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From accounting clerks to your executive work force.
Masterpiece makes everyone more productive. With a
graphical interface that's simply the easiest thing

you'veeverseen.

98% of the Fortune 50o companies have

reached the same decision on business
software: Computer Associates.
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Masterpiece cross virtually every malor
plallorm and operating system.
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Aultf- platform
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lueryand reporting
fills
Mission - critical

r

ndustrial- strength

—
One click connects you to the onlyfinancial
soliware with proven client server technology.
CA-Masterpiece, 2000.

We couldn't make that kind of statement unless CA- Masterpiece %2000
could back it up. And it can. Thanks to a new breed of client /server
financial software that delivers on everything you've been waiting for.
Proven client /server technology. Distributed and cooperative process ing. UNIX. Windows. A common user interface. Open architecture.
SQL. WYSIWYG. And multi - dimensional modeling.
But Masterpiece is not merely about stunning technolog It's about
the benefits that technology provides. Real -time data
access. Advanced decision- support tools. Global capa
bilities. More timely and accurate data. And
increased work force productivity. T)gether, it all
adds up to greatly lower costs for your business.

ForMoreInformationAndAFreeBooklet,
Call 1-800-225-5224, Dept. 51562
M'II show you even more reasons why, in financial software, Masterpiece
is the best place to put your money.
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Cover: What protection do management accountants have if they decide
to blow the whistle? See. p. 38.
Photo by Bob Grant.
The cover of this issue is an 80-lb.
Uthoweb recycled paper stock.

MANAGEMENTAccouNnNGs (ISSN
0025 -1690) is published monthly by
the Institute of Management Accountants, 10 Paragon Dr., Montvale, NJ
076451760, (201) 573 -9000. Price
$10.00 per copy. Subscription rates,
per year $20 (included in dues, nondeductible); nonmembers, $130.00.
Second class postage paid at Montvale, NJ., and additional mailing offices. To ensure uninterrupted mail
service, send pres ent address label
and new address including ZIP number to Data Entry Dept., IMA, Montvale, NJ 076451760. Allow six weeks
for change. IMAs telex number is
9102509487; facsimile number is (201)
573.0639. IMA Bulletin Board Service,
1- 800.2291268. Internet addresses:
Editorial, marand @class.orir
Advertising, ipceima @class.org.

BY STEVEN R
HARRISON, CMA
BellSouth
Telecommunications, Inc.,
is creating, through a
combination of training,
communication, and
systems, an infrastructure
that supports employees in
ethical decision making. Its
goal is to promote an
environment in which using
high ethical standards is
simply the most natural
thing to do.

27
COPING WITH
ENVIRONMENTAL
ANDTORTCLAIMS
BY CHAUNCEY M.
DEPREE, JR., AND
REBECCA K JUDE
The potential costs of
environmental and tort
claims are staggering.
Estimates of environmental
obligations total in the
hundreds of billions of
dollars, and tort claims
against individual
companies often reach the
hundreds of millions of
dollars. In the face of these
threats to company
survival, strategic planning
is becoming more creative,
and management
accountants should be
prepared to participate in it.
Certificate of Merit, 1993 -94

32
PROTECTYOUR
COMPANY'S
EARNINGSFORECASTS
FROMLITIGATION
BY JAMES W.
BANNISTER, BARRY ANEWMAN, AND PETER
CHALOS
A well- defined corporate
disclosure policy can offer
companies some protection
from legal liability when
they issue earnings
forecasts. Here's a
step -by -step guide to
developing such a policy.

38
WHISTLEBLOWING
ANDTHELAW
BY GLENN S. RECHT
SCHAFFEN, CPA, AND
JAMES A. YARDLEY, CPA
Either internal or external
whistleblowing can have
disastrous results for the
whistleblower. A series of
questions and answers
defines the nature and
extent of the whistle blower's protection against
reprisals.

42
ETHICAL
OBLIGATIONSOF
MANAGEMENT
ACCOUNTANTS
BY STEVEN M. MINTZ,
CPA
IMA members are not
obligated to follow the
AICPA's Code of
Professional Conduct, but
they should know what
parts pertain to them. Five
rules and three recent
interpretations are covered
here. Knowing what is
expected of your CPAs and
what they expect from you
can be helpful when audit
time rolls around.
MANAGEMENT ACCOUNTING /MARCH 1995
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REENGINEERTHE
PAYABLESPROCESS
BYVIRENDRA SINGHVI,
CMA
A number of companies are
realizing significant savings
by streamlining their
accounts payable process.
The two -step approach
described here shows how
to achieve invoice -less
processing, thus saving
costs and improving
service.

50
FINANCIALCONTROL
FORCREATIVE
PROCESSCOMPANIES
BY PAUL MARTINKOVIC,
CMA
The controller of an
architectural design firm
tells how the company has
become more profitable and
has achieved even better
designs through a new
process of managed
expectations.
S6

CHURCHREPORTING
MADEEASY
BY S. WILLIAM STOCK,
CMA
Financial reporting for a
church —or club or service
organization — doesn't have
to result in undecipherable
reports. This controller
illustrates how he brought
the skills developed in
business to communicate
financial results clearly to
lay people.

Views expressed herein are authors' and do not nepresent Institcte policy unless so stated. Publication of paid
advertising and new product and service information
does not constitute an endorsement by the Institute of
the advertiser or the product or service.
MANAGEMENT Acco UNTING0 is indexed in the Accountants' Indexand also in the on -tine database of the
same name, '[his publication is available in other forms
of media through Information Access Company and
through University Microfilms, Inc, and ABIANFORM
(313)7614700. For more information call (800)2275431.
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Permission is granted to reproduce any of the contents
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"When 1 need results, I rely on R &R to
access almost any database, and present
information exactly how I want it.

17
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■ Access

Reliability that my business demands
With R & R I have built -in access to over
2S database formats, and ODBC. That
means 1 can work with all our corporate
data with just one tool — a tool backed by
10 years of database reporting expertise
and users' feedback. And, R &R is a snap
to learn and use. I just click on a picture of
the report I want, and R &R Wizards walk
me through simple design steps. Or, I can
start from a report template to save time,
and use the free -form layout screen for
maximum flexibility.
Versatility for all my reporting needs
With R &R's built -in calculations, I can
analyze sales, summarize operations, or
build financial models that help me make
better decisions. Plus, I can view and
understand my data by creating crosstabs

O

■ Netware SQL
■ ALLBASE /SQL ■ ODBC
■ Btrieve
■ Oracle
■ clipper

■Paradox

■

■ SQLBase

■ DB2
■ OB212
■ dBASE
BA

S/2

■ Excel

■FoxPro

■ IMAGE /SQL

■ PROGRESS
■ SQL 1400
■SQL /DS

■ SQL Server

■ Sybase

■ Teradata

■INFORMIX
■ Text Files
■ INGRES
■ XDB
■ MDI Gateway ■ and more!

and charts using R &R
and Excel together. R &R
is also great for general
ledger reports, form letters,
mailing labels, and directories.
With my Windows fonts and

professional graphics, my

reports alwayslook good — and that
m a kes

me look good!

Attention Application Developers!
R &R Version 6 improves on our
al
p o p u lar ro Y
yally-free
ty-free runtime EXE with
new DLL and VBX interfaces. Over
40 report

parameters gi ve you maximum
control when linking reports into VB,
C + +, Xbase, and other Windows apps.
Plus, add even more value to
your apps by customizing

report templates, wizards,
report and field dictionaries,
and calculations.
See why more than 200,000
busy professionals and developers rely on
the industrial- strength features of R &R.
Call right now to order, or for your free
demo disk!

1.8OM25 -9035 EXt. 5903

R &R is available directly from Concentric with a 60 day money -back guarantee, as well as through major software resellers.

199 4 *
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"Database Reports Made Easy!"

1989.1994
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1989 -1994

Concentric Data Systems, Inc. • 110 Turnpike Road, Westborough, MA 01581 • Tel: 508- 366 -1122 - Fax: 508- 366 -2954
In the U.K.: R &R Software Limited • Viking House, Denmark Street, Maidenhead, Berkshire SL6 7XJ • Tel: 44 (0) 628 788181 • Fax: 44 (0) 628 788182
© 1995 Crmceruric Dam Systems, Inc. All product names are trademarks of their ragoative owners.
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Today's management accountant and financial manager is playing a significant role for his /her employer
in continuous improvement, quality, ABC, and reengineering programs. Whatever the buzzword, the objective is to deploy resources effectively and make
profitable strategic decisions.
A key bridge this year is to move these improvement processes into the workings of our own national
organization —IMA. Phase I, a pilot project for one
management division, already has been completed
with the help of outside consultants who will now conduct an Activity -Based Management (ABM) review of
all IMA operations. An estimated $100,000 in potential operational savings were identified in the first division reviewed, and
those improvements are being implemented. Our consultants, Strategic
Systems Group, are pioneers in ABC and expect to complete their review
of IMA in the next four months, although this usually takes much longer
in most companies. A final report is planned for the June Board meeting
with implementation to directly follow.
This important ABM project being led by Executive Director Gary
Scopes and Managing Director Cathy Barse will determine more specifically where IMA is spending its resources and your dues dollar, plus set
the foundation for project accounting, which will assist your leadership
in making strategic decisions in the future. Benefits expected include improved member service, elimination of nonvalue -added procedures and
waste, plus implementation of a regular program of continuous improvement in business processes.
In recent years, with a 13% reduction in headquarters staff and a redeployment of some staff to field locations, it is even more important to determine the time spent by current staff on each activity to ensure that our
priorities are consistent with our mission statement and business plan.
Building bridges between the techniques of our profession and our own
Institute's operations are well under way.
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NetProphet II
The software that's revolutionizing
the planning process for business.
• Operational and financial view of the business
• Integration with existing systems /applications

-

• Process improvement and re- engineering

• Dynamic, immediate "what -if" simulation
• Activity -based costing and management
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LETTERS

TO THE EDITOR

ROBERTF.RANDALL,EDITOR

enneth Manning's January article, "Distribution Channel Profitability," does a good job of differentiating among costs that apply to
products, those that apply to channels
of distribution, and those that apply to
specific customers or customer types.
Similar reasoning can be extended to
differentiate in other dimensions, such
as products, plants, and product
groups. It is a valuable addition to ABC
application.
I am afraid, though, that it may give
a false impression. In the examples given of products that appeared to be, but
were not high - margin due to channel related costs and of product lines that
appeared to be low- margin, but actually generated profits, a reader might
think that the fully burdened product
costs were used.
In fact, the following is more in
keeping with economic theory, which
states that marginal costs should be
compared to marginal revenue. More
simply stated, the only costs that matter are those that will change.
■ In looking at a product within a
channel, only the product's variable
production and channel costs
should be considered since its fixed
costs are incurred anyway.
■ In looking at discontinuing a product in all channels, only the channels' variable costs should be considered because channels remain
open and incur their fixed costs
for other products even after one is
discontinued.
■ In looking at discontinuing a channel, only the products' variable
costs should be considered since
their fixed costs will be incurred for
other channels even after one is
shut down.

Which costs are fixed and which are
variable differ among companies,
products, channels, and time horizons.
Each management decision must be
made on its own, considering its own
relevant costs.
Finally, when I showed this letter to
a colleague, she said, "Yes, but this
means that on your basis of direct costing principles every product, channel,
and customer could appear profitable,
but all together they still might not cover fixed costs. The company could lose
money in total despite the appearance
of profitability." She was right, of
course, which is why companies stay
open even when they lose money for
long periods, as the railroads and airlines have done. They would lose even
more if they shut down and had no contribution to fixed costs at all.
We must always gather data and
present information with its specific
purposes in mind. What's right for one
use may not be right for another.
Michael D. Woods, CPA
Kernersville, N. C.

WHATCORPORATE
AMERICAWANTS:A
STUDENT'SVIEW
Frankly, I found ["What Corporate
America Wants in Entry -Level Accountants," Sept. 19941 rather alarming. It
made me wonder whether or not what
I have been learning these four years
at Clemson has been properly preparing me for a career in accounting in today's job market. Based on the criteria
laid out in this article, I do not feel as
prepared as I should be for an entry level position in management accounting, even considering the fact that I am
an honors student with a 3.89 GPR who
graduate in one semester. As a
matter of fact, I am not even sure I
will

FOCUSONCOSTS
THATCHANGE

know exactly what management accountants do. On the other hand, I do
know "all" about certified public accountants, internal auditors, and tax
specialists — exactly the areas the article says are overemphasized. This situation makes me realize that my career track has somewhat been chosen
forme, assuming that I will only succeed in those areas for which I was
prepared.
I believe that the accounting program I am in at Clemson (1991 -1992)
provides a good general education and
adequately prepares a student for a career in public accounting or internal
auditing (if certain course selections
are made) but that it does not prepare
a student in the specific areas considered necessary for management accountants according to this article. It is
difficult to look back over the past
three years of accounting courses and
determine (or remember) whether or
not I have been instructed in all of the
subjects that this survey says employers believe graduates are lacking.
However, just looking at the list (budgeting, working capital management,
product costing, strategic cost management, asset management, control
& performance evaluation, consolidated statements, and information system
design), I do not feel adequately prepared in any of the areas. The only area
I have really been instructed in is product costing (Cost Accounting) and I
cannot remember how to do anything
that I learned in that class now anyway.
I do not believe that I have learned how
to do any of the other items on the list
at all. Basically, it appears that I have
had little or no instruction on how decisions are made based on accounting
data
Erica Portus
Clemson University
(Submitted as part ofa class assignment
forHubert D. Glover, formerly assistant
professor,Clemson University, now senior consultant, Enterprise Advisory
Services, Inc.)
Letters cannot be acknowledged individually. Readers are encouraged to comment on any accounting or Institute topic even ifit does not appear in the
magazine. The Editor reserves the right
to editfor space orfor other reasons. Address all letters to the Editor, Management Accounting, 10 Paragon Drive,
Montvale, NJ 07645 -1760. The Email
address is marandQa'class.org, and our
faxnumber is (201)573 -0639.
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"Searching for cost - reduction opportunities is
like drilling for oil. KimknowtIN, payoffs theresomewhere, but

— Enterprise

Wide —With ABC Technologies

you re not sure where to start. In

Knowledge is power. At ABC,

our case, we were using a stan-

we put knowledge into your

dard costingsystem far all 11 of

hands with software that makes it

our domestic plants. Capturing

easy to track and measure activity

and analyzing that data was an

costs and increase profitability

enarrnous task, and we knew we

departmentally or corporate wide.

weren't seeing actual costs.

ABC Technologies' solutions
range from stand -alone education

"That's why we chose ABC

and pilot products to enterprise -
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wide, activity-based management

based►anagement tools let us

solutions —fully integrated across

identyy and analyze true costs

your network.
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discovered a surprising 20%
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variation in manufacturing costs among�our�plants.�ABC�helped�ident� y
problerns in setups and changeovers and make corresponding cost - saving
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`7n fact, we're well on our way to seeing a 10% reduction in costs
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software and support in our international plants in Canada, Australia, and
The Netherlands.
"ABC helped us find actual costs and reduce them. The result is a bottmn
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EasyABC (left). The standard far powerful,stand -alone ABM
solutions, Easy ABC helps drive companies to new levels of profit
and performance.
Oros (right). For corporate -wide solutions, Oros delivers
robust tightly integrated activity -based management for networked environments.
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WASHINGTONREPORT

STEPHENBARLAS, EDITOR

INDUSTRIES AT
ODDS ON NEUTRAL
COST RECOVERY
hat crash you heard on January
26 was the sound of the business community splintering, as
we speculated last month might happen, over the "Neutral Cost Recovery
System" (NCRS) proposal that is part
of the Republicans' Contract with
America. It was assumed that high tech industries would be the most unhappy with the NCRS; and at hearings
in front of the House Ways & Means
Committee on January 26, Alan Ross
proved those suspicions correct. Ross
is president of telecommunications at
Rockwell International Corp. and
chairman of the Board of Directors of
the Semiconductor Industry Association. He said, "The proposed neutral
cost recovery system would not sufficiently improve the U.S. semiconductor industry's competitive position in
relation to its primary foreign competitor, Japan, or adequately stimulate the
industry's level of capital investment."
He explained that he would prefer to
see Congress cut the depreciable life
of semiconductor manufacturing
equipment from five to three years.
Mid -tech companies also grumbled
about the NCRS. Cornelius Powell,
vice president of taxes for Air Products & Chemicals, said the Chemical
Manufacturers Association, for whom
he was testifying, "does not believe
that a move to the back loaded tax depreciation system embodied in the
NCRS is desirable." Alluding to the reducing of the 200% declining balance
depreciation to 150 %, he added that
the potential increase in depreciation
benefits under the NCRS "does not
warrant the attendant risk and added
complexity." Powell said he would
much rather see elimination or reduction of the alternative minimum tax
10

(AMT). John McCallum, vice president of corporate tax for the Potomac
Electric Power Co., who was speaking
for the Edison Electric Institute, complained about how the Modified Accelerated Cost Recovery System
(MACRS) currently treats —or mistreats— utilities. He said the NCRS
would reduce the bias of MACRS, but
not for everyone. "The proposed system creates a new two-tier depreciation system where one group of assets
receives a 3.5% real rate of return and
others do not," he explained.

STATEMENT ON
DERIVATIVES DUE
SOON FROM SEC
SEC Commissioner Rick Roberts told
MANAGEMENTACCOUNTING® that
he expects the Commission to release
by the end of March both an interpretive ruling and proposed rule on different aspects of accounting for derivatives used to hedge currencies,
commodities, and interest rates. He
thinks the Commission will ask for
public comments on both. In the interview, Roberts noted that he had earlier
predicted that this derivatives release
would come out in October 1994, so no
one will be surprised, given the controversy surrounding derivatives accounting, if this release is delayed beyond March 1995. The SEC wants to
find a better way for companies to estimate the risk from holding hedge derivatives. Roberts favors the "value at
risk" approach. The SEC also may ask
companies to disclose the procedures
they use to monitor the risks in the
hedging. Much of what the SEC will
do probably will be within the context
of the interpretive ruling, with its effectiveness date, according to Roberts, being one of its most controversial aspects.

LEVITT EXPOUNDS
ON LIABILITY
ISSUES
Perhaps reacting to sharp criticism
from the accounting profession, SEC
Chairman Arthur Levitt, Jr., took some
positions on the very hot issue of
shareholder liability. In a speech on
January 25 to the Securities Regulation Institute, Levitt came out in support of "proportionate" liability. He
said: "We would be prepared to support a rule providing that, where one
defendant settles a case, the liability of
the co- defendants is reduced by an
amount equal to the greater of the
amount paid or the settling defendant's proportionate responsibility.
This could result in some cases where
defrauded investors are precluded
from recovering all of their damages,
but it strikes me as a reasonable compromise." He also strongly opposed
any change in the "scienter" doctrine,
which says a company is liable for misleading financial statements if those
statements are made recklessly. Some
have urged increasing the burden of
proof so that a plaintiff would have to
show a company had actual knowledge that statements were false.
Levitt's decision to get concrete on
liability issues may have had something to do with some complaints
voiced by John Hunnicutt, group vice
president of the AICPA, on January
11. Hunnicutt said the SEC "has not
shown significant leadership" on this
issue. After LeviWs comments in San
Diego, Hunnicutt said, "The SEC is
making some progress."
A House subcommittee chaired by
Rep. Jack Fields (R Texas) held hearings on the shareholder liability issue
on January 19. Fields has promised to
introduce his own bill, which may or
may not jibe with two others from
Reps. Chris Cox (R.-Calif.) and Norman Minetta (D.- Calif.). Minetta's bill
parallels one introduced last year by
Sens. Chris Dodd (D.- Conn.) and Pete
Domenici (R.- N.M.). Dodd - Domenici
and Minetta are considered the bipartisan alternatives mostly likely to attract broad support. Hunnicutt notes
that while Dodd - Domenici includes a
provision for a management report on
the effectiveness of internal controls,
Minetta's bill does not have that
provision.
■
Stephen Barlas is a journalist with more
than 15 years ofexperience reporting
from Washington, D.0
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There's only one activity-based management system
powerful enough to take you from data capture through to

you only ever view the correct results. And it's self maintaining
- automatically incorporating any changes you make.

reporting, without compromise.

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

To find out about the activity-based
management with more muscle, telephone

Once captured, its built -in controls validate everything, so

800 883 41 1 1 now for our free brochure.

0 1993 Armstrong Laing Inc 7 Piedmont Center, Suite 500, 3525 Piedmont Rood, Atlanta, Georgia, 30305 Telephone 404 364 1836 Facsimile 404 233 4883
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'DO I REALLY HAVE TO BE COMPUTER LITERATE?'

No
Yes
Don't know

ROBERTHALF,EDITOR
just how important is it, in your judgment, for tomorrow's accountants to become
computer literate? 1 know a mouse from a modem and can run basic programs. But
that's about it.
electric typewriters to word processors almost overnight. Communications systems have become increasingly complex and useful to
companies large and small. The introduction of the fax machine has had
a profound imp act on h ow we do
business.
Computers have become the heart
of American business worldwide; that
"heart" will become larger and beat
stronger as uses are enhanced. If your
department or company is upgrading
its operations and using computers to
achieve it, you'd better hop on that
proverbial bandwagon as quickly as
possible or you will be left in the dust.

is

absolutely essential.
Every generation of workers, in every profession, has
had to adjust to the dazzling
advances in technology that
characterize the remarkable
growth of our nation. Auto
workers had to adjust to Henry Ford's
assembly line innovation. Pilots must
constantly keep up with new aircraft
and avionics. Medicine introduces
new, exotic equipment on what seems
to be a daily basis.
It's no different for accountants —for all people, for that matter,
who perform their work in offices. We
went from the manual typewriter to

"The CEO didn't like our report
12

The company I founded, Robert
Half International, conducts many surveys of the American workplace. A recent one asked 150 executives from
the nation's 1,000 largest companies
this question: "Do you think that technological advancements in the workplace have quickened the pace of business to an excessive level ?"
Their responses:

...

how do I know?

...

the hang time...."

75%
24%
1%

The message is pretty clear. Employers want people who are proficient in the use of today's technology,
who are comfortable with it and its applications.
Computers, modems, fax machines, and similar high -tech tools
that have transformed the modern office radically are now commonplace.
Administrative staff in particular must
be highly skilled in a range of technologies. This is certainly true of accounting. As demands upon the profession become more complex, the
importance of computers to meet
these demands is evident.
We all experience a certain resistance to change. We like doing things
the way we used to do them because
not only are we comfortable with
those ways, but we're spared having
to learn something new. But the reality of doing business in this decade
and beyond demands keeping up with
new technologies, especially if our
employers are committed to them.
Like it or not, my suggestion is that
you jump in with both feet.
Take computer courses offered in
your community. Spend your evenings poring over the software manuals and staying late to get hands -on
training. It doesn't mean you have to
become a computer expert beyond
the uses you'll be called upon to implement in your daily work. You don't
have to "surf the internet." But if your
career sights are set high, you and
computers will have to become good
friends.
■
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 Aecountemps offices on three continents.
His latest book is Finding, Hiring, and
Keeping the Best Employees (john
Wiley & Sons).
MANAGEMENTACCOUNI7NG /MARCH 1995

i

The IMA and Sapling
Corporation offer
the longest running,
best attended, most
successful seminar in
the history of activitybased costing:
The Model ApproachO.

Why we call it
The Model Approach -and why you should care.

TheModelApproachisaninternationalyrecognizedtwo-daytrainingcoursethatwil
showyouhowtoimplementactivity-based
costinginyourworkplace.Usingour
structuredeight-stepimplementationprocess,
Overthelastthreeyears,thousandsofpeople
you'l gaintheskilsyouneedtoputsound
fromalsegmentsofbusinessandindustry
activity-basedmanagementandprocess
havelearnedhowtoapplyourpracticaland
modelingtechniquestowork.
structuredeight-stepimplementationplanto
TheModelApproachcanbenefitabroad
improvetheiroperations—whichmeans,
corporatecross-section:financialanalysts,
ultimately,thebottom line.
corporatecontrolers,productionandplanning
Throughacombinationofhands-on
managers,operationsdirectors,engineers,
training,softwaremodeling,andcasestudies
marketingandsalesprofessionals,distribution
—presentedbyindustryleaderswithfirst
andlogisticssupervisors,andinformation
handexperience—you'l gainaclear
servicesmanagerscanallearnhowtoimprove
understandingofhowyoucanimprovethe
theirpartsofyourorganization.
processesthatcreateyourcosts.
Infoci,ifyoubringamulti-functionalteamof
Themanagementinitiativessupported
threeofmorepeople,includingatleastone
andcomplementedbythisIMA-sponsored
personfromfinance,youmaydeduct5200
seminarinclude:
fromeachparticipant'sregistrationfee!
•Activity-basedcosting
Eachparticipantwilreceivecasestudy
•Activity-basedmanagement
examples,areferencelistofrelevantreading
•Businessprocessre-engineering
material,TheModelApproocheight-step
•Continuousprocessimprovement
methodologychecklist,activityanalysissheets
•Operationalandfinancialmodeling
toassistwithdatagathering,andscenorio•Strategicplanning
playingsoftwarefromSaplingCorp.,including
•Theoryofconstraints
avarietyofindustrymodels.
•Totalqualitymanagement

Need a testimonial.
Ask a few thousand satisfied
IMA attendees.
Companieswho'veatendedTheModel
Approachworkshopincludeawidemixof
start-up,growth,andestablisheddomestic
andinternationalcompaniesfromalsectors
ofbusiness:discretemanufacturing,process
manufacturing,services,healthcare,
consulting,education,andgovernment.
Overthelastthreeyears,we'vetrained
participantsfromASTResearch,AT&T,Barclays
Bank,BlueCross/BlueShield,Citibank,ElPaso
NaturalGas,Esco,Honeywel,LeviStrauss,
Monsanto,NutraSweet,Olin,RalstonPurina,
Thor-lo,Toro,andtheU.S.AirForce,Army,
andCoastGuard—andmorethan
3,000others.
CheckouttheIMAseminarschedule
below, andcall800- 638 -4421, #4,
#1 to register.

