Faculty Internship
Program at ITT
Automotive
A faculty intern brought ITT Automotive some unexpected results.
BY C.S. "BUD" KULESZA,CMA
s a management accountant,
I had accepted the fact that
i nstitutions of higher learning provide a curriculum for
accounting students that is best suited
for a career in public accounting, even
though most accounting graduates will
find employment in other business sectors of our society. As a product of this
educational approach, like many others, I believed this was the way things
were. I accepted the fact that you
learned managerial accounting on the
job through work experience.
Recently, this viewpoint was called
into question. My academic colleagues
on the Institute of Management Accountants' Committee on Academic
Relations challenged me to do some-

thing to change this apparent inconsistency. I was challenged to better prepare those students for the corporate
accounting environment they will become part of after graduation.
There are no Big Six corporate management accounting firms like the Big
Six public accounting firms with the
critical mass and focus to make their
presence felt in the accounting curriculum on campuses. Thus, the challenge for the management accounting
establishment is how to influence the
learning experience in ways that will
provide accounting students (future
employees) with a rich practical perspective on current management
trends and techniques.
One way the corporate world can
improve the timeliness and enrich the
practical content of managerial ac-

counting courses is to give educators
opportunities to experience or to become reacquainted with the changing
nature of accounting practices in industry. The faculty member's experience should not be limited to a handful
of plant visits and discussions with
company personnel, as often happens
in managerial accounting faculty internships. The experience should provide for an opportunity for the faculty
member to work side by side with corporate personnel who are engaged actively in projects to improve the performance of the financial function. This
hands -on approach holds the greatest
promise for imparting greater knowledge about the broad array of changes
sweeping the profession. The excitement can be contagious, and hundreds
or thousands of students can catch it

Rick Palmer, faculty intern at the company, gives a presentation to members of the ITT Automotive staff.
MANAGEMENT ACCOUNTING /JULY 1994

to accomplish project goals, and
■ Reviewed the results.
The critical aspect of each of these
steps is discussed below.

ESTABLISH YOUR
EXPECTATIONS

ITTA supplies seating systems, body
hardware, and mechanical systems.

The evolutionary ITT Automotive Teves
MK20 antilock braking system.

rrTAutomotive produces complete wiper/washer systems and a full range of wiper blades
and wiper anus such as these.

from a single instructor!
How, then, do we give educators the
hands -on experience so beneficial to
more effective teaching in management accounting classes? Faculty internship programs are one way corporate America can take a leadership role
in the education of future employees.
The program sponsored by the Institute of Management Accountants provides a focal point for those interested
in preparing students to adequately fulfill the managerial accounting needs of
corporate America. Both corporate
sponsorship and interest from academia are needed to make faculty internships happen.
During the summer of 1993, a pilot
faculty internship program was arranged under the auspices of the IMA
Committee on Academic Relations. It
was funded by ITT Automotive, a subsidiary of ITT Corporation specializing
in automotive components and systems. The primary purpose of this pilot
program was to provide a faculty member with material to enrich management accounting courses, benefiting
students through improved curricu-

lum and exposure to current business
procedures. The program was designed to bridge the gap between education and practice by providing an opportunity for faculty to work in a
corporate environment and experience
the application of concept in practice.
How does a company start a faculty
internship program? James A. Hendricks, professor of accountancy at
Northern Illinois University in DeKalb,
describes an approach in his article,
The Company & the Professor,"
MANAGEMENT ACCOUNTINGS, April
1993. Generally consistent with Professor Hendricks' suggestions, ITT Automotive took the following steps to enhance the potential for an outstanding
internship experience. The company:
• Established clear expectations in
terms of cost and required faculty
skills and interests,
• Developed a work plan that would
add value to the company and the
faculty member and could be completed within the allotted time,
• Provided all necessary guidance
and support to the faculty member

n important preliminary step in
a faculty internship program
should be to establish your ex
pectations in terms of cost and faculty
skills. Cost will be affected by the duration of the program, rate of compensation, and travel and living expenses.
A fair approach is to compensate faculty interns at the same level they currently receive at their university. Travel should be commensurate with your
company policy, and living expenses
should be reimbursed, if required, to
ensure that the faculty intern does not
experience any out -of- pocket costs.
This "make whole" approach is fair to
both the intern and the company.
Many companies might prefer to recruit locally, reducing travel and living
costs. This approach also would improve ties to a nearby university and
enhance company visibility.
The results you hope to get depend
largely on obtaining the right match
between faculty interest and company
need. If the company has a specific area of opportunity or project in mind,
then the selection process can focus on
candidates with appropriate backgrounds and interests. At ITTAutomofive, we used a national approach in our
recruitment of a faculty intern. We
made faculty members aware of this pilot program through MANAGEMENT
ACCOUNTING® magazine and the
IMA campus coordinators. In our request for applications, we made it clear
that we wanted a faculty intern interested in applying total quality management concepts to the financial function. Giving a broad indication of the
scope means only interested faculty
will apply.
We interviewed all applicants by
telephone to reduce the number of candidates. We held face - to-face interviews before making our final selection. Last, a formal internship
agreement was signed, clearly outlining the terms and conditions of the internship and the responsibilities of
both the intern and the company. Our
final choice was Richard Palmer, DBA,
CPA, who is an associate professor of
accounting at the University of Tennessee at Martin. See "Reengineering Pay ables at ITT Automotive," page 38.
MANAGEMENTACCOUNnNG /JULY 1994

DEVELOP THE WORK PLAN
he most important aspect of a
faculty internship program is
careful development of the work
plan for the project. The project should
give interns a chance to put into practice concepts they have taught or want
to teach as part of the management accounting curriculum. The project also
should be useful for the company.
As noted above, matching the project to the individual faculty member's
skills and interests and to the company's needs will maximize the chance
for success. Make it clear that this experience is not a research project but
an actual hands -on application. In this
way, the intern can tell the students
how something actually is done. Even
if the project provides possible research material, research should be of
secondary importance to the intern.
However, the company should support
any efforts by the intern to publish articles based on the internship experience, withholding permission only if
proprietary or sensitive information is
at risk.
In our pilot program, we agreed that
total quality management in the finance function would be our general
scope. Because the scope was broad,
as part of a two-week company familiarization we asked our faculty intern
to propose two or three specific projects that could be completed during
the internship. It is very important that
the intern complete the project, so every effort should be made to keep it
small enough to finish during the internship period.
One of the proposals, total quality
management in the accounts payable
function, included an overview of the
project as well as expected results, action plan, timetable, schedule of interim reviews, and supporting exhibits.
Interim reviews are important, not only
to keep the project on track but to
make revisions to accommodate unforeseen items. The intern and the
company should agree on the final project proposal.

IMPLEMENTTHE PLAN
ith an agreed -to work plan,
the project begins. First,
make it clear to the intern to
whom he or she will be reporting. The
intern needs free access to this person,
who should support the intern and the
project consistently and positively. The
intern should feel comfortable using
this person as both a mentor and reMANAGEMENT ACCOUNTING /JULY 1994

source. It is very important that the organization support the faculty intern.
One way of gaining the commitment of
company personnel is to have the key
people jointly establish the scope of the
project. Then, make it clear that the
project has the support of management
at all levels, ensuring that the intern
has access to the organization and any
required information. Faculty interns
should follow the same company regulations as any employee.
It is through this contact and organizational interface that the company
benefits most. By exposing our finan-

COMPANY'SVIEW

cial
function to the application of total quality
management, we accomplished a
change in the accounts payable process that generated a significant savings for the company. We also inspired
many of our employees to try implementing total quality management
concepts such as benchmarking within
other functional processes in our company. We managed to bring the classroom into the company and create a
fantastic learning environment. The result was that we not only accomplished

Choosethelineofcredit
that saves your most
important asset•
Who's got time to wait around? You need a credit line that gets you cash
fast — without long applications or even longer service lines,
Now, Security Pacific Executive/Professional Services offers you the most
convenient way ever to get money while you save time.
And this credit line is offered through the Institute of Management
Accountants, so you know it's just right for you.

Our service will make you smile.
Our dedication to customer service means we're easy to work with. That's
why you can apply for your credit line by mail. You can get up to $35,000 in
your line. And you'll have the flexibility to use the money for any personal
reason. Just write one of the free checks we'll provide, or call our office.
Need more facts?
Our interest rate is only 12.65% based on the current prime rate.* Simply
put, that's one of the best rates for unsecured funds you can find. Plus, there
are no application fees, annual dues or prepayment penalties.
Start getting more out of life today.
Just call us toll -free at (800) 274.6711 We'll rush an application to you.
After all, there's no time like the present. And no better present than extra
time.
"12.65 % APR based on (a) bank prime rate index of 6.25% as of March 28, 1994, plus (b) 6.4 %. Your interest rate can
increaseldecrease if the bank prime rate increasesrdecreases.
All loans are subject to our normal credit policies (including obtaining a credit report verification of employment and receipt
of a signed application) and the terms of your agreement.
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what we had set out to do, but we improved our processes and reduced our
costs.

REVIEW THE RESULTS
review of the project and a comparison of the actual to the expected results is a very important part of the internship. The intern
deserves the opportunity to present
the completed project to the company
and is entitled to the company's evaluation and feedback. The company, in
turn, should be as eager to review and
evaluate the project as it would any project it sought to undertake.
Our approach was to have Dr.
Palmer give a formal presentation on
the total quality management concepts and application in the accounts
payable project. The presentation was
open to all interested employees and
lasted about an hour. Employees attended not only from the finance and
purchasing functions, where Dr.
Palmer was involved, but from quality,
administration, and planning as well.
They arrived interested in what was

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.
FOR ADDITIONAL INFORMATION CALL OR WRITE

Malibu Publishing Company
31312 Via Colinas, Suite 101
Westlake Village, CA 91362
(818) 889 -1495 • Fax (818) 889 -5107
Circle No. 33
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achieved and how we accomplished it.
They left considering opportunities
for applying these new ideas to other
processes.
As a final part of our review process
we met with our intern to reflect on
what we had accomplished together.
We reviewed the benefits to the company, the proposed process improvements, and the estimated cost savings.
We discussed the learning experience
from both the company's and the intem's perspective. Dr. Palmer felt that
his classroom approach would be altered significantly by what he had
learned about the necessity for cost reduction and continuous improvement
in today's business climate. He intends
to share more information with his students on how to initiate and manage
change, benchmark performance, and
manage business processes and their
costs.
At ITT Automotive, we are more
convinced than ever that a faculty internship program is a great learning
experience for both the company and
the faculty member. We also have established a relationship with our intern
that provides an ongoing resource
both for him and for ITT Automotive.
The internship has given Dr. Palmer
and me an opportunity to write articles
based on our experience. We also have
been asked to speak to groups of management accountants as well as academics about this internship experience.

