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need our Best of Breed.
Specially bred for
Fixed Asset, Project Accounting,
Lease Accounting, and Preventive Maintenance.

our primary software provider may not come through for you with the complete,
specialized property accounting software and support you need.
GBA Systems' "Pedigree" software, including Fixed Asset Management System (FAMS),
Project Accounting Management System (PAMS), Lease Accounting Management System (LEASE),
and Preventive Maintenance Control (PMC), is designed to provide complete, precise, and
accurate information required for audit purposes.
Service and support, when you need it, are paramount. GBA's staff of accountants
and data processing professionals are ready to assist when needed.
Hundreds of businesses have taken full advantage of the complex property reporting
and depreciation regulations using GBA's software. And with interfaces and data conversions
Magnolia Manor s
available, adding GBA's software is easier than ever.
8818 U.S. Hwy 42i N. Colfax, NC 27235
Find out what our Best of Breed can do for you, call (800) 422 -3267 for
910- 6684555.800.422 -3267
complete information on GBA Systems' property accounting software.
http://www.gbasys.com
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29FIXEDASSETSDON'TSQUEAK
BY LOUIS J. SARASOHN, CPA, AND
MICHAEL S. LUEHLFING, CMA
Don't let fixed assets remain on the bottom of
the list of those things that need to be fixed.
Even though it doesn't make any noise, fixed
assets is an area where your company can be
hurt�—or�helped�as�the�bottom�line�will�attest.

37FOREIGNSALESCORPORATIONS:
J AGREATINVESTMENTFORIRAs

FSCs offer tax benefits for U.S. exporters.

31

20MANAGINGRISKWITHDERIVATIVES
0 BY CHARLES P. BARIL, CPA; RALPH L.
BENKE, JR., CMA; AND GERALD W.
BUETOW, CFA
Derivatives are getting a black eye because of
widely publicized financial debacles caused by
their incorrect use. The most common financial derivatives, described here, are useful
tools and should be understood by accounting
and financial managers so they can hedge
their company's price, interest rate, or currency exchange rate risk and thus meet their
compe tition.

BY MARK A. TURNER, CMA, AND
ROBERT J. THORNTON, CPA
American companies that export their products
should take another look at Foreign Sales Corporations. Contrary to popular notions, they are
not difficult to set up and operate and, once in
place, offer substantial tax benefits for IRAs of
the shareholders of the exporting company.
Certifuate of 9dent

42COSTMANAGEMENTATTHEIRS
I g BY JOHN B. MACARTHUR
The cost management philosophy is now permeating the federal government, as this description of the changes going on at the Internal
Revenue Service illustrates. Agency managers
are discovering that corporate practices, such as
activity -based costing, can be used to reduce
costs at government agencies as well as in
private companies.
Cert fate of 9derit

Lybrand Gold 9Hedal'Winner

Cover.ThetrickIstomanage
thosefixedassetsandprotect
thebottom line.Seep.29.
(overbyPeterCampbelland
BobGrant,NYC.

Ar ticle mee ts N ASBA & IMA /CMA C PE r equir e me nts .
Ar ticle me e ts IMA /CMA C PE r e quir e me nts .
These articles w ill be included in IMA's quarterly self -study quiz, which you can order
by calling 1 -800- 638.4427, ext. 278.
MANAGEMENT AC00UNTtN00 (ISBN 0025-1690) is published monthly by the Institute of Management Accountants, 10 Paragon Dr., Montvale, NJ

07645 -1760, (201) 573.9000. Price $10.00 per copy. Subscription rates, per year: $20 (included in dues, nondeductible); nonmembers, $130.00.
Periodicals postage paid at Montvale, N.J., and additional mailing offices. To ensure uninterrupted mail service, send present address label and
new address including ZIP number to Data Entry Dept., TMA, Montvale, NJ 07645.1760. Allow six weeks for change. IMA'a telephone number is
1-800- 638 -4427; IMA's facsimile number is (201) 673 -0639. IMA Bulletin Board Service (modem required ), 1-800- 229 -1268.
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The Model Approach"'
AN INTERNATIONALLY- RECOGNIZED

two -day training

course,

The Model

Approach will show you how to implement activity -based costing in
your organization.
We've trained more than 6,000 participants from every size and sector
of business. Need a testimonial? Ask any of these companies: AT &T,
Barclays Bank, Blue Cross /Blue Shield, DuPont, Citibank, El Paso
Natural Gas, Ralston Purina, Sun Microsystems — even the US Army.
You'll get the same answer: The Model Approach gives you the skills to
develop better business processes for your organization.
For a complete calendar of classes, call 905- 678 -1661 or check our
website at www.sapting.com.
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"Financial
derivatives are
becoming necessary
for ... efficient
corporate management."
p. 20

49MAXWELLBUSINESSSYSTEMS'
HIGHFLIGHT
BY KATHY WILLIAMS AND JAMES HART
Under the direction of President Sassan
Chakamian, Maxwell Business Systems has
taken off in the job costing software development area. Here the hands -on executive
explains project accounting and offers guidelines for successful implementations.

Columns
6 PERSPECTIVES

"Management
accountants must
seek out silent
exposure areas on
a proactive basis."
p. 29

54 CASE STUDIES TRW TAKES BEST APPROACH TO MANAGING ITS

AsSETS ... (page 54)
UNITED DAIRY FARMERS AND GBA SYSTEMS:
PARTNERS THROUGH CHANGE ... (page 56)
CLIENT /SERVER FUNCTIONALITY BOOMING AT
DYNO NOBEL ... (page 56)

Dep artments
8 ANNUALREPORTSUMMARY

Students — future leaders.