ServiceIndustryfocus:
FeaturingcasestudypresentationbyKelyEllerbee,
ArkansasBu
l eCrass/BlueShe
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Manufacturingfocus
FeaturingcasestudypresentationbyJimSmith,
TheMarmonGroup
Manufacturingfocus:

FeaturingcasestudypresentationbyJohnVale,
HoliburtonEnergyServices
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T. CARTER HAGAMAN, EDITOR

WHY CAN'T SMALL
BUSINESS
BORROW?
few ye a rs ago,
a study sponsored
by the Small Business Administration
(SBA) and the Federal
Reserve
showed that more
than 90% of small and mid -sized companies identified local banks as their
primary financial institution. The respondents used those banks for most
of their financial services. About a
third also used nonbank financial institutions such as savings and loans, finance companies, and leasing companies for some services.
Perhaps it's ironic, but today we
have banks looking for chances to
book profitable loans. Banks recognize
that small business is a market with
strong demand —but it doesn't provide
the return they need. Meanwhile,
small businesses have to pass up opportunities to expand as they scramble
for money wherever they can find
some.
Years ago, many financial markets
were less developed, and deposit customers were considerably less sophisticated about interest rates. Only
banks could offer checking accounts
on which they paid no interest. Even after allowing for operating cost, there
was room to make business loans and
earn a reasonable spread. When banks
confined their lending to markets they
knew something about and continued
to work with borrowers over the life of
a loan, credit losses stayed within very
acceptable limits.
What spoiled the game? More choices became available for high - quality
borrowers of large loans, causing
fierce competition on interest rates.
For depositors, alternatives increased
for the suppliers of funds, resulting in
14

higher costs for funding. This phenomenon is called disintermediation, in
which large creditworthy borrowers
obtain money through the financial
markets using commercial paper, direct placements, public offerings, and
so forth.
These circumstances gave added
impetus to the securitization process— allowing banks to concentrate
on earning fees for service —where
capital was a less critical factor. Banks
participated in various ways. They offered backup lines of credit for commercial paper, packaged and sold loans
on their books (particularly mortgages), and built their trading business in derivatives as a service to
hedge interest rate risks. There has
been no significant move, however, toward securitizing loans for small businesses— assets that banks must continue to hold as part of earnings.
Furthermore, securitization is unlikely
without sacrificing the customization and continuing oversight that is integral to the small business lending
process.
As alternatives become relatively
less attractive, banks are looking once
again at business lending to generate
revenue. Small business loans, however, still are regarded as expensive to
service and marginally profitable. Instead, banks are seeking large loans
that can be added to the balance sheet
quickly. Alan Greenspan, chairman of
the Federal Reserve Board, is concerned that "razor -thin pricing and
competitive frenzy" will lead once
again to credit losses.
A recent survey by the Federal Reserve found that its initiative to improve credit availability among small
business has produced few additional
loans —less than 10% of the banks surveyed responded positively. SBA guaranties are limited and may become
even more limited if the new Congress
targets the SBA for further cutbacks.
Also, the Community Reinvestment

Act (CRA) programs to stimulate lending in depressed areas continue to
have limited focus.
Is there any solution for the problem

ofsmall business lending ?These are no
quick fixes, but some altered perceptions of the business by both borrowers and lenders could yield long -term
benefits. Bankers need a better understanding of the full value of small business relationships. There are analytical tools available to provide this
information. Banking management
focusing on product lines and organizational segments has lost the intuitive understanding of relationship
synergies.
Often loans are viewed as standalone products or profit centers using
the bank's average cost of funds. On
this basis, small business loans are denied. Instead, the bank needs to expand its view and look at overall relationships. Because most would -be
local borrowers have few choices, the
bank is in a good position to persuade
the borrower to concentrate all his or
her banking activities with the lending
bank — company business, personal
business, trust - related activities,
bringing in other family members,
and so on. Data have shown that less
than half of the profit from a small
business relationship comes from the
business itself. Most banks don't
know this, however, because they
don't put everything together. With a
little work, bankers can come to appreciate the genuine potential of a
small business relationship and organize their marketing effort to exploit
this opportunity.
It also is time for some realism on
the part of small business— accountants and other advisors can help.
Small business owners must be willing
to identify a banker with whom they
can work and concentrate their activities. They also must recognize that
they present higher risks to banks
than larger borrowers and be willing to
pay appropriate interest rates. Small
businesses cannot look at yields for investment grade bonds nor rates for
residential mortgages (which generally are sold in packages by the bank)
nor any other rate that reflects good
market liquidity. The key to success is
access to credit in an ongoing working
relationship —not the lowest possible
rate for a single financing.
■
T. Carter Hagaman is an independent
investment analyst. He teaches at Kean
CollegeofNew Jersey and can be reached
at (201) 762 -6378.
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"Leadership for the New
Millennium"
Howard E. Hyden
Pres., Hyden, Hyden &
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"Bridging the Service
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Roger J. Dow
V.P., Marriott Corp.

"Two Views of the Future The Changing Environment for
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Jonathan D. Pond, CPA
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"Building Win -Win
Relationships"
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Update"
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Chicago
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Honorable Hal Daub
Former Principal,
Deloitte & Touche, and
member U.S. House of
Representatives
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THE "NANNY TAX"
OF 1994

ANTHONYP.CURATOLA, EDITOR
BYJOANCALISTA-KELLY,CPA,AND
ANTHONY P.CURATOLA
n October 22, 1994,
President Clinton
signed into law the
Social Security Domestic Employment
Reform Act of 1994
(P.L. 103.387), a law
more commonly known as the "Nanny
Tax." The law increases the Social Security tax threshold and simplifies the
collection and reporting requirements
for individuals employing domestic
workers. The "Nanny Tax" affects anyone who employs housekeepers,
maids, babysitters, in -home daycare
workers, gardeners, or other domestic
workers.
Under prior law, employers were responsible for paying and collecting Social Security tax (FICA) when wages
were $50 or more per quarter. Quarterly payments and the filing of more than
five federal and state tax forms were required for employers of nannies and
other domestic workers. It is not surprising that many people, including
politicians, failed to adhere to this tax
law. In addition, the Treasury Department has estimated that less than one quarter of employers of domestic
workers report the wages they pay.
Therefore, it is no wonder this long
overdue tax bill, which updates the requirements put into place in 1951,
swiftly sailed through the Senate and
House of Representatives.
The "Nanny Tax" raises the threshold of domestic wages from $50 paid
quarterly to $1,000 paid annually and
becomes effective for tax year 1994.
The $1,000 annual threshold will be indexed for inflation in $100 increments
beginning in 1996. In other words, if
your domestic worker earned less than

(
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)
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TAXES

$1,000 during the year, you do not have
to pay Social Security taxes.
Refunds may be available for employers (the few) who have been complying with the old tax law because the
new "Nanny Tax" threshold is retroactive to January 1, 1994. For example,
if an employer paid a domestic employee more than $50 per quarter during
1994, but less than $1,000 for the 1994
tax year, and withheld and paid FICA
quarterly for the employee, then the
employer and employee are eligible to
receive a tax refund.
The IRS suggests that the employer
file Form 843, "Claim for Refund and
Request for Abatement," in order to receive the refund along with the associated interest. Moreover, the fourthquarter payroll tax Form 942,
"Employer's Quarterly Tax Return for
Household Employees," should have
contained special instructions along
with a simplified version of Form 843.
The IRS suggests that domestic workers request reimbursement from their
employer for any FICA withheld during the year.
The employee also could get the refund by filing Form 843, along with a
Form W-2, "Wage and Tax Statement,"
that must be supplied to the employee
even if the salary is less than $1,000 for
the year. The "better" news is that even
though employees receive refunds,
they still will receive Social Security
wage credits on their 1994 wages.
What about the future? The filing requirements will be simplified for those
who employ domestic workers, as explained in IR 94 -109. Employers no
longer will have to file quarterly payroll tax forms and pay employment taxes (FICA and the Federal Unemployment Tax (FUTA)) separately. Unlike
the new threshold that is effective as

CMA
REVIEW
Our 70 -hour video course is
complete, up -to -date, and ready
to prepare you for the CMA
Exam. Workbooks included.

can 1- 800 - 272 -0707
for information or
sample video
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of January 1, 1994, the new filing requirements are not effective until this
year (1995) —quarterly payroll tax filings had to be made in 1994. For tax
years 1995 through 1997, employers
will be able to report and pay employment taxes when filing Form 1040
without the risk of a late or underpayment penalty. After 1997, to avoid an
underpayment penalty, employers
meeting the threshold for the "Nanny
Tax" must include the tax with their
quarterly estimated taxes or increase
the taxes withheld from their wages.
Beginning in 1995, the new "Nanny
Tax" law exempts employers from
withholding and paying employment
taxes for workers, such as babysitters,
who are under the age of 18 during any
part of the year. Be careful —this exemption does not apply if domestic
work is the individual's principal occupation. For example, if you hire an au
pair who is under the age of 18, you still
will be responsible for withholding and
paying employment taxes. On the other hand,if the teenager who was hired
for domestic work is a student, or domestic work is not his or her principal
occupation, and he or she is under the
age of 18, then both the employer and
employee are exempt from the employment tax.
This new tax law affects only the
FICA threshold. FUTA thresholds and
State Unemployment Tax (SUTA) filing requirements have not be affected.
The "Nanny Tax" does not apply to independent contractors. If the nanny is
in the employ of someone else (for example, contracting through a franchise) or is classified properly as an independent contractor, then there will
be no employment tax implications.
Although the new "Nanny Tax" law
has somewhat simplified the previously complicated tax filing requirements,
it is anything but simple. There have
been oversimplifications and misconceptions by the media. Education of
employers regarding the three taxes
involved (FICA, FUTA, and SUTA) and
their purpose could be helpful. The IRS
Publication 926, "Employment Taxes
for Household Employers," may be of
some guidance, or you can seek the assistance of a tax advisor.
■
Joan Calista Kelly, CPA, is the Vertex Fellow, Drexel University, Philadelphia, Pa.
She can be reached at (215) 895 -6979.
Anthony P. Curatola, Ph.D., is the
Joseph F. Ford Professor, Drexel University, Philadelphia, Pa. He can be reached
at (215) 895 -1493.
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Target Your Career
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If you are an accounting and finance professional in business,
public, or government accounting who measures success in terms of
opportunity, recognition, and reward, then target your career today!
s
Become a
AdufflowniW Mani.&

C ertifiied Management Accountant
1 -800- 638 -4427
Institute of Management Accountants
10 Paragon Drive
Montvale, NJ 07645 -1760

FAX
SURVEY
RESULTS
READERSFOCUSON
IMAGEANDCAREERS

controllers form a major segment of
the IMA membership, we encourage
authors to submit articles on controllership issues. Overall, the results of
this fax survey would indicate that you,
the reader, are interested in the image,
profession, and education of management accountants.
In response to "I would like to see
more articles on...," most readers
checked off career issues. (See bar
chart.) You also would like to read
about the careers of fellow professionals and IMA members. The June issue
of the magazine is planned as a careers
issue, anchored by the IMA annual salary survey. Moreover, we are planning
a series of profiles of IMA members,
delving into just what's involved in accounting careers in an era of reengineering, downsizing, and rightsizing.
Understandably, in light of the fact
that probably most members frequently use spreadsheets, many of you also

expressed a desire to see more information published on spreadsheets and
the selection of accounting software.
We are exploring ways and means of
supplying more information on spreadsheet and accounting software usage,
development, and technology.
There is a continuing interest in articles on budgeting, financial reporting, and benchmarking. Rest assured
that we plan to feature articles on these
topics in upcoming issues.
Most of the articles in MANAGEMENT ACCOUNTINGS are contributed
by IMA members and based on actual
work -in- process at their companies.
This kind of hands -on experience is
priceless and constitutes a major editorial strength of your magazine. The
editors encourage you to continue to
contribute your knowledge and experience through articles to help keep
this the leading magazine in the field
of management accounting.
■

he two highest -rated MANAGEMENT ACCOUNTINGS articles in
terms of readership interest during the last six months of 1994 were
"What Corporate America Wants in Entry- level Accountants" and "Shedding
the Bean Counter Image." That's what
you, the reader, told us in response to
our January 1995 fax survey in which
we asked you to tell us what articles
you had read in the last six months.
The first piece was based on a survey of financial officers conducted
jointly by the Financial Executives Institute and the Institute of Management Accountants. In general, survey
participants said management accountants were not being adequately prepared by schools of accounting. The
results of the survey were published in
September 1994, and currently IMA is
leading an effort to help bring about
changes in accounting curricula. The
May issue of the magazine will feature
more discussion of the issues involved
in this program.
"Shedding the Bean Counter Image," published in October 1994, suggests that if management accountants
want to become proactive members of
the management team they must participate actively in information systems
design. Client /server systems is another topic of major interest to readers,
according to the survey results. We
plan to publish more case studies and
thought-provoking pieces on the latest
technology advances, including client server issues.
The fax survey showed there also is
a major interest in different aspects of
the controllership function. Because
18
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NEWS
KATHYWILLIAMS,EDITOR

FINANCIAL
EXECUTIVESWANT
NEWACCOUNTING
SYSTEMS
enior -level financial
and accounting executives at more than 200
of North America's largest
corporations say they are
dissatisfied with their current accounting system
technology and plan to implement new systems within the next two years. In responding to a survey by
Deloitte & Touche LLP and
IMRS (now Hyperion Software Corporation), a provider of financial management software, the
executives described their
financial /accounting system modules and platforms
(mainframe, midrange, or
client /server). Only 9% said
their systems approach
world -class status.
Chief criticisms of the financial /accounting systems were that the information was too hard to access,
it was difficult to integrate
with analysis tools, the system had limited reporting
capabilities, and the user interfaces were poor (see
chart). When asked why
they wanted to make
changes in the financial
process, the respondents
said they wanted to improve management reporting and spend more time on
value -added analysis. Main
benefits to be derived
would be increased productivity and continuous quality improvement.
20

The executives also told
what selection criteria they
would use to evaluate financial software solutions.
Product functionality and
the ability to integrate financial software with other
software or applications
topped the list. Other important criteria were financial stability and reputation
of the software vendor,
overall architecture, and
ease of customization. The
financial system features
they ranked most important were reporting and
analysis, multiple reporting
structures, security, drilldown from summary to
detail, budgeting, consolidation, and multi company processing.
At present, 68% of
the respondents are on
mainframes, 15% are
on midrange computers, and 17% are on client/server architecture. That will change,
executives reported, to
35 %, 24 %, and 41 %, respectively. Respondents added that 64% of
all new financial and
accounting system implementations in the
next two years will be
client /server. In addition, 81% will select
packaged software for
new financial and accounting solutions.
For more survey details, contact Terri Cohen or Lisa Dolberry at
KCSA Public Relations,
(212) 682 -6565, ext.
227 or 228.

SMALLBUSINESSES
END 1994 WELL,
PREDICT GOOD 1995
mall businesses
showed a 10.8% increase in net income
in 1994 over 1993, and 68%
of small business owners
predict further increases in
sales for 1995. These were
the major findings of Padgett Business Services'
fourth - quarter survey,
"Small Businessr —The Engine of Our Economy."
Also, profits grew at a
rate of nearly two-and- a-half
times as fast as sales (4.7 %),
indicating small business
owners have been able to
cut expenditures and "run a
tighter ship."
While annual expenses
were held at 5.7%, wages increased by 7.3 %. "Clearly
small business is making a
substantial and ongoing investment in employees,"
Padgett Chairman Dan
Sautner said. Other findings include:
■ More than 96% of the
business owners responding said the number of their employees

Biggest

either will increase or remain the same in 1995.
• Nearly two-thirds said
government can facilitate small business
growth by lowering taxes, reducing the number
of laws regulating small
business operations, and
providing loans more
easily.
• Nearly one -third of the
respondents selected
computers as the main
growth industry for the
1990s.
• Small business owners
reported they were
maintaining smaller
fourth- quarter inventories, which might indicate caution regarding
preparation for 1995.
• The South led the nation
in profits and service
sales, growing 16.4% and
11 %, respectively.
The survey results are
based on a representative
sample (4,672) of Padgett
Business Services' total
U.S. client base. For more
information about the survey, contact Caroline Leigh
at (404) 877 -1823 or Wayne
Roberts at (404) 877 -1809.

of
Accounting

(1 is not a problem, 5 is significant criticism)

Information Not
Easily Accessed

364

Difficult to Integrate
with Analysis Tools

3 5'

Limited Reporting
Capabilities

3 .15

Poor User Interface

3.19

Requires Too Much
Manual Intervention

J 13

Modules Not Integrated

3 'Ib

High Maintenance Costs

282

Too Slow

2.73
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CERTIFIEDFRAUD
EXAMINERS
ESTABLISHFRAUD
HOTLINE
lie Association of Certified Fraud Examiners has inaugurated
ETHICSLINE, a subscriber
telephone hotline service to
aid corporations in the detection and deterrence of
ethical abuses and white collar crime. It is a toll-free
number, answered 24 hours
a day, which subscribing
companies provide to their
employees to report possible violations anonymously.
Hotline personnel handle
incoming calls confidentially to the extent allowed by
law and provide a full report
of allegations to the company within one business day.
The subscriber decides independently what action to
take.
ETHICSLINE is designed
specifically to comply with
the U.S. Federal Sentencing
Guidelines, which require
organizations to shoulder
the responsibility for preventing their own internal
crimes. Hotlines are mentioned in the law as an example of a way to mitigate
fines.
For more information
about ETHICSLINE and its
cost, contact Linda Haines
at 1- 800.245 -3321, phone, or
(512) 478 -9297, fax.(IMA's

ethics hotline for members
is 1- 800.6ETHICS.)

MOREFRAUD
PREVENTION
he Government Finance Officers Association also has released
fraud prevention and internal controls information in a
60 -page booklet titled An
Elected Official's Guide to
Internal Controls and Fraud
Prevention. It covers the

control environment; accounting systems; control
policies and procedures;
evaluating internal controls; fraud: causes, cost,
and prevention; common

types of fraud; and how
management can detect
fraud. For information and
pricing, contact Rebecca
Russum at (312) 977 -9700.

MAPCOMMITTEE
WILLBECOMETWO
ffective July 1, 1995,
IMA'sManagement
Accounting Practices
(MAP) Committee and its
Subcommittee on SMA Promulgation will cease to exist. In their places will be
two national committees:
the Management Accounting Committee(MAC)and
the Financial Reporting
Committee (FRC).
Since 1969, the MAP
Committee has been the
body establishing IMA s positions in the financial reporting arena and overseeing the publication by IMA
of management accounting
guidance in the form of
Statements on Management Accounting. Internal
considerations prompt the
IMA's action, which will
separate the MAP Committee's historic roles.
The Management Accounting Committee will
have full responsibility for
management accounting
guidance. In fulfilling its
mission, MAC will maintain
liaison with the new Financial Reporting Committee,
IMA's Foundation for Applied Research (FAR), and
IMA's Continuous Improvement Center (CIC). The
Financial Reporting Committee will be IM Ks representative vis -a -vis financial
reporting. In that regard, it
will be the successor to
MAP in speaking out for
IMA from the management
accountant's perspective on
financial reporting issues
of concern to groups such
as the Financial Accounting
Standards Board, the Governmental Accounting
Standards Board, the
American Institute of
CPAs, and the International
Accounting Standards
Committee.
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ROUNDTABLE
SEMINARS
SCHEDULED
MAS Controllers Council will hold four round tables in May. They will
offer an intensive, fast paced program that focuses
on developing world -class
performance measures,
managing the budget process more effectively, and
understanding the critical
success factors in business
process reengineering. The
number of participants is
limited so everyone will
have an opportunity to seek
answers and share solutions. Alfred M. King, CMA,
senior vice president of Valuation Research Corp. and
author of Cash Is King, will
lead the sessions.
Here is the schedule:
May 1, 1995, World Trade
Center, New York City; May
3, Hyatt on Capital Sq., Columbus, Ohio; May 5, Westin Bonaventure, Los Angeles; May 9, Omni - Mandalay,
Irving, Texas (near Dal las/Ft. Worth airport). Fees
are $195 for Member Interest Group (MIG) members;
$270 for non -MIG IMA
members (includes one year membership in a
MIG); and $400 for non IMA members (includes
one -year membership in the
IMA and a MIG).
For more information,
call Gail Grosbeck at (201)
573 -9000, ext. 219, or 1.800638 -4427, ext. 219.

AFRAID OF CRUISING
CYBERSPACE?
ou've been bombarded by media, friends,
and colleagues touting cyberspace, virtual reality, suite packages, the Internet. Are you "surfing," or
do you feel intimidated and
behind the times? According to Andrew Denka, executive director of Office Team, more people than
companies realize are suffering from "cyberphobia."
His advice: Don't feel you

have to learn everything
about the Internet or other
services in one lesson. Experiment. Make mistakes.
Use the programs for simple tasks at first, and then
branch out Join a user
group. Play with the systems after hours. Read a
good book or magazine, not
just the manual. Soon you'll
be "wired."

FRANCHISE
DIRECTORY
ISAVAILABLE
NFO FRANCHISE
NEWS, INC., has just
published its latest directory of franchisors, The
1995 Franchise Annual.
The 392 -page volume has
more than 5,000 listings:
3,613 American, 1,230 Canadian, and 484 overseas.
Each franchisor's entry includes a description of the
type of business; names, addresses, and telephone
numbers of the appropriate
people to contact; number
of company -owned and franchise-owned units; required
royalty; franchise fee; total
required investment and financing available. It also
covers how to investigate a
franchise, problem areas in
franchising, state /provincial and federal regulations,
and new trends.
The directory is available for $39.95 from INFO
FRANCHISE NEWS, INC.,
728 Center Street, P.O. Box
550, Lewiston, NY 14092.
For more information, call
(716) 754 -4669.

STRATEGICHIRING
n a survey by Accountemps, 91% of corporate
executives polled said
they have developed a more
organized, long -term approach to hiring. They are
trying to avoid the traumatic downsizings that were all
too common during the recession, Max Messmer,
chairman of Accountemps,
said.
■
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THEMOST
NATURAL
THINGTODO
BellSouth opens new communication channels to create a more
ethical environment.

BY STEVEN R. HARRISON, CMA

ommendations addressing factors that
can lead to fraudulent financial reporting and steps to reduce its incidence.
The first three recommendations (Table 1) focused on the tone set by top
management that influences the corporate environment within which financial reporting occurs.
The third recommendation, that
public companies should develop and
enforce written codes of corporate conduct, has been the focus of several surveys since the report was issued. IMA
members may be familiar with surveys
conducted by Stephen Landekich, for-

mer director of research of the National Association of Accountants, which
resulted in publication of the research
report Corporate Codes of Conduct An
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Corporation and its two telephone companies, Southern Bell and
South Central Bell, maintained a code
of conduct. While not specifically
called a "code of conduct," this code
was embodied in a booklet titled "A
Personal Responsibility." This booklet
was distributed to every employee and
covers not only financial conduct, but
also includes areas such as fair competition, conflict of interest, nondiscriminatory treatment, and privacy of customers' communications. Employees
were required to read the booklet and
sign a statement that they would abide
by the code.
In contrast, the survey published
by Sweeney and Siers found that almost three years after the Treadway
Commission issued its report, 44% of
the companies sampled did not have
codes of ethical conduct and did not
have immediate plans to implement a
code. Of those companies with codes
of conduct, 43% of the people covered
by the ethics code were not provided
a copy of the code.3 Recently, BellSouth took several additional steps in
the area of ethics.

CEO reinforced this message when he
said in an employee newsletter, "This
is one of the most important appointments I have made as CEO."
After this new position was established, we began work on a revised
Code of Conduct. Input was provided
by the vice president -- corporate responsibility and his staff and other senior managers. After the final version
of the Code was approved by the chairman, it was unveiled at a BellSouth officers' conference and then disseminated to the employees in the weeks
that followed.
ANEWCODE OFCONDUCT
n spring 1992, the latest revision to
the booklet, "A Personal Responsibility" was distributed to employees. In the introduction, BellSouth's

1.

TONEAT THETOP
he Treadway Commission felt
strongly that " ...the most influential factors in determining the
code's effectiveness are the attitude
and the behavior of the top officers
and directors, who set the example for
the entire company. "° In 1991, BellSouth Corporation established the position of Vice President — Corporate
Responsibility and Compliance, reporting directly to the chairman of the
board and CEO. This new office not
only combined the corporation's internal auditing and security functions,
but it also established the role of ombudsman. In the ombudsman role we
now have a senior official who is responsible for investigating complaints,
for establishing the facts of the situation, and for recommending proposed
solutions.
This new structure provides one
more avenue where employees can
bring questions or concerns about
procedural, ethical, moral, or legal issues regarding the company and can
be certain that they will have top management's attention and concern. Having the ombudsman position report directly to the chairman sends a clear,
unmistakable message about the importance we attach to our continued
commitment to the integrity of our
business. BellSouth's chairman and
MANAGEMENT ACCOUNTING /MARCH 1995

ask that you earnestly support them
and believe in them as well."
The CEO of BellSouth Telecommunications Inc., a subsidiary of BellSouth Corporation, felt the emphasis
on high ethical standards was so important that he asked each supervisor to discuss the new booklet with
employees face -to -face. He said, "I
cannot overemphasize the importance of these documents and the
commitment to integrity that they
represent."
BellSouth employees now not only
have an ethics booklet to guide our
actions, but also a new, standalone
Code of Conduct, which the vice
president— corporate responsibility
described as "a shirtsleeves English
statement of the ethical principles
we stand for in this company." The
BellSouth Code of Conduct is reprint-

Recommendation: For the top management of a public company to oversee
the financial reporting process, it must identity, understand, and assess the
factors that may cause the company's financial statements to be fraudulently
misstated.

2. Recommendation: Public companies should maintain internal controls that
provide reasonable assurance that fraudulent financial reporting will be
prevented or subject to early detection.
3.

Recommendation: Public companies should develop and enforce written
codes of corporate conduct. Codes of conduct should foster a strong ethical
climate and open channels of communication to help protect against
fraudulent financial reporting. As a part of its ongoing oversight of the
effectiveness of internal controls, a company's audit committee should review
annually the program that management establishes to monitor compliance
with the code.