HOW AN INTERNSHIP
ADDS VALUE
of every internship program
will achieve the results ours
did. The benefits your company experiences will be in proportion to
what it puts in. The nature of our intern's work and the length of time he
dedicated to the tasks allowed him
great opportunity to become familiar
with the inner workings of change in
our organization. Dr. Palmer described the experience as being given
the opportunity to "ride the bike of continuous improvement" as opposed to
being "told about the bike riding experience by company personnel." He believes this experiential knowledge will
affect his classroom teaching significantly.
Enhancing the capabilities of management accounting professors is in
the best interests of the corporate
world. Furthermore, faculty members
bring unique perspectives to the organization. What is needed is greater

ITT Automotive can produce larger -sized
aluminum die castings in high volumes
that require complex, mufti-cavity dies and
advanced alloy control.

corporate involvement to make internships a routine, rather than extraordinary, experience for our management
accounting faculty. Corporate sponsorship of faculty internship programs is
an important way by which a company
can:
• Take a leadership role in the education of future employees,
• Introduce new concepts into an existing organization,
• Provide an economical solution to
accomplish projects not otherwise
possible in a time of budget constraints.
Our internship experience has
been a learning experience for the
company as well as for our faculty intern. As with most new ventures, we
weren't sure that the outcome would
be as expected. In fact, it wasn't. We
exceeded our expectations and recommend that others consider starting
a program. I hope that other companies and universities such as yours
will give it a try.
■
C S. `Bud" Kulesza, CMA, is a senior
vice president and controller of ITT
Automotive. Bud is a member of the
board ofdirectors ofIMA and currently
ischairman ofthe Committee on Academic Relations. He is a member of the
Oakland County (Mich.) Chapter,
through which this article was submitted. He can be reached at (810) 340 3676.
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PROTECTYOURINCOMEWITHTHE
IMA DISABILITY INCOME PLAN
ust people have car insurance, homeowners coverage
and some life insurance to
protect their assets and their
family's financial security. But many people fail to insure one of the most valuable
assets of all —their ability to earn income.
If you become seriously ill or injured
and are totally disabled and unable to
work, disability insurance provides you
with an income. Without it, daily living
expenses and personal bills rapidly
mount and could result in financial catastrophe. If you have the added responsibility of a family, depending on your
income, you risk their security as well.

A Risk Too Great to Ignore
While you may not expect to suffer a
long -term disability, the statistics are too
frightening to ignore. According to the
National Association of Insurance
Commissioners, 7 out of 10 workers, aged
35 to 65, will suffer a long -term disability.' In fact, your chances of suffering a
disabling accident or illness are far

greater than dying while in that same age
bracket. These numbers should make you
think of how you would cope if your
income were interrupted because of a
disability.

Making Sure
Your Coverage is Enough

receive benefits. In addition, the benefits
received depend on your age, earnings
before being disabled and eligibility of
family members. Very few people actually qualify for the maximum amount.
*Long-term disability is defined as greater than 6
months.

IMA Disability Plan
Pays When Other Plans Won't
The Institute of Managcmcnt

Accountants offers members a reliable
source of disability income protection. It's
called the IMA Disability Income Plan.
Members who participate in this insurance plan have several advantages over
most disability plans now available.
A big advantage is the fact that IMA
rates tend to be lower than most individual policies. This is because of the
mass - purchasing power of association sponsored insurance. In addition, benefits
are normally tax -free as long as the member pays the premium out of his or her
own pocket.
The IMA Disability Income Plan pays
benefits when a member is unable to perform th e duties of his or her own occu-

pation as a result of sickness or injury, is
not working at any gainful occupation,
and is under the regular care of a physi-

Even (hose who are insured against a

long -term disability often have coverage
that falls far short of their needs. one reason for inadequate coverage is cost —disability policies can be expensive, depending on your age, health and benefits
desired. So you may not be able to afford
the coverage you really need. If your
employer provides disability insurance,
you may find that they are cutting back
on the length of the coverage provided.
In addition, the benefits received from
such plans may be fully taxable.
You can't always count on Social
Security because there are several restrictions that may make it difficult to qualify.
Only if you expect to be disabled more
than a year, and if you're unable to do
any kind of work (even if it's not your
regular occupation), are you eligible to

11

o find out more about this
Plan and other IMA Group
Insurance plans, call 1 800
424 -9883. In the Washington,
D.C. area, call (202) 457 -6820. For
information on the IMA Group Term
Life Plan, call 1800 225 -6758.

cian. "Of your own occupation" is an
important distinction to make because
many plans do not pay benefits if you
can work at another occupation. With the
IMA Plan, insured members not only protect their income but also the investment
made in their education and career.

TWo Plan Options
For Maximum Flexibility
The IMA Plan offers a choice of two

Plan options that allow members to select
the benefit period. The Career Plan
option will pay benefits up to age 65 for
disabilities that begin before age 64. The
Five Year Plan option will pay benefits
up to five years for disabilities that begin
before age 60.
Both options offer from $400 to $5,000
a month in benefits in $100 increments.
Members 50-54 may choose from $400 to
$4,000, while members age 55 -59 may
choose from $400 to $3,000. In addition,
both options offer a choice of waiting
period,- -30, 60, or 180 days. These
choices enable members to coordinate
their waiting period with any employer provided insurance that is in effect.
The IMA Disability Income Plan has
the added assurance of being underwritten by The United States life Insurance
Company In the City of New York, the
oldest stock life insurance company in
America.
With the IMA Disability Income Plan
there is no reason to leave one of the
most valuable of assets —your ability to
earn income — vulnerable to the effects of
a disabling sickness or injury.

• Ter m Life

•
•
•
•
•
•
•
•

Disability Income
Excess Major Medical
In- Hospital
High -Limit Accident
Medicare Supplement
Long Term Care
Small Employer Plan
Cancer Expense Plan

M
&

1

=

GOINGTHE DISTANCE

QK1
ra

l1 " 0

k1

1

m

Pips

1X TO •
I ru$I lul
4k

•t

Results offorgiven debt can range from totally excludable to totally
taxable income.
BYRICHARD F.BOES,CPA;
KENNETH E. RUBY, CPA; AND
G. MICHAEL RANSOM, CPA
n the February 1993 MANAGEMENT ACC OUNTING® article,
"How to Avoid Bankruptcy," authors Gordon D. Pirrong and David Koeppen noted that many companies recently have experienced
financial difficulties and discussed quasi- reorganizations and troubled debt
restructurings as potential tools to
avoid bankruptcy. Because such options may involve some debt cancellation, management accountants should
be aware of some of the basic tax rules
dealing with the forgiveness of debt
and recent changes brought about by
the Revenue Reconciliation Act of 1993
(RRA) .
The general presumption of the Internal Revenue Code (IRC) is that the
cancellation of indebtedness results
in taxable income; however, the Code
does provide exceptions to this general rule. Section 108 of the IRC is
the primary area of the law dealing
with the discharge of indebtedness.
This section authorizes an exclusion
from gross income if the debt cancel48

lation takes place in four basic situations:
• A discharge in a Title 11 bankruptcy
case,
• A discharge when the taxpayer is insolvent,
• A discharge when the debt is qualified farm indebtedness, and
• A discharge of qualified real property business debt.
If a taxpayer is covered by more
than one of these conditions, the bankruptcy rules take precedence over the
insolvency rules, and the insolvency
rules take precedence over the qualified farm debt rules and qualified real
property business debt rules. Debt, for
purposes of §108, includes any indebtedness for which the taxpayer is personally liable or subject to which the
taxpayer holds property.
Section 108 generally is referred to
as an "exclusion" section, but in reality
it is a "deferral" section. Although a
taxpayer may not be required to report
income immediately, other tax benefits
correspondingly are reduced. Following are the provisions of §108 in greater detail.

IRC §108 PROVISIONS
ankruptcy.Taxpayers who have
their debt forgiven through
bankruptcy proceedings under
Title 11 of the U.S. Code do not have
taxable income —even if the taxpayer
is solvent following the discharge. In
return for this treatment, the taxpayer
is required to reduce certain tax benefits or tax attributes. For tax years beginning after 1993, seven targeted tax
attributes are reduced in the following
order: (1) net operating losses (NOL)
for the current year and NOL carryovers, (2) carryovers of the general
business tax credit, (3) the minimum
tax credit (new under the RRA), (4)
capital losses and carryovers, (5) basis
in depreciable and nondepreciable assets, (6) passive activity loss or credit
carryover from the taxable year of discharge (new under the RRA), and (7)
foreign tax credit carryovers.
These tax elements, except for the
credits, are reduced, dollar for dollar,
by the amount of the debt forgiven.
The tax credits are reduced at the rate
of 33 1/3cents for every dollar of debt
forgiven. The required reductions are
made after the tax liability for the curMANAGEMENT ACCOUNTING /JULY 1994

rent or discharge year has been determined. The required reduction in the
bases of assets is limited; it cannot exceed the aggregate bases of the property held by the taxpayer immediately
after the discharge over the aggregate
of the liabilities immediately after the
discharge.
As an alternative to the sequencing
above, taxpayers may elect to apply
first any or all of the excluded amount
as a reduction in the bases of depreciable assets. For this purpose, the taxpayer may treat real property held as
inventory as though it were depreciable property. If this election is made,
the reduction is applied to assets as of
the first day of the taxable year following the taxable year in which the discharge took place. This election avoids
the general limitation on basis reduction mentioned in the prior paragraph.
Taxpayers thus have some flexibility in
arranging their financial affairs while
being prevented from avoiding taxes in
the future.
When the bases of properties have
been reduced under these rules, the
reductions are treated as depreciation
deductions. Hence, upon subsequent
disposition of the properties, any gains
are subject to recapture (i.e., taxed as
ordinary income) under IRC §1245 or
§1250. This recapture rule applies to
any "reduced basis" property, whether
depreciable or nondepreciable, and regardless of whether the property otherwise would be subject to recapture
under §1245 or §1250.

farm debt is debt incurred by the taxpayer in connection with his farming
business. Such debt is not qualified,
however, unless 50% or more of the taxpayer's aggregate gross receipts for
the three taxable years preceding the
discharge year are attributable to the
business of farming.
In addition, the debt must be forgiven by a "qualified" person in order to
claim the exclusion. A qualified person
is one who (1) is engaged in the business of lending money, (2) is not related to the taxpayer, (3) was not the person from whom the taxpayer acquired
the property, and (4) does not receive
a fee with respect to the taxpayer's investment in the property. Qualified
persons also include federal, state, or
local governments or their agencies or
instrumentalities.
The amount excluded under these
provisions cannot exceed the sum of
the "adjusted tax attributes" of the taxpayer and the aggregate adjusted bases of "qualified property" held by the
taxpayer as of the beginning of the taxable year following the year of discharge. The adjusted tax attributes are
the sum of (1) net operating losses, (2)
carryovers of the general business tax
credit, (3) minimum tax credit, (4) capital losses and carryovers, (5) passive
activity loss and credit carryovers, and
(6) foreign tax credit carryovers. Credits for this purpose are determined by

taking into account $3 for each $1 of
credit. Qualified property is any property used or held for use in a trade or
business or for the production of
income.
The required reductions in tax attributes are made in the same order as
for bankruptcy and insolvency cases.
Taxpayers may elect, however, to reduce the basis of qualified property
first. Any excluded amounts that are
applied to basis reduction of qualified
property must be made in the following
order: (1) depreciable property, (2)
land used or held for use in the trade
or business of farming, and (3) other
qualified property.
Qualified Real Property Business Indebtedness: The Revenue Reconciliation