Rep ort of T he Nation al Commission on Frau dulent F ina ncial Reportin g, National Commission on
Fraudulent Financial Reporting, W ashington D.C., 1987, pp, 33 -35.

chairman and CEO states, "...This
booklet is an important part of our
company's continuing commitment to
remind us that high ethical principles
are an integral part of the way things
get done at BellSouth... And on the
facing page of this booklet, you will
find something new —the BellSouth
Code of Conduct. This code describes
the way we have always felt about the
way BellSouth employees do business. It captures the essence of the
high ethical standards we use to measure ourselves, and should be used as
a guide in our day - today operations."
He concludes by saying, "I strongly
support and believe in the principles,
guidelines and the Code of Conduct
found in 'A Personal Responsibility.' I

ed in Table 2.
The corporate emphasis on high
ethical standards, however, was not
left to simply distributing the booklet
and the new Code of Conduct. Several
employee newsletters were devoted to
discussions with the vice president —corporate responsibility about
the new Code.
MORE THANJUST ACODE OF
CONDUCT
he Institute of Management Accountants' report, Corporate
Codes of Conduct, estimates that
one fourth of the sample surveyed are
dormant - standards companies.' One
of the dangers of this situation is that
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We are committed to the highest ethical standards because we want people to
know they c an count on us . This c om mitment flow s naturally from our
responsibilities to our customers, our owners, our vendors and suppliers, our
families, the communities where we live and work, and to each other. Trust is at
the heart of these connections, and trust can only be built on honesty and
dependability—on ethical conduct.
Our Customers Can Count on Us
We believe our first responsibility is to the people who count on us for their
telecommunications needs —in the office, on the road, at home, wherever they
might be. All else hinges on this. We will deal with customers straightforwardly
and honestly. They will know they can depend not only on our products and
services, but on our word and our character. We will promise only what we can
deliver. When we err, we will make things right.
U
Our Owners Can Count on Us
We will provide the highest quality at a reasonable price. As we do so, we will
earn a fair return on our owners' investment. Our aim is to increase the value of
their investment over the years.
Our Vendors and Suppliers Can Count on U
Vendors and suppliers must know we will be fair, BellSouth's interests will
dictate our decisions about what products and services to buy; our decisions
will be based on factors such as quality, price, service and reliability.
Our Families Can Count on Us
We want our families to be proud of our character as individuals in the jobs we
do and proud that we work for a company known for its integrity. W e seek a
healthy balance between our work and our family life,
Our Communities Can Count on Us
Beyond the quality, day -to -day servic e they expect from us in
telecommunications, the cities and towns where we operate can also count on
us for help in civic, charitable, and community activities.
J
We Can Count on Each Other
We take pride in the quality of our collective efforts at BellSouth; we take pride
in the integrity of our company. A company's reputation is built on what its
people do every day. BellSouth's reputation was built on the honesty of
hundreds of thousands of people over the years, and we recognize that we can
diminish that reputation in one single instant. We also know, however, that we
can reinforce it every day. And since you and I inherited a company with a
reputation for honesty and integrity, we are obliged to pass that heritage on to
the women and men who follow us. W e will be even - handed with everyone'
around us —in scheduling work, in assigning jobs, in awarding incentives and,
promotions and in the way we treat one another generally. Each of us expects,
to be heard and we in turn pledge to listen. We want honesty and openness- 1
about mistakes as well as successes. We will speak out when we see ethical'
lapses. W e expect that no one will ask us to do anything wrong. Likewise, we
will not ask anyone else to do anything wrong.

will

Satisfying the letter of the law is not enough. Ours is a higher standards,
BellSouth's obligations are for the long term —not just for this quarter or thi
year. These obligations demand this pledge of us on professional, industry an
personal ethics: We will build on BellSouth's heritage of integrity so that peopl
kno
will have an abiding trust in the company and our employees; they
they can count on us. That is our pledge.

a corporate code of conduct will be perceived as simply public relations "window dressing" and not something to be
taken seriously.
At BellSouth, in addition to the new
Code of Conduct, we have implemented other initiatives to strengthen the
corporate commitment to high ethical
standards. They include:
Adding More Ethics Awareness Sessions to the Management Training Curriculum. In the New Manager Orientation Program, an ethics module has
been added that features an exercise
called "Create Your Own Dilemma."
In this exercise, class members select
an ethical quandary from their own
experiences, develop several solutions, reach consensus on the best solution, and then take the matter back
to the class to see if the larger group
chooses the same answer. This exercise demonstrates that many times
there are few "textbook" answers to
these situations.
In addition, an Ethics Awareness
Workshop h as been developed by
BellSouth in conjunction with the Ethics Resource Center. During this
workshop, managers address such
questions as "What is ethics ?" "How
does it relate to my job ?" "Why is our
corporation interested in ethics ?" As a
part of this course, managers are encouraged to contribute examples of
ethical conflicts that they may see in
their everyday responsibilities. These
situations then are given to the appropriate departmental officer for resolution. This program provides employees another vehicle to report
situations where ethical conflict exists
or where the potential for ethical conflict exists. Moreover, it provides the
corporation the opportunity to address and resolve those conflicts or
potential conflicts and the opportunity
to strengthen the idea that the "tone
at the top" is that high ethical standards are expected from every BellSouth employee.
Ethics Survey. We have surveyed
more than 5,000 employees about ethics. This survey will establish a benchmark of the attitudes of our employees
toward personal and business ethics.
Armed with the results of this survey,
the corporation will be able to decide
what direction future ethics training
should take.
Codeof Conduct Implementation. As
shown in Table 2, we have a Code of
Conduct for all employees. We also
have a committee examining how the
Code impacts different parts of the corporation, for example, buyers, marketMANAGEMENT ACCOUNTING/MARCH 19%

ing representatives, and customer service representatives. This committee
is developing articles on these topics

that will be shared with employees in
specific groups as well as with the employee body as a whole. While it's difficult to develop a "cookbook" that covers every ethical dilemma every
employee is likely to face, we hope to
stimulate thought and discussion in
different workgroups about potential
situations and seeming contradictions.
The main objective, according to the
vice president�—corporate�responsibility, is "that all employees share the
same set of guidelines."
Additional Emphasis on Ethics in
Corporate Policy Documentation. A
new section on business conduct has
been added in the corporate policy
documentation at BellSouth Telecommunications. This section, written in
simplified language to improve communication with the user, provides
basic guidelines of business conduct
for employees. Included in these
guidelines are straightforward policies
such as:
" ... you must always ... do what is
right... (observe the highest ethical
standards of ethical conduct);" "... if
you prepare any records or documents
... you must prepare them accurately
... no false, artificial or misleading entries will be made in any books or
records of the Company for any reason;" "If you willfully violate BST
guidelines for business conduct... you
will be subject to company discipline
and you may lose your job."
Simplistic? Maybe. Vague and subject to misinterpretation? Hardly. Gone
is the legalese of the Foreign Corrupt
Practices Act. Just as the new Code of
Conduct is a "shirtsleeves English
statement of ethical principles," this
new business conduct section states in
plain English many policies that previously were documented in difficult -toread verbiage. In addition to presenting general guidelines for conducting
BSTs business ethically and lawfully,
the section provides a basic understanding of the risks and penalties associated with improper conduct in line
with one of the Treadway Commission's comments involving codes of
conduct.6
Creation of an Ethics Committee.
Several subsidiaries of BellSouth Corporation have created their own ethics
committees. For example, in BellSouth
Telecommunications Inc., the ethics
committee is composed of officers and
department heads representing a
cross section of disciplines and geoMANAGEMENTACCOUNTING /MARCH 1995
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graphic areas. It meets regularly to discuss various ethics - related issues.
There also are regular meetings in
each state (BellSouth Telecommunications provides communications services in nine southeastern states)
among representatives from the internal auditing, legal, and security groups
to keep in touch with what's happening
in each state.
Internal Auditors' Involvement.
Many people see internal auditing's involvement as that of police, to catch the
employee after the rules have been
broken. At BellSouth, the internal au-

diting department also has taken on
the role of education and prevention. It
has made a commitment to promote
awareness and heighten the sensitivity
of ethics within the corporation by including the identification of ethics -related issues during pre -audit conferences, monitoring the results of
employee conflict of interest questionnaires, and serving as a resource to advise employees on matters involving
ethics. In addition, each audit director
in the department has committed to
make a presentation on an ethics- related issue at least once a quarter to an
25

A BellSouth Ethics Awareness seminar in

action.
em ploy ee gro u p . Th eir co m m it m en t

to these plans, as well as their involvement on the ethics committees, provides them an opportunity to take a
proactive role in the ethics education
of all employees and not just act as police after the fact.
Revised Employee Evaluation Plan.
As part of a revised employee performance evaluation plan for managers,
we have included additional reminders of the corporation's attitude toward ethical behavior. They include:
Each employee must sign a statement

of commitment to the highest ethical
business practices and personal integrity on the performance commitment
form; employees will be evaluated on
how well they " ... represent BellSouth in an ethical, informed, and
courteous manner" (emphasis added); supervisors will be evaluated on
how well they " ... model and promote
ethical behavior."
In an effort to educate our suppliers about what we expect from our
employees, we share our policies
with potential vendors and suppliers as part of our vendor qualification
process. In addition, we send reminders to each vendor and supplier
periodically.
In BellSouth Telecommunications
Inc., the chief accountant recently
sent a memo about ethical conduct to
his entire staff. Attached to the memo
was a copy of the EWA "Standards of
Ethical Conduct for Management Accountants." In the memo he recommen ded us ing th e Standards as a
framework for daily work and encouraged his staff to feel free to talk to
him about any matter of an ethical
nature.
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WHEREAREWENOW?
here have been a lot of changes
over the last 10 years for South
Central Bell /Southern Bell em-

ployees and customers alike: the
breakup of AT &T; the creation of BellSouth Corporation; multiple mergers,
acquisitions, and corporate reorgani-

zations; and the evolving competitive
environment in the telecommunications industry. One of the constants
throughout all of these changes, however, has been a commitment to promote ethical behavior by BellSouth
employees. Sure, there have been incidents involving unethical behavior
by employees. In a company the size
of BellSouth, there always will be.
But these are isolated incidents and
are not condoned by the company.
The employees involved are disciplined appropriately, up to and including dismissal.
Addressing these lapses of ethical
conduct, the vice president—corporate responsibility said, "It's not possible ever to reach the point that you're
guaranteed no ethical breakdowns.
But we can reach a point at which ethically sensitized people will say, `I need
to run this by someone. I want to be
sure.' "7
In a previous edition of "A Personal
Responsibility," the BellSouth chairman and CEO told all employees,
"... Maintaining a strong corporate
character, therefore, is more than a
good way to do business —it is the only way to thrive and prosper in the
long term." That philosophy is still
alive and well at BellSouth.
■

Steven R. Harrison, CMA, CPA, CIA, is
manager, internal auditing, BellSouth
Telecommunications Inc., and former
president of South Birmingham Chapter, through which this article was submitted. He is a member of the IMA Committee on Ethics.

i Stephen Landekich, Corporate Codes of Conduct, Institute of Management Accountants (then National
Association of Accountants), Montvale, NJ., 1989.
2
Robert B. Sweeney and Howard L Siers, "Survey:
Ethics in Corporate America," MANAGEMENT ACCOUNTING9, June 1990, pp. 34-40.
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6National Commission on Fraudulent Financial Reporting, p. 36.
7 "Elevating Ethics," BellSouth Magazine,Summer
1992, p. 10.
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Coping with Environmental

ASBESTOEN
CA N C ER A N D L UNG D I SE A S E
H A ZARD

AUTHO RIZ E D
R S O N N E L ON L Y
S P t R A T O �R+ $� p �A N D

and Tort Claims
Management accountants must participate in creative strategic
planning to help theirfirms survive.
BYCHAUNCEYM.DEPREE,JR.,
ANDREBECCAK.JUDE
Certificate of Merit, 1993 -94
s Johns - Manville has learned, and as Dow Corning is
learning, the potential costs
of environmental and tort
claims are staggering. Environmental
obligations are estimated to reach hundreds of billions of dollars. Mass tort
claims brought by thousands of persons claiming injury are significant fiscal punishments and threats to corporate survival.
Wide - ranging types of businesses
are at risk — petroleum, chemical, and
mining companies; manufacturers of
furniture, cloth, and paper; and power
plants. Moreover, the exposure is not
limited to major companies: Small
companies such as local gas stations
and neighborhood dry cleaners also
are at risk. Increasingly, besieged comMANAGEMENT ACCOUNTING /MARCH 1995

panies are electing reorganization under the bankruptcy laws as a strategy
to preserve operations.
In the face of new threats to company survival, strategic planning is becoming more creative. Management
accountants should be prepared to participate in the planning process that begins before, but ultimately may lead to,
bankruptcy protection. Bankruptcy
protection is well known as a strategy
to meet past and current obligations.
However, bankruptcy as a strategy to
meet future obligations is expected to
become more common as claims for
product liability and despoiling the environment continue to emerge.
Not many years ago a group of companies organized under the banner of
Johns - Manville were thriving, profitable businesses. Then, seemingly
without warning, the company was deluged with lawsuits claiming that not
only had it sold defective prod ucts —raw asbestos and asbestos -con-

taining thermal insulation —but that officers of Johns - Manville had known as
early as the 1930s that asbestos had
the potential to injure and even kill
those who had worked with and
around its products.
Ultimately hundreds of thousands
of claims were brought against Johns Manville for both actual physical injuries and punitive damages. Punitive
damages are intended to punish companies for intentional or gross misconduct and to discourage other companies from undertaking similar
activities. Legal fees spiraled to unprecedented levels, with no sign of
moderation. Decisions made by managers long since dead or retired had
consequences as direct as any decisions made by current management.
Managers, employees, creditors, and
stockholders were threatened with the
need to pay reparations that had the
potential to liquidate the company.
Faced with a Hobson's choice, the
27

company had to decide whether to try
to survive the onslaught of litigation or
liquidate over a period of several years.
From this dilemma a third alternative
emerged: Attempt to preserve assets
and central operations from past and
future claims by declaring bankruptcy.
Historically, bankruptcy is a stigma
and a fundamental acknowledgment of
failure. More than two centuries ago,
Adam Smith in The Wealth of Nations
characterized the gravity of bankruptcy as "perhaps the greatest and most
humiliating calamity which can befall
an innocent man. The greater part of
men, therefore, are sufficiently careful
to avoid it Some, indeed, do not avoid
it as some do not avoid the gallows."
Bankruptcy, then and now, carries implications of the loss of jobs, investment, and future potential. What
Johns - Manville recognized is that
bankruptcy does not necessarily imply
liquidation of a company or even reorganization for purposes of restructuring or settling past or current debts.

STRATEGIC PLANNING FOR
SURVIVAL
he management and prediction
of environmental claims and
mass tort litigation are particularly difficult because such claims frequently arise from activities that were
lawful at the time they occurred. Asbestos, for example, was a federally
mandated component of many products used in the construction of Navy
ships. Residential and commercial construction standards similarly required
asbestos - containing products. Due to
the nature of asbestos, persons exposed to it do not manifest symptoms
of disease for 20 or more years. However, current owners and managers of
companies that had manufactured asbestos- containing products prior to the
ban on their use are liable for the injuries caused, just as current owners of
property contaminated with hazardous
materials are responsible for the cost
of cleanup, no matter who caused the
environmental damage.
Given these increasingly common
situations, companies undoubtedly
will find themselves in predicaments
similar to Johns - Manville's. When
there is either insufficient or no insurance coverage, due to exhaustion of
coverage or bankruptcy of the insurance carrier or because the loss was
not insured, many companies will not
have the resources to carry on their
normal business operations and pay
vast legal fees and settlements or judg28

ments against them. However, a decision to protect the company through
bankruptcy should be thoroughly assessed only after less drastic options
are considered and tried.
Management accountants' participation in the decision process may be
organized into three phases. Phase I is
development of information to decide
whether product liability or environmental claims can be satisfied with
available insurance coverage and /or
current and projected future operating
income.
Phase II occurs if financial projections indicate that current and future
resources, including insurance, are insufficient to satisfy costs of litigation
and normal operations. Phase III will
require management accountants to
gather and organize information necessary to file for bankruptcy and to develop a plan of reorganization.

PHASE I: NORMAL
OPERATIONS PROVIDE
SUFFICIENT FUNDS
f mass tort or environmental litigation is ongoing or imminent, management accountants should gather and organize the information about
resources that can be used to cover the
costs of the litigation. Costs of litigation include legal fees, damages such
as personal injuries, and/or cost of
cleanup. A critical but often overlooked
or delayed step is to develop an insurance history for the company. Availability of insurance to pay some or all
legal fees and settlements or judgments will protect corporate assets until such time, if ever, that the coverage
is exhausted. The possible availability
of insurance is critical to corporate
planning.
Because the basis for mass tort and
environmental claims easily may date
back 50 or more years, finding all potentially applicable policies may not be
an easy task. Although insurance carriers maintain model policies, sometimes dating from the first years of
their business, they may not keep copies of the actual policies issued to individual insureds for more than a relatively few years. Therefore, it will be
the corporate responsibility to find insurance contracts that may be used to
satisfy claims, or alternatively, to gather sufficient information from financial records to show that a company
purchased particular insurance
coverages.
When there is no, or insufficient, insurance coverage to fund the costs of

litigation, management accountants
will need to gather information to assess whether it is feasible to resolve
the litigation with income from ongoing operations, including projected future income. Because management accountants will provide financial
information that matches current and
future resources against the current
and future claims, they will be called on
to work closely with corporate legal
counsel to establish a projection of legal costs. The projection will include
numbers of cases or claims currently
pending, estimated numbers of cases
yet to be filed, and the per -case cost of
resolution. Management accountants
should not rely solely on counsel projections, however. Rather, they should
examine historical records to find data
that will confirm legal counsel's projections or help counsel in providing accurate projections. For example, if
claims are product related, reliable estimates of future claims may be based
on estimates of past and current sales
of the company and where the sales
were made.
Details gathered from corporate
records can be added to information legal counsel already possesses, including numbers of current and probable
future claims, likely amounts of jury
awards, risks of punitive damages, projected legal fees, and the pace at which
the claims are being made and are
coming to trial. The number of claims
likely to be litigated per year is estimated based on the jurisdiction in which
the cases are filed, schedules for handling cases established by court orders, and historical records of how
many cases have been tried and how
many cases are pending in the courts.
The amount of legal fees is estimated
from how many cases are pending and
how active they are. Experienced attorneys can provide reliable ranges of estimates based on well - specified assumptions about the type of litigation.
Some information provided by legal
counsel, such as the numbers of
claims, scheduling orders, or jury
award history for a jurisdiction, can be
verified by calling the office of the
court clerk in which the cases are
pending.
When there is no litigation record
for cases of environmental and mass
tort litigation, management accountants initially can use historical budgets submitted by counsel to determine the accuracy of past projections,
including legal fees, verdicts, and costs
of settlements. It is understood that if
counsel's prior forecasts have been unMANAGEMENT ACCOUNITNG /MAKUH 1999)

PHASE II: COPING WHEN THE

COMPANY CAN'T GENERATE
ENOUGH CASH
hen normal operating expenses and litigation - related
obligations cannot be funded
from current and future operations
and insurance, management needs to
decide whether an internal reorganization will be sufficient to avoid bankruptcy. This decision requires a careful
assessment of segments or activities of
the business that are currently a financial drain but that have a potential to
become profitable and profitable assets that may be sold to generate cash
to satisfy obligations.
MANAGEMENT ACCOUNTING /MARCH1995

An internal reorganization may include an evaluation of assets that can
be sold without damage to the corporate mission. Sales of land, equipment,
patents, or other assets of the company
should be considered. Segments of the
business that are not profitable, or are
profitable but not essential to the company's mission, may be sold. If a company is able to make the sales in the
ordinary course of business rather
than on a liquidation basis, it may obtain a higher price.
Cost information may be used to
identify areas of inefficiency, or cost

analysis may indicate advantages to
outsourcing particular goods or services. For example, component parts
may be purchased more cheaply from
a specialty company than produced internally. Outsourcing also may make
assets available for satisfaction of debts
or claims, so management accountants
should investigate the possibility of
less expensive sources. Company assets used previously to provide these
goods or services then could be sold
or converted to more profitable uses.
Contracts constraining revenues or
inflating costs should be examined for
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reliable, their current forecasts may be
similarly weak. Furthermore, budgeting procedures can be used to track actual costs, compare them with estimates, and confirm the reliability of
estimates on an ongoing basis.
Dow Corning Corporation exemplifies a Phase I approach to coping with
mass tort product liability claims. Dow
Corning and its corporate parents,
Dow Chemical Co. and Corning, Inc.,
are trying to evaluate and resolve product claims arising from cosmetic silicone breast implants. Total implant liability has been estimated at $1.24
billion, including legal, administrative,
and research costs. Dow Corning has
assessed what it will receive from insurers— approximately $600 million —
and the availability of resources from
its own operations and has concluded
tentatively that it has the financial liquidity to satisfy the claims. Breast -implant makers, including Dow Corning,
recently negotiated a class action settlement of approximately $4 billion
with the plaintiffs.
Unlike the almost indeterminant
number of asbestos claims against
manufacturers such as Johns -Manville, the number of claims arising from
cosmetic silicone breast implants is far
lower and easier to estimate. Although
settlement negotiations with attorneys
representing several thousand women
appear to be proceeding satisfactorily,
they still have the potential to fail. In
the event that currently projected settlements do not succeed, Dow Corning
will have to reassess its ability to satisfy
legal costs and obligations from insurance and liquid assets. Should Dow
Corning conclude that insurance and
liquid assets are insufficient, information gathered in Phase I should provide a foundation for Phase II analysis
and efforts to resolve the claims.
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potential renegotiation. For example, if
the company has entered into a longterm contract for raw materials that
have declined in price, such as coal or
oil, its finished products will be at a
competitive disadvantage because its
competitors' raw materials may be
bought for less. Accordingly, renegotiating the raw materials contract may
place the company in a better competitive position. Even though a supplier
may have a legally enforceable contract for materials now priced well
above market, renegotiating the contract may be far more attractive than
the alternatives.
Similarly, labor has shown an increased willingness to renegotiate
costly labor contracts and accept substantial reductions in wages and benefits in return for increases in job security. Accounting -based information
also can be used to identify segments
of the business that have failed to support the overall mission and management style of the company but that may
have substantial sales value.
A consequence of these efforts is
the ability to show good faith in nego-

tiating with both creditors and claimants. A fundamental goal of an internal
reorganization is to be able to present
sufficient financial information to persuade everyone— employees, lenders,
or claimants —that it is in all the participants' best interests not to require the
company to file for bankruptcy. Reorganization under bankruptcy inevitably will slow payments owed and reduce the amount of payments
ultimately received. A large company
can stretch reorganization under bankruptcy for years. Furthermore, liquidation means loss of jobs and reduced or
no payments for existing debts. Accordingly, many creditors and claimants may be persuaded to cooperate in
effecting an informal reorganization.
Even when the available information and analysis show that bankruptcy
is likely to become necessary, for corporate planning purposes the decision
may be reached to continue business
activities and litigation until certain target conditions exist. For example,
management may decide to wait for a
particular number of cases to be filed
as a way to verify attorney estimates of

the extent of litigation. Management
may want to see if settlements or judgments are as great as projected by
counsel.
Businesses also attempt innovative
approaches to resolve claims just short
of filing for bankruptcy. For example,
Keene Corporation, a former manufacturer of asbestos-containing products,
attempted to limit its future liabilities
from asbestos claims by convincing a
court to accept a mandatory settlement class action. Keene had hoped to
use the class action to avoid reorganization under bankruptcy laws. A United States District Court Judge certified
the class action and agreed to limit
Keene's obligations to current and future claimants to a $100 million pool of
funds. But the Court of Appeals for the
Second Circuit overruled the lower
court's decision, finding that Keene
could not use the courts to effect a
bankruptcy without filing for bankruptcy. Keene argued without effect
that costs of bankruptcy proceedings
might consume manyassets that could
have been used to pay claimants.
Keene's analysis immediately shifted
to planning and filing for bankruptcy.

PHASE III: BANKRUPTCY

Workers remove asbestos ceiling tile.
3o

decision to proceed with a
Chapter 11 bankruptcy should
be considered carefully and is
made best by a team that includes management, attorneys knowledgeable
about bankruptcy proceedings and
product liability or environmental
claims, and management accountants.
Although a formal plan to emerge from
bankruptcy is not required by law until
several months after the filing, an ill considered, improperly planned Chapter 11 bankruptcy petition reduces the
chances of a successful outcome. Plans
made under the scrutiny of creditors
eager for payment and competitors eager to gain an advantage may not be in
the company's best interest. For example, Federated Department Stores was
able to purchase Macy's debt to try to
exert control in a bankruptcy proceeding. In short, a company that reorganizes under the protection of the bankruptcy court loses some (sometimes a
great deal of) control over its operations and plans.
With a well- thought -out plan at or
near the beginning of bankruptcy proceedings, managers can provide cogent evidence to the court, creditors,
and claimants that it is in the interest
of all parties to have a viable and profitable company emerge from bankMANAGEMENT ACCOUNTING /MARCH 1995

ruptcy. The foundations for this plan
are laid with the information generated
in Phases I and H. In fact, to a large extent a decision to file for bankruptcy
will be made because of the failure to
reach an agreement for cooperation
with creditors and litigants. A bankruptcy often is an effort to force acceptance of the Phase II proposal.
Part of the critical financial information to be provided is the identification
and valuation of assets. The company
cannot base decisions on historical value; rather, it must know the market value of its resources. A detailed schedule
should be prepared that includes accounts receivable and stocks and
bonds in other companies as well as assets that may not be current but may
at some point become liquid. A detailed schedule of current and longterm debt also must be prepared. The
schedule should include not only the
amount of debt but also the date when
the debt would fall due in the ordinary
course of business. The schedules allow managers to compare assets and
debts and decide when shortfalls are
most likely to occur.
The financial information in the
schedules may show, as it did for
Johns- Manville, that the company
would have been profitable but for the
litigation - related costs. If there are no
viability- sapping obligations from normal operations, management may be
able to use this financial information to
convince creditors and litigants that future cash flows will be insufficient to
pay debts and claims. In that event,
provision may be made to extend the
time for payment of claims or to allow
payment of claims in stock. Acceptance of stock by claimants would establish a mutual interest in the survival
and future prosperity of the company.
THERE ARE NO WINNERS IN
BANKRUPTCY-ONLY
SURVIVORS
he goal of any successful bankruptcy is a viable company that
no longer requires the protection of the courts. However, given the
number of claims or amounts of damages in many product liability and environmental cases, it is not realistic to
anticipate that cash payments can be
made and the litigants simply will disappear. In Johns - Manville's situation
the claimants were virtually without
end. Payment of one group would result only in claims by thousands more.
Therefore, a plan had to be devised so
that payment could be made to persons
M AN A U LM EN F AC C U U N I IN G /MARCH 1995
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injured by Johns - Manville's products.
In its case, emerging from bankruptcy
required tying future settlements to
the future profitability of the company.
A coincidence of claimant and company interests was promoted by paying
part of the settlement to the Manville
trust in Manville stock. Recovery of
the claimants was tied to the future fortunes of the company.
Johns - Manville's goals for filing
bankruptcy included the settlement of
future claims. A bankruptcy reorganization plan was approved in the late
1980s. Among other provisions it established the Manville personal- injury
settlement trust to provide for then current and future claims. The funds
provided to the trust included available
cash and Manville stock.
After many years involving huge legal fees and the risk that the bankruptcy court and its creditors might force
liquidation, the Manville Corporation
emerged from the bankruptcy of
Johns - Manville. Johns- Manville had
freed itself from future asbestos
claims —a resolution that was not without pain. Johns- Manville's management and stockholders probably felt a

From MicroMashs

modern -day gallows punishment was
imposed through the ordeal of the litigation process, loss of reputation, and
decline of stock value.
It is ironic that Johns - Manville executives of the 1930s might have avoided
the bankruptcy ordeal. As Dr. Donnelly prophetically observed in 1936,
"[e]fficient protective devices [for
workers] will be far less expensive in
the final check up than the aggregate
of numerous claims for compensation
and frequent suits."'
■
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Protect Your
Company's
E arnings
Forecasts From
Litigation
A well-defined corporate disclosure policy can minimize your
company's exposure to legal liability over management earnings

forecasts.

BYNAMESW.BANNISTER,
HARRY A, NEWMAN, AND
PETERCHALOS
onsider the company whose
management publicly issues
an earnings forecast in good
faith, only to find that its actual
results fall short of the forecast and an
associated drop in its stock price occurs. Shortly after the earnings report
and the stock price decline, the business is slapped with a multimillion dollar class -action suit alleging a misleading, inaccurate management forecast.
Management is angered by the unjustness of the suit, but it has two choices:
settle out of court to avoid the time
and expense associated with a protracted legal battle, or incur the time
and expense of a lengthy legal contest, taking its chances with a jury
verdict.
This scenario is not uncommon. Allegations of improper financial disclosures have emerged as a major source
of lawsuits against corporate directors.' We are not saying that all lawsuits involving inaccurate manage32

ment forecasts are unfounded, but
many suits are filed simply because
lawyers are aware of the strong incentives management has to settle —even
when management feels it has acted
in good faith. For example, Adaptec
cited the inconvenient diversion of
management's attention from regular
business operations and the expense
of lengthy litigation as a rationale for
settling a 1990 class -action disclosure related suit —as did Apollo Computer
Inc., in its 1991 settlement.2
The Securities & Exchange Commission's (SEC) 1979 Safe Harbor
Rule was designed to protect management from legal liability for "good
faith" forecasts, but the Rule does not
appear to have worked as intended because companies seem to be moving
toward less disclosure. For example,
in a 1994 survey by the American
Stock Exchange, 78.9% of the 218 responding companies said the prospect
of shareholder litigation affected their
decision to disseminate forward -looking information. 3 In fact, the shortcomings of the Safe Harbor Rule are
motivating the SEC to revise it to pro-

vide better protection for companies
issuing earnings forecasts and other
forward - looking disclosures.
Some individuals have gone further, saying management forecasts
should be mandatory. 4 Mandatory
management forecasts also are on the
agenda of the American Institute of
CPAs' Jenkins Committee, although it
appears the Committee will not recommend them.5

WHY ISSUE AMANAGEMENT
FORECAST?
n the absence of mandatory management forecasts, the decision to
issue a forecast will depend on
management's assessment of the capital market's need for information. Financial analysts issue forecasts for
many companies, but management
may find it desirable to go public with
its own. In particular, companies that
are not covered by analysts, or that
are only thinly covered, may need to
issue forecasts simply to make the
capital market aware of their circumstances. Companies with a broad anaMANAGEMENT ACCOUNTING/MARCH 1995

lyst following may want to issue forecasts to change market perceptions if
analysts' forecasts seem to be off the
mark, or they may want to provide analysts with additional confidence in
their own projections. Also, they may
want to offer individual investors free
access to the same information that
they are willing to give analysts. Other
reasons, cited by managers in a survey by Francis Lees, include better relationships with investment analysts,
improved price performance of company stock, and enhanced ability to attract new capital [p. 181.6
In the same survey, however, Lees
found that fear of legal action related
to inaccurate forecasts is one of the
primary reasons managers hesitate to
issue them (see p. 19 of Lees). Therefore, potential litigation over inaccurate forecasts is a concern for companies issuing a forecast as well as for
those that would like to provide additional disclosure to various interested
parties.

earnings shortfall occurs and if a
stock price decline is associated with
that shortfall. When forecasted earnings are not achieved, the forecast
provides shareholders who purchased
stock after the forecast but before the
shortfall disclosure with an argument
for management wrongdoing. These
shareholders can contend that the
forecast was false or misleading or
that it should have been corrected
before the company revealed the actual earnings outcome. For example,
Cullinet Software shareholders who
bought their stock after an inaccurate

the forecast and its dissemination.
Further, once management issues a
forecast, it can take an additional step
if it seems that earnings will fall short.
We will take a look at pre- and postforecast considerations in turn.

PRE-FORECASTCONSIDERATIONS
ny statements made should be
supported, or at least not contradicted, by internal documentation. In particular, a company should
refrain from making overly enthusiastic statements about its prospects, esRON

THELEGALENVIRONMENT
SURROUNDINGCORPORATE
DISCLOSURES
itigadon related to corporate disclosures frequently is brought
under Section 10(b) of the Securities Exchange Act of 1934, which is
enforced by SEC Code rule 10-b5. In
general, rule 10-b5 requires evidence
of management wrongdoing and resultant shareholder losses from the
wrongdoing. In the context of corporate disclosures, management wrongdoing includes the public issuance of
false or misleading statements of material facts. Broadly defined, false or
misleading statements are: (1) factually false based on information available
to management at the time of the
statements or (2) reckless in regard to
the truth (for example, statements
that are, or should have been known
to be, false or misleading). Further, if
a disclosure becomes inaccurate, incomplete, or misleading in the presence of new information, it subsequently can be viewed as false or
misleading in the absence of a management update. Shareholder losses
caused by management's wrongdoing
ordinarily relate to the drop in the
stock price attributed to the news that
the actual outcome did not live up to
earlier statements?
Therefore, when management's
disclosure is in the form of a public
earnings forecast, management exposes itself to potential litigation if an
MA N A h 1 1 M S N 1 A L C U U N r 1 N G / M A R C H 1 9 9 5

Allegations of impro per f inancial disclo sure are a major source of lawsuits against
corporate management.

forecast claimed in a class -action suit
that their purchase price was artificially inflated by the forecast, which
caused them to experience a significant stock price decline when results
fell short.8

CORPORATEDISCLOSURE
STRATEGIES
well- developed disclosure strategy can help reduce the likelihood of litigation over a forecast
or, if a suit is filed against the company, may improve management's
chances of obtaining a court- issued
summary judgment for dismissal or
winning a suit at trial. If management
wants to issue a forecast, it should attempt to overcome possible future arguments of wrongdoing (such as assertions of false or misleading
statement of material fact) by considering carefully the characteristics of

pecially if they do not reflect a realistic
expectation. Overly enthusiastic statements easily can lead to earnings
shortfalls and claims that the statements had no reasonable basis.
If management is optimistic about
prospects but is uncertain about a reasonable earnings expectation, it
should delay issuing the forecast until
more information is available, or it
should shorten the forecasted period
to a time interval with which it feels
more certain about expected earnings. For example, a company can issue a forecast of annual earnings in
the second quarter instead of the first
if the delay will resolve some major
uncertainties. If the uncertainties will
not be resolved until late in the year,
management can issue the forecast
for the current or subsequent quarter's earnings rather than for annual
earnings. This procedure will protect
companies from a shareholder argu33

ment that the forecast was made
recklessly, given a high level of
uncertainty.
Another consideration involves the
choice of forecast structure. Assume
that management 's internal estimate
of earnings per share is $2.50, while
analysts' forecasts indicate only $2.10
per share. If management wants to

change market perceptions, it should
consider issuing an open-ended minimum forecast rather than a point or
"range" forecast. It may be wiser to
state that "earnings per share will exceed $2.10" rather than to provide a
point forecast of $2.50 or a "range"
forecast of, say, $2.40 to $2.60. If actual
earnings fall in the range of $2.11 to
$2.39, the company could face litigation with the point or the "range" fore-

cast because an earnings shortfall
would have occurred. A shortfall
would not be the case with the open ended forecast. The cost of issuing
open-ended forecasts is that less information is provided to market participants. If the goal of issuing a forecast
is simply to refute current market estimates, however, an open-ended fore-

Got

r6

Fv�zz

y

Maas ?

O
�

Conventional
spreadsheets can't cope
with uncertain or fuzzy numbers.
But now there's FuaiCalc. This
Windows spreadsheet uses revolutionary
fuzzy math technology to achieve
breakthrough performance.
Making models with FuxiCalc is
quick and easy. And if your numbers are
fuzzy to begin with then FuaiCalc gives
you the right and fuzzy answer. Call now
for FREE information.

800- 472 -6183
FAX (615) 588 -9487

Fix Calf

®
The Fuzzy Spr eads hcer "

FuziWare, Inc.
eo. Box 11287
Knoxville, TN 37939 -1287
(615) 588.4144

Circle No. 12
34

cast may be appropriate.
The forecast also could be conveyed through financial analysts or
journalists on the condition that it be
cited without attribution . Ruling on a
class - action suit against Time Warner,
Inc., a federal court of appeals upheld

a lower court decision that corporate
managers should not be liable to
shareholders for statements they allegedly made to financial analysts and
journalists which those groups cited
without attribution.9 Hence, under
rule 9(b) of the Federal Rules of Civil
Procedure, these statements are not
actionable. This strategy also may carry a cost because a forecast that is not
attributable to a specific corporate official may carry less weight in the
market.
In its forecast, management should
indicate the risks inherent to the business and any economic events that
could cause earnings to miss the forecast. This step would let management
argue that full disclosure was given regarding the forecast.
For instance, some courts are beginning to protect companies from
suits over forecasts made in a prospectus if the prospectus at issue includes sufficient warnings about potential pitfalls . The legal principle
related to offering documents is the
"bespeaks caution doctrine." The essence of this doctrine is that when future forecasts, projections, and expectations are accompanied by adequate
cautionary language, they are not actionable as false or misleading. This
doctrine was applied in a case bondho l ders b ro ugh t agai n s t Do nal d
Trump and his Taj Mahal casino. A
federal court of appeals upheld a New
Jersey District Court decision dismissing the bondholders' claims that
Trump mislead them about the casino's prospects . The court took the
view that cautionary language in a
prospectus, if sufficient, renders the
alleged omissions or misrepresentations immaterial as a matter of law.10
In another example of the benefits
of cautionary language, the U.S. District Co urt ( N.D. California) dismissed several complaints against the
managers and directors of Apple Computer, Inc., in a summary judgment on
litigation over forecasts about a product (which would affect the market's
beliefs about earnings indirectly). The
dismissed complaints related to optimistic statements that Apple's management made about a new, yet to be
released computer line (Ilsa). The basis for dismissal was that either (1)

there was no material misstatement of
fact that Apple's management could
have corrected given its internal information and a company history of phenomenal success or (2) that sufficient
warnings about management statements were provided by either the financial press or management itself.
Apple also benefited from the fact that
the dismissed complaints related to
disclosures that provided no hard

numbers."
Although Apple's case did not address forecasts of earnings directly, it
did address loose projections and
management expectations related to a
product that was expected to impact
earnings significantly. Thus, including
cautionary language in annual reports, public addresses, and press releases conveying a forecast may provide management some protection
from liability over allegations of misleading statements of material fact because full disclosure may be deemed
to have been given.

POST-FORECASTCONSIDERATIONS
fter a forecast is issued, if new
information suggests that earnings will fall short of the forecast, management has a legal and ethical obligation to update its projection
if it becomes " inaccurate, incomplete,
or misleading. "12 Rather than wait until earnings are announced to reveal
the shortfall, management should revise its forecast in a timely fashion. A
Wall Street Journal article suggests
that many companies do indeed issue
early warnings.13
By revising forecasts, management
fulfills its obligation to update disclosures that have become potentially
misleading. Early warnings, however,
may not lower the incidence of lawsuits significantly because they do not
prevent stock price declines. Stock
price declines still occur, and shareholders are damaged , albeit earlier
than if the bad news comes later at the
formal earnings announcement date.
Damaged shareholders can contend
that the original forecast intentionally
was misleading or that the updated
forecast should have been issued earlier. For example, Francis, Philbrick,
and Schipper examined 45 lawsuits
with claims involving alleged misleading disclosures (or material nondisclosures ) that subsequently were corrected by an earn i n gs -related
an no un cement . 14 Twen ty -eight of
these cases (62%) involved an early
warning of bad earnings news. Thus,
MANAGEMENT ACCOUNTING/ MARCH 1995

an early warning via a forecast revision may not protect the company
from litigation. With a shorter class
period, however, there may be fewer
participants in a class -action suit,
which lowers the accompanying damage claims. Further, early disclosure
would favor management either in a
plea for summary judgment or at trial
because it becomes more difficult for
plaintiffs to argue that management
failed to disclose the information on a
timely basis.
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here are many reasons why management might want to issue an
earnings forecast Unfortunately,
even companies making good -faith
forecasts expose themselves to possible litigation when they don't achieve
predicted results. Although some
companies protect themselves by not
issuing forecasts, such an approach is
undesirable if good reason exists to issue one.
Although we have discussed some
steps management can take to reduce
their exposure to legal liability, those
procedures cannot eliminate the risk
of legal liability and should not be construed in that way. For instance,
courts in one jurisdiction may accept
a given defense and summarily reject
charges in a class -action suit, while
courts in other jurisdictions may not
consider the same defense to be valid.
Similarly, different juries respond in
different ways. Nevertheless, a well thought -out disclosure policy as outlined here should help management
reduce the risk of legal liability. ■

5
5f
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ZSee John G. Adler, "A Frivolous Securities Suit
Claims Another Victim: Me," 77te Wall Street Journal,September 15,1993, p. A23, (Adapter); and In
re: Apollo Securities Litigation, U.S. District Court
(Massachusetts), C.A. No. 88- 1592 -WF, Stipulation
of Compromise and Settlement For other incentives to settle, see J.C. Alexander, "Do the Merits
Matter? A Study of Settlements in Securities Class
Actions," Stanford Law Review,43, February 1991,
pp. 497 -598.
3 See Christi Harlan, "SEC Seeks to Beef Up 'Safe
Harbor' Provision" The Wall Street Journal, May
17, 1994, p. C1.
4 See Larry A Walther, "A Case For Required Public Forecasts," MANAGEMENT ACCOUNTINGe,
March 1993, pp. 46.49.
5
A preliminary indication of the Jenkins Committee's findings is in Edmund L Jenkins, "An Information Highway in Need of Capital Improvements," Journal of Accountancy, May 1994, pp.
77-82.
6 Francis A Lees, Public Disclosure
of Corporate
Earnimp Forecasts,The Conference Board, New
York, N.Y., 1981.
7 Most disclosure - related class -action suits are
brought under the "fraud on the market" theory.
Consequently, shareholders do not have to prove
that they relied on management's statements directly. Instead, the linkage between losses and
wrongdoing is the shareholders' reliance on the
stock market's price, which is assumed to incorporate management's statement.
R See 1Grby v. Cullinet Software, Inc., 721 F.Supp
1444 (D. Mass. 1989).
9
See In re: Time Warner Inc. Securities Litigation,
9 F.3d 259 (2nd Cir. 1993). The Time Warner case
did not involve management forecasts of earnings.
It was based on statements made in the financial

press that Time Warner management was enthusiastic about negotiations with potential strategic
partners. The issue of attribution. however, is
equally valid to other statements under Federal
Civil Procedures Rule 9(b). The court did recognize that a scheming corporation could inflate its
stock price through fraudulent statements made to
reporters and analysts, but the court stated that
few reporters or analysts would knowingly abet a
fraud, and many would detect and reveal a corporation's efforts to use them as a channel for fraudulent statements. Hence, Rule 9(b) would not necessarily protect a company that engaged in this
type of fraudulent behavior.
10See In re Donald J. Trump Casino Securities Litigation,7 F.3d 357 (3rd Cir. 1993). Also, complaints
in lawsuits related to offering statements often are
made under both Section 11 of the Securities Act
of 1933 and Section 10(b) of the Securities Exchange Act of 1934.
r See the rulings for In re APPLE COMPUTER SECURITIES LITIGATION, 672 F.Supp 1552
(N.D.Cal. 1987) and 696 ESupp 490 (N.D.Cal.
1987). On appeal, the Ninth Circuit Court of Appeals upheld the summary judgment to dismiss the
complaints relating to Lisa (886 F2d 1109 (9th Cir.
1989)). Not all the complaints againt Apple were
dismissed in summary judgment. The company
went to trial on complaints not related to Lisa
12 See L Loss and J. Seligman, Securities Regulation,
little, Brown, & Co,, Boston, Mass., 1989, p. 3417.
13 L Scism, "Firms Increasingly Make End Runs
Around Analysts," Ae Wall Street Journal,August
30, 1993, p. Cl.
14J. Francis, D. Philbrick, and IL Schipper, "Shanholder litigation Based on Earnings - Related Announcements," University of Chicago Working Paper, March 1993.
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Whistleblowing
and the Law
Are you legally protected ifyou blow the whistle?
FLOYD DEAN FPG

ing the potential whistleblower. The complexity of the law
and the variety of factors that
influence the nature and extent of legal protection will be
featured.

GLENN S.
RECHTSCHAFFEN, CPA,
AND JAMES A. YARDLEY,
CPA
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nterpal or external whistleblowing often results
in demotion or discharge
for the whistleblower.
The threat of demotion or discharge also can deter the impulse to blow the whistle on
your employer. Not surprisingly, a recurring theme
among whistleblowers is regret for having blown the
whistle.
Reprisals against management accountants for whistleblowing could be alleviated if
the law would provide protection to management accountants. Although legal consequences may not be the most
important factor in the decision to blow the whistle, the
possibility of legal protection
from retaliation should be
known before action is taken.
For legal advice pertaining
to a particular whistleblowing
situation, readers should consult an attorney. We present
the following hypothetical sit
uation establishing a management accountant /whistleblower scenario. We then ask
11 true /false questions testing the reader's legal knowledge of the nature and extent
of protection against reprisals.
In attempting to answer these
questions, the reader should
gain a better appreciation for
the legal quagmire surround-

Before you turn the spotlight on yourself by whistleblowing,
should know the legal limits of prote ction.

you

WHAT IS YOUR
LEGAL I.Q.?
n a management accountant's judgment, manage ment materially misrepresents a company's financial
condition to the public. The
accountant objects and subs,
quently is dismissed.
Question 1— Suppose that
management's misrepresentations violate certain state
and federal criminal statutes.
True orfalse ? —Bylaw, the accountant is required to externally disclose to the appropriate authorities, and this is an
allowed exception to the
IMA's Standards of Ethical
Conduct internal whistle blowing requirement.
False— Historically, failure
to report criminal behavior
was considered a crime
(known as "misprision "), but
it is no longer a crime. Although misprision of a felony
in violation of federal law is
still a federal offense, and
some states follow a similar
doctrine, no jurisdiction pun ishes for mere knowledge and
failure to report. Rather, an
additional element such as affirmative concealment always
is required. The result is the
voluntary reporting of crir6
MANAGEMENT ACCOUNTING /MARCH 1995

nal behavior. Thus, because it is not legally required to report an employer's criminal behavior, the exception to the
Standards would not be triggered —only internal whistle blowing would be permitted in this case.
Will external disclosing ever be allowed under the Standards? "Yes" —but only if the employee is compelled by law
to testify. Although some statutes specifically give employees the right to testify against their employers, such testimony is still voluntary and presumably not sanctioned by the
Standards. The external whistleblowing exception has limited application.
Question 2 —In the hypothetical situation, the accountant
is a nonunion employee in the private sector. True or
false ? — Better protection might be available if he or she is
unionized or in the public sector.
True —An employer must show "just cause" to fire a union
worker covered by a collective bargaining agreement. Furthermore, most public employees (state and federal) are protected against arbitrary dismissals either constitutionally or
through statutes or civil service rules. Nonunion employees,
as a general rule, are subject to a doctrine known as "employment-at- will" whereby the employer can fire /demote the
employee at any time, for any reason, or for no reason at all.
Question 3 —True or false? —In order for the accountant
to obtain federal protection, a specific federal statute must
prohibit employer retaliation for the type of activity engaged
in by the employer
True —For example, the federal Water Pollution Control
Act protects employees who internally or externally whistle-

blow regarding activities covered by the Act. Many analogous statutes exist. Their goals include promoting collective
bargaining, outlawing discrimination against minorities, protecting employee health and safety, and outlawing employer
violations of environmental or safety standards. Unfortunately, the hypothetical situation does not fall under the protective umbrella of any of these specific statutes, and no federal
"all- purpose" whistleblower protection statute exists for private sector employees.
Question 4 —In the 1980s, 14 states passed statutes protecting private - industry whistleblowers. True or false? —
The accountant is protected by such statutes if he or she lives
in one of those states.
False —The statutes vary dramatically regarding protection. For example, California only protects external whistle blowing, whereas most of the other states protect internal
and external whistleblowing. Some statutes only offer protection for specific issues. Louisiana limits its protection to
informants disclosing environmental law violations. Other
statutes, such as Michigan's, are broader in nature but restrict available remedies. No statute protects complaints of
waste, mismanagement, or violations of professional codes
of ethics, unless the activity concurrently violates a law, rule,
or regulation promulgated by a branch of government.
Question 5 —True or false ? —To obtain state protection,
the accountant's actions in our hypothetical situation must
fall under the protective umbrella of a statute.
False —Even if the underlying activity is not covered by
a statute, the common ( "judge - made') law could provide re-
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lief. Most states have created judicial exceptions to the "employment at -will" doctrine by providing protection for employees who allege their discharge /demotion violated "public policy."
But what violates public policy? One answer was offered
by the Illinois Supreme Court in Palmateer v. International
Harvester Co.,85 111.2d. 124, 421 N.E.2d. 876, 878-9 (1981) .
When a discharge contravenes public policy in
any way, the employer
has committed a legal
wrong.... But what constitutes clearly mandated public policy? (I)t can be said
that public policy concerns
what is right and just and
what affects the citizens of
the State collectively. It is to
be found in the State's constitution and statutes and,
when they are silent, in its
judicial decisions.... (The)
matter must strike at the
heart of a citizen's social
rights, duties, and responsibilities....
The courts clearly have some
room to maneuver within the
"public policy" exception. As a result, the accountant in the hypothetical situation might obtain relief under the common law even
if no statute offered protection.
For example, if the misrepresentations violated either state or federal law, then a good argument
could be made that any dismissal
resulting from the reporting of
such violation would itself be a violation of "public policy."
Question 6 —True or false? —

WHISTLEBLOWING
STANDARDS

Whistleblowing inside or outside an
organization evinces opposition to
employer conduct. The Standards of
Ethical Conduct of the Institute of
Management Accountants (IMA)
provide guidance for management
accountants faced with a
whistleblowing situation. Management
accountants are advised to resolve their
conflicts within the organization. If a
satisfactory resolution cannot be
obtained in this manner, the alternative
sanctioned by the Standards (SMA
Number 1C, 1983) is "to resign from the
organization and to submit an
informative memorandum to an
appropriate representative of the
organization." This action is a form of
internal whistleblowing. According to
the Standards, communication of such
problems to "authorities or individuals
not employed or engaged by the
organization (external whistleblowing]
is not considered appropriate," unless
required by law.

Common law has created a protective hierarchy for whistleblowing, ranging from the reporting of
criminal violations at one end to
ethical violations at the
other.
True —For a dismissal to violate "public policy," most jurisdictions insist the whistleblower
hold a good faith belief that the underlying activity violated
a criminal or civil law. For example, in Johnson a World Color
Press, Inc.,147 Iil.App.3d 746, 498 N.E.2d. 575 (M.App. 5th
Dist. 1986), the chief financial officer alleged he was fired
for opposing accounting practices that he claimed violated
federal securities laws. The court declared that the accountant was entitled to report his good faith belief to his superiors without fear of discharge. Similarly, another accountant
was protected for enforcing the accounting requirements of
the Foreign Corrupt Practices Act of 1977 (Thompson v. St.
Regis Paper Co., 102 Wash.2d 219, 685 P.3d 1081 (1984)).
Although some courts have extended the "public policy"
doctrine to employees terminated for their refusal to commit
acts subject to tort law liability, only a handful cover refusals
40

to violate professional codes of ethics. Most courts point to
the fact that such codes, unlike laws, are promulgated by private organizations. Thus, whether the public interest is affected by a particular violation depends on the character of
the violation.
The clearest case for considering a code of ethics infraction is where a danger is posed to public safety. One court
held that the public interest
would encompass an employee
questioning the professional
qualifications of a fellow emergencytechnician (Gould v. Campbell's Ambulance Sera, Inc., 130
I11.App.3d 598, 474 N.E.2d 740
(1984)). This position contrasts
sharply with a Michigan case (Suchodolski a Michigan Consolidated Gas Co., 41 ) Mich. 692, 316

N.W.2d 710,712 (1982)) involving
a senior internal auditor fired for
reporting questionable procedures as required by the Code of
Ethics of the Institute of Internal
Auditors. The Michigan Supreme
Court stated, "This case involves
only a corporate management
dispute and lacks the kind of violation of a clearly mandated public policy that would support an
action for retaliatory discharge.
The code of ethics of a private association does not establish public policy."
Question 7— Assume that
management's misrepresentations in our hypothetical situation
violate certain criminal laws.
True or false ? —No state would
deny the accountant whistleblower protection.
False —A few jurisdictions,
such as Alabama, Georgia, and
the District of Columbia, either
by statute or through the public
policy exception, have made no
inroads into the "at -will" doctrine
for private industry employees.
Other states have exceptions so
narrow that only the most egregious circumstances would entitle the accountant to relief.
New York, for example, has a
narrowly drawn whistleblower protection statute. For a whistleblower to be protected, the underlying activity must violate a state, federal, or local statute or regulation and create
substantial and specific danger to the public health and safety. No judicial public policy exception has been recognized.
In Sabetay v. Sterling Drug, Inc. 69 N.Y.2d 329, 506 N.E.2d
919 (N.Y. 1987), New York's highest court denied recovery
even though the conduct that caused the whistleblowing was
illegal. Plaintiff, a former director of financial projects for defendant Sterling, refused to participate in certain alleged illegal activities (tax evasion schemes and maintenance of
slush funds). He disclosed these activities to his supervisor
and claimed that he was discharged as a result.
The Court held that because the parties had not expressly
MANAGEMENTAC COUNnNG /MARCH 1995

agreed to limit the employer's unfettered right to terminate at will, the plaintiff could not state a claim for relief.
Any alteration to the "at-will" doctrine would have to come
from the legislature, not the courts.
Question 8—True or false?The extent of common law
protection accorded whistleblowers differs between
(1) whistleblowers who were asked to participate in the
underlying activity but refused and (2) whistleblowers who
merely obtained secondhand knowledge.
True —Courts give more protection to whistleblowers
who have direct, personal knowledge of the underlying activity. The courts legitimately are concerned about the
quality of the information. For example, many organizations are structurally complex or geographically dispersed.
In such organizations, employees easily can misperceive
the motivations of supervisors.
Question 9 —True or false ? — Most of the 14 state legislatures protecting private sector whistleblowers —and

most state courts —agree that, to receive protection, the
private sector whistleblower should work first within the
internal channels of the employer's organization.
True— Courts, legislatures, and the IMA Standards recognize that employees have duties of obedience, loyalty,
and confidentiality to their organizations. These duties
compete with an individual's sense of public responsibility.
In addition, an isolated incidence or action may be corrected easily within the organization. For these reasons, the
employer usually should be given an opportunity to address a problem before it is made public.
Question 10 —True or false? —Even if the accountant is
prima facie protected by statute or the common law, he or
she still may fail to obtain legal protection.
True —Even if the accountant falls under the statutory
or common law protective umbrella, certain defenses generally are available to the employer. The employer can prevail if evidence discloses that the accountant would have
been discharged even if the whistleblowing had not occurred. This is a "mixed motive" case— action was taken
against the employee for more than one reason.
The employer also could admit that the action was taken solely because of the whistleblowing but contend that
the whistleblowing was performed in an unreasonably
disruptive manner. Some courts have allowed this defense,
particularly in cases where the disclosure was made to the
news media or the employee was otherwise indiscreet.
Question 11Assume that the accountant's allegations
in the hypo theti cal s ituat ion ul timat ely p rove to be
false — management's representations were neither misleading nor material. True or false? —Under this assumption, the accountant's whistleblowing is never protected.
False —Most jurisdictions require a good faith belief.
Because there is encouragement to disclose for the public
interest, if allegations ultimately prove to be false the whistleblower still should recover.
Scoring —If you answered all of these questions correctly, congratulations! You are aware of the factors influencing whistleblower legal protection, and your decision to
blow the whistle can be made with an appreciation for the
possible legal consequences of the decision.
If you scored nine or 10, your legal awareness is sophisticated but incomplete. What you do not know can hurt
you. A score of less than eight indicates an incomplete
understanding of the legal state of affairs regarding
whistleblowing. Although legal consequences should not
drive ethical decisions, the costs and benefits should be
considered. Incomplete factual knowledge can result in
MANAGEMENT ACCOUNTING /MARCH 1995

r , . . . . y,W uaiW W W

THEACCOUNTINGLIBRARY
The Accounting Library uses the power of the
computer to match your company's unique accounting
needs with the most appropriate product.
The most powerful needs analysis program available.
Select from 900+ features, functions, and reports.
Examine and rank 90+ top products.
Analyze PC, Mini, or Mainframe based systems.
New products added at your request.
Create your own unique set of requirements.
Priced as low as $279.00
An

iii sii
... ~s: ...
....::
i:si :»

;» ii'1» "•ir ».
i ..::::: ...:s »::•

2444 Early Settlers Rd., Richmond, VA 23235 804/330 -0000

Circle No. 14
poor decision making.
To blow the whistle always will be a difficult decision.
Even without considering whether the whistleblower will
be legally protected from retaliation, a management accountant must consider loyalty to the organization, personal conscience, and the requirements of codes of conduct
such as the IMA Standards. Add the real risk of unrecoverable loss resulting from demotion or firing, and the decision to blow the whistle becomes complex.
This article does nothing to alleviate that complexity. In
fact, the risk of unrecoverable loss is made enigmatic by
the present uncertainty in whistleblower protection law,
an area of law that remains in a state of constant flux.
Nevertheless, the act of whistleblowing has legal ramifications that management accountants have a right to
know.
Yet these ramifications will depend on the facts of each
case, possibly on federal law, and certainly on the law of
the state in which the management accountant resides.
Outcomes in individual cases cannot be predicted, but we
have attempted to highlight factors that courts and legislatures consider important when drawing distinctions in
such cases.
■

Glenn Rechtschaffen, J.D., CPA, is an auditor with the United States Audit Agency in Hanover, Md. He can be reached
at (301) 604.7519.
James A. Yardley, Ph.D., CPA, is professsor of accounting
at Virginia Polytechnic Institute and State University in
Blacksburg, Va. He can be reached at (703) 231 -7352.
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ETHICAL
OBLIGATIONSOF
MANAGEMENT
ACCOUNTANTS
IMA Standards and AICPA rules pose challengesfor
industry accountants.