Act has created a new exclusion for the
discharge of qualified real property
business indebtedness in response to
evidence that many taxpayers were
holding property worth less than the
underlying debt. These taxpayers
were unwilling to dispose of the property or restructure the debt because it
would result in the recognition of gross
income. The exclusion applies to taxpayers other than C corporations. The
exclusion may not exceed the excess
of the outstanding principal amount of
the debt immediately before the discharge over the fair market value of the
real property reduced by the outstand-

Insolvency: If debt is discharged when
a taxpayer is insolvent, the discharged
debt is excluded up to the amount by
which the debtor is insolvent. (Insolvency is defined as the amount by
which the liabilities exceed the fair
market value of the assets immediately
before the discharge of debt occurs.)
Thus, unlike with bankruptcy, if a taxpayer becomes solvent through the
discharge, some gain will be recognized.
The excluded amount must be used
to reduce the tax attributes in the same
manner and order as described for
bankruptcy cases. Taxpayers may,
however, elect first to reduce the basis
of depreciable property or real property held as inventory as discussed
above.
Discharge of Qualified Farm Indebtedness: A solvent taxpayer engaged in

farming is able to exclude income resulting from the cancellation of "qualified" farm debt within limits. Qualified
MANAGEMENTACCOUNTING /JULY1994

Companies in extreme financial difficultycan get afresh start, but there are tax consequences
to debt being forgiven.
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ing principal amount of any other qualified real property business indebtedness secured by the property. Moreover, the exclusion cannot exceed the
aggregate adjusted bases of depreciable real property held by the taxpayer
immediately before the discharge (other than depreciable real property acquired in contemplation of such discharge).
Qualified real
property business indebtedness refers to
debt that is incurred or ase,
sumed in connection with real
property. The
real property
must be used in a trade or business,
and the debt must be secured by the
real property. In addition, the debt
must have been incurred or assumed
before January 1, 1993, or, if later, must
be "qualified acquisition indebtedness." Qualified acquisition indebtedness is debt that is incurred or assumed to acquire, construct,
reconstruct, or substantially improve
real property used in a trade or business. The taxpayer must elect to have
the debt treated as qualified real property business indebtedness.
Any exclusion allowed under this
provision must be applied to reduce
the basis of the depreciable real property of the taxpayer. The reduction is
made at the beginning of the taxable
year following the year in which the
discharge occurs. In this case, the taxpayer cannot treat real property held as
inventory as though it were depreciable property.
Partnerships and S Corporations: When

partnership debt is discharged, the
cancellation of the debt is not excludable from the partnership's income
even if the partnership itself is bankrupt or insolvent. Instead, the income
from the cancellation is allocated to
each partner, and each partner determines separately whether he may exclude the income under the provisions
of the Code. Thus, the exclusion is applied at the partner level rather than at
the partnership level. Conversely, the
availability of the exclusion and related
elections are made at the corporate level for S corporations.
Indebtedness Satisfied by Corporation's
Stock: When a corporation satisfies a

debt by transferring its stock to a creditor, the potential income must be meagp

sured. In this case, the corporation is
treated as though it had paid the creditor with money equal to the fair market value of the stock. Consequently,
the corporation will have cancellation
of indebtedness income if the principal
or book value of the debt exceeds the
value of the stock transferred. This income may be excluded if the company
is in a Title 11
bankruptcy case
or insolvent with
an attendant reduction of tax at
• IS
tributes.
When the
"stock for debt"
exception was in
effect, the required reduction
in tax attributes did not apply to insolvent corporations or corporations in Title 11 bankruptcy cases. These corporations were deemed to not realize
income on the transfer of their stock
and thus did not have to reduce tax attributes unless they issued "disqualified" stock. Disqualified stock was any
stock with a stated redemption price
that had a fixed redemption date. If the
issuer had the right to redeem the
stock or if the holder had the right to
require its redemption, the stock also
was disqualified.
There were certain cases where the
stock for debt exception did not apply:
(1) The issuance of nominal or token
shares to creditors did not permit an insolvent or bankrupt corporation to
avoid income recognition. Whether
stock issued for debt was nominal or
token was determined by the facts and
circumstances. This rule was intended
to prevent corporations from circumventing the normal income recognition
rules by issuing a few token shares to
a creditor who had no real equity interest in the corporation. (2) The stock for
debt exception also did not fully apply
in certain workouts involving unsecured creditors. To qualify for the exception, the unsecured creditor had to
receive an amount of stock (by value)
that was at least one -half the amount of
stock that would have been received if
all of the unsecured creditors involved
in the workout had received a pro-rata
amount of the stock issued.
The Revenue Reconciliation Act has
repealed this stock for debt exception
effective for stock transferred after December 31, 1994. Consequently, insolvent corporations or those in Title 11
cases will recognize cancellation of indebtedness income unless they reduce
their tax attributes. The repeal will not

apply, however, to stock transferred in
a Title 11 or similar case filed on or before December 31, 1993.
A creditor acquiring stock of a debtor corporation in satisfaction of the corporation's debt is deemed to have received §1245 property. Hence, any
gain upon subsequent sale of the stock
is subject to recapture. This rule also
applies to any property where the basis
of the property is determined by reference to the basis of such stock.
Indebtedness Satisfied by Issuance of
Debt Instrument: When old debt is can-

celed by the issuance of new debt, the
amount of income arising from the discharge must be measured again. In
this case, the old debt is treated as having been satisfied with an amount of
money equal to the issue price of the
new debt instrument. Generally the issue price of the new debt is determined
through present value techniques or
fair market values applying the rules of
IRC §1273 and §1274. Any measured
income will be taxable unless the company qualifies for exclusion under the
provisions of the Internal Revenue
Code.
Indebtedness Contributed to Corporate
Capital: Corporations that receive debt

forgiveness from shareholders as a
contribution to capital will not recognize income if the stockholder's basis
in the debt is at least equal to the principal amount of the debt forgiven.
When the amount of debt transferred
to a corporation by a stockholder-creditor, however, is more than the stockholder's adjusted basis in the debt, income arises. This income may be
excluded if the company falls under
one of the basic exclusion situations
(bankruptcy, insolvency, and the like)
with an attendant reduction of tax attributes. The rules of §118 dealing with
contributions to the capital of a corporation are not applicable in these cases.
Purchase Price Reductions: If a seller of

property reduces the debt owed from
a solvent purchaser of the property, the
debt reduction is treated as an adjustment of the purchase price. Consequently, no discharge of indebtedness
income is recognized. This rule applies
only if the reduction to the purchaser
does not occur in a bankruptcy case or
where the purchaser is insolvent.
Moreover, there must be a true cancellation of debt. For example, where a
creditor reduces the debt as payment
for services provided by the debtor, the
rule would not be applicable.
MANAGEMENT ACCOUNTING /JULY1994
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Other Rules of Section 108:Several miscellaneous rules found in §108 also
should be noted: (1) §108 is the only
section that authorizes an exclusion for
the discharge of debt under insolvency, (2) cancellation of debt does not result in taxable income if payment of the
liability would have given rise to a tax
deduction for the debtor, and (3) if
debt is acquired by a related party to
the debtor from an unrelated creditor,
the acquisition is treated as if the debtor had acquired the debt. Hence, the
debtor may be treated as having discharge of indebtedness income. Related parties include family members
such as an individual's spouse, children, grandchildren, parents, and
spouses of children or grandchildren.
They also include corporations in
which an individual directly or indirectly owns more than 50% in value of the
outstanding stock, partnerships where
individuals own more than 50% of the
capital interests, and many similar relationships.

DISCHARGED DEBTAS
A GIFT UNDER §102

CAREFUL TAX PLANNING
IS A MUST
nytime a creditor cancels an obligation of a debtor, there is a
general presumption in the Internal Revenue Code that income has
been recognized by the debtor. But income recognition sometimes may be
deferred or postponed because Congress has felt that companies facing
difficult financial situations may be in
need of a fresh start. Bankruptcies and
insolvencies are some of the special
cases in which debt cancellation need
not result in immediate income recognition. Debt discharges in the nature of
a gift may be excluded permanently.
Taxpayers finding themselves in
circumstances where debt is being forgiven should be aware of the potential
tax consequences that could arise.
Careful tax planning may result in the
po stpo n em ent of incom e recognition
wh ere th at goal is desirable, which is

particularly important when debt is being modified. Agreements between
debtors and creditors that change the
amount that must be paid or the rate
at which payments must be made or

that add other conditions should be examined and structured carefully if the
debtor does not want the alterations to
result in cancellation of indebtedness
income.
■
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ection 102 of the Internal Revenue Code authorizes an exclusion from taxable income for
gifts received. Thus, if the debt that is
discharged by a creditor is in the nature of a gift, the cancellation does not
result in taxable income. A gift is a voluntary transfer of property by one person to another for which no consideration is given. The transfer also must
be made out of detached and disinterested generosity or out of affection, respect, admiration, charity, or similar
impulses.
Under these rules, it is difficult to
convince tax authorities that debt cancellation is in the nature of a gift because creditors generally do not forgive debts gratuitously with the
requisite degree of affection, admiration, or charity. For example, a savings and loan association that canceled a low - interest mortgage upon
prepayment of a reduced principal
amount had not made a gift because
the association was seeking to increase its profits by ridding itself of

the low - interest mortgage in order to
lend the funds to others at a higher interest rate. Creditors who accept less
than the face value of a debt as the
best price available have not made
gifts. Thus, to avoid income recognition from cancellation of debt, generally it is better to look to other Internal Revenue Code sections.
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COMPUTERS
&ACCOUNTING
HARDWARE /SOFTWARE REVIEWS
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BUSINESSWORKS
an accounting software be easy to
use? BusinessWorks from Man zanita Software Systems is extremely easy to use but also is powerful
enough to handle the day - today accounting needs of small to medium sized companies. It is designed for
business owners, not accountants, and
it comes ready to go for 20 different
types of businesses.
Even though BusinessWorks has
some limitations, in most areas it competes well against more expensive PC
accounting software. Some of these
limitations are that users cannot customize the placement of data fields on
forms (however, for a reasonable fee
Manzanita can customize forms), the
account number is limited to four digits in the main account and three digits
for a department, there is no capability
to track serialized inventory, and financial statement formatting is limited.
Third -party report writers such as
Snow or State 1 offer enhanced financial statement formatting.
BusinessWorks is real-time as opposed to batch - oriented software,
which means that every entry immediately updates the general ledger. It is
not possible to process a batch of entries, edit them, and then post them.
The ability to easily make correcting
(or voided) entries makes this factor
less of a problem than many accountants might expect. Many people prefer real-time software because financial
reports are always up-to -date.
"Simply powerful and powerfully
simple" is BusinessWorks' slogan, and
as this brief list of some program features shows, the slogan is on target.
The general ledger includes consolidation and subtotaling accounts, which
make the formatting of financial state52

ments a straightforward process that is
nearly complete when the chart of accounts is properly set up. Posting general ledger journal entries is a simple
process by specialized journals, such
as cash receipts and cash disbursements. The four user - definable journals, which are given a default offset
account, allow for easy one -sided journal entries. Recurring entries are easy
to set up and use.
The general ledger Flash Report
automatically calculates 24 balance
sheet and income statement ratios.
The report also displays a month-bymonth summary history of balance
sheet and income statement categories for the most recent 25 months.
Source journal detail can be printed for
any range of dates.
In the accounts payable module invoice entry is intuitive and can be simplified through the use of allocation tables. A table that automatically
allocates the correct percentage of the
expense to each account or department is accessible during invoice entry, saving time and possible errors.