BY STEVEN M. MINTZ, CPA
ndustry accountants who are
members of the Institute of Management Accountants are obligated to follow the IMA's Standards
of Ethical Conduct for Management
Accountants. These Standards require
that Certified Management Accountants and other IMA members: possess the necessary competence to perform professional duties in accordance
with relevant laws, regulations, and
technical standards; carry out obligations with integrity and objectivity; and
maintain the confidentiality of information acquired in the course of their
work.'
The ethical obligations of management accountants who also are CPAs
and members of the American Institute of CPAs (AICPA) were expanded
in 1988 as a result of the revision of the
Institute's Code of Professional Conduct. These accountants are now expected to adhere to the AICPNs rules
of conduct. In particular, the rules described in Table 1 are applicable to
management accountants in the performance of their professional
services.'
The ethical requirements under
these AICPA rules are similar to the requirements under the IMA Standards.
42

However, three recently issued interpretations relating to AICPA Rules 102
and 203 clarify the management accountant's responsibilities for the fair
presentation of financial information.
These interpretations have the potential to affect significantly the relationship between the management accountant and the external accountant, as
well as the role and responsibilities of
the management accountant within
the organization. My purpose here is
to explore those relationships and the
potential for conflict.

ROLE OF THEMANAGEMENT
ACCOUNTANT
anagement accountants encounter ethical dilemmas on
the job because of their responsibility for record keeping and financial reporting. Pressure might exist to put the best face possible on the
financial statements. The Report of the
National Commission on Fraudulent
Financial Reporting (Treadway Commission Report), issued in 1987, highlighted the importance of the role of
the chief accounting officer in preventing the manipulation of financial statement information. According to the report, "Me chief accounting officer is a
member of top management who sets

the tone of the organization's ethical
conduct and thus is part of the control
environment."3
In its follow -up report, "Internal
Control — Integrated Framework," the
Committee of Sponsoring Organizations (COSO) identified several factors
of the control environment including
the integrity, ethical values, and competence of the entity's people; management's philosophy and operating style;
the way management assigns authority and responsibility and organizes
and develops its people; and the attention and direction provided by the
board of directors.'
While all of these factors play an important role in establishing the accuracy and reliability of the financial information, one factor in particular —
management's philosophy and operating style —bears directly on the degree
of trust and confidence that the external accountant should place in the internal accounting environment. According to COSO, in evaluating the
extent to which an entity's control environment enhances its financial reporting objectives, management
should consider its attitudes and actions toward financial reporting, including disputes over application of accounting treatments. For example,
what is managements position with reMANAGEMENTACCOUNITNG /MARCH 1995

gard to the selection of conservative
versus liberal accounting policies?
Have accounting principles been misapplied, important financial information omitted, or records manipulated
or falsified?
POTENTIAL CONFLICT
he following hypothetical situation illustrates a potential conflict
for the management accountant,
the resolution of which may be affected by the requirements of the AICPA's
interpretations. The chief accounting
officer of Astro Industries, Inc., consistently has chosen or accepted the most
aggressive accounting principle or application in developing the financial
statement information. The chief accountant has made these decisions in
light of pressure from the chief executive officer to make the financial statements look as positive as possible. In
one or two instances the chief accountant did not agree with the position of
the CEO, but he went along with it out
of a sense of loyalty to the organization.
Upon questioning by the external auditor, the chief accountant states that
"There always is some latitude and
judgment in the selection and implementation of generally accepted accounting principles (GAAP)." What
are the potential implications of this
scenario with respect to the ethical obligations of the management
accountant?
The IMA's ethical standards require that information should be communicated fairly and objectively and
that the management accountant
should communicate unfavorable as
well as favorable information and professional judgment or opinions. Notwithstanding these standards, it would
appear that the chief accountant may
be on solid ethical ground, unless a
conflict had developed between the
chief accountant and the CEO. If there
had been a conflict about the appropriateness of an accounting principle, the
chief accountant should have followed
the IMA's prescribed procedure to resolve the conflict, which would include
presenting the conflict to the audit
committee or board of directors.
If the conflict is not resolved internally, then the chief accountant may
have no other option than to resign
from the organization and to submit an
informative memorandum to an appropriate representative of the organization. According to the IMA Standards
of Ethical Conduct, communication of
such problems to authorities or indiMANAGEMENT ACCOUNTING /MARCH 1995

Rule 102 — Integrity and Objectivity
In the performance of any professional service, a member shall maintain
objectivity and integrity, shall be free of conflicts of interest, and shall not
knowingly misrepresent facts or subordinate his or her judgment to others.
Rule 201 — General Standards
A m em b er s hal l co m pl y w i th the foll ow i ng s tan dard s a nd w ith any
interpretations thereof by bodies designated by Council (i.e., Financial
Accounting Standards Board).
A. Professional Competence. Undertake only those professional services that
the member or the member's firm can reasonably expect to be completed
with professional competence.
B. Due Professional Care. Exercise due professional care in the performance
of professional services.
C. Planning and Supervision. Adequately plan and supervise the performance
of professional services.
D. Suffic ient Relevant Data. Obtain sufficient relevant data to afford a
reasonable basis for conclusions or recommendations in relation to any
professional services performed.
Rule 202— Compliance With Standards
A member who performs auditing, review, compilation, management consulting,
tax, or other professional services shall comply with standards promulgated by
bodies designated by Council (i.e., generally accepted auditing standards).
Rule 203-- Accounting Principles
A member shall not (1) express an opinion or state affirmatively that the financial statements or other financial data of any entity are presented in conformity
with generally accepted accounting principles or (2) state that he or she is not
aware of any material modifications that should be made to such statements or
data in order for them to be in conformity with generally accepted accounting
principles, if such statements or data contain any departure from an accounting
principle promulgated by bodies designated by Council to establish such principles that has a material effect on the statements or data taken as a whole. If,
however, the statements or data contain such a departure and the member can
demon=strate that due to unusual circumstances the financial statements or data
would otherwise have been misleading, the member can comply with the rule
by describing the departure, its approximate effects, if practicable, and the reasons wry compliance with the principle would result in a misleading statement.
le 501 —Acts Discreditable
A member shall not commit an act discreditable to the profession.

viduals not employed or engaged by
the organization is not considered appropriate, unless legally prescribed.
AICPA'S ETHICS INTERPRETATIONS
ow let's look at how the AICPA
would view such a scenario
based on its latest rules and interpretations. The AICPA recently is-

sued three interpretations relating to
the management accountant's ethical
responsibilities under Rules 102 and
203. These interpretations are described in Table 2.5
Two of the interpretations seem to
place an additional burden on the management accountant with respect to his
or her obligation to communicate information to the external accountant.
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102 -3: Obligations ofI'Member to His or

Under rule 102, a mem ber must maintain objec tivity and integrity in the
performance of a professional service. In dealing with his or her employer's
external accountant, a member must be candid and not knowingly misrepresent
facts or fail to disc los e m aterial facts. This w ould include, for example,
responding to specific inquiries for which his or her employer's external
accountant requests written representation.
Interpretation 102 -4: Subordination of Judgment by a Member
Rule 102 prohibits a member from k nowingly misrepresenting facts or
subordinating his or her judgment when performing professional services.
Under this rule, if a member and his or her supervisor have a disagreement or
dispute relating to the preparation of financial statements or the recording of
transactions, the member should take the following steps to ensure that the
situation does not constitute a subordination of judgment:
1. The member should consider whether (a) the entry or the failure to record a
transaction in the records, or (b) the financial statement presentation or the
nature or omission of disclosure in the financial statements, as proposed by
the supervisor, represents the use of an acceptable alternative and does not
materially mis repres ent the fac ts . If, after appropriate research or
consultation, the member conc ludes that the matter has authoritative
support and /or does not result in a material misrepresentation, the member
need do nothing further.
2. If the member concludes that the financial statements or records could be
materially misstated, the member should make his or her concerns known to
the appropriate higher level(s) of management within the organization (for
example, the supervisor's immediate superior, senior management, the audit
committee or equivalent, the board of directors, the company's owners). The
member should consider documenting his or her understanding of the facts,
the accounting principles involved. the application of those principles to the
facts, and the parties with whom these matters were discussed.
3. If, after discussing his or her concerns with the appropriate person(s) in the
organization, the member concludes that appropriate action was not taken,
he or she should c ons ider his or her c ontinuing relationship with the
employer. The member also should consider any responsibility that may
exist to communicate to third parties, such as regulatory authorities or the
employer's (former employer's) external accountant. In this connection, the
member may wish to consult with his or her legal counsel.
Interpretation 203 -4: Responsibility of Employees for the Preparation of
Financial Statements in Conformity with GA
Rule 203 provides, in part, that a member shall not state affirmatively that
financial statements or other financial data of an entity are presented in
conformity with GAAP if such statements or data contain any departure from an
accounting principle promulgated by a body designated by Council to establish
such principles that has a material effect on the statements or data taken as a
whole.
Rule 203 applies to all members with respect to any affirmation that financial
statements or other financial data are presented in conformity with GAAP.
Representation regarding GAAP conformity included in a letter or other
communication from a client entity to its auditor or others related to that entity's
financ ial s tatem ents is s ubjec t to rule 203 and m ay be considered an
affirmative statement within the meaning of the rule with respect to members
who signed the letter or other communication; for example, signing reports to
regulatory authorities, creditors and auditors.
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The first interpretation of Rule 102 requires that the member should respond to specific inquiries for which
his or her employer's external accountant requests written representation
from management and disclose material matters about which the member
is aware. Management representations are part of the evidential matter
the independent auditor obtains under
generally accepted auditing standards.
One representation is management's
acknowledgment of its responsibility
for the fair presentation in the financial
statements of financial position, results
of operations, and cash flows in conformity with GAAP or other comprehensive basis of accounting.
Also, management typically would
be required to state that there are no
material transactions that have not
been properly recorded in the accounting records underlying the financial
statements. The interpretation of Rule
203 clarifies that an affirmative statement about the conformity of financial
statements with GAAP would include
a letter or other communication from
the entity to its external auditor or others, such as signing reports to regulatory authorities, creditors, and
auditors.
Returning to the Astro Industries
situation, the consistent use of the
most aggressive accounting principle
could bias the financial statements
over a period of time, bringing into
question the fair presentation of financial information. Any statement or representation by the chief accountant
about the fairness of financial statement information could be considered
a violation of Rules 102 and 203 because the chief accountant did not
agree with the CEO's position in one
or two instances, even though he decided to go along with the CEO. In a
related context, as the COS0 report
points out, "A warning signal about the
reliability of the financial information
provided by management is whether
the selection of accounting principles
used in financial statements always results in the highest reported income."
The ethics interpretation that focuses on subordination of judgment likely
will have the most significant potential
effect on the management accountant's role in the organization and relationship with the external accountant. For the first time, the AICPA is
attempting to establish specific procedures when there is a disagreement
between the management accountant
and his or her supervisor over the
proper recording or disclosure of a
MANAGEMENT ACCOUNTING /MARCH 1995

transaction or other information in the
financial statements. The recommended process to be followed is similar to
the IMA's procedure to resolve an ethical conflict except that the AICPA proposes to require that a dispute which
is not satisfactorily resolved internally
may obligate the member to consider
any responsibility that may exist to
communicate the disagreement to
third parties, such as regulatory authorities or the employer's (former employer's) external accountant. The
member is advised to consult with legal counsel in such circumstances.
While the chief accountant of Astro
Industries would not appear to be obligated to report the disagreement
over accounting principles because he
decided to go along with the CEO, it
is quite ap p aren t th at th e in terp retaI

tion could have a major effect on how
other situations are resolved when disputes exist, especially in light of the requirements of the other two AICPA interpretations.

ATWOFOLDRESPONSIBILITY
mportant ethical considerations
exist for management accountants
because of their dual responsibility
to both management and to outside
parties. The accountant's employment
relationship with the organization may
create loyalty problems if top management sanctions improper financial
transactions. Management accountants also have a responsibility to the
external auditors who will rely on the
proper recording of financial information and disclosures in the financial
statements.
Management accountants should
become familiar with the AICPA's ethics interpretations because even if they

are not CPAs and, therefore, not subject to the requirements of the AICPA
Code, it is likely that the external auditor -CPA will expect a similar degree
of conformity with the interpretations
becau se th eir p u rp o s e is to im p ro ve

the control environment within the organization. The AICPA's interpretations are designed to emphasize the
importance of the management accountant's role and responsibilities in
recording and communicating reliable
financial information. In this regard,
the interp retatio ns are co nsisten t with

the expectations of the Treadway Commission and COSO in establishing the
proper tone at the top and an ethical environment that fosters honesty and integrity in the financial reporting
process.
■
M AI N At i C M CN FA O l O U N hN G / M AR CH 1 9 9 5

j

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

Cut payroll processing time by up to 80%
Eliminate timecards and manual calculation
Improve payroll accuracy dramatically
Interface payroll data directly to your in -house payroll package or service bureau.

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

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

`Klxfk__)NOS�
Circle No. 10
Steven M. Mintz, DBA, CPA, is
professor of accounting and chair of
the Depa rt ment of A cco u n ti n g ,
Southwest Texas State University, San
Marcos, Tex. Dr. Mintz has authored
many articles on ethics and an ethics
casebook that is in its second edition,
Cases in Accounting Ethics and
Pro fes s i on al i s m, published by
McGraw -Hill in 1992. Dr. Mintz is a
member of the Professional Ethics
Committee of the Texas Society of
CPAs. He is a member of the Austin
Chapter and can be reached at (512)
245 -2566.

"Standards of Ethical Conduct for Management Accountants," Statement on Management Accounting
No. 1C, Institute of Management Accountants (formerly National Association of Accountants), June
1, 1983.
2Code of Professional Conduct as adopted January
12, 1988, American Institute of CPAs, New York,
N.Y., 1988.
3Report of the National Commission on Fraudulent
Financial Reporting (Treadway Commission), the
National Commission on Fraudulent Financial Reporting, New York, N.Y., 1987.
4`Internal Control—Integrated Framework," the
Committee of Sponsoring Organizations of the
Treadway Commission, New York, N.Y., 1992.
`Official Releases: Ethics Interpretations and Rulings," Journal of Accountancy, November 1993,
p. 134.
45

REENGINEERTHE
PAYABLESPROCESS
Streamlining accounts payable can pay off in savings.
etc., and a check is generated
if t he mat ch is pro per. If a
mismatch occurs, then A/P has
to go through a lengthy process of exception handling to
correct the mis match. (See
Figure 1.)

BY VIRENDRA SINGHVI, CMA
n the current competitive
business environment, companies aggressively are cutting cost by reengineering
their processes. The Accounts
Payable (A/P) function is one area
that often is ignored, however. Significant opportunities to streamline this process exist and could
result in a dramatic impact to the
bottom line.
A number of companies have
established new processes for the
A/P function that are designed to
save costs and increase efficiency.
A process similar to leading companies' innovations is described
here. The suggested process is organized in two phases to facilitate
a smooth transition.
In a typical A/P cycle:
1. A purchase order (P.O.) is prepared by Purchasing, and copies then are sent to Accounts
Payable and Receiving and
filed in a particular sequence in
both departments.
2. Receiving receives goods from
the vendor and compares the
packing slip of the goods received with the P.O. for part
number and quantity.
3. A receiving document ("receiver") is generated, and a copy of
the receiver is sent to A/P to be
filed.
4. The vendor sends an invoice to
A/P, and the "three -way matching" process is initiated.
5. A/P matches the invoice, P.O.,
and the receiver for quantity,
price, product specification,
96

The main shortcomings of this
procedure are:
• Significant administration time
is lost in matching three physical documents.
• Valuable time is spent on correcting the mismatches, which
involves investigation, correction, holding of payment, and
generation of more documents.
• Coders and key punchers are
required to read and enter invoice detail even in the automated systems currently in
use.
• Duplication of work at both
supplier's and customer's end
is necessary.
• Mismatches between the book
and perpetual invent ory
records lead to complicated
reconciliation efforts.
1 ST PHASE: 3 -WAY TO 2-WAY
MATCH

The accounts payable process is streamlined when
the A/P function (top) is freed from extensive
paperwork by a strengthened receiving department
(bottom).

n the first phase of the reengineering process we move from
a three -way match to a two way match in the A/P department.
In the standard process there is a
duplication of efforts as far as
matching of the documents is concerned. Receiving matches the
P.O. and the packing slip and genMANAGEMENT ACCOUNTING/MARCH 1995

erates a receiver, and A/P matches the
P.O., receiver, and the invoice and generates a check to the vendor.
In the new paradigm, if the controls
in Receiving are strengthened and A/P
can rely on Receiving, then A/P only
will have to match the invoice and the
receiver because Receiving already
has ensured that the goods received
match the P.O. As a result, the matching process is expedited and made
more productive because only two documents have to be matched in A /P.
This phase is required in order to
strengthen controls in Receiving, and
it also provides a smoother transition
to the second phase.
At one multibillion - dollar manufacturing and distribution company, a recent analysis revealed that 25-40% of
the mismatches in A/P were due to
some kind of discrepancy in the receiving process. Controls in Receiving,
therefore, had to be strengthened before the move to a reengineered A/P
process could be achieved.
211110PHASE:FROMA2-WAY
TOA1-WAYMATCH
rogressing from two-way match
to a one -way match entails paying vendors after Receiving has
matched the P.O. with the goods, thus
eliminating invoices completely. The
new process is essentially "invoice -less
processing" (see Figure 2). In this

phase, Purchasing initiates a P.O.
(preferably an EDI transaction 850)
and enters the information to an online database. When the goods arrive
at the receiving dock, Receiving will
check the on -line database to see if a
corresponding open P.O. exists. If so,
it accepts the goods and enters the
transaction in the system along with
the vendor's packing slip number (optional). If Receiving cannot find the
P.O. then it will not accept the goods.
Therefore, under the proposed system
there is no matching required later because matching is done at the receiving dock itself. The system requires
matching only four items at the receiving dock: part number, unit of measure, quantity, and vendor name
and /or number.
Once the matching is complete and
goods are accepted, a two-part Goods
Received Note (GRN) will be printed
at the receiving dock and be signed by
both the receiving clerk and the delivery person, in most cases the truck
driver. One part will be filed at the
warehouse (audit trail), and the second part will be given to the truck driver, serving as an acknowledgment.
The GRN will include the following information: vendor name and number,
part number, quantity received, date
received, P.O. number, receiving location, and vendor's packing slip number
(optional). The generation of the GRN
will close the P.O. for the quantity re-

ceived. Example: If the P.O. was for 100
items and the total quantity received is
60, then the P.O. will be open for 40
items (100 -60).
The payment is made based on the
receiving and payment terms negotiated with vendor and referenced to the
GRN number and P.O. number. A remittance advice is sent along with the
payment with the following information: GRN number, P.O. number, vendor's packing slip number (optional),
gross $, discount (if any), and net $. In
the new process the price and quantity
would not have to be matched. Receiving would not accept anything unless
the quantity is correct. The price does
not need to be matched because the
file price, which is negotiated earlier,
will be used.
The main advantages of this system
are:
• No invoices.
• Headcount reduction in A/P and
Keypunch.
• Major reduction in exception handling.
• Potential price breaks from vendors
as they reduce their cost of preparing the invoice and receive payment
faster due to reduction in exception
handling. Also, reduction of discounts lost due to delays in matching process.
• No mismatches in price and quantity per P.O., invoice, and receiver.

FIGURE 1 / TYPICAL A/ P PROCESS
— Slows the process due to mail float
Doesn't impact the process in terms of time

Purchasing
Purchase Order

P.O. (1)

Vendor Factory

P.O. (1)
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Receiver (3)
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■ Less discrepancy between financial
and physical inventory records, resulting in a smoother reconciliation
between the two.
■ Expedited receiving resulting in reduced cycle time in the inventory

FIGURE 2/ ACCOUNTS PAYABLE CYCLE
Purchasing — ►

Start

Purchase
order

EDI 850 (P.O.)
Vendor

pipeline.
Expert system
checks cash
disbursements
based on certain
parameters

To im p lem e n t th is p ro p o se d s y s-

tem, current standard procedures will
have to be changed radically. Investments in system enhancements have
to be made.
As can be seen from Figure 1 and
the narrative, significant time is spent
on the mail float, three -way matching
process, and filing documents in various departments. The process has tremendous potential to be streamlined
and generate hard and soft dollar savings for a company. The changes have
to be implemented in two-part phases,
outlined above, to smooth out the transition. It is also imperative to get an absolute commitment from all levels of an
organization to achieve successful implementation of invoice-less processing. The invoice -less process works
more effectively in an automated environment.

CHANGEOVERRECOMMENDATIONS
o ensure an efficient changeover
from the old system to a new, less
complex one, a company must:
1. Strengthen controls in Receiving to
ensure that correct quantities and
catalog numbers are accepted and
received by the warehouse. Second,
the receiving process itself has to
be expedited to enable the receipt
of the goods in the presence of the
delivery truck driver.
The speed and accuracy of the receiving department can be improved
by automation . Receiving should be
able to pull up the P.O.s on -line at the
time inventory is received in the warehouse. Tolerances have to be built into
the system to be able to accept under ages / overages (compared to P.O.) to a
certain degree (for example, 1 -2% tolerance could be accepted). Palletizing
the inbound freight or using slip sheets will decrease the time taken to
unload the trailers.
2. Processes have to be streamlined
and controls strengthened in the
A/P department to ensure that vendors are paid on time for the correct
quantities received . This procedure
will help build up the trust level with
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the vendor, and the transition to invoice-less processing will be
smoother.
3. Procedures will have to be streamlined to deal with exceptions such
as shortages, damages , and incorrect product. Such exceptions will
have to be dealt with promptly so
that debits for such irregularities to
the vendor can be adjusted with the
appropriate payment.
For example, if any of the above
mentioned exceptions occur, the company can make a commitment to get
back to the vendor within 24 hours.
This means vendors would not be liable for any of the above exceptions 24
hours after the time of delivery at the
customer's receiving dock. Therefore,
any quality checks relating to incoming shipments will have to be done
within the time period committed to
the vendors.
4. Align the pricing , U /M, and part
number database with the database

at the vendor's end to ensure that
pricing and other discrepancies do
not occur later. An analysis of the
multibillion dollar company, mentioned earlier, revealed that 2 -7% of
the errors on the invoices received
from the vendors were due to U /M,
catalog code (part number), and
pricing discrepancies.

5. Develop an expert system in place
of A/P to check on final disbursements based on certain parameters,
such as range of past payments, dollar limits for individual vendors, and
so on. This step needs to be done
because there is no review similar
to the one done by the A/P department in the current process.
Example: If the range of the past
payments to vendor XYZ has been
$100,000-$175,000, then a check of
$300,000 should be flagged by the proposed exp ert syst em b ecau se t he
amount is outside the range. As an alternative, a maximum limit of $250,000
could be established for XYZ based on
MANAGEMENFACCOUNTING/ MARCH 1995

INVOICE-LESSPROCESSING
CREATESVALUE
n the average, vendors would be
impacted positively by the new
system except that they will
have to make certain modifications in
their cash application system. The advantages of this system from the ven-
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1. Eliminate cost of invoicing (including mailing, forms, stationery, etc.)
as invoices would no longer have to
be prepared.
2. Receive payment faster due to reduction in exception handling.
3. Improve data integrity due to database alignment, resulting in fewer
mismatches.
Under the proposed process, vendors will have to make a few changes
to accommodate invoice -less processing. The changes would be:
1. Modify cash application system to
apply cash based on either GRN
number, P.O. number, or packing
slip number, whichever is applicable, instead of the invoice number
in the current process.
2. Minimal changes in the receivable
system to accept Evaluated Receipt
Settlement (ERS) payments.
Several companies are in various
phases of implementing similar processes. The majority of these compa-

nies are in the auto industry, including
Ford and Mazda. Significant savings
have resulted thanks to the implementation of the invoice -less processing.
The next challenge in this constant
process of improvement in the supplier- customer relationship would be
"continuous replenishment" in which
the purchasing department would be
reengineered.
In summary, the invoice -less process eliminates an invoice and pays the
vendors based on receipt. In reality,
the invoice serves little purpose as a
customer only would pay for received
quantity and not invoiced quantity.
Thus, eliminating invoices makes
sense and results in true value
additions in the supplier- customer
relationship.
■
Virendra Singhvi, CMA, C.A., is the reengineering team member at Baxter
Healthcare Corporation in Deerfield,
111. He has an MBA in finance and
marketing from Miami University in

Ohio. He is a member of the Northwest
Suburban Chicago Chapter, through
which this article was submitted.
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6. Maintenance of accurate and timely
purchasing records to avoid mismatches due to pricing changes.
For example: If the price on an item
"X" changed from $10 in 1993 to $12
in 1994, then all receipts relating to
the 1993 P.O. should be paid at 1993
prices. Moreover, credit adjustment
for any returns to the vendor made
after 1993 but relating to 1993
should be at the 1993 prices. The database will have to maintain a pricing history going back at least three
years, depending on the item.
7. A price adjustment for any P.O. or
sub -quality goods will have to be adjusted immediately. If the exception
is noted later, then the price adjustment should be reflected on the remittance advice, referencing the
GRN number, packing slip number,
or the P.O. number. The need to create a separate debit memo is not
necessary in the process.
8. To minimize the number of
checks /remittances to the vendor,
use the following payment terms:
15th/30th Prox. This means that everything received between the 1st
and 15th of the month will be paid
on the 15th of the subsequent
month, and everything received between the 16th and 31st of the
month will be paid on the 30th of
the subsequent month. The lead period in this method is 37.5 days vs.
30 days in the typical payment
terms of "net 30." In addition to the
longer lead time, this method reduces the number of remittances to
a vendor.
9. Pilot the above two phases with different vendors to smooth out operational kinks.

dons' viewpoint are that they:

•,

discussions with Purchasing. Any exceptions to this limit would then be
flagged for a manual review. The expert system should have the ability to
learn and incorporate any learning to
its parameters. Therefore, in the above
example if the limit were established at
$250,000 and a check for $300,000
were flagged and found to be OK after
the manual review, then the limit automatically would be raised to $300,000.
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FINANCIALCONTROL
FORCREATIVE
PROCESSCOMPANIES
An architectural designfirm finds creativity and Financial control
are important partners for success.
BYPAULMARTINKOVIC, CMA
Creativity is a word applied with caution to the profession ofmanagement
accounting. You might commission an
architect for his or her artistic vision,
but would you hire an accountant for
his or her "creativity" in financial
reporting?
t is the job of the architect to create and design. It is the function
of the controller to evaluate and
control. When the business is
creativity, as it is with an architectural
design firm, the opposite perspectives
of imagination and sound business
judgment need to work together if the
firm is to be profitable. It is here —on
the common ground of meeting the
economic, competitive, and productivity challenges that face all professional service firms today —that the architect and controller can make ideal
partners.
The economic environment for real
estate and development services has
changed dramatically over the last five
years. Our industry certainly is not
unique in that regard. Most industries
have had to deal in some way with the
general downturn and shifts in the
U.S. and international economies. For
the Jerde Partnership, Inc., a world class architectural firm based in Venice, Calif., coping with an uncertain
marketplace has meant changing the
fundamental way in which we operate.
The economic, competitive, and productive challenges that face a creative process company are no different
50

from those facing other professional
service firms. We employ between 60
and 80 people and bill $10 million to
$12 million annually. To survive, we
have had to shift our paradigms of
evaluation and process —not only our
business processes, but our creative
processes as well.
Jerde specializes in designing retail
shopping and entertainment centers
as well as urban revitalization projects. Our projects include the Mall of
America in Minneapolis, Horton Plaza
in San Diego, and the recently completed MCA City Walk in Los Angeles.
Our work can be found in all corners
of the globe, and over the past five
years we have completed a significant
number of projects in Asia. We are a
conceptual firm, a company that has
built its reputation on the uniqueness
of its ideas and the originality of its
products —its ability to startle.
The creative process of commercial architecture begins with the aggregate experience and philosophy of
the project designer. The project designer models a physical scheme that
aesthetically solves a problem of
space and place to create optimal value for the customer. It is an iterative
process, quantified in hours spent at
the design table producing sketches,
drawings, renderings, and models.! It
is a process of multiple solutions and
refinements of theme. In the past,
when commissions were more generous, a belief existed that more hours
spent in production meant better solutions. We can afford that luxury no
longer.