The accounts payable system supports up to four different checkbooks
and checkbook reconciliation, allows
partial payment of invoices, and handles a variety of flexible payment
terms.
The accounts receivable module
makes on -line search available for
most data fields such as customers, account numbers, terms, and so on. During invoice entry, you can view and edit
customer status.
Accounts receivable supports four
different cash accounts and allows for
both balance forward and open item
statement format on a customer -bycustomer basis. More than 20 reports
are available, including a Flash Report,
a concise summary of accounts receivable activity.
The payroll system setup is straightforward because the tax tables are already in place. Job codes provide flexibility in tracking payroll expenses.
Standard time cards make processing
automatic for employees paid the same
amount each period.
BusinessWorks sends a message
when tax deposits are due. The system
then writes the check and posts the
amount to the proper payable accounts. Payroll integrates with accounts payable, allowing both to use
the same checkbook. The software
contains magnetic media reporting
and payroll direct deposit.
Inventory control allows for an unlimited number of parts, each of which
can have up to 500 components, which
in turn can have components or subassemblies. The "build" function creates
new inventory parts from components.
A preview of this function allows the
user to see if there are enough components in inventory to build the desired
number of new parts. "Unbuild" returns components to inventory.
Other features include five pricing
methods per part, up to five substitutes
per part, and the ability to assign parts
to product lines. When integrated with
accounts payable, the inventory module has built -in purchase order capabilities, including a purchase recommendation report.
One caveat about inventory control.
The current file structure does not allow for tracking of serialized inventory
unless turnover is low and each item
can be assigned a unique ID number.
The order entry program allows for
an unlimited number of quotations, orders, and invoices. It automatically updates accounts receivable, inventory
control, and job cost. In addition,
quotes or orders are converted immeMANAGEMENT ACCOUNTING /JULY 1994

diately to sales invoices. You can maintain up to 99 shipping addresses for
any customer, and, when order entry
is integrated with inventory control,
you can track sales promotions and
back orders.
The job cost module maintains an
unlimited number of customers, job
codes, and jobs. Automatic posting of
charges, billings, memos, and payments from other modules is another
feature, as well as easy conversion of
bids to job -in- progress status. Details
for jobs can be transferred easily from
payroll or inventory.
While BusinessWorks is excellent
accounting software, no one package
can fit the needs of all businesses. To
broaden the appeal of their software,
Manzanita has begun to work with

third -party software developers to design vertical market applications to
complement BusinessWorks. Currently available are several report writers
and point -of -sale, time and billing, food
service management, and property
management systems.
For the amount of power it provides,
BusinessWorks' price is very competitive. For version 7.2, each module
costs $295, and the required system
manager is $95. Version 8 prices are
$395 per module, and the system manager is $95. Currently DOS 8 and Windows 7.2 are available. The Windows
version does not have job cost at this
time, but that module will be available
on September 15. The software is network ready, for an additional cost.
While theoretically BusinessWorks
will support up to 50 users, the practical limit is 12 concurrent users.
For more information, contact Manzanita Software Systems, 2130 Professional Drive, No. 150, Roseville, CA
95661 -3751; (800) 447 -5700; (916) 7813880.
Lynne Leach
Annette West Consulting
Raleigh, North Carolina

Circle No. 78
(Ed. note: Version 9.Ofor both DOS and
Windows is due to be released on August
15. Both versions will cost $395 per
module.)

STRAIGHTSHOT
traight Shot is a professional accounting package for the Macintosh. It is designed specifically for
firms that bill professional services and
need to allocate expenses to clients
MANAGEMENT ACCOUNTING /JULY 1994

such as accountants, consultants, and
lawyers.
The program features a unique hierarchical approach to storing and exploring data. Double - clicking on a relevant item will allow the user to
examine related information up to six
levels deep. For example, double -clicking on an invoice will reveal the individual charges that make up that invoice. Double - clicking on one charge
will display the detail on the professional time charges that make up that
item. This flexibility should eliminate
the difficulty in cross - referencing an
enormous amount of data.
Detailed client reports, performance analysis of billable staff, integrated payroll capabilities, expense 9
location analysis, and cash flow
modeling reports are all available on
demand. A particularly helpful feature
is the batch printing command that allows the user to select up to 18 commonly used reports. Straight Shot also
offers client invoicing, depreciation
schedules, and cash flow analysis. It
provides bank account reconciliation,
including multiple accounts and multiple checkbooks.
A user can enter comprehensive information about each client so a firm
will know the exact profitability per
client or project. Profit margins for
each employee are accessed easily to
ensure that every billable hour is really billed. The software provides a
large variety of billing categories and
tasks. Expenses can be allocated to
each client, billed appropriately, and
analyzed.
The program has many user- friendly features. For example, clients can be
accessed through intelligent name entry. A user need enter only the first few
letters of a client's name and press
TAB. The exact match then is shown.
If several matches are found, a simple
process allows the selection of the desired client. Clients also may be given
code names as a separate method of
identification and rapid selection.
Pop-up menus are used heavily
throughout Straight Shot. This feature
gives the program an enormous
amount of flexibility and usefulness yet
retains simple and uncluttered
screens.
Security is excellent —there is a
flexible three -level password hierarchy. The developers of Straight Shot
have given data integrity a high priority. All entries are saved automatically
every 15 minutes.
Documentation includes a reference manual and a tutorial, both ex-

tremely well thought out. Experienced
Macintosh users probably would be
able to operate Straight Shot using the
menus alone. However, if the manuals
are needed, there is a small four -digit
number at the bottom left of most
screens called the screen index. A
chart in the manual allows the user to
find the exact page in the manual for
that screen in seconds.
Straight Shot requires a 68030 or
faster processor, System 6.04 or later
(Straight Shot is System 7 savvy), a
3.5MB RAM partition, and a 13 -inch or
larger monitor.
The introductory price for Straight
Shot is $1,200, with all modules built in.
A full- featured evaluation copy (limited
to entry of 200 records) and a tutorial
may be purchased for $25. Straight
Shot is available from Lincoln Software, Inc., P.O. Box 639, Lincoln, MA
01773; (617) 259-4135.
Angela H. Bell, DBA, CMA, CPA, CIA
Associate Professor ofAccounting
Jacksonville State University
Jacksonville, Alabama

Circle No. 79

Planning a State- of- the-Art
Financial Information
System
A one -day Briefing for every
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Information System(FIS).
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• re- engineering for tangible
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SOFTWARE
System Software Associates has
added four cost accounting applications to its line of BPCS /AS enterprise
software. The products provide a foundation for a complete activity-based
management system while retaining
the best elements of traditional cost accounting systems. The new products
are Cost Center Accounting, Cost Unit
Accounting, Profit Analysis, and Activity Reporting. They are available in English, German, French, and Spanish.
Circle No. 50
FuziWare, Inc. has released FuziCalc
version 1.5, which gives users the power to model uncertain events that are
not statistical in nature, such as sales
forecasts for new product lines, cost estimates for custom products, and cash
flow estimates for new business units.
The new version adds two major improvements to the fuzzy number modeling tool. The first is an expanded
function set, and the second is a 3 -D
color graphics toolset that offers a wide
variety of output display and presentation options. Mathematical, engineering, financial, logical, if -then, and
date /time are among the enhanced
functions.
Circle No. 51
Virtual Microtechnology Inc. has
brought out Accenta, an advanced, integrated, transaction - based, Windows compatible accounting package for
standalone and Novell networked PCs.
Accenta consists of nine modules: general ledger, A /P, A/R, order entry, inventory, payroll, job costing, a network
module, and the special value -added
reseller module. The software can be
totally mouse driven. Double- clicking
on an empty field pops up a relevant database list from which the desired information is inserted into the document. At any time users can click on

Easy -Reach Ledgers and Direct Transaction Processing toolboxes to display
every ledger and book and navigate
freely throughout the program. Accenta is totally integrated: Data entered at
any point automatically update all related information in all program modules.
The program fully supports Dynamic
Data Exchange, ODBC, Xbase connectivity, and E -mail. It is an upgradable
accounting system for many platforms,
from stand -alone PCs through small
peer - to-peer networks on up to large
LANs.
Circle No. 52
Software Store Products, Inc. has
unveiled version 3.1 of The Invoice
Store, a DOS -based package that automates accounting for a small business.
It needs only 512K of memory and can
operate on a 286 computer or higher
with a monochrome or color monitor.
The Invoice Store performs a broad
range of computational and database
management functions relating to invoicing, as well as the invoices themselves. It consists of four system modules: maintenance, invoicing,
receivables, and reporting. Data can be
imported or exported, and point -of -sale
hardware is supported.
Circle No. 53
DCD Corporation has developed two
Windows -based products to use for
shop floor control and management.
Vista", designed for small to medium sized job shops, handles almost every
shop function. It offers an effective
management control system for standalone PCs and networks capable of
running Windows applications. Vantage' is a mission - critical application
designed for medium -sized to large job
shops, custom manufacturers, and
mixed mode manufacturers. It provides an open system and client /server architecture. Both systems offer integrated software modules, including

estimating /quoting, order entry, job
control: tracking /costing, shop floor
data collection, inventory/purchasing,
bill of materials, job scheduling, shop vision"N, and full accounting applications.
Circle No. 54
NRS Consulting has introduced a
manufacturing /distribution /accounting system that includes many unique
features for make -to -order firms in a
fast turnaround environment. The degree of integration allows estimating,
order processing, production scheduling, and job costing to operate like a
single module, greatly reducing clerical costs. Overhead application techniques are in line with current cost accounting theory, but excellent
information is provided on production
variances even if job costing is not
done. The software runs under
UNIX and AIX on the IBM RS /6000
and is installed with reengineering
services.
Circle No. 55
Associated Data, Inc. has brought
out The Tune Accountant , a fully
automated time and attendance system designed for small companies.
Employees "swipe in" using their personal magnetic -stripe badges. The PCbased software system automatically
collects the entries, calculates the
hours worked against each employee's
schedule and company pay policy, and
prepares an electronic timecard that
can be edited. A payroll manager uses
the system to generate payroll reports
and verify payroll data before sending
the information electronically to a payroll package or service. The system
comes with MS DOS -based software,
intelligent data collection terminal, 50
magnetic -stripe badge cards, 50 feet of
connector cable, and multiple payrollservice interfaces.
Circle No. 56

The Time AccountantTM
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Palisade Corporation has brought
out ®RISK 3.0, modeling software with
versions for Lotus 1 -2 -3 for Windows
and PC Excel. New features include a
redesigned interface; enhanced graphics; Sensitivity Analysis, which allows
users to see which variables in their
worksheet models are the most important; and Scenario Analysis, which
identifies combinations of input variables that are important in achieving a
given output. Other new capabilities include an enhanced macro capability,
on -line tutorials, and Convergence
Monitoring, which helps users determine when they have run enough iterations during a simulation.
Circle No. 57
CheckMark Software has released
CheckMark Payroll for Windows, a
standalone payroll program designed
for small businesses. CheckMark Payroll exports payroll data to Quicken
and other accounting systems, and
checks can be printed from either
CheckMark Payroll or Quicken. With
the software, users can calculate and

print checks for employer expenses,
such as federal and state unemployment; enter all employee hours in one
spreadsheet -style window; calculate
federal, state, or local taxes for all 50
states; update tax tables manually or
use CheckMark's tax update service;
print W -2X and 941 tax reports; choose
from numerous predefined deductions; and set up flexible sick and vacation day accruals.
Circle No. 58
Competence Software has brought
out version 1.5 of Financial Competence, a seven - lesson, self - paced, interactive course on how to understand
and use business financial statements.
It uses color, sound, and animation to
make the subject matter more interesting. Users construct their own statements as they move through the lessons. Later lessons instruct the user on
the relationship of the statements, use
of major financial ratios, what banks
and investors look for, how to construct alternate cash flow statements,
and major methods of costing sales
and inventory. After completion of the
lessons, the user's data can be exported to a spreadsheet or word processing
package for printing.
Circle No. 59

EQUIPMENT
Savin Corporation has unveiled the
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SAVINFAX® 3670, 3630, and 3610 machines, plain paper fax machines that
double as computer printers. The
3670, the fastest and most powerful of
the three, can transmit a page in as little as six seconds, and the 3630 in 10
seconds. Documents can be sent immediately or wait until later. The 3670
has a standard memory of 384KB, or
21 pages, and the 3630 has 128KB, or
seven pages. A 250 -sheet paper tray,
housed inside the machine, is standard
on the laser -based 3670 and 3630. The
360 is a low -cost ink jet machine that
scans a page in 12 seconds, transmits
it in 10 seconds, and is equipped with
auto dialing, automatic switching between fax and phone, and broadcast
and send later features.
Circle No. 60
Computer Connections has added
two new products. DISK SHUTTLE
features a 2.5" pocket hard disk, the
size of a mouse, that installs onto any
parallel printer port. DAT SHUTTLE
involves an external DAT drive featuring both a SCSI and parallel port connection. DAT SHUTTLE backs up
DOS, Windows, OS /2, Netware, Apple, and UNIX. Capacities from 2GB to
10GB are available.
Circle No. 61

PUBLICATIONS
CTS has released its seventh annual
Accounting Software Survey. The 140 page survey rates leading PC -based integrated accounting systems, based on
the opinions of 236 leading accounting
software consultants. Survey results
are displayed graphically.
Circle No. 62
Harvard Business School Management Productions is offering a series
of video programs called Measuring
Corporate Performance,prepared with
the assistance of Professor Robert Kaplan. The series and its four component programs feature vivid case studies of companies that have applied the
two techniques covered in the series:
activity-based costing /management
and the balanced scorecard. The programs are available individually or as
a series.
Circle No. 63
Research Institute of America has
launched its Tax Advisors Planning
System (TAPS), a service available
both on CD -ROM and in print. It offers
tax practitioners practical guidance on

tax planning ideas for closely held businesses and their owners. TAPS is available as a standalone service or as part
of the integrated OnPoint CD -ROM
System. It is sold also as a portable 30volume print looseleaf service, including one volume containing key word,
code, and regulation indexes. As a CDROM service, TAPS will be updated
monthly with disks on which new material is integrated directly into existing text. The print service will be
brought up to date with bound, cumulative supplements and periodic replacement titles.
Circle No. 64
Moscaret Consulting has released an
audiokit designed to help companies
and individuals with legal cost control.
"How to Manage and Negotiate Fees
with Your Attorney" contains a comprehensive 90- minute audiocassette
program with companion written outline, a legal price list, and printed cost control forms and worksheets for clients to give their attorneys. IMA
members can buy the $49.95 package
at a 10% discount by calling (800) 3700122, code #3.

FUZZY SPREADSHEET
SOLVES
MESSY PROBLEMS
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TRENDS

IN EDUCATION

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

PARTNERSHIPS WITH
BUSINESS
BY NANCY A. BAGRANOFF, CPA;
MARIA L. SULLEN, CPA; AND
JOHNNY R. JOHNSON, CPA
mall Business Centers, sponsored
by the U.S. Small Business Administration (SBA), can be effective in fostering interaction between
universities and local businesses. For
example, at Georgia State University,
both a Small Business Institute (SBI)
and a Small Business Development
Center (SBDC) are in operation.
The SBDC program provides management assistance, counseling, training, and research results to present
and potential small business owners.
The centers offer "one -stop, one -onone" counseling in easily accessible locations and generally at no charge.
Many centers also offer a number of
workshops for a nominal fee. Often
they are located at a college or university to facilitate use of academic expertise.
The SBI program was established
by the SBA in 1972 for the purpose of
providing management consulting
from qualified college -level students
working under expert faculty guidance. Students and small businesses
in the SBI program meet during the
university term to solve specific problems in the areas of management, marketing, accounting systems, personnel
policies, production design, product
line diversification, exporting, and expansion feasibility and strategy. The
business client receives a written report from the university SBI team on
recommendations to improve its oper56

ations. The SBA pays the university interacting with the SBI $500 per accepted case for expenses.
The SBI program provides help to
approximately 7,000 businesses each
year and has advised approximately
140,000 businesses. About 350,000
students have gained experience
working in the business world.
Some examples of university SBI
projects include recommending and
helping companies implement accounting systems, developing marketing plans, and assisting small businesses with strategic planning such as
an analysis of their strengths, weaknesses, opportunities, and risks.
Sometimes the SBI works with professors to identify client companies to fit
the criteria of the class.
Often the client will have different
problems, and the four or five students
on a team can make use of their various strengths to look at the problem
from different perspectives. SBI projects provide practical experience for
students and recommendations for
the client businesses. Often after the
classroom project is finished, the center provides ongoing consultation for
the business.
At a number of locations, the SBI
program also involves participation by
retired business professional volunteers of the Service Corps of Retired
Executives (SCORE), which includes
13,000 members at approximately 750
locations nationwide. SCORE members, who have on average 35 years of
business experience, advise SBI
teams and also provide follow -up counseling to clients.
For further information, call the
Small Business Answer Desk in Washington, D.C., at 1- 800 -U ASK SBA (1800 827 - 5722). Callers can easily ob-
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CMA
REVIEW
Our 70 -hour video course is
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tain the appropriate statewide SBDC
and local SBA and SCORE address
and phone number by punching in
their area code as instructed, and may
speak with an SBA representative between 9:00 a.m. and 5:00 p.m. (EST).
The national SCORE office can be
reached at 1- 800 - 634-0245. Small business counselors interested in obtaining research information can contact
the Small Business Advancement National Center at the University of Central Arkansas at (501) 450 -5300. Universities interested in setting up an
SBI Center can call this office for a referral to the appropriate SBA district
offices. Faculty at universities can contact their SBA district office directly.
Offering faculty-in- residence positions to business executives is yet another way to enhance business and
university relationships. Recently the
vice- president of worldwide information services at a multinational corporation spent two semesters as a faculty-in- residence at the Kogod College
of Business. He taught an information
systems course with another faculty
member and spoke at student events.
In addition, he served on the management information systems advisory
board and offered advice and contacts
to faculty on research.
Projects that bring businesses and
students together benefit both groups
and also offer advantages to faculty.
Students benefit by learning how to
solve unstructured problems through
group participation, and they have a
greater sense of achievement when
they know that the results of their
team efforts may be used in the real
world. The business community benefits by free or inexpensive service and
consultation. Finally, faculty members
may benefit from learning outside the
university environment, which may
expand their research and teaching
horizons.
■

Nancy A. Bagranoff, CPA, DBA, and
Johnny R. Johnson, CPA, Ph.D., are associate professors of accounting at The
American University. Maria L. Bullen,
CPA, Ph.D., is associate professor ofaccountancy at Georgia State University.
Ralph L Benke, Jr., CMA, Ph.D., is the
ArthurAndersen Alumni /Journal ofAccounting Education Professor at James
Madison University.
Roger H. Hermanson, Ph.D., is the
Ernst & Young Alumni Professor and
Regent's Professor at Georgia State
University.
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BOSTONNEWYORKCELEBRATE
75THANNIVERSARIES
he Boston Chapter celebrated its 75th Anniversary with 130 members and guests in
attendance. On hand were
18 of the former Chapter
presidents and their spouses, including 99- year -old Joseph Tansey, Chapter president in 1953 -54.
Leo M. Loiselle, IMA
chair, 1994 -95, presented
Boston Chapter President
Robert W. Wright with a
75th Anniversary plaque
honoring the Chapter's contributions to the Institute.
After a cocktail reception, Stephen Walsh, former national vice president
and former Boston Chapter
president, presented Mr.
Wright with a Certificate of
Recognition from Mayor
Thomas Menino of Boston
and one from Governor
Weld of the Commonwealth
of Massachusetts. Mark
Romboli, NorthEast Regional Council president
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and former Boston president, also made a special
presentation of a Certificate
of Recognition from the
council.
The Boston Chapter was
formed in 1919 with 20
members and now has 673.
It was one of the first four
chapters authorized with
charters from the original
Committee on Chapters.
The New York Chapter
also celebrated its 75th Anniversary with a visit from
Mr. Loiselle. It was the fifth
chartered chapter, beginning June 10, 1920, with 23
members and has since
grown to 1,171 members.
Notable individuals from
the New York Chapter who
have contributed to IMA's
national history include J.P.
Jordan, who was the only
president to have served
two terms, and Philip J.
Warner, for whom the Warner Competition and Trophy are named.

FRANCIS T.WMANUS, JR.
Francis T. McManus, Jr.,
60, area vice president,
1993 -94, died last month after a long illness. He was a
management /financial consultant. Born in Mount Kisco, N.Y., he earned a bachelor's degree in accounting
from Clarkson University.
Mr. McManus was elected to membership in the
Northern New York Chapter
of IMA in 1960 and served
as Chapter president in
196667. On the regional
level he was treasurer,
1969-72, and president,
1973 -74 and 1988 -89, of the
Upstate New York Regional
Council; a national director,
1985 -87 and 1991 -92; a
member of the Council Operations Committee, 1986
87 and 1991 -93; and the
Community Service Com-

mittee,1987 -90. He also was
a member of the Stuart
Cameron McLeod Society.
Mr. McManus resided in
Boonville, N.Y., and is survived by his wife, Beverly,
and their five children.

IN MEMORIAM

93, ELA, 1969.