As appreciative as clients may be of
our design philosophy and vision,
they often are unable to pay the fees
we expect for our efforts. We therefore have come to define our commissions by a scope of deliverables
which, if managed effectively, will
yield a profit, but if not, can result in
financial losses.

THE CONCEPT OF MANAGED
EXPECTATIONS
erde as a company works toward
three basic goals. First, we deliver high -quality products and services to our clients. Second, we strive
to be unique and unpredictable in the
marketplace. Third, we have to be
economically viable.
The first goal is the responsibility
of everyone in the company, both creative and business. The second goal I
leave to our architects and designers.
The third goal falls mainly to the accounting and business staffs. It is not
important for accounting to be unique
in the marketplace. We do not try to
be unpredictable. What we do provide
to the Jerde Partnership are new
methods of evaluation and financial
control that have —oddly enough —enhanced the creative realizations of the
firm while increasing its profitability.
We've accomplished this seemingly
contradictory feat through a process
of "managed expectations." Managed
expectation begins with an evaluation
of process and ends with effective
management of resources.
Our evaluation process began with
MANAGEMENT ACCOUNTING /MARCH 1995

The Jerde partnership designed the giant retail shopping Mall of America in Minneapolis.

a focus on costs. We looked at overhead, nonvalue -added headcount and
processes, and reporting structures
that were dysfunctional or obsolete.
Then we compared the effort we expended with the results we achieved
and examined our communication networks within the company and our system of accountability. We made a remarkable discovery. Whenever we
managed client demands and kept deliverables in line with economic constraints, our projects succeeded financially. The surprise, however, was in
the consistently high success rate of
design in those cases. We also found
that the projects that did not turn out

well in terms of finance and design
lacked clear expectations, accountability, and the timely delivery of information. There was, then, a direct correlation between managed expectations and results —both financial and
creative.
REPORTSANDTOOLS
WEUSEFORCONTROL
ontrol of the creative process at
Jerde entails a review of project
results and the accountability of
individuals rather than a review of
methodology and procedure. Figure 1
illustrates our cycle of managed expec-

Jerde's Tian He complex in Guangzhou, China.
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tations. Movement through this cycle
can occur daily, weekly, monthly, or
simply during the course of an assessment meeting. The duration and number of cycles a project must pass
through depend on its size, complexity, and time frame for completion. The
reports and tools discussed next were
created from our financial and project
management system and are intended
to support our evaluation process and
provide internal control.
Critical Success Factors. It is crucial
to understand and articulate a project's
critical success factors before that project is begun. Design criteria, strategic
objectives, responsible persons, finan-

Entertainment center MCA City Walk in Los Angeles.

_
'�
Review
Deliverables

Critical Success Factors
1. Design Criteria
2. Strategic Objectives
3. Responsible Parties
4. Process Results
5. Financial Measurement

Identification &
Deployment of
Deliverables
(Work Order
Control System)

Process Facilitators

Process Facilitators

Project Design
Project Management
Business Development
Financial

Project Design
Project Management
Business Developmel
Financial

Re- evaluate and
Correct if Required

Evaluation of Process

�[

Process/Progress Review Indicators

1. Project Progress vs. Budget
2. Project Profitability /Efficiency
& Forecasting Existing or New Work
4. Client Management
5. Staffing
6. Accounts Receivable /Payment Problems

Quarterly Financial Reporting
1. Fee Income
5. Gross Margin %
2. Direct Salaries
6. Operating Expenses
(Professional & Technical)
7. Operating Income
3. Chargeability -to- Projects Ratio 8. Working Capital
4. Fee -to -Salary Ratio
9. Accounts Receivable

vial parameters, and expected process
results are defined up front. The review points in the cycle keep the pro-

ject on track, acting as continual

roject
cription

Percent
Complete

checks that refocus our time and resource commitment to those areas that
will achieve our objectives. This process eliminates efforts and resources

Prior
Period
Billed
PTD

Available
Current
Year

.fan

F

Mar

to
to

Fee
Backlog

15,000
50,000
10,000
75,000

40,000
20,000
15,000
50,000
10,000
75,000

40,000
20,000
15,000
50,000
10,000
75,000

120,000
60,000
45,000
150,000
30,000
225,000

115,000
140,000
230,000
350,000
20,000
25,000

210,000

210,000

210,000

630,000

880,000

A
B

54%
65%

250,000
400,000

15,000
200,000

235,000
200,000

40,000
20,000

C
D
E
F

39%
42%
80%
94%

375,000
600,000
100,000
400,000

100,000
100,000
50,000
150,000

275,000
500,000
50.000
250,000

2,125,000

615,000

1,510,000

Totals

that do not add value to a project.
71e Work Order Control System.The
basis for beginning any project at Jerde
is the work order. It is based on a written contract or agreement between our
company and our client that authorizes
staff assignment and resource deployment. The contract describes specifically the nature of the deliverables,
workshops,2and compensation. It also
is an agreement by the client to pay for
services rendered, and it outlines the
billing arrangement. Thus, the resulting work order becomes the internal
template and our performance target
for the work that will follow.
The work order system also serves
to control staffing and other costs related to business development proposals. All paid and unpaid professional
and technical efforts are accounted for,
and the review process discloses efforts that are not a sound investment.
The Process /Progress Review. The
review process is facilitated by the process/progress review indicators. This
review does not require a formal meeting but relies on accountable individuals to correct a project's direction.
The result is a continuous adjustment
and reevaluation process -small adjustments made over the course of the
project rather than dramatic shifts in
direction. The process /progress review indicators improve communication and reinforce the concepts of individual accountability and project
results.
Project Progress vs. Budget. Project
progress vs. budget is a standard, computer- generated report that itemizes
labor hours and labor dollars by staff
member for the current week, monthto -date, and project-to-date. Me comparison of progress to budget is done
on a project-to-date basis. This report

emphasis points: 1. Percent 2. Month Iy /year -to -date /project -to- 3. Fee
4. Fee -tocomplete. date billing -salary expenses.
backlog. salary i
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is an important weekly control point
for the pro ject designer and project
manager. Varian ces can b e flagged

quickly, and corrective action can be
taken before the project runs afield.
Financial Reporting. Monthly billing for a project is based on labor expended and services delivered. Bills
are prepared by accounting but are reviewed and approved by the project
manager before they are sent to the client. Figure 2 shows actual billing for
several of our projects by month, year to -date, and project -to -date, as well as
fee backlog. The key factors in this report are th e percentage co mp lete (th at
is, accrual fee revenu es) and the fee

backlog. The percentage complete
should collaborate with the project's
progress vs. budget (costs incurred)
for that period of time for which earnings are reco gnized. Pro ject co mple-

tion and recognized earnings should
cross -check each other. If the percentage complete dramatically exceeds actual service completed, the firm will
find itself performing services with no
corresponding revenues to offset ongoing costs.
The report in Figure 2 provides an
overview of companywide projects.
More important, it highlights projects
that are not performing to expectation.
Fee- to-salary ratio, for example, is a
quick calculation that measures the efficient use of our professional staff.
Our target ratio for budgeting is 4. In
other words, for every $1 of labor incurred we must bill $4 to cover labor,
benefits, overhead, and target profits.
The report itemizes this ratio by project on a current-month basis, year-todate basis, and project -to -date basis. If
the fee - to-salary ratio is deficient, it
alerts us to any number of potential
problems: earnings taken in advance

arott Fe

of completed work that leaves a shortage of funds to cover ongoing efforts,
additional work committed over and
above that agreed to in the original
contract, budgeting errors, or improperly calculated billing.
This report is prepared in advance
of our monthly financial statements
and is a good indicator of project success and management performance.
Although it is prepared only once a
month, it confirms expectations that
come from reviewing the weekly project p rogress reports.
Forecasting. Because conceptual
design projects often are uncertain or

of short duration, the ability to project
at least two to three months into the future is essential to our financial wellbeing. Given our current economic environment, it has been difficult to evaluate total fee income any farther than
that.
Commissions for which we have
con tracts are projected over the expected duration of the project (see Figure 3). Futu re projects are factored

over time, based on a probable start
date. ( "Futures" are defined as those
commissions for which we have outstanding proposals, requested by a client, that define the project scope and
compensation precisely.) Based on the
temperature of negotiations, business
development assigns a probability factor (50% or 75 %) and an expected start
month. The probability factor adjusts
the fee (the ability to recognize fee income) according to the date in the targeted month a project is likely to begin.
Subsequent months are factored for
the duration of the contract based on
completion of deliverables and project
schedules. It is a judgment call that requires specific knowledge of the scope
and tim ing o f a project

. ar to Date
Fee/

Sala ries

Salary
Ratio

15,000
5,670
4,000
12,000
2,500
19,000

2.67
3.53
3.75
4.17
4.00
3.95

40,000
20,000
13,000
45,000
9,000
55,000

58,170

3.61

182,000

Salaries

Salary
Ratio

7

Fe.

Project to Date J F e

Billed
PTD

Salaries

Salary
Ratio

3.00
3.00
3.46
3.33
3.33
4.09

135,000
260,000
145,000
250,000
80,000
375,000

35,000
70,000
40,000
55,000
20,000
100,000

3.86
3.71
3.63
4.55
4.00
3.75

3.46

1,245,000

320,000

3.89

Key emphasis 1. Percent 2. Monthly /year -to -date /project -to- 3. Fee
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4. Fee -to-

For sup e r io r
Fixe d As se t M anag ement

PRO -FAS
• Perform ance
• Ease of Use
• Intelligent Data
Entry
• Asset Disposal
and Transfer
• Da ta Im po rt and
Data Export
• DOS/Windows

For Free ,
no o bl i g a t i o n
wo r k i n g d e mo ,
c al l :

DECISION SUPPORT TECHNOLOGY, INC.
41 Spruce Run, Ramsey, NJ 07446
(201) 934 -9259
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We exclude informal business development contacts. To a certain degree, this practice levels wildly optimistic forecasts and dramatic
increases in profits, especially when
the actual trend of project results has
not been spectacular. The preceding
period's forecast is used for reference.
Certainly there are more refined
and precise approaches to forecasting,
but this method allows us to develop,
fairly quickly, a perspective on how our
fee backlog is being consumed and
how future work will be aligned in the
work cycle. The cost /benefit to this exercise is not in creating a perfect model of what -ifs, but it is in developing a
conservative scenario with which to
plan a likely outcome.
Staffing. We've tried various methods of staff forecasting using the best
of our project management and PC
tools, but with mixed results. Alhough
these tools are very good, they absorbed too much time and were difficult to maintain.
The most efficient way of handling
staff forecasts, we found, is a simple
spreadsheet that aligns staff with projects and projects labor hours over a
53

A
B
C
D
E
F

54%
65%
39%
42%
80%
94%

Fee
Backlog

(March)

(March)

250,000
400,000
375,000
600,000
100,000
400,000

120,000
60.000
45,000
150,000
30,000
225,000

115,000
140,000
230,000
350,000
20,000
25,000

40,000
20,000
15,000
50,000
10,000
5,000

40,000
20,000
15,000
50,000
10,000
5,000

35,000
20,000
15,000
50,000
0
5,000

235,000
120,000
90,000
300,000
50,000
240,000

80,0
185,0
200,0 ..
0
10,000

2,125,000

630,000

880,000

140,000

140.000

125,000

1,035,000

475,000

Factored

Apr

May

Junes'

0
50.000
0
0
25,000

63,000
50,000
25,000
0
25,000

63,000
50,000
25,000
31,000
25,000

75,000

163,000

194,000

140,000

140,000

125,000

75,000

163,000

194,000

215,000

303,000

319,000

Fee

P

Star,

Fixed Fee Totals
Total Fee
Proposal
G
H
1
J
K

6 Months
5 Months
3 Months
8 Months
3 Months

500,000
500,000
150,000
500,000
100,000

Total Futures

1,750,000

Year

Billed
YTD

Total

Date
May
April
May
June
April

Stan`
75%
50%
50%
50%
75%

Apr

to

Date

Fed ;
375,000
250,000
75,000
250,000
75,000

June

May

Re

,

Percent
Complete
PTD (March)

1

GrandTotals
Fixed Fee
Futures
(Fee

Proposal)
Month TotalsBillings

period of time. Assignments are developed by each project manager and are
based on the hours needed to complete tasks within budget and on time.
The director of operations reviews
these assignments and resolves conflicts on a priority basis. We update
staffing reports every two weeks and
forecast three months out or by project
duration.
Staffing assignments change constantly because of assignment constraints and fewer long -term projects.
The nature and timing of our work requires that assignments be flexible.
We meet early Friday mornings to go
over staff assignments for the next
week and to revisit our forecasted assignments. Changes in assignment are
announced on Friday afternoon.
The benefits of this exercise are
twofold: Project teams become more
disciplined with periodic reviews, and
fee expectations are validated. The
forecast of total labor hours is multiplied by an average billing rate, and
that figure is cross - checked with the
fee forecast.
We resist the temptation to grow
staff to more comfortable levels. Keeping staff to its lowest optimum level actually increases efficiency. It keeps us
54

focused on our strategic project goals
and project results (although we do
hire temporary staff when we need to).
When objectives are clear and uncertainty is reduced, we find that continuous overtime is kept to a minimum,
and staff members are able to strike a
healthy balance between their working
and personal lives. We can achieve this
balance as a company because we have
changed our focus from hours worked
to results achieved.
Client Management.While client relations are important in any business,
they are especially important in the
service industry. Any misunderstanding between us and our client can result in unpaid rework or nonpayment
of fees, so we strive to understand our
client's temperament and needs.
Our team project designers and
managers work together with the client to represent the assignment. This
approach establishes internal stability.
A relationship of mutual support is
struck between design and project
managers, as is a system of checks and
balances and a sense of continuity
should one person be reassigned.
Effective client management is an
art in itself. There must be a balance
between satisfying clients' desires and

giving them what they need. Understanding the difference between desire and need and training staff to discriminate their efforts accordingly
results in greater efficiency and actual
higher -than- average financial results.
Accounts Receivable. Accounts receivable are a good indicator of the success or failure of a process. Late payment can mean client dissatisfaction,
inaccurate credit evaluation, or poor
account management. Client dissatisfaction always must be addressed
immediately.
Several years ago collections were
a problem because we worked with
several speculative developers who
could not pay us and assumed we were
proceeding on a contingency basis. Industry practice at the time allowed accounts to age as much as a year to 18
months. We handle these situations, as
well as our international work, by
breaking our fee into progress paT
ments, so, if a client defaults, our exposure is minimized. We also have separated our collection efforts from our
architectural practice. Collection is
handled either by a principal or by the
controller.
Quarterly Financial Reporting. Every quarter we conduct a global finanMANAGEMENT ACCOUNTING /MARCH 1995

Forecast
March

countable for it. Then it never is necessary to sacrifice the creative end of
the business to the financial end orvice
versa. Everyone wins: Jerde maintains
its world -class standing for design and
earns a handsome profit besides. ■

Actual
March

50,000
15,000
15,000
75,000
5,000
60,000

40,000
20,000
15,000
50.000
10,000
75,000

35,000
20,000
10,000
40,000
5,000
0

35,000
20,000
10,000
40,000
5,000
0

220,000

210,000

110,000

110,000

Forecast
March

Actual
March

April

May

0
50,000

25.000

0
25,000

63,000
50,000
25,000
0
25,000

63,000

50.000

25,000
31,000
25,000

75,000

75,000

163,000

194,000

220,000

210,000

110,000

110,000

75,000

5,009

163,000

194,000

295,000

215,009

273,000

304,000

(310) 399 -1987
,1

50,000

a"

0

Paul Marti0ovic, CMA, is coxtrolterof
the Jerde Partnership. His experiexceixcludes financial management in large
corporations, high - growth technology
startups, and closely held private companies. He is a member of IMA's West Los
Angeles Chapter, through which he submitted his article. He can be reached at

Grand Totals

cial review. We present a full set of financial statements to a select group of
principals. The focus of this meeting is
productivity, profitability, working capital, accounts receivable and bad debts,
and staffing concerns. We discuss
these issues in terms of the firm overall. Our presentation emphasizes these
key indicators:
• Fee income,
• Direct salaries (professional and
technical),
• Chargeability- to-projects ratio,3
• Fee- to-salary ratio,
• Gross margin percentage,
• Operating expenses,
• Operating income,
• Working capital,
• Accounts receivable.
These meetings are meant to keep
senior management in touch with day to-day operations, present our outlook
on future billings, and discuss business matters in general. Unlike our architectural counterparts, however, our
job is not to startle. There should be
no surprises at these meetings because the process and review cycle already has identified trouble spots, and
corrective action already has been takMANAGEMENT ACCOUNTING /MARCH 1995

1

en. Discussions of problems are simply a presentation of solutions already
under way.
ANIDEAL PARTNERSHIP
INPROCESS
he creative and business staffs at
the Jerde Partnership strive to
maintain a good working relationship. Because our design professionals
often are limited in their technical business background, and we in our knowledge of design, we make the effort to
educate each other in our respective
fields. The business staff helps the creative staff understand the financial report and keeps them focused on the
very real correlation that exists between financial indicators and design
success. This process takes time, but
it creates a strong partnership in process. Educating our architects in the
basics of financial reporting only helps
our accounting staff because it ensures
we can access the types of information
we need that will help our designers.
Ultimately, the most effective assessment and control systein in a creative process firm occurs when the individuals who actually perform the
work are held responsible and ac-

i Sketches are casual -the beginnings of an idea put
to paper. Drawings are more refined - adding deft•
nition to the project Renderings are color vignettes
of the project-an "artist's rendition." A model is
the project in miniature. It can range in size from
tabletop to scaled buildings a client actually can
walk through.
2
A workshop is held several months after the initial
meeting(s) with the clients to show them how the
project concept is progressing. The architects give
the clients sketches of their work at that point to
make sure the project is in line with the clients' expectations.
3 Work performed by staff that earns the company
actual dollars.

CMA
REVIEW

by
Irvin N. Gleim & Dale L. Flesher
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Church Reporting
Made Easy
A controller brings business accounting to anonprofit organization.
BY S. WILLIAM STOCK, CMA
ne of the skills developed
by experienced management accountants is the
ability to communicate financial results clearly in writing and
in oral presentations. That ability can
greatly benefit many churches, clubs,
and other service organizations.
The reports described here were designed for a church, but the principles
can be applied to a wide variety of
organizations.
As nonprofit organizations, churches operate under fund accounting.
While fund structures vary somewhat
from church to church, there are
some common patterns.
The general fund or operating fund
covers expenses incurred to operate
the church. These expenses include
salaries and benefits of church staff,
utilities, maintenance on church buildings and vehicles, office supplies, and
materials needed to run the various
church programs. Contributions given to the church without any specific
designation are credited to the general fund.
Other funds are created to accomplish specific purposes. Money comes
into these funds through contributions or fund- raising activities designated to support those purposes. For
example, many churches have a separate missions budget to fund missions
projects outside of the local community. A benevolent fund may be created
to assist needy families in the church
or community. A building fund commonly is established to begin saving
for a new building or expansion.
Other funds are created as a result
of specific gifts or bequests. For example, money may be given to fund a

0
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specific capital project in the church,
such as the purchase of a new piano
or organ. A memorial is created when
money is given in memory of a member or friend of the church, usually
with very specific limitations on how
the money is to be used. Contributions may be given for special missionary or relief projects outside of the
church's normal program.
All of these special funds must be
accounted for carefully so that money
is used for the specific purpose for
which it was intended. Contributions
and reimbursements are different categories. Contributions are monies given for which the donor receives no direct benefit. In the case of a church,
contributions are tax deductible, and
current IRS regulations apply for recognizing a contribution.
Reimbursements are other forms

of cash receipts. One example would
be fees for events, such as tickets purchased for a banquet, or registrations
received for camp or a retreat.
Contributions and reimbursements
must be accounted for differently.
Contributions are shown on statements of cash receipts ( "revenue "),
while reimbursements are treated as a
reduction in expenses.
THE REPORTING PROBLEM
ne of the common problems in
accounting for churches is
that reports present too much
detail on spending and too little explanation of the overall financial status of
the organization. It may be easy to see
that the youth committee has overspent the budget for special programs
but difficult to see whether the church

0

Author Bill Stoc k a t work.
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Finally, there is the question of preMANAGEMENT ACCOUNTING /MARCH 1995

T
General fund

6,637

85,731

260

92,493

135

Missions

1,923

16,765

135

16,930

1,893

21,152

15,145
-

-

Building fund

36,297

Other designated funds

-

5,000
1,755

175
60

-

175
60

-

100

-

-

-

455
635
175
400

-

-

400
100

-

-

-

1,625

455
765
175

-

-

-

-

-

5,000

-

-

-

-

549
-

-

549
1,000
420

935
-

-

-

-

-

200

2,290
100

3,135

11,114

112,558

49,439

-

11,119

3,130

Total

40,831

120,771

-

Total other giving

-

420
935
2,290
300

1,000

-

Authorized reserve
Mortgage reduction
Benevolent
Food shelf
World vision
World relief
Filipino ministries
Indian nvinstries
Memorials
Smith memorial
Jones memorial
Advances on retreats
Fund for new piano
Keyboard equipment

395

Balance by account
6,637

Savings

-

-

-

Checking

34,194
-

-

-

• Will contributions and other funds
meet the budget needs to support
the church program? Are trends favorable or unfavorable?
• Is spending under control? Do we
need to reduce expenses or do we
have room to expand programs beyond the plan represented in the
budget?
• What are the balances of each fund?
What do we have available to spend
on specific projects?
• How are we progressing on key programs, such as saving for a new
building?
• What obligations are outstanding
and how are we positioned to meet
them?

percentages calculated because he
preferred to figure them in his head.
At the other extreme were executives, generally from sales and marketing, who didn't want to see numbers at all but preferred line graphs,
bar charts, and pie charts that displayed relationships visually. Other
executives preferred to read summaries in narrative form rather than review tables of numbers.
If those differences were true of
executives with some common business culture, how much more might
they be true of people with diverse
backgrounds in a voluntary organization? For that reason, charts need to
be kept simple and clear.
Sometimes the same information
should be presented in more than one
way, for example, a simple table of
numbers followed by a line graph. I also have found it effective to provide a

5
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In my experience, there are generally two audiences in churches for a financial presentation. The first is the
church governing body, which normally consists of the paid pastoral
staff and the chairpersons of key
church committees. This group has
direct responsibility for the functioning of the church and has the same
need to understand the financial information as the management committee
of a business.
The second group is the overall
church membership. They are the
people who support the church with
time and finances. In many forms of
church government they also have
the final vote on key decisions, such
as approving the annual budget, hiring a key staff member, or making a
major capital expenditure.
A financial presentation should address several questions:

-

■ Who is the audience?
■ What do I need to communicate?
■ What is the best format for the presentation so that the audience understands the message?

sentation format. My experience is
that financial reports need to be communicated in both oral and written
form. Oral presentations are made periodically to the church governing
body and also at meetings of the general church membership. In those
meetings transparencies can be used,
key numbers highlighted, and verbal
explanations given. At interim times,
reports must be prepared in writing
with a clear, written explanation of the
numbers.
What formats work best? Recently
at our company a task force interviewed all of the top management to
find out what kinds of financial formats they found most meaningful.
The results were very interesting. At
one extreme was a vice president with
a graduate degree in engineering
from MIT who preferred tables of
numbers. He didn't even care to see

-

is on track to meet its annual budget.
The detail is important to the youth
committee but not to the church leadership or the overall membership.
This is a classic example of not being
able to see the forest for the trees.
The same approach as would be
used in business - starting with the
big picture and then working to the
appropriate level of detail -is a very
effective way to communicate in a
church, club, or service organization.
You need to consider several issues in developing a meaningful financial presentation to any organization.

135
49,304

In April, $4,525 was received for the the Building Fund, bringing the year -to -date total to $15.145.
With money received last year, the ending balance in the Building Fund was $36,297. A memorial gift
of $1,000 was received from the C. Smith family. This money has been designated for use In the
music program of the church.

along with percentage increase over
the prior year. The first two colum ns
at the top show year -to -date contribu-

brief narrative on each chart to explain the key points on the chart.