Akron, Dan R. Harman, 93, ELA,

ELA 1943; George W. Graf 85,
EIA, 1976,
Connecticut Gateway, Edroe E.
Dunlavy, 46,1986; Harold E.
Howard. 93, ELA, 1969.
Dayton, Joe E. Johnson, 64,1958;
Robert E. Messham, 73, ELA.
Delaware, Howard]. Cann, 67,
ELA, 1982.
Detroit, Allen R, Schaedel, 92,
ELA 1972; K.C. Tiffany, 85, ELA,
1975.
Evansville, Charles L. Boyles, 82,
ELA, 1977; Walter Lindsay, 73,
ELA, 1953.
Fort Lauderdale, Giles B.
Rasisner, 94, ELA. 1977.
Fort Wayne, Paul R, Harris, 57,
1964; Barry C. Peticolas, 93,1970.
Fort Worth, A. S. George, 75,
ELA 1947.
Grand Rapids, Clarence S.
Cales, 59,1965; Peter Hyma, 93,
EIA 1970; John R. Janssen, 92,
ELA,1966; Edward A. Me Cready,
93, ELA. 1958.
Hampton Roads, Loretta R.
Donnelly. 48, 1983.
Hartford, Louis P. Mcgee, 63,
1963.
Hawaii, James W Jensen, 65,
1970.
Illowa, Edwin J. Kennedy, 63,
ELA, 1967,
Indianapolis, Glen Gill, 74,
ELA, 1948.
Jackson, Charles A Ellis, 62.

1973: Philip S. Manthey, 65,1961.
Albany, Paul L. Delong, 85, EIA,
1972.
Ann Arbor, Frederick]. Malecki,
53,1966; William f. McAdam, 45,
1992.
Atlanta, David A. Anderson, 38,
1988; William C. Hurl, 79, EIA
1944; E.O. Lewis, 89, ELA, 1974;
E. H. Stokes, 54, 1969; Hedley B.
Wilcox, 93, ELA, 1962.
Bakersfield Area, Emerson C.
Erb, 66, EIA 1966.
Baltimore, R. J. Councilman, 66,
1963.
BeaverValley, Frank B. Reese,
77, ELA, 1957.
Boise, Grant E. Gibbons, 53,
1967.
Boston, James F. CuUen, 93,
ELA,1969;John H. Kempster, 93,
ELA, 1972; Dennis R. Palmer, 48,
1991.
Buffalo, John G. Eglof, 51, 1990;
Arthur H. Stettenbenz, 93, ELA,
1964.
ButlerArea, James E. Defoggi,
81, ELA, 1981; Edith Lassinger,
54,1989; E. P. Skau, 80, ELA,
1945.
Canton, Donald M. Cameron, 86,
ELA, 1965.
Central Arkansas, William R.
Bradley, 43, 1989.
Chicago, Arthur T. Swick, 79,
ELA, 1955; William S. Deeming,

Columbus, Doyt E. Bell, 84,

57

PROMOTIONS ANDNEW
POSITIONS
Philip D. Ameen, Member at- Large, USA, was named
vice president and comptroller, General Electric

Co., Fairfield, Conn. He is a
member of the IMA Management Accounting Practices Committee.
J. Elliot Woodward, Augusta (Ga.), former Chapter
president, was promoted to
vice president and controller, Graniteville Co.

Jacksonville, John G. Fuehr, 76,
ELA, 1982,
Lake Erie Central, Alvin J.
Vaith, 73, EIA, 1946.
Louisville, UrbanJ. Albers,EIA,
1968; John F. Curran, 84,ELA,
1975; Arthur L. Goreham, 80,
ELA, 1980; James K Hoover, 71,
ELA, 1979; Carlin P Oliphant, 70,
ELA 1952; Herbert L Smith, 85,
ELA, 1974; Ruiel Walker, 93,ELA,
1972.
Madison, Lisa N. Maifaeld, 28,
1991; L W Meyers, 86,EIA 1975;
Philip F. Sontz, 75, ELA, 1957:j
H. Tice, 84, ELA, 1976.
Marion Area, Robert D. Logsdon,
48. 1985.
Mass Route 128, George W.
Jansen, 81, ELA, 1980.
Member -at- Large, Canada,
Donald H. Ross, 72, ELA. 1951.
Member -at- Large, USA, E.A.
Bollong, 92, ELA, 1974; Will E.
Erwood, 86,ELk 1946; Joseph P.
Gingeleskie, 46, 1992; Julius R.
Janssen, 93, ELA, 1968; M.H.
Johnson, 92,EIA, 1974; John W
March, 71,ELA, 1960; James B.
Mixon, 72,ELA, 1979; Joseph
Resiser, 69,1971j. E. Spohn, 72,
ELA, 1957; Robert D. Wright, 88,
EIA, 1979.
Memphis, Donald E Morris, 46,
1993.
Michiana, Carlyle P. Nickler, 71,
ELA, 1957.
Mid- Florida, John Labiak, 56,
1967.
58

Kathy Hernandez, Las
Vegas (Nev.), former president, is the new controller
of Railroad Pass Casino.
Mike Myers, Milwaukee,
has been promoted to vice
president, and Dean Koenig has been promoted to
controller at Arandell
Corp., Menomonee Falls,
Wi s,
W. Walter Llang

Annette Dolan, Northwestern Michigan, has been appointed human resource
manager of Ladd Enterprises, Inc., Traverse City,
Mich.

manager of Community Development for First Commercial Bank's corporate
offices, Sacramento, Calif.

George S. Donahue, Boca
Raton (Fla.), was named
vice president and CFO of

W. Walter Liang, former
national director from
Sacramento, has been appointed vice president and

David L. Ewert, South
Central Minnesota, has
been promoted to vice president of Jones Metal Products.

Milwaukee, John M. Hockhaus,
45,1978; Francis J. Jessogne, 68,
1968: Albert J. Platta, 93,ELA,
1972.
Minneapolis Viking, Harry 0.
Eidsness, 69, ELA, 1982.
Muscle Shoals, William M.
Rose, 69,ELA, 1953.
New Haven,Joseph J. Hartnett,
92, ELA, 1972; Vincent J.
Timmins, 78, ELA, 1981.
New Orleans, Kenneth D. Spikes,
36, 1992.
New York, Raymond j. Cantwell,
78, ELA, 1946; Stanley)
Czarnomski, 67, EIA, 1960; William A. Kupshe, 81, EIA, 1978;
Robert J. Linley, 81,EIA, 1960;
Philip N. Reid, 92, EIA. 1965; W.
Seney, 84, ELA, 1950; Morton D.
Stein, 86,EIA, 1981; Max Stricks,
69, ELA, 1957; Edward
Talvensaari, ELA, 1968; John
Thies, 92, ELA, 1963_
Niagara, Orlsola Scudieri, 91,
1985; Norton C. Willcox. 73,ELA,
1958.
North Alabama, Pamela D.
Hanes, 32, 1989.
North Central Ohio, Daniel H.
Benham, 67,EIA, 1954; Donald J.
Heidecker, 51,ELA, 1983.
Northern Virginia, Charles E.
Gibbons, 83, EIA, 1978; Alan M.
Jones, 92, ELA, 1966; James M.
Tracey, 42, 197,5.
Oakland -East Bay, Constance
L. Elliott, 75, EIA, 1982; Frederick). Guyer, 76,ELA, 1974: David

J. Smith, 62, ELA, 1976.
Omaha, Loren D. Fergus, 74,
ELA, 1964; Richard F. Seidler, 79,
ELA, 1949; W. E. Waldman, 76,
1958; George D. Walsh, 51, 1968,
Palm Beach Area, Terence M.
Darby, 50, 1993.
Philadelphia, Dominic A.
Mandia, 62,ELA, 1965; Albert M.
Norman, 82, EIA, 1978; WK
Ragan, 85,ELA, 1973.
Phoenix, Robert L. Hershner, 73,
1968: Robert R. Rennie, 71,EIA,
1951.
Piedmont Greensboro, Laurence E. Skees, 94,EIA 1976; C. R.
Surratt, 80, ELA, 1979.
Pittsburgh, William M.
Hawkins, 91, ELA; Leverne J.
King. 93, EIA, 1969; James H.
Rossell, 77, ELA, 1947; Chris J.
Stahlman, 24,1%3.
Portland, J. Conrad,EIA, 1978.
Providence, Richard N. Carr, 92,
ELA, 1971, Thomas A. Dean, 73,
1971.
Raritan Valley, David Michlin,
56,1977; Donald Stillwell, 78,
ELA, 1977: Warren W. Trimm, 83,
EIA, 1968.
Reading, F..L Barth, 92,ELA,
1974; J William Engle, 88,ELA,
1946;J. H. Koch, 67, 1978; Russel
S. Meinholz, 86, EIA, 1974.
Richmond, Allyn B. Meyers, 70,
EIA, 1947.
Rochester, Ronald T. Cooper, 92,
ELA,1973; Kenneth C. Hockey, 33,
1984; Glenn T Kunz, 79.EIA,

Robert C. Singer, Baltimore, has been named vice
president - finance for the
McCornick Flavor Division, McCormick & Co.,
Inc„ Sparks, Md.

Philip D. Ameen

Siemens Transportation
Systems, Inc.

1980; Richard R. Larsen, 59,1963;
Leonard Tebor, 78. ELA, 1963.
Rockford, Werner F. Hinz, 92,
EIA, 1970.
Saginaw Valley, Charles M.
Nolan, 60, 1971.
San Diego, Leonard E. Odell, 84,
ELA, 1973; Stewart Koepcke, 81,
ELA, 1976.
San Jose, Frank J. Mongetta, 62,
ELk, 1968; Harry J. Williams, 79,
EIA, 1982.
Sangamon Valley, T. L
Schuman, 63, 1956.
Scottsdale Area, Chester G.
Chapado, 83, ELk 1975.
Spartanburg Area, John M.
Hendrix, 82,ELA, 1978.
Springfield, William K Hefner,
78, EIA, 1951.
St. Louis, John R. Bahbrink, 67,
1962; William B. Schrand, 52,
1966,
Suburban Maryland, Fred
Meckel, 70, ELA, 1979.
Tampa Bay, Gerald H. Ulm, 62,
1980,
Tucson, Arlo F. Fink, 67,ELk
1982.
Tulsa, Newton E. Meador, 65,
1971; Roy W. Olsen, 92,EL4 ,1972.
Virginia Peninsula, Robert L
WolJtey, 92, 1977.
Virginia Skyline, Joseph B.
Gallagher, 66, ELA, 1978.
Washington, Howard W.
Bordner, 93,ELA, 1963; Alvin J.
Thomas, 65, 1968.
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TRENDS
IN MANAGEMENT
ACCOUNTING

RESEARCH
JULIAN M. FREEDMAN, CPA

SUPERLIBRARYOFFER
he Institute of Management Accountants offers a superlibarary
collection for $500. It includes every IMA publication in IMA's 1994 Catalog of Publications and books issued
subsequently —some 50 titles —plus a
complete set of Statements on Management Accounting (SMAs). If purchased separately, these books would
cost almost $1,100. For a list of titles,
call the Special Orders Department, 1800 -638 -4427, #4. Chapters that are
considering donating IMA publications to local schools will find this offer
attractive. LIBRARY /$500.00 /NO
DISCOUNT (shipping & handling included within the U.S.).

GREENINGOFACCOUNTANCY
ichard Maeve (University of
Wales, UK), Fax ( +44) 970622409, concludes in his paper,
Accounting for Environment Cost, presented at the May 1994 Irvine, Calif.,
International Conference on Industrial
Ecology sponsored by the National
Academy of Engineering:
"In response to various pressures,
businesses have begun to report externally on their environmental policy and
performance. The significance of such
external reporting depends on the extent of changes in management culture
and systems and on how new measures influence management decisions. The 'greening of accountancy'
involves a reappraisal of how to identify
and measure the relevant costs of processes and products (e.g., 'Total Cost
Assessment) and a redesign of incenMANAGEMENT ACCOUNTING /NLY 1994

tive mechanisms. Evidence to date

ment in the capital investment pro-

suggests that there is organization inertia inhibiting such changes, including the relative lack of involvement on
the part of accountants themselves.
There is, however, a paradox that improving environmental performance is
often seen in terms of remedying defects in companies' assessment of their

cess.
■ To allow for the identification and
implementation of corrective actions.
■ To review current procedures in order to improve future decisions.

own self - interest.
"This new role of accounting is at
present embryonic, and a number of
theoretical and practical issues need
research and experiment if its potential
is to be realized. There is a need to recognize a new dimension, namely costs
that represent environmental benefits
(and vice versa). The appropriate balance between the roles of physical and
financial performance indicators is not
yet established. Moreover, the fundamental relationship between accounting and management decision making
always has been problematic. The 19th
century debates among engineers and
accountants illustrate the subjectivity
of the nature of 'cost' and its construction as part of a new system of accountability. A reorientation of accountability to focus on environmental
performance is the major challenge in
the 'greening of accountancy.'
Professor Macve, chair of the Environmental Research Group of the Institute of Chartered Accountants in
England & Wales, refers to IMA's research study, The Measurement and
Reporting of Corporate Environmental
Performance, by Marc Epstein (Stanford University) as evidence of what
changes, if any, are taking place within the internal systems of companies.
A fall 1994 release of the study is expected.

FMACISSUESCAPITAL
BUDGETINGSTATEMENT
he Financial and Management
Accounting Committee (FMAC)
of the International Federation of
Accountants (IFAC) has issued Statement on International Management
Accounting Practice (IMAP) #6, Post
Completion Review.
A post completion review is a process of assessing, ex post facto, the effectiveness of a capital budgeting decision and of the management of its
implementation. It is not geared at apportioning blame but at understand-

IMAP #6 outlines the steps to follow
in performing a post - completion review, and a detailed case illustration is
provided as an appendix.
This International Management Accounting Practice Statement is the
third in a series of IMAPs dealing with
the investment process and follows
IMAP #2, Tire Capital Expenditure Decision,and IMAP #4, Management Control of Projects.
FMAC is a standing committee of
the Council of IFAC. Its general purpose is to encourage the development
of management accounting and to encourage research into matters of importance to management accountants.
IFAC's membership consists of 106
professional accountancy bodies from
80 countries representing more than a
million accountants in public practice,
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"S3.5 billion aYear"
PROB� .E4: Computerized controls are
heavily relied upon but are for from
tool-proof, Systems aren't designed for
payment analyses. Duplicate payments are
slipping through. Consider our statistics:
Largest duplicate: $85,000
Oldestrecovered: 5years
Errorfreesystems: Not one!
SOLAON: Useour specialized software
andexperiencedconsultants to
idenlify& recover duplicatepayments
checktheeffectivenessofcontrols
obtainwrittenrecommendations
Why lake chances?

We Guarantee Results!
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Flexible / Contingency Fees

(303) 443.4800

in g an d at ge n er a tin g cont inu ous
progress. Its purpose is threefold:

Disbursement S ystem Reviews, Inc.

■ To s u p p o rt c on t in u o us im p r ove -
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education, government service, and industry and commerce.

MANAGEMENT
ACCOUNTINGPRACTICES

DERIVATIVES:PRACTICES

LOUIS BISGAY, CPA,EDITOR

ANDPRINCIPLES

erivatives are imp ortant in con -

trolling risk outside any project
center trading or position -taking activity, say CFOs in a study issued in March 1994 by the Group of
Thirty, Washington, D.C., which surveyed dealers and end - users. Issued
as Appendix III: Survey of Industry
Practices, this is the fourth document
to appear following the July 1993 main
report and two appendices on "Derivatives: Practices and Principles" by
The Global Derivatives Study Group,
(202) 331 -2472.
Wall Street is pressing for self -regulation while government seeks to impose compliance to proposed regulations. As mistakes in using derivatives
can result in sizable financial losses,
the regulatory specter continues to
loom. Members interested in learning
more about these financial tools
should refer to MANAGEMENT ACCOUNTING®, March 1994, pp. 6 and
64.
Julian M. Freedman, CPA, CPIM, is director, IMA research.
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accounting software ford
dynamic asset management
• Rapidly calculate depreciation using
any method for unlimited assets
plus:
• Automatically post all transactions to
proper General Ledger accounts
• Fully account for leased assets and all
physical assetactivity
• Provide key data for Activity Based
Costing and for minimizing taxes
For the full story on this completely open,
100% omcL_ mbased answer to your fixed

asset needs, call Axtell today:

1- 800 -678 -6535
Axtell Development Corporation
360 N. Hayden Road, Scousdale, AZ 85257

Tel. (602) 255 -0508
Fax (602) 970 -6355
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MINTERREAPPOINTED
MAPCHAIRMAN
rank Minter (Birmingham-Vulcan) was reappointed chairman of
the Management Accounting
Practices (MAP) Committee for 199495 by IMA President Keith Bryant. Mr.
Minter headed the MAP Committee
during the 1993 -94 year, and during
the previous four years he was chair of
its Subcommittee on SMA Promulgation.
Professor Minter is chairman of the
accounting program at Samford University in Birmingham, Ala. Previously
he was with the Bell system for 34
years, retiring in 1987. His last position
was vice president and chief financial
officer of AT &T International. Mr.
Minter also was a member of the Financial Executives Institute's Committee on Corporate Reporting.

SECPROPOSESENDORSEMENT
OFTHREEINTERNATIONAL
STANDARDS
he Securities & Exchange Commission (SEC) announced it is
proposing the endorsement of
three Standards issued by the International Accounting Standards Committee (IASC). Aimed at facilitating the entry of foreign issuers into the United
States' public capital markets, the SEC
proposals would reduce the burdens
associated with financial reporting often faced by foreign issuers presenting
financial statements.
Under the proposals, the SEC
would not require a foreign company
to reconcile to U.S. generally accepted
accounting principles under the followin g circum stances:
■ Fo reign operations in a hyperinflatio nary econom y dealt with by the

foreign issuer in accordance with
IAS 21, "The Effects of Changes in
Foreign Exchange Rates," and IAS
29, "Financial Reporting in Hyperinflationary Economies ";
■ The choice of method used by a foreign issuer in accounting for a busi-

ness combination when the method
is in accordance with IAS 22, "Business Combinations "; and

Frank Minter

■ The amortization of goodwill and
negative goodwill by the foreign issuer when the amortization is determined in accordance with IAS 22,
"Business Combinations."
The announcement was accompanied by confirmation of the SEC's endorsement of IAS 7, "Cash Flow Statements." Th e endorsement was
proposed last October. IASC Secretary- General David Cairns welcomed
the SEC's latest announcement as an
illustration of the significant progress
IASC has made with the SEC.

GASBISSUESCONCEPTS
STATEMENT
he Governmental Accounting
Standards Board (GASB) has issued Concepts Statement No. 2,
"Service Efforts and Accomplishments
(SEA) Reporting." While the Statement does not require specific service
efforts and accomplishments reporting
measures, it highlights the important
role SEA reporting should play in financial reporting and encourages state
and local governments to experiment
with SEA measurement, reporting, and
use.
The Statement identifies the elements of SEA reporting and the characteristics that information should possess to be part of the financial
statements. According to GASB Chairman James F. Antonio, "The objective
of SEA reporting is to provide more
complete information and a governmental entity's performance than can
be found in traditional financial statements— information that can be used
to assess the economy, efficiency, and
effectiveness of governmental services."
MANAGEMENT ACCOUNTING /JULY 1994

FASBISSUES
TECHNICALBULLETIN
11e Financial Accounting Standards Board (FASB) released a
Technical Bulletin that clarifies
the scope of Statement of Financial
Accounting Standards 115, "Accounting for Certain Investments in Debt
and Equity Securities." The clarification is that SFAS 115 applies to a loan
that was restructured in a troubled
debt restructuring involving a modification of terms if the restructured
loan meets SFAS 115's definition of a
security. The Bulletin is effective for
financial statements issued after April
30, 1994.

Fax/Mail to: Institute of Management Accountants
Special Orders Department, 10 Paragon Drive, Montvale, NJ 07645 -1760
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THE CAPITAL EXPENDITURE DECISION
#831421$ 10.00#
MANAGING STRATEGIC AND CAPITAL
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AICPARELEASESTWO
EXPOSUREDRAFTS
he American Institute of CPAs issued for comment the following
proposed Statements of Position:
• "Disclosures of Certain Matters in
the Financial Statements of Insurance Enterprises" (product no.
800067). Comment deadline is July
20.
• "Accounting for Certain Distribution Costs for Investment Companies" (product no. 800068). Comment deadline is July 22.

FEDERALCOST
ACCOUNTING
he Federal Accounting Standards Advisory Board (FASAB)
is involved in what it calls its
Managerial Cost Accounting Project.
Board members have decided that the
standards the Board intends to issue
should state that cost accounting sys
tems and financial accounting systems should be integrated where possible. There has been agreement that
the management of each reporting entity should define and establish responsibility segments and that the
standards should support full costing
of government products and services
while at the same time recognizing
that full costing is not needed in every
cost accounting context.
The Board is expected to discuss
an Exposure Draft at its July 21
meeting.
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The Accounting Network
1 -800- 323 -9000
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Direct financial activities of organiza tion. Prepare re ports us ing
Excel & Microsoft to summarize
& forecast company business activity & financial position in areas
of income, expens es, & earnings,
based on past, present, & expected operations. Direct determination of depreciation rates to apply
to capital assets. Establish & advis e manageme nt of major ec onomic objectives & policies. Manage accounting department & dire c t p re pa ra ti o n of b ud ge ts .
Advise management on desirable
operationa l adjustme nts due to
tax code revisions. Direct financial planning, procurement, & investment of funds for company.
B.A. or B.S. in Economics or Accounting plus 2 years experience.
Fluency in Spanish (speak, write,
and read). Ability to travel abroad
about 30% of time. Verifiable references. $500 pe r week. 40 hrs.
9:00 a.m. to 5:00 p.m. No overtime.
Send resume to:
Job Service of Florida
701 SW 27th Avenue, Room 47
Miami, FL 33135 -3014
Refer to Job Order
No. FL-1038796.

Spe c i a l P ro je c t s Ac c o unta nt
w /B a c he lo rs i n Bu s i ne s s o r
Acctg & 2 yrs exp in non -profit
fund a c c tg e mploying LOTUS
spre a ds he e ts , e va lua tion & re structuring of departmental operations & creation of procedures
manua ls . Must demonstra te e ffective oral presentation skill, an
example of written commun. skill
& a writte n e xa mple of ta x re search & analysis. Will prepare
variety of financial reports, analy-

Re sume s only to: GA Dept. of
La bor, C ontrol # GA5734878,
2636 -14 Martin Luther King Jr.
Drive, Atlanta, GA 30311 -1605 or
to the nea res t Georgia De pt. of
Labor Field Service Office.
J ob O rde r GA 5734878.
The employer is an equal opportunity educational institution and
is an equal opportunity/affirmative action employer.