MEANINGFUL REPORT
FORMATS

1993

everal formats that have proved
effective in making financial
presentations to churches illustrate the points discussed. The Statement of Contributions, Spending, and
Fund Balances (Table 1) provides a
great deal of important information in
one format. Every fund in the church
is listed on the report. The lefthand
column shows the beginning balance
for the period and the righthand column the ending balance. Activity is
shown in the three center columns.
Contributions and interest add to the
balances, while net spending reduces
the balances. Therefore, on one relatively simple report you can answer
questions about both the activity for
the period and ending balances of
each fund.
At the bottom of the report totals
are shown by account. These numbers should agree with the reconciled
bank statements. For an oral presentation, this detail can be omitted to
simplify the transparencies. The balances should be included on written
reports, however. They sho w t he
church board where cash is being
held and assist the audit committee in
validating the report balances.
Notes at the bottom of the written
report explain major events that have
changed fund balances. Having the
explanation on the same page as the

January
February
March
April

1994

$ 16,901 $ 15,820
20,606
18,424
20,306
24,670

23,535
25,7704

April -to -date $ 80,301

$ 85,731"

May

17,797

,June
July
August
September
October
November
December

20,364
21,861
20,265
23,417
17,187
18,294
27.908

otal year

$247

otal 1994
budget

$274,8'

Year -to -date giving to the general fund is
6.8% ahead of last year.
t An increase of 11.1 % is needed to meet
annual budget. After a slow start in J

giving has been strengthening.

report is more "user friendly" than expecting the reader to flip back and
forth between a written report and set
of attachments.
Table 2 is a simple report on cash
receipts. This example shows general
fund contributions, but the same format can be used for missions or any
other fund. Total contributions required to meet the annual budget are
shown at the bottom of the report

� � �cG�
o�
January

4

6,637

15,820

66

21,094

1,429

February

4

1,429

20,606

63

23,131

(1,033)

March

5
4

(1,033)

23,535

61

24,576

(2,013)

(2,013)

25,770

70

23,692

135

85,731

260

92,493

ear-

Net spending in April was $23,692. Utilities dropped in April with the warmer weather.
Re pa irs to the Fires ide Room were c omplete d in Ma rc h, a nd there were no additiona l
expenses in A pril. W e also received a ref und o f $35 5 o n last year's wo rkers'
compensation insurance and reimbursements of $305 from young people who attended
the Marc h youth retrea t. With giving $2,000 a bove spending in April, our general fund
balance moved back into the black. In addition, all bills we re pa id up -to -date as of the
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tions compared to the prior year. In
this example, contributions through
April have increased 6.8% over the prior year, but an increase of 11.1% is
needed to meet the annual budget.
A look at the monthly numbers
shows that the year started slowly,
with January contributions behind the
prior year. Since then contributions
have been strengthening, so the trend
appears favorable.
Most churches have a definite seasonal pattern, with highest contributions in December at the end of the
tax year and lowest contributions in
January. Th e summer also may be
lower due to vacations. Comparisons
to the same period of the prior year
help to eliminate the effects of seasonality. The monthly numbers also can
be u sed to creat e i nteresti ng l ine
graphs or bar charts.
Another question to be addressed
is whether spending is under control.
Because the general fund is the key to
church operations, most of t hese
questions center on it. The summary
in Table 1 already provided part of the
answer. In this illustration, spending
through four months exceeded contributions by almost $7,000, so the general fund balance has dropped dramatically from the beginning of the
year. But what about the trend?
More detail on general fund spending is shown in Tables 3 and 4. Table
3 shows general fund activity by
month with the same column format
as the summary report. This table
shows whether the trend in spending
is up, not so in this case.
Table 4 shows spending by major
category. The to -date budget should
reflect seasonal spending patterns.
The righthand column quickly identifies areas that are overspent, and the
reasons are explained. Because part
of the issue is a timing problem and
because monthly expenses do not
seem to be incre asin g, s pend ing appears to be under control.
Th is over view of spe nding will
meet the needs of m ost of the people
who review the reports . Detailed reports that show spending by account

number can be provided to those responsible for specific functions.
While I prepare balance sheets to
meet requirements of the local bank
and recognize that technically they
may be called for in the AICPA's audit
guide, Audits of Certain Nonprofit Organizations, I personally find them of
MANAGEMENT ACCOUNTING /MARCH 1995

U
Annual
budget

To-date
budget

Salaries and housing

80,108

26,703

26,595

Benefits

17,047

5,683

5,860

Car allowance

9,208

3,069

2,985

Ministry expense

7,567

2,522

2,334

Outreach ministries

8,005

2,652

2,711

Pastoral care

1,000

330

375

Education and youth

8,900

2,961

5,685

1,628

Adult ministries

1,550

514

1,171

720

Worship

16,730

5,565

5,817

Office and misc.

37,421

11,665

11,739

Mortgage

15,353

5,118

5,118

Other facilities

56,983

19,052

20,703

Additional mortgage payments

15,000

5,000

5,000

274,872

90,834

96,093

Description

Gross
disbursements

Reimbursements

Net
disbursements

de

(u

bu

-

Pastors' expenses

-

355

-

-

-

20

-

371

-

506

Total general fund

3,600

26,595

(108)

5,505

(178)

2,985

(84)

2,314

(208)

2,711

59

375

45

4,057

1,096

451

(63)

5,817

252

11,368

(297)

5,118

0

20,197

1,145

5,000

0

92,493

1,659

Year -to -date spending is over budget by $1,659. Education and Youth is over by $1,096 as a result of the March youth
retreat. About half of the cost of the retreat was covered by registration fees and is reflected in the $1,628 of
reimbursements. Fund-raising efforts planned for May and June should help reduce the remaining
overage. Other facilities;
costs include $1,278 to repair the Fireside Room as a result of the January water damage.

"firstbank

I3a
Regu ar
payments
(3,540)

Adde
payments
(5,000)

Mortgage

12/31/93
45,140
a

Note payable:
Mr. C.C. Johnson

10,000

(800)

-

9,200

Total indebtedness

55,140

(4,340)

(5,000)

45,800

Balance
4/30/94
36,600

In addition to normal monthly payments on the mortgage, additional payments of $5.000
have been made through April. These additional payments were budgeted and are part of
the plan to retire the current debt before beginning expansion of the education wing. The
note from C.C, Johnson was to finance payment for a used van. Payments are part of the
education and youth budget.

little value. The book value of an old
church building is virtually meaningless, as is net worth. If a bank loan is
needed or if the congregation decides
to sell the building and move, a current appraisal will be required. It will
provide a much more meaningful
number.
What is useful for the church leadership and congregation is a schedule
that shows the indebtedness of the
church and how it is being met (see
Table 5) .
There are times when special analyses are needed. In one situation,
staff was being added rapidly at a
MANAGEMENT ACCOUNTING/MARCH 1995

church that also was contemplating a
building expansion. A fixed cost analysis showed how many dollars of contributions would be required each
month just to meet staff costs and
maintain the building. Contributions
either would have to increase or there
would be a shortage of money to support the many programs planned for
the coming year.
Cash flow is another subject for
special analysis. The seasonal pattern
of contributions usually is different
from that of spending. For example,
contributions may be low in January
while expenses are high due to heat-

ing and other utility costs. The result
can be negative cash flow at certain
times of the year It can be illustrated
clearly by showing both contributions
and spending on a line graph. Understanding the issue can lead to better
planning of discretionary expenditures. Another approach, illustrated in
Table 1, is to establish a cash reserve
to cover periods of negative cash flow.
The next time the opportunity arises, consider accepting that financial
position in your church, club, or service organization. Working in that role
may offer less change of pace
from your normal work than a different assignment. It could give you the
opportunity, however, to use your
management accounting skills to
improve the financial reporting in the
organization.
■

S. William Stock, CMA, CPA, is group
controller, Automotive Systems Group,
at the 3M Company. Bill has served as
treasurer and has held otherhnaneial
Positions in several churches and service
organizations. He is a member of the St.
Paul (Minn.) Chapter, through which
this article was submitted. He can be
contacted at (612) 733 -1719.
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COMPUTERS
&ACCOUNTING
HARDWARE /SOFTWARE REVIEWS

CLAIRE BARTH, EDITOR

SHOOT-OUTATTHE
RALEIGHCORRAL
CMagazine and Mac World regu-

larly review accounting software
packages. Reviewers focus on
processing speed, volumes, and features. Their reviews are informative —
to a degree. Rarely do the reviews consider the nitty- gritty dilemmas that often plague accountants and controllers
in the real world. After reading reviews, many users have more questions. They still want to know that crucial detail: How does this accounting
software make my job easier, my headaches fewer?
Accountants and controllers, the
Raleigh Chapter of the Institute of
Management Accountants heard you.
In the fall of 1994 it offered a way to
find out which accounting software
packages can make your job easier.
National accounting software systems
representatives flew to Raleigh to
demonstrate their software in the first

annual Accounting Software Shoot out. Ykis was not just another boring
demo.The audience voted on how the
accounting software systems handled
tough accounting issues. (See Figure
1 for a breakdown of the results.)
The Accounting Software Shoot out was dynamic and helpful. More
than 60 CPAs and controllers from
the Raleigh Chapter formulated the
tough accounting issues we asked
these packages to handle. No esoteric
challenges just specific, everyday
chores that can complicate the accountant's job. As the software representatives demonstrated how they
handled a particular task, the audience ranked each system's ability to
perform the task. (The features evaluated are listed in "The Shoot -out
Questions.') Audience members then
handed in their score sheet for that
feature. Two IMA members tallied
the scores as the shoot -out was taking
place, giving us almost immediate
rankings to select the winner.
Seventy-eight people participated in

Give an employee a payroll advance and then remember to
deduct it from his or her pay.
Show me how not to miss the 941 payroll tax deposit
deadline.
Void payroll checks through to the general ledger.
Print a quick check.
How well does system handle unusual terms?
Look up general ledger account numbers when entering
accounts payable transactions.
Does system let user see entire vendor history?
Void accounts payable checks through to the general ledger
Print a quick check.
Record manual checks.
Process a customer order for 50,000 quantity of one item to
60

the shoot-out Because it occurred in
the same building as the Computer
and Office Systems Show, attendees
could see the latest in technology during the lunch break. Their written evaluation comments included:"Very valuable information!" "The program was
well organized and fun." "This was
very relevant and helpful to today's accounting users. Thanks so much for
this info. Outstanding program!" "Our
company is considering updating our
accounting programs — this has been
excellent."
Seven software vendors were brave
enough to take part in the shoot -out:
BusinessWorks for Windows version 9
by Manzanita Software, CYMA Professional Accounting Series III, Dynamics
LAN version 2.2 from Great Plains, U
bra's Signature, Macola, M *A *S 90
Evolution /2 by State Of The Art, and
Platinum. Dynamics and Libra were
represented by the vendor; other companies sent local resellers to participate, except CYMA, which had both a
company representative and a local reseller on hand.
The vendors received the questions
several weeks in advance and obviously used that time to prepare for the
shoot -out. We asked the questions alphabetically forwards on some, backwards on others, so the scores would
not be skewed significantly by order.
Before we started the shoot -out, we
asked the attendees if they had ever experienced inexplicable computer errors. Almost all raised their hands to
show that they had experienced such
an event. As a result, we ruled that
should a software vendor encounter
such an error during the shoot -out, attendees would ignore the incident and
would allow that vendor to try again after the others were finished demonstrating the feature in question.

be shipped 10,000 per month over five months, and track
related current and future inventory needs.
Make weekly cash needs forecast, based on outstanding
purchase orders and anticipated delivery dates.
Show ability to spread freight costs over multiple line items of
a purchase order.
Make journal entries to a prior month and to a future month.
Prepare an income statement quickly in the middle of the
month.
Give a graphical presentation of financial information.
Trace errors when the general ledger cash account does not
reconcile to the bank statement.
Show flexibility of report writer.
Show interface consistency between modules.
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FIGURE 1/ACCOUNTING SOFWARE SHO0TOUT
0 Payroll Advanc e /Deduc tion
941 Deposit
L=

u

Accounts Payable History

General Ledger Entries
I� � Q u ic k � P ro f i t �& L o s s

Payroll Check Issues

Accounts Payable Check Issues
y
Order Entry/Inventory

Accounts Payable Terms

Schedule Shipments
Purchase Order Cash Needs

Consistency

Accounts Payable/
General Ledger Lookup

Purchase Order Line Adjustments

Flexible Report Writing

�

Profit &Loss Graphs
Find Errors
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I
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0
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THEQUESTIONS
The questions we asked the packages
to handle and an analysis of the scores
each package received follows.
The first area we covered was payroll. We asked each vendor to help
with the problem of remembering to
deduct payroll advances. They were
to show the steps involved with giving
a payroll advance and subsequent onscreen reminders to deduct the advance later from the employee's pay.
For this question, Platinum scored
248 points, and BusinessWorks
ranked second with 227 points. Both
systems offered a payroll advance and
payroll advance repayment option in
payroll processing.
We then asked vendors to show
how their software would help us not
miss the 941 payroll tax deposit deadline. BusinessWorks ranked first at 258
points, with Platinum a close second at
256 points. BusinessWorks offers an
on- screen reminder every time you enter the system when a payroll check
that is due has not been printed and
transfers the payroll tax check information directly into accounts payable,
with proper general ledger account
distribution. Platinum includes an option to print the tax deposit check as
part of the payroll process; it prints the
tax deposit check as the last check of
the pay -run.
The third payroll scenario was that
an employee loses a check and asks accounting for another copy. This scenario involved voiding the original payroll
check through to the general ledger
and then quickly printing a replacement check. BusinessWorks was the
clear leader with 285 points, making it
easy to select the check to void and
then print a quick check. Platinum
again was second with a score of 275.
The next system was Dynamics with
234 points.
Accounts payable was next on the
agenda, with vendors quickly addressing their system's ability to handle unusual terms, such as half due in 30
days, the remainder in 60 days.
CYMA took first place with 234
points, and Libra was second with 230
points. Both offer tremendous flexibility in defining payment terms, with
Platinum a close third.
The ranking on systems' ability to
look up general ledger account numbers when entering accounts payable
transactions resulted in a tie between
Dynamics and Libra, with CYMA third.
All the systems, however, allowed the
user to look up a general ledger ac62

count number from the accounts payable entry screen.
Another accounts payable issue addressed was the ability to keep an entire vendor history, not just the last
check-run or last month. Almost all the
systems keep an unlimited amount of
vendor history on -line. BusinessWorks keeps only the past 25 months
on -line, while M *A *S 90 and Macola
maintain an extensive, but not unlimited, amount of vendor history.
Finally, check- processing issues
were covered, including voiding accounts payable checks through to the
general ledger, printing a quick
check, and recording manual checks
for vouchers already entered into the
accounts payable system. Platinum
dazzled the audience with its easy
void -check feature and use of almost
identical screens to print a quick
check or enter a manual check. Dynamics was second, and BusinessWorks, third.
Next we described an order entry /inventory scenario: A customer orders 50,000 of one item and would like
10,000 shipped per month for the next
Professional Accounting Series III
CYMA Systems, Inc.
1400 E. Southern Avenue
Tempe, AZ 85282
(602) 831 -2607
Dynamics LAN version 2.2
Great Plains Software
1701 SW 38th St.
Fargo, ND 58103
(800) 456 -0025
Signature
Libra Corp.
1954 E 7000 S
Salt Lake City, UT 84121
(800) 453 -3827
Macola, Inc.
333 E. Center Street
Marion, OH 43302
(800) 468 -0834
Platinum
15615 Alton Parkway
Irvine, CA 92718
(714) 727 -1250
M *A *S 90 Evolution /2
State Of The Art, Inc.
56 Technology Drive
Irvine, CA 92718 -2301
(800) 854 -3415
BusinessWorks for Windows version 9*
State Of the Art
56 Technology Drive
Irvine, CA 92718 -2301
(800) 854 -3415
*Manzanita Software Systems. which formerly
owned BusinessWorks, was bought by State Of
The Art in January.

five months. As controller, you need to
track this order as well as related current and future inventory needs. Platinum won this contest easily at 475
points, with a straightforward screen
for entering the order and requested
shipment dates. Libra was second at
392, with M *A *S 90 and Macola not far
behind. Lack of a sales order processing module caused Dynamics' low
score; the current Dynamics invoicing
module was not quite able to meet this
challenge.
Many controllers use a weekly cash
needs forecast based on outstanding
purchase orders and anticipated deliv
ery dates. Platinum includes this forecast as a standard report, as do M *A *S
90 and Macola. The BusinessWorks or
CYMA user would have to create this
report with a report writer.
M *A *S 90 impressed everyone in
the audience with its ability to spread
freight costs over multiple line items of
a purchase order, by weight, number
of units, or line item. None of the other
systems came even close to rivaling
this flexibility.
Occasionally many accountants
need to make entries in the general
ledger to a prior month or a future
month. The systems were almost identical in their ability to let the user make
such entries, with different types of
warnings for control purposes. Only
M *A *S 90 prevents the user from making entries to a closed month, although
it allows a prior month to remain open
for 18 months into the future.
Today's PC -based accounting systems can provide income statements
quickly in the middle of the month,
as shown by the close scores for
this feature. The higher scores represent systems that allow the user to
select a range of dates and to customize the financial statement formats
easily.
Graphical presentation of financial
information was the next general ledger concern. Although both Platinum
and Dynamics use FRx, a financial report writing tool, the Platinum representatives had prepared an impressive
object -linked graph in Excel using general ledger information. The audience
was awed. Libra's ODBC interface allows the use of almost any popular
Windows reporting tool to present
graphical information.
A problem for many accountants is
tracing errors when the general ledger
cash balance does not agree with the
reconciled bank statement balance.
Platinum's FRx "drill- down" capability
made tracing entries back to source
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documents possible with the click of a
mouse. Dynamics' drill-down capability scored second, while the other systems offered on- screen reports to help
users trace errors.
We then asked the audience to rank
the packages based on their consistent
interface between modules. All the
systems scored well, with the Windows -based BusinessWorks and Dynamics getting top marks.
Last but not least, the participants
evaluated each system's report writer.
Dynamics was the clear winner, offering users the ability to change every
standard report in the system, add an
unlimited number of custom reports,
and have separate versions of every report for every user. The inability to
show the Show Report Writer to the audience caused BusinessWorks' low
score in this area.
While attendees handed in their
score sheets, we shared computer
jokes. Question: What do you get when
you cross Lee laccoca with a vampire?
Answer: Autoexec.bat. Question: How
many Microsoft programmers does it
take to change a light bulb? Answer:
None —they just change the standard
to dark.
Who won the shoot -out? Fast, some
caveats: The results of the shoot -out
were not audited; presentation skills of
the vendors may have skewed results;
price and number of modules were not
evaluated; and the people in the back
of the room may not have been able to
see the nuances of the screen displays
as well as those in the front of the
room. With that said, and as Figure 1
demonstrates, Platinum was the overall winner. Prices were not given to the
audience until the voting was complete. Platinum was the most expensive of the systems shown, at $1,295
per module. Business Works was the
least expensive, at $395 per module,
and the others ranged in price from
$600 to $1,000 per module. All the systems were winners in that they clearly
demonstrated the power and flexibility
of today's PC -based accounting software systems.
Not only were the systems winners, but so was the Raleigh Chapter
of the IMA. Our chapter met many
potential new members, received
excellent media coverage, and provided accountants with an enjoyable and informational educational
opportunity.
Annette West, CMA
Annette West Consulting
Raleigh, North Carolina
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FINANCIAL CRIME
INVESTIGATOR
ave you uncovered questionable
transactions in contracts and
procurement? Are suspicious
awards made to vendors? Have you received tips and complaints about irregularities in the bidding process on your
contracts? You could be suffering from
an all too common problem in business
and government — fraud, waste, and
abuse in purchasing. Eventually virtu-

ally every organization is exposed to
this predicament, suffering losses estimated at 3965% of each purchasing
dollar. Fraud drains billions from business and government each year.
The Financial Crime Investigator,
developed by Anthem Corporation, is
a first -0f - -its -kind PC product that helps
you detect and investigate contract and
procurement fraud. The Financial
Crime Investigator gives auditors, investigators, security personnel, and
prosecutors an effective way to combat
the complexities created by unscrupu-

There's one
financial placement
firm whose temps are
an odds -on favorite...
accountants on call
by nearly 6 t 1'

NATIONALSURVEYCONDUCTED
BYOPINIONRESEARCHCORR,

accountants
on call'

customers rated the quality ofaccountants
on call'stemporary employees best by nearly
6 to 1 over the next leading national specialist.
In fact, 51% of those polled useaocexclusively.
So if you're looking for the one specialist that can
meet your temporary accounting and bookkeeping
needs, call your localsocofficeor1-800-327-1117
today. Chances are, you'll hit the jackpot too.

'?1992 aauuniants on. call
Ir dependent survey of temporary accounting placement services customers conducted by Opinion Research Corporation, Princeton, NJ

Circle No. 9
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lous vendors and corrupt procurement
personnel. Using artificial intelligence
technology, the Financial Crime Investigator provides a systematic, easy-touse approach to identify and prove the
most common contract fraud schemes.
Management is anxious to prevent
fraud, waste, and abuse. As a result,
there are any number of "targeting"
systems and controls that may identify
a potential problem. But the actual investigation and proof required for such
cases are much more difficult, resource intensive, and time consuming.
The Financial Crime Investigator goes
beyond just targeting the problem —it
strikes at the heart of the crime.
The software is designed to help
you through the intricate steps and
proof of a complex case. It runs under
the Windows' operating system.
Starting the program opens a tool bar
that allows access to all the major functions in the system. You learn, step -bystep, how to operate the system simply
by clicking on the operations tutorial.
Also, the User's Manual contains a detailed case study that helps you understand the system's full capabilities.
The program's main menu contains
pulldown options with advice on how
to conduct a systematic fraud audit and
investigation. Each major activity provides instructions that eliminate the
trial and error associated with these
types of investigations. You can organize the case in the following manner
or begin the investigation at any one of
pulldown menu choices.
Startthe Case. Most contract fraud
cases begin with an allegation from an
anonymous tipster or complaining witness or with the discovery of a red flag
indicator of fraud. In Start the Case you
will learn how to proceed effectively in
each of the above situations as well as
how to conduct a background /asset
check, set up a case file management
system, and evaluate the information
you obtain.
One special feature in this section is
your ability to call up general and
scheme - specific interview formats for
debriefing the tipster or witness.
Based on the information that is given,
you may convert the indicators of contract fraud to the related scheme. By
defining the possible schemes early,
you get more comprehensive, in -depth
questions that can be used to interview
the tipster or witness further. An exhaustive background checking format
also is provided.
If your case begins with an allegation of fraud, you should follow the advice in this section and then proceed
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to one of the next topics, either Indicators or Schemes, to test the allegations
and continue the investigation.
If your case begins with the discovery of a red flag of fraud, you should
proceed directly to Indicators to identify the potential schemes and begin
the investigation.
Indicators. In this section you will
be able to review information on the
principal indicators of contract and
procurement fraud. The Financial
Crime Investigator includes a very extensive tutorial on the recurrent indicators such as ignoring controls, bending or breaking procurement rules,
acting beyond the scope of authority,
or having a keen interest in a specific
vendor. More than 50 common indicators of fraud activity are defined.
Once you have reviewed the possible indicators present in your case, you
select the indicators alleged or discovered. The Financial Crime Investigator
willconvert the indicators identified to
all the possible related schemes that
might be operating. A work plan is displayed to help you determine whether
the suspect schemes are present.
Schemes. Each of the principal contract and procurement schemes is discussed in detail in this section. Again,
the system tutorials provide extensive
information about the 23 common contract and procurement schemes, such
as kickbacks; conflicts of interest; collusive bidding; false statements and
claims; false, inflated, and duplicate invoices; product substitution; and failure to meet contract specifications.
Once you understand the schemes,
you can select the suspected one. The
Financial Crime Investigator will display the work plan to help you determine whether the scheme is in fact occurring. The work plan eliminates the
guesswork and minimizes the resources and time needed to conduct
the investigation.
If you decide you have a case, the
suspect schemes will be converted to
the criminal offenses and civil claims
used most often to prosecute these
suspect activities. The essential elements of proof for the offense or claim
are displayed. You also are provided
with other options to proceed —such
as fidelity insurance claims, termination or sanctioning of the employee or
contractor, and important internal control procedures.
Offenses and Claims. The Financial
Crime Investigator includes the full
text of the principal federal statutes
used to prosecute contract fraud, such
as false statements and claims, mail

and wire fraud, bribery, the Anti-Kickback Act, criminal and civil RICO, and
common law fraud. You also may review general information on state
fraud and commercial bribery statutes
as well as "common law" civil claims.
Elements ofProof The principal contract fraud statutes and claims are broken down into their essential elements
of proof. Further, each element of
proof is explained in easy-to- understand language, so the layperson does
not have to figure out what the legal
terms mean. You may use this information to plan and focus your investigation, review the sufficiency of the evidence, and organize your report.
Finally, the system will help you make
the final decision whether or how to
proceed and will help you complete the
investigation.
The Financial Crime Investigator is
a powerful, flexible, easy -to-use system
to attack contract and procurement
fraud. All too often, the complexities of
financial crime investigations overwhelm even the best auditors, investigators, and prosecutors. This system
helps users overcome these difficulties. It also bridges the gap between
these different groups and integrates
each of their professional functions.
The system incorporates the knowledge, expertise, experience, and research of many leading fraud investigation practitioners in the field. It is the
single most complete source of information on contract and procurement
fraud ever developed. The Financial
Crime Investigator is the first of a family of high -quality computer -based financial crime investigation products
and services Anthem is developing.
At a minimal cost, the Financial
Crime Investigator also will help you
comply with:
■ Federal Sentencing Guidelines,
■ The Anti- Kickback Act, and
■ Other regulations requiring fraud
detection programs.
The Financial Crime Investigator is
available for $895. Network or site licensing is available. Anthem Corporation can be contacted at 12020 Sunrise
Valley Drive, Suite 200, Reston, VA
22091 -3429. The sales telephone number is 1- 703 -620 -1212.
Robert Lindquist, CEO
Lindquist Avey Macdonald &
Baskerville

Forensic Financial Investigations
Washington, D.C.
Circle No. 50
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SOFTWARE
Cougar Mountain Software has added a number of enhancements to its
ACT 9.5 that previously were available
only as add -ons. One new feature is
documentation in a new easy - to-read
format that guides you step by step
through each process. ACT 9.5 conforms to new tax forms, sorts order entry edit report across all batches by
customer number or invoice number,
prints general ledger audit trail by account segment, and has multiple -line
comment blocks on invoices. It reprints order entry invoices from history, prints four new reports from order
entry history, creates an accounts payable invoice for the freight vendor, and
prints inventory transaction edit report by stock number.
Circle No. 65
Abra Software has released two more
programs, Envoy Attendance and Envoy Tooll(it, in its human resource and
payroll series for Windows. Envoy 2.1
includes detailed tracking and reporting for OSHA, FMI A, COBRA, EEO,
workers' compensation, employee
benefits, employee attendance, payroll
processing and taxes, job and project
costing, and more. Totally integrated
with Envoy HR and Pay, Envoy Attendance tracks an unlimited number of
employee attendance plans for vacation, illness, personal, and other types
of leave. With Envoy Toolkit, a user
can design unlimited numbers of windows and fields to suit the specialized
needs of an employer, tracking such
things as employee certifications, security clearances, company cars, uniforms, or computer hardware and software used by specific employees.
Circle No. 66
Surety Technologies, Inc. has made
available its Digital NotaryTM' System, a
new Internet - accessible system that
lets businesses easily, inexpensively,
NlH1IAUMNlL041
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and securely certify the contents of
digital documents and electronic
records, including those created by
electronic commerce. The system lets
users freeze the contents of a document in time by affixing a secure digital timestamp without revealing the
document's contents to a third party.
The new system creates the digital
equivalent of a paper audit trail for
business records. It is particularly
valuable for organizations that create
thousands of new electronic records
daily or conduct business electronically over the Internet and other networks. The Digital Notary System is
available initially for users of Windows
and UNIX computers.
Circle No. 67
MoneySoft, Inc. has introduced Len derPro version 6.0, a new loan analysis
and proposal generation software system that helps businesses obtain corporate financing needs. Version 6.0
represents a complete rewrite from
earlier versions, featuring comprehensive funding analysis and restructuring options to help companies determine optimal financing scenarios.
LenderPro calculates all relevant financial ratios and common size financial
statements in Robert Morris Associates' format for easy industry comparison. It secures working capital and
asset-based loans, including SBA
loans, expansion capital, project -based
financing, equity, mezzanine, and venture capital funding. Targeted corporate users include CFOs, treasurers,
controllers, financial analysts, investment bankers, accountants, and consultants.
Circle No. 68
Dataflight Software has brought out
Concordance v5.40 for Windows, a
powerful full text search and retrieval
database manager for single users and
enterprise -wide office applications. It
can be used for high - speed, high -effi -

ciency text database management and
economical document imaging. It allows users to retrieve information instantly by searching for any words,
phrases, or combinations contained in
its databases. The new version supports fuzzy logic, which locates keywords even if they are misspelled. It
performs field group searches and
field wild card searches as well. Concordance also is available in DOS and
OS /2 versions.
Circle No. 69

TECHNOLOGYNEWS
State OfThe Art, Inc. and Manzanita
Software Systems have completed
their merger. Manzanita Software developed and marketed the Windows
and DOS versions of BusinessWorks
accounting software for small to midsized companies and the high -end accounting package, FlexWare, for the
Apple Macintosh. State Of The Art's
flagship product is M *A *S 90 EVOLUTIO N/2 accounting software. Two million shares of State Of The Art stock
are being issued in exchange for all
shares of Manzanita stock outstanding
or issuable upon exercise of outstanding Manzanita stock options. The
transaction will be accounted for as a
pooling of interests.
UUNETTechnologies and Microsoft Corporation have formed a strategic relationship to build one of the
largest dial -up TCP /IP networks in the
world. The network, to be built, operated, and maintained by UUNET, will
provide users of The Microsoft Network full access to the Internet. Under
the agreement, UUNET also will use
some of the capacity of the network for
its business customers.
A major study released by Hewlett- Packard Company suggests
that a majority of American corporations are moving to color printing. In
the survey, 75% of the 400 MIS managers queried said that the businesses they support have acquired or plan
to acquire color printing capabilities
in the near future. The survey, titled
"Color Printing —An Emerging Need
for Persuasive Business Communications," found that almost two-thirds
(63.7%) of the businesses that have
color printing capabilities expect their
use of color printing to increase in the
next two years. Of those planning to
enhance their color capabilities, more
than half (58%) said demand for color
printing within their companies is
increasing.
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ACCOUNTINGPRACTICES
LOUIS BISGAY, CPA, EDITOR

ACSECISSUESRISKSAND
UNCERTAINTIESSOP
he Accounting Standards Executive Committee of the AICPA issued Statement of Position 94-6,
"Disclosure of Certain Significant
Risks and Uncertainties." It applies to
financial statements prepared in conformity with generally accepted accounting principles applicable to nongovernmental entities. It does not
apply to summarized or condensed interim financial statements. The SOP
requires reporting entities to include
in their financial statements disclosures about the nature of their operations and the use of estimates in the
preparation of financial statements. In
addition, if specified criteria are met, it
requires disclosures about, among
other things, amounts reported that
are particularly sensitive to change in
the near term, and concentrations in
activities vis -a -vis customers, suppliers, lenders, grantors, or contributors,
and revenues from particular sources.
The SOP is effective for financial statements issued for fiscal years ending after December 15, 1995. It may be ordered through the AICPA Order Dept.
at 1- 800.8624272 (dept. #1); ask for operator CL 195.

FASBRELEASESSPATEOF
PUBLICATIONS
t year -end 1994 and shortly afterward, the Financial Accounting
Standards Board issued the following publications:
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Illustrations offinancial Instrument

Disclosures —ThisSpecial Report illustrates the disclosure requirements
contained in FASB Statement 119 on
derivatives and in Statements 105 and
107, which deal, respectively, with off balance -sheet financial instruments
and fair value, as amended by Statement 119. The primary author of the
report is Clark M. Anstis, FASB project
manager. The Special Report contains
four examples: (1) financial statement
disclosures that might be made by an
entity that makes limited use of derivatives and does not trade financial instruments; (2) disclosures that might
be made by a major corporation that
uses derivatives for a number of purposes but does not hold or issue financial instruments for trading purposes;
(3) disclosures that may be suitable for
a domestic financial institution, including trading and other activities; and (4)
an international financial institution
that issues and holds financial instruments for trading and other purposes.
Copies of the report (product code
SRF1) are available for $11 each from
FASB Order Dept; 401 Merritt 7, P.O.
Box 5116, Norwalk, CT 06856 -5116;
tel: (203) 847 -0700, ext. 555.
Financial Reporting in North Amer-

ica: Highlights of a Joint Study —With
the Canadian Institute of Chartered
Accountants and the Mexican Institute
of Public Accountants the FASB jointly
issued a report that highlights a research study conducted by the three
organizations and assisted by KPMG
Peat Marwick LLP. The study focuses
on the similarities and differences in
the three countries' accounting environments. Contained in the report are
the research results of each country's
standard - setting process, conceptual
framework, and accounting standards.
The research also reviews the statements and standards issued by the International Accounting Standards
Committee. The increasing interdependence of the three nations' capital
markets likely to result from the passage of the North American Free
Trade Agreement underscores the importance of understanding the accounting practices employed in those
countries. This report is available from
the FASB for $11. The product code is
SRFRNA.
Results of the Field Test of the Proposed Standards for Financial Statements of Not-for-Profit Organizations
and Accounting for Contribu-

tions —This Special Report details results of a field test of the Board's proposals on financial statement display

and on contributions for not - for -profit
organizations, which became Statements 116 and 117. The field test was
a joint effort of FASB and KPMG Peat
Marwick LLP. The report includes examples of financial statements prepared by the 20 field test participants
and a discussion of those statements.
While the field test was originally undertaken to test the proposals, it later
come to be seen as an aid in implementing Statements 116 and 117. For
copies at $11, contact the FASB —product code SRNP.
Interpretation No. 41: Offsetting of
Amounts Related to Certain Repurchase
and Reverse Repurchase Agree-

ments —The newest FASB Interpretation, under certain conditions, permits
offsetting on the balance sheet of receivables and payables that represent
repurchase and reverse repurchase
agreements. The Interpretation is effective for financial statements issued
for periods ending after December 15,
1994. According to FASB Project Manager Robert Sonnelitter, `°The Interpretation permits offsetting of receivables
and payables that represent repurchase and reverse repurchase agreements if they are executed with the
same counterparty, they have the
same explicit settlement date, are executed in accordance with a master
netting arrangement, they involve securities that exist in `book entry' form,
and they will be settled on a securities
transfer system that meets characteristics described in the Interpretation.
The enterprise also must intend to use
the same account at the clearing bank
or other financial institution when settling both the repurchase and reverse
repurchase agreements." Copies of Interpretation 41 (product code I41) are
available for $10 each from the FASB
Order Dept.

IASCCHAIRMANCHIDESIOSCO
he December 1994 issue of IASC
Insight reports that at the 1994
Conference of the International
Organization of Securities Commissions held in Tokyo, the chairman of
the International Accounting Standards Committee, Eiichi Shiratori, told
the IOSCO delegates that its approach
to the endorsement of IASC standards
is unsatisfactory and should be
changed. In 1993, IOSCO agreed to a
list of core standards for use in financial statements of companies involved
in cross - border offerings and listings.
IOSCO endorsed the use of IAS7,
MANAGEMENT ACCOUNTING /MARCH 1995

"Cash Flow Statements," as a key component of the core standards. Then
1ASC asked about the acceptability of
an additional 24 standards, and IOSCO's response was that 14 are acceptable, four are unacceptable, and six are
still subject to review. IOSCO said it
will not endorse further standards, including the 14 acceptable ones, until
IASC has completed all the core standards to IOSCO's satisfaction.
Mr. Shiratori said that this approach
means that financial statements of
world-class European companies that
conform with national requirements,
European Union Directives, and International Accounting Standards are unacceptable to IOSCO even though they
are acceptable to domestic regulators.
He called for the following remedial action from IOSCO:
• Accept IASC standards as a comprehensive set of standards;
• Acknowledge that IASC standards
may require different treatments
from those preferred by individual
IOSCO members;
• Endorse the process of setting
IASC standards rather than review
each standard in detail; and
• Endorse those standards that it accepts as an interim step pending endorsement of the process.
Louis Bisgay, CPA, is director, Management Accounting Practices.

RESEARCH
JULIANM. FREEDMAN, CMA, EDITOR

FAR PRESIDENT
TESTIFIES IN WASHINGTON
he Federal Accounting Standards
Advisory Board has distributed
an Exposure Draft of "Managerial
Cost Accounting Standards for the
Federal Government" for comments
by industry, government, and academic experts. Robert C. Miller, president
of the IMA Foundation for Applied Research, Inc. (FAR), and assistant controller, Boeing Commercial Airplane
Group, Seattle, Wash., testified before
the Board.
The executive summary of the draft
states that "federal program managers
lack the means to understand and control the full cost of programs they administer ... because existing financial
and budgetary systems do not deliver
enough useful information for daily
,•a
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management and for improving program operations. "The draft continues:
"In most cases, federal managers control inputs without considering the full
costs and value of program outcomes."
The Board acknowledges that more
and more private companies are making fundamental changes to existing financial processes. The draft guidelines seek the same improvements in
the federal government.
The draft states: `The place to start
is with managerial cost accounting. If
federal managers do not know the full
cost of their programs, they cannot be
expected to make competent judgments on the value and effectiveness
of their operations. Without full cost information, neither managers nor oversight organizations and stakeholders
will be able to adequately define accountability for program delivery ... if
full cost is not part of the federal financial management equation, the effectiveness of program delivery cannot be
measured."
In his testimony at the hearing in
Washington, D.C., January 10, Miller
commented that the objectives outlined in the ED are consistent with
leading -edge thinking in providing decision- support data for process management. "It calls for cost visibility that
supports comprehensive understanding with which to manage processes
and provide output measures. I applaud the government's initiatives to
enhance performance measures, and
the Vice President's [Al Gore] recommendations [one of 3841 to issue a set
of cost accounting standards for federal activities. I view the 1993 Government Performance and Results Act as
an opportunity to introduce measurable efficiencies in the delivery of governmental services," Miller said.
Miller's testimony described the accounting changes in industry to support process management. He emphasized that "good, focused process cost
information will certainly permit and
encourage the managers and employees in the process to make good improvement decisions." He encouraged
simplicity in the management accounting implementations. He also discussed the challenges as well as the opportunities inherent in the draft's
descriptions of capacity management
information.
The ED describes proposed standards for the federal government.
They address:

he father of corporate restructuring, Peter Drucker, deals with
this topic in the February The Atlantic Monthly, in "Really Reinventing
Government." He claims the federal
deficit could be eliminated "within a
few years."
On Internet you can access a database of information about alternative
government performance measures.
The database, funded by the Institute
of Internal Auditors Research Foundation, provides references and abstracts
of more than 150 works. For more information about the database, call Anita Hollander or Bill Hillison of Florida
State University, at (904) 644 -2771.

■ Relationship Among Cost Accounting, Financial Reporting, and Bud-

Julian M. Freedman, CMA, CPA,
CPIM, is director, IMA research.

geting. Ensures that managerial

cost information is integrated and
reconcilable with existing financial
systems.
• Costing Systems. Establishes managerial cost accounting systems that
regularly accumulate full costs of
agency operations.
• Responsibility Segments. Divides reporting entity into useful segments
that can define outputs and measure the costs of outputs.
• Full Costs. Determines full costs of
operations, processes, and outputs.
• Inter- Entity Costs. Ensures that each
entity's full cost incorporates all
costs of goods and services it receives from other entities.
• Costing Methodology. Accumulates
resource costs by type of resource,
accumulates outputs by production
unit, and assigns costs to outputs.
• Unused Capacity Costs. Determines
capacity costs of responsibility segments, and identifies and reports
the cost of unused capacity as a separate expense.
The ED calls for implementation of
the standards for the fiscal period beginning September 30, 1995. Miller
cautioned the Board on the tight
schedule. He suggested, as an alternative, adopting the standards by this
date, followed by a carefully designed
phase -in plan.
Copies of the ED are available from
the Federal Accounting Standards Advisory Board by calling (202) 512 -7350.
This report was provided by Sven
Kalve of The Boeing Company

MORE ON REINVENTING
GOVERNMENT
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IN THE LIBRARY
SHAHS N. SANENTZ, EDITOR

THENEWRITESOFPASSAGE
AT $100,000+
John Lucht, Viceroy Press, P.O. Box
5356, New York, NY10185, 1993, 622

pp. —Let's hope you do not have to be
reading this book, which is subtitled
'he insider's lifetime guide to executive job- changing and faster career
progress." If you are already on a fast
track, with great growth and promotion opportunities, much of the author's advice may be superfluous. On
the other hand, if you recently have
been, or are about to be, downsized; if
you are dissatisfied with your career
progress; or if you simply want to read
a stimulating book, this volume is highly recommended.
The insider's part of the book —and
it is indeed valuable— discusses exactly how executive recruiters really
work. Mr. Lucht distinguishes between contingency and retainer recruiters and provides hard - hitting advice on just how to deal with each. A
chapter on outplacement, one hopes,
will be of more limited interest, but in
this day and age, even that advice may
become valuable more quickly than
imagined.
Much of his advice on networking
and career development has been presented elsewhere, including Robert
Half's column in this magazine. It is always good to get a slightly different
perspective, however, and everyone
can benefit from at least some of Mr.
Lucht's tips and suggestions.
The advice on interviewing, resumes, direct mail campaigns, and networking obviously is based on firsthand experience with many
executives, and the real strength of
this book is that it is truly down -toearth and practical. Realistically, if any
reader is actively searching for a new
job, or even seriously contemplating a
68

change, this volume is a must-read.
By calling 1- 800 - VICEROY and spending $35.45, you may be making the
single most valuable investment you
can make in your own career. Highly
recommended.
Alfred M. King, CMA
Valuation Research Corp.

HANDBOOKOFEDI
Richard Bort and Gerald R. Bielfeldt,
Warren, Gorham & Lamont, One Penn
Plaza, New York, NY 10119, 1994,
Loose -leaf format, variously paginat-

THESTUART CAMERON
McLEODLIBRARY
The Stuart Cameron McLeod Library
is a significant resource available to
IMA members. The library offers you:
• Standard bibliographies on "hot
topics" in management accounting.
• Custom bibliographies on topics of
particular interest to you.
• A circulating collection of books and
periodicals --IMA publications —
audiotapes and videotapes.
• Photocopies of articles from
IMA's periodical, MANAGEMENT
ACCOUNTING®.

■ Online research services.
• Quick reference and referral services (e.g., the phone number of an
association).
• Archival materials published by the
IMA and rare books (classics) in accounting.
Fees are charged for certain products and services. Please contact the
library for details. 1- 800 - 638 -4427,
'J
ext. 235.

ed—This is a true handbook providing
an overview as well as the application
of Electronic Data Interchange (EDI)
technology for business processes and
functions. In easy to understand language, the authors help you select the
appropriate hardware and software.
Topics covered include financial EDI,
integrating EDI with business functions, and legal and security issues.
The loose -leaf format accommodates
annual updates.
Karen S. Bell

SETTINGSTANDARDSFOR
FINANCIALREPORTING:
FASBANDTHESTRUGGLE
FORCONTROLOFA
CRITICALPROCESS
Robert Van Riper, Quorum Books, 88
Post Road West, Westport, CT 06881,
1994, 206 pp.The author was associated with FASB and has the knowledge of an insider, although this is far
from a "kiss and tell" book. Anyone
who has ever dealt with FASB —for example, by responding to an Exposure
Draft —or has been affected by one of
its Standardsc --such as accounting for
leases —will find this book interesting.
Just how does the Board make up its
collective mind?
If the decisions were easy and
clear -cut, it would not take literally
years to decide on a new "generally
accepted" way of accounting for derivatives or accounting for consolidations. The fact is that this is very
much a political process, and the seven Board members are subject to all
sorts of pressure.
Mr. Van Riper's thesis is that in an
ideal world the Board would discuss
accounting issues on the basis of relevance and reliability, "telling it like it
is," and not worrying about the per ceived—or even real— impact of a new
accounting standard on companies.
Yet companies and their spokespersons on the Financial Accounting
Foundation, Financial Executives Institute, and the Business Roundtable
have exercised, or tried to exercise, leverage on the decision process and the
decisions themselves. It is this tension
over a 20+ -year period that the author
describes tellingly.
While not light reading, the book's
narrative flows smoothly. It is an
interesting read for accountants, laying bear how things really get done at
the peak of the accounting power
structure.
AMK
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TRENDS

INEDUCATION

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

THE EVOL UTION OFAN
INNOVATIVE COURSE
BYJOSEPH M.LARKIN,CMA,AND
COROLYNE.CLARK
aint Joseph's University continuously evaluates its accounting
program and makes changes
where appropriate. Introduction to
Professional Accountancy (IPA), a
unique and innovative course required for all accounting majors, is
one example.
IPA was offered first as a pilot in the
1992 -93 academic year. It was designed
to serve as a "bridge" between the introductory financial and managerial
courses for freshmen and the intermediate course for juniors. The course
carried the normal three credits and
was offered in the fall semester. Due
to shorter than normal weekly classroom contact hours, however, the
course met from September through
March.
The pilot version introduced the
student to the professional practice of
accountancy and was taught by a team
of six accounting faculty. Each faculty
member brought his or her expertise
to the six major components of the
course that follow.
The history and development of accounting practice —A brief history of
accounting from its infancy to current
20th century practice.
The role of ethics in the profession —
Cases dealing with moral and ethical
dilemmas were presented and discussed. Several cases were analyzed in
group discussions, and students were
asked to present their opinions.
The international dimensions of acn w . n m a n c n i nl.
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counting —This component provided
students with a basic understanding of
differences in accounting practices
and principles in foreign countries.
Regulation of the profession—Readings and class lectures provided an understanding of the process and intent
of regulation.
Methods of professional accounting
research —Students were introduced to
the resources of the university's business library, including hands -on instruction on databases. The students
were required to prepare a major research paper.
Accounting career alternatives —
Practicing professionals from the various functional areas of accounting and
faculty members with prior work experience in business or government were
invited to speak with the students.
Functional areas included accounting
education and research, accounting information systems, auditing, cost accounting and corporate controllership,
governmental, not - for - profit, and taxation and the tax practice.
The pilot course was fine -tuned and
modified slightly for 1993 -94. The
same September through March time
frame was used although a number of
administrative and student concerns
had surfaced. For example, students
taking this course received an in-process grade for the first semester because the course ran longer, which
kept some of them from making the
Dean's List until their grade was recorded. Also, the accounting career alternatives portion of the course was reduced because there was some
concern over its "show and tell" flavor.
This second run of the course went
through a comprehensive evaluation.
Although the course was considered
innovative and provided some real benefit to students, it had to be scaled back
considerably. A major student complaint was the year -long obligation for
the IPA course because it delayed intermediate accounting until the junior
year. For transfer students, intermediate accounting could be delayed until
their senior year.
The final compromise for the current course allows it to retain the beneficial aspects of the original course
and yet address students' concerns.
For 1994 -95, the course is a one- semester format. It is offered in the fall semester and is to some extent a "pre -intermediate accounting" course —
intermediate is taken the following semester. The team - teaching approach
still is used, although with fewer faculty, and history and ethics remain as

course components. Students still are
introduced to library resources and
are required to write a paper using research skills. The international component has been reduced significantly because this topic is covered in the
second intermediate course. The accounting career alternative has been
moved out of the formal course structure and is handled through a yearlong series of presentations arranged
by the student accounting society. It
has been accepted well in this format.
The current course, albeit a modified version of the pilot, still integrates
all the accounting functions so that students get a broad perspective of the
interrelationships.
■

Authors' note: Anyone who wants to receive a detailed Course Expectation
Form may contact Dr. Joseph M. Larkin
or Dr. Corolyn E. Clark, Department of
Accounting, Saint Joseph's University,
5600 City Ave., Philadelphia, PA
19131 -1395, fax: (610) 660 -1649,
Phone: (610) 660 -1658.
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HELP
WANTED

CREATE THE SECURPIY OF
YOUR OWN PRACTICE

OVERHEAD EXPENSE
REDUCTION

F-O-R-T-U-N -E of Columbia is
an authority in the placement of
Manufacturing Management Accounting professionals nationwide. We conduct searches for
CFO, VP Finance, Controller,
Cost Manager and Financial Analyst positions in the $40,000 to
$150,000 range. To discuss our
current opportunities, call (803)
788 -8877. You may fax your resume to (803) 788.1509 or mail to:

We provide extensive training in
marketing, client processing and
practice management systems.
Plus unique, proprietary client
write -up software and network of
experienced colleagues.
SPECIAL OFFER
Fifty appointments with prospective clients to help you get established, Financing available.
COMPREHENSIVE®
The Accounting Network
1 -800- 323 -9000

Start Your Own Consulting
Practice
Our extensive training provides
you with a proven system of qualifying, marketing, and delivering
cost containment engagements
on a RISK FREE, CONTINGENCY basis to clients in all industries. Unlimited market. Our representation has saved clients
hundreds of thousands of dollars
annually. Call about SPECIAL
OFFER
COST CONTAINMENT
SOLUTIONS, INC.
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BOOKS
THE EXECUTIVE GUIDE TO
REDUCING LEGAL EXPENSES
WRrMN BY
AN ATTORNEY, JD, CPA,
CIA, CFE
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MITT "PUBLICATIONS
5261 Highland Road, No. 350
Baton Rouge, IA 70808
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SOFTWARE

F-O-R-T-U-N -E Personnel
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P.O. Box 23728, Dept. MA
Columbia, SC 29224
Our client companies
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Corporate
Photography
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• On -site photography
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ABC /ABM SOFTWARE
Activity AnalyzerTM' for Windows.
Integrated activity, process and
product costing for manufacturing and service industries. Lets
you create processes, activities,
cost drivers, performance measures and attributes for multidimensional activity and process
analysis.
Lead Software, Inc.
158 Greenfield Drive
Bloomingdale, IL 60108
(708) 351 -5155

NEW VERSION! Asset Keeper
now has a '90s look to go with its
'90s features. Completely new
from the ground up and even easier to use and more flexible. Call
for our information packet, sample reports, and demo.
Pro-Ware
13930 Gold Circle, Suite 104
Omaha, NE 68144
(402) 330.2517 or fax (402)
330.2496

for
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I
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IMANEWS
DONBAKERJOINSTHENORTHHIGHLANDCOMPANY
onald W. Baker, CMA, Atlanta,
has affiliated with The North
Highland Company, an Atlanta based independent management consulting services firm. Mr. Baker will
serve as an executive consultant, specializing in financial management services, including activity -based cost accounting and management. He
served as IMA president, 1991 -92.
Mr. Baker recently retired as vice
president and controller after 20
years with The Southwire Company,
the largest independent electrical
wire and cable manufacturer in the
U.S. At Southwire, he served as the
chief accounting officer for the privately held, $1.3 billion company.
Donald W. Baker

Barbara Kuley,
CPA, Member -atLarge, has opened
a new recruiting
firm, Five Star
Staffing, in
Raleigh, N.C.
Yvonne G.
Leiser, Minneapolis Viking,
Barbara Kuley
has been appointed small business management instructor, Brainerd Staples Technical
College, Brainerd, Minn.... Mike
Myszka, CPA, is now associate at
Source Finance, Bloomington,
Minn.
Michele Hutchinson, North Penn,
was promoted to controller at North
Penn Hospital.
Jim C. Petty, Northwest Arkansas, is
now vice president of finance at ERC
Properties, Inc.

INMEMORIAM

72

Mark M. Palmisano, CMA, Buffalo
(N.Y.), has joined Russell Bond & Co.,
as vice president, administration/
finance ...Ellen M. Peinkofer recently was appointed controller at Marketing Resources of New York, Inc., in
Orchard Park, N.Y.
Leo J. Daley, Lehigh Valley (Pa.), has
been named vice president and treasurer, Air Products and Chemicals,
Inc., Allentown, Pa.

KATHY WILLIAMS, EDITOR

Asheville, Arthur R. Price,
1964.
Atlanta, Clinton L Packard,
ELk 1945.
Baltimore, Robert L. Bean,
ELA,1970.
Beaver Valley,John W. Nichol, ELA, 1963; C. L. Santi,
EI A, 1960.
Buffalo,JackE. Baroni,1983.
Cleveland, Albert W Balzer,
ELA 1970; John E. Finney,
ELA, 1952; Howard E. Stingel,
EI A, 1947.
Dayton, Roy E. Kimmel,ElJk
1968.
Detroit, J. Huta, EI A,1966;
John B. McGee, ELk 1991.
Evansville, Kenneth L Layman, 1967.
Fort Wayne,JamesE. Hindle,
1980.
Florida Gulf Coast, Imogene
L Herbster,1971.
Harrisburg Area, Stannard
B. Pfahl, ELA, 1967.
Indianapolis, Thomas L
Dwyer,ELA, 1%4.
Kansas City, N. D. Dorothy,

PROMOTIONSAND
NEWPOSITIONS

ELA, 1976.
Iansing- Jackson,John H.
Campbell,1979.
Los Angeles, Ethel Krajchir,
1962.
Member -at- Large, Foreign,
Richard W.Stephens, ELk
1982.
Member -at- Large, USA, F.
J. Dunn, ELk 1968.
Memphis, Richard W.
Sprouse,1969.
Milwaukee, Wm. A. Bonfield,
1966.
Minneapolis Viking, John A.
Larsen,ELA, 1960.
Nashville, James E. Clark,
EI A,1977; John S. Glenn,
ELk 1972: John A. Demarest,
EI A,1973; Jerry W. Johnson,
1985; Edgar F. Waters, ELA,
1971.
New Hampshire, Richard J.
McInnis,1973.
New Jersey Meadowlands,
J. W. Balbach, ELk 1963.
North Penn, Charles Montgomery, ELA, 1977.
Oklahoma City, Ken M.

Lankford, 1991.
Oakland County, Mary L
Laskowksi,1991.
Olean-Bradford Area,
Thomasf Sonneborn,1974.
Philadelphia, John L Ricketts, ELA, 1946.
Portland, James A. Hanson,
1986.
Providence, E. Szala, EI A.
1960; Royf Wood,EI A, 1972.
Racine- Kenosha, Gilbert H.
Klug, ELA, 1967.
Richmond, R. Nelson Beane,
ELA. 1964.
San Diego,John L Spangler,
1960.
San Jose, W J. Fates,1964.
South Jersey,jamesJ. Teskey,
ELA, 1957.
Springfield, CharlesA. Cohoon,ELA,1969.
Stockton Area, Charles J.
Welch,ELA, 1973.
Waterloo -Cedar Falls,
Bruce L Bliton, 1973.
Zane Trace Ohio, James M.
Rankin,1974.

Phil W. Burrows, Oklahoma City,has
been promoted to director of financial
planning and analysis, Enogex, Inc.
Joyce G. Schaefer, Pensacola (Fla.),
is now manager, U.S. pharmaceutical
cost analysis, Searle, a Monsanto
subsidiary.
Andrea K. Alexis, Sacramento, has
been appointed accounting manager
at Alleghany Properties.
David J. Amico, Southwest Florida,
has been promoted to president and
chief executive officer, Eagle Creek
Holdings, Inc.
Frederick W. Woitowicz, CMA,
Trenton, has been named vice president and director of tax, Imo Industries, Inc., Lawrenceville, N.J.
Prakash G. Rajan, Valley Forge (Pa.),
is now senior auditor at Rhone -Poulenc Rorer, Inc., Collegeville, Pa.
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andIs Right
on the Money
When it comes to hiring, salary data is a
:ritical part of the overall picture.
That's why you'll appreciate the 1995
Robert Har and Accountemps® Salary Guide.
The publication, which thousands of companies rely up on for the most accurate
information, provides a comprehensive
overview of salaries for key accounting,
finance, information technology and banking positions.
Plus, new this year, the Guidedetails
regional hiring conditions — with
specific information on what skills are
hard to find, which industries are hiring
and local factors impacting salaries in
your region.
To obtain this FREE Salary Guide,
call your local Robert Halfand
Accountempsoffice at 1- 800 -803 -8367.
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