F- O- R- T -U -N -E of Columbia is
an authority in the placement of
Manufacturing Management Accounting profe s siona ls na tionwide. We conduct s earches for
CFO, VP Finance, Controller and
Cos t Ma na ge r pos itions in the
$40,000 - $150,000 range. To discuss our c urrent opportunities ,
call 803- 788 -8877. You may fax
your resume to 803 - 788 -1509 or
mail it to:
F- O- R•T -U -N -E Personnel
Consulta nts of C olumbia, Inc .
P.O. Box 23728, Dept. MA
Columbia, SC 29224
Our client companies
pay our fees.

Estate planning, 401k & administration, financ ial planning, managed money and full brokerage
services.
1- 800.777 -5418
MERRILL LYNCH

CAPITAL
SOURC ES SERVIC ES
Professionals helping
professionals locate financing
sources for:
• Venture Capital
• Leveraged Acquisitions/
Restructurings
• Working Capital
• Commercial Real Estate
• SBA Programs
• Equipment Leasing
No fees if not successful.
FMR
Fina nc ia l
Ma na ge me nt
Resources
1- 800 - 824 -3467

BOOKS
TRICKS OF THE T RADE!
Ea s y to us e , "c ommon s e ns e "
problem solving shortcuts in accounting. Saves you time ... improves results! 30-day guarantee.
$14.95 ($1 shipping).
1- 800 - 696 -9777
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SOFTWARE

SOFTWARE

SOFTWARE

ACTIVrrY BASED
COSTING SOFTWARE

DEPRECIATION
WAS NEVER MEANT TO
BE THIS EASY!

FIND SOFIWARE FAST

Using ASSET KEEPER, you
won't believe how easy it is to
maintain your depreciation
schedules until you see it for
yourself. The proof is in our free
demo, sample reports, feature
listing, and post tax season pricing.
Call Now!
Pro -Ware
13930 Gold Circle, Suite 104
Omaha, NE 68144
(402) 330.2517
Fax (402) 330.2496
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Hard to find solutions for all businesses, full support, money -back
guaranty. Tenth year. Available
by BBS or mail.
LOG onto FREE BBS.
Download details & referrals.
BBS 407-547 -8759
WORLD CLASS
SOFTWARE, INC
245 Elwa Place
West Palm Beach, FL 33405
PHONE 407 - 585.7354
FAX 407 -547 -1703
Free Listing For
Software Developers
Dealer Enquiries Invited
Call for your nearest
Bulletin Board.

This professional will be responsible for
• Establishing long -term relationships with faculty, chairs, and
deans of schools of accounting
to promote management accounting, the Certified Management Accountant program, and
the IMA.
• Representing the IMA and the
CMA program to other profe.s.
sional and academic organza.
tions such as the Financial Management Association and the
American Accounting Association.
The seasoned candidate for this

A
H
H

full -time position should:
• Have 10 years' experience in the
academic community with both
teaching and administration
and a demonstrated commitment to management accounting.
• Hold a Doctoral Degree.
• Be willing to pursue the Certified Management Accountant
designation.
• Have solid verbal, written and
presentation skills.
• Be an active participant in AAA
and /or other professional accounting organizations.

A

Send resume with salary requirements to:
G. Mellone
Director of Human Resources
Institute of Management
Accountants
10 Paragon Drive
Montvale, NJ 07645

lS/f

Reach hundreds of thousands
of corporate accountants
with your
product or service.
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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Over 3,500 Titles /Descriptions
Prices, & More on Diskettes
More than 300 Vertical Niches
Shop price ranges &
save big money.

DIRECTOROF ACADEMIC
DEVELOPMENT

v

Lead Software, Inc.
158 Greenfield Drive
Bloomingdale, IL 60108
(708) 351.5155

Orwas it?

Business Software Catalog
Now Only $25

v

Activity Analyzer7u for DOS and
Windows. Create activities, cost
drivers, bills of activities, and attributes for multi- dimensional activity analysis. Single -level and
multi-level product costing with
full bill of material roll-up.

The Institute of

Management Accountants
is seeking a

Rates: $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.
MANAGEMENTACCOUNTING/JULY1994

Copy: All advertising must be submitted in
typewritten, double- spaced form. No telephone orders accepted. Copy may be faxed
to Alice Schulman at (201) 573 -0639.
Acceptance: Publisher reserves the right to
accept or reject advertisements for MANAGE.
MENT ACCOUNTING® Classified.

Payments: Payment in U.S. funds must accompany each order. Mail copy to Alice Schulman, MANAGEMENTACCOUNTING®, 10 Paragon Drive, Montvale, M 07645 -1760. Tel.
(201) 573 -6280.
Display Classified: One - twelfth page (one
column x 2 3/8"1 is available at $822.
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ETHICS
ETHICS
HOTLINE
1- 800- 6ET'HICS

EDWARD.McCRACKEN,EDITOR

WARM COOKIES AND
MILKARE GOOD FOR

YOU!
BYWILLIAM T. McDERMOTT, CMA
often ethics discussions and
articles quickly degenerate into a
discussion of illicit or criminal acty. It is true that any code of ethical
standards should admonish those to
whom it applies to desist from illegal
activity. But inducing people to refrain
from such activity, though important,
is not the principal goal of an ethics
code.
Any code that merely implores us
to not break the law does not go far
enough. There must be something
more. A well- conceived and effective
code of ethics should express and encourage a sense of fairness and decency in each of the members of the
group to whom it applies. A code of
ethics should point its members to a
higher standard of interpersonal conduct in their professional and business
lives.
To some, it should be enough to
"do the right thing" for its own sake.
However, others would say this is Pollyannishly naive, and, further, those
subscribing to such views constitute
the group to whom P.T. Barnum referred when he said, "Mere's one
0o

Become a

CMA
(800) 87 -GLEIM
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born every minute." But even for this
latter, highly skeptical group there is
good reason to do the right thing. In
order to have an effective code of ethics there must be leadership at the top
by those who guide the profession or
lead the company. There also should
be a general agreement among the
group affected by the code as to the aspirations they hold. From this consensus, operative standards of conduct
can be formulated.
Let's look at two expressions of
group aspirations that serve to provide
an underlying framework for deriving
standards of ethical conduct. Realtors
and attorneys are generally known for
their rational and dispassionate orientation to their daily work. Recently,
while reviewing some journals aimed
at these respective professional
groups, I found an article directed to
each profession that formulated a
framework for a higher standard of
conduct for its members.
First, the November - December
1993 edition of The Virginia Realtor
contained a message from the association's outgoing president, Ed Pagett.
This article was titled "Everything I
Needed to Know I Learned as President." This was acknowledged to be a
take -off in the style of Robert Fulghum's popular book.
Ed Pagett listed 11 items that guided him during his year as president.
Though stated simply, these maxims
could serve as an effective starter kit
in building a code of ethics that speaks
to the higher values to which we aspire. Here is Ed's list:
1. Share everything.
2. Play fair.
3. Don't hit people (they hit back).
4. Put everything back where you
found it.
5. Clean up your own messes.
6. Don't take what's not yours.
7. Warm cookies and milk are good
for you.
8. Live a balanced life.
9. Take naps every afternoon.
10. When you go out in the world,
watch for traffic, hold hands, and
stick together.
11. Be aware of wonder.
Helen Davis Chaitman, an attorney
and a partner with Ross & Hardies in
Somerset, N.J., wrote a similarly compelling article in the November -December 1993 edition of Business Law
Today (a publication of the American
Bar Association's section of business
law). Ms. Chaitman's article was titled

"Do Unto Others (7 Golden Rules for
Business Litigators)." Her seven rules
are as follows:
1. Be honest.
2. Be responsive.
3. Be efficient.
4. Be prepared.
5. Be dignified.
6. Be fair.
7. Be good.
What's surprising is the similarity in
the two lists by Mr. Pagett and Ms.
Chaitman. It is instructive that the authors and publishers of the above material apparently believe the interest of
their readership in this subject is sufficiently high to present it in their journals. This implies a contemplated buy in by their general membership to
these principles. Note that concepts of
fairness, honesty, and the need to accept personal responsibility for your
actions are woven throughout both authors' formulations.
What does all this mean? I think
that all of us, separately and collectively, seek a set of principles that can
guide us in our daily work. These principles must call for more than not
breaking our general laws of government. They must allow us to aspire to
a higher plane.
We need standards that allow us to
deal with ethical issues. How, for instance, should we react to situations
where phone calls are being secretly
recorded? What do we do when we
suspect that vital information is possibly being withheld in contract negotiations?
There must be a framework of values about which there can be a reasonable consensus. Based on those values
we need personal and group guidelines that allow us to evaluate whether
contemplated actions meet the values
we expect of ourselves. Codes of ethics provide the standards and guidelines needed to help us navigate
through the rough shoals we encounter on a daily basis.
With a strong code of ethical conduct and daily adherence thereto, we
are hopeful that we will find ourselves
in a better position to enjoy our warm
cookies and milk at the end of the
day.
■
Edward J. McCracken is chair of IMA's
Committee on Ethics.
William T. McDermott, CMA, CPA,
is a tax partner with Ernst & Young. He
serves on IMA's Committee on Ethics.
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BPR programs are getting fast results. But behind
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every successful redesign initiative, methodologies are
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necessary for identifying the initial, as-is situation; capturing
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and measuring the diversity of work in each process; and
monitoring the progress of the redesign initiative.
Activity-based costing provides those methods, and
ABC Technologies provides the world's leading software
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announced a pioneering new partnering program called
ABC Connect, designed to provide technical linkages

A

SPEC IAL OF FER
L e a r n m o r e ab o ut

how products from
ABC Technologies can
support continuous
improvement in your
organization. Call
today at 14M- 882 -3141
for your FREE copy
of As Easy As ABC.

between EasyABC Plus and leading process modeling
tools. Because of ABC Connect, you'll be able to not only model processes, but you'll be
able to study the cost impact of both as-is and what -if scenarios.
ABC Technologies provides the key to successful BPR efforts. A special edition of our
newsletter — As Easy As ABC — spells out all aspects of this critical link. Call today at
1. 800.882.3141 and we'll send you a copy of this special issue, free of charge.
0

ABC Tecilnolo&s Inc.
5075 5W Griffith Drive
Beaverton, OR 97005
503/6264895 Telephone
503/6264003 Facsimile
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When vacation absences threaten to disrupt your
accounting department, take control with
Accountemps. We'll provide the right person for the
job, from Controller to Accounting Clerk, — for a
week, a month or longer.
Every assignment receives our specialized expertise, backed with a liberal guarantee. In fact,
Accountemps is the only temporary staffing service
endorsed by the Institute of
Management Accountants, so you
can be sure you have access to
only the most qualified finan80001111
Endorsed By
cial professionals.
The Ins titute of
Management

Accountants

Call on

A

175
offices today!
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