10 LETTERS
12 TAXES
Increased expense deduction available to
enterprise zone bu sinesses.

16 NEWS
58TECH FORUM

14 CAREERS
`How do I keep good people when my budget
is cut ?'

63TRENDS INFINANCIALMANAGEMENT
70 CLASSIFIED
70ADVERTISERS' INDEX
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Views expressed herein are authors' and do not represent Institute policy unless so stated. Publi cati on o f pai d advert ising and new pro duct
and s er vi ce i nf or mati on do es not c onst it ut e an endo rs em ent by t he
Institute of the advertiser or the product or service.
MANAGEMENT ACCOUNTING* is indexed in the Accountants' Index and
also in the an -line database of the same name. This publication is available in other forms of media through Information Access Company and
through University Microfilms, Inc., and ABUINFORM (313) 761 -4700.
For more information call (800) 227 -6431. The full text of MANAGE-

use in courses of instruction, so long as the source and Institute of Managem ent Ac countants' copyri ght are indic ate d in any s uch re pr oductions. written application must be made to the Editor for permission to
reproduce any of the contents of this issue for use in other than courses
of instruction—e.g., textbooks and books of readings or cases. Except as
otherwise noted, the copyright has been t ransferred to the Institute of
Management Accountants for all items appearing in this magazine. For
those ite ms for which the copyright has not been transferred, permission to reproduce must be obtained directly from the author or from the
person or organization given at the end of the article.
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Quantity reprints of any article in MANAGEMENT ACCOUNTING® or
back issues (subject to availabi lity) may be obtained from Ci rculation
Departm ent, IMA, 10 Paragon Drive, Montvale, NJ 07645 -1760.

Computer

Do you possess above average skills?
Andersen Consulting is an international management and technology consulting organization whose mission is to help its clients
change to be more successful. The organization works with clients from every industry to integrate their people, processes,
strategies and technologies. The Center for PeopleSoft Solutions (CPSS), located in Minneapolis, Minnesota, works with
Andersen Consulting industry teams to provide clients with custom solutions based on PeopleSoft's product line. CPSS brings
together the best industry expertise and highly skilled consultants to develop world -class business solutions using PeopleSoft
HRMS and Financials applications.

C ENTER
PEOPLESOFT
SOLUTIONS
Andersen Consulting values professional growth and recognizes that providing a variety of career directions benefits our people
and our clients. The following positions are available within CPSS.
D e v e l o p m e nt A n" —Become an expert at customizing PeopleSoft panels and processes using PeopleSoft's development tools
including PeopleTools, SQUSQR, PeopleCode.
Design Consultant— Become a leader at designing and building the best solutions using PeopleSoft's HRMS or Financials
applications.
Project Manager— Manage a team of analysts and consultants dedicated to providing the best business solutions for clients
implementing PeopleSoft HRMS or Financials applications.
Tec hnical /lus talIation Support Ana"—Responsible for setting up databases, application software and workstations for the
PeopleSoft products in the Center for PeopleSoft Solutions and at client sites.
Instructional Technology/Instructional Design Consultant —Join a teatn in designing and building the best learning and support
solutions for client implemented PeopleSoft HRMS or Financials applications.
You may be the candidate we are seeking if you possess at least one of the following:
• Experience with PeopleSoft Financials and HRMS modules.
• Technical background in PeopleTools, PeopleCode, PS Query.
• Experience with PeopleSoft technical support, installation and upgrades. UNIX experience.
• Experience with technology based learning solutions.
If you possess these skills and want to join a fast - growing, leading edge
group of professionals, please fax 612- 334 -4710 or forward your resume in
confidence to: Recruiting Department - CPSS, Andersen Consulting,
45 S. 7th St., Mpls, MN 55402. Please reference Job #PS- 100696 -06.
Andersen Consulting offers a comprehensive salary and benefits package,
excellent training, and unparalleled opportunities for career growth.
For more information, contact us at: http: / /www.ac.com

Andersen Consulting is an Equal Opportunity Employer.
01995 Andersen Consulting
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Perspectives
STUDENTS-FUTURELEADERS
Student membership is one of the critical issues in IMAs Long
Range Strategic Plan. Students are one of the most important
customers of the Institute of Management Accountants. Our role
is to form a partnership with all our "stakeholders," to identify
and assess their needs, and to develop programs to meet those
needs, solve problems, and create opportunities. The IMA recognizes that the long -term success and well-being of thousands of
our student members is directly related to the continued success
and growth of the Institute and our profession.
As studen ts advan ce in th eir careers their needs will change, and the IMA plans
to be their career professional partn er to help them meet those needs. Student
membership in IMA is a passport to long -term opportunities. But we must refocus
now on meeting the expectations of students today.
The IMA h as in itiated a num ber of significant actions that will enhance the
benefits students currently enjoy:
■ Professor -in- Residence —named Gary Luoma, CMA, of the University of South
Carolina to th is p osition to evaluate an d imp rove our relationship with students
and faculty.
■ Market Research and Focus Groups — employed an independent
research o rganization to meet with diverse group s of students and faculty around the country to listen to their
expectations of professional organizations and determine how we can be more responsive to their needs.
nu,,
■ Practice Analysis —conducted a major research project

to determine what knowledge, skills, and abilities are necessary not only for recent graduates but also for experienced professionals.
These data are being used to modify curricula to be more responsive to the
needs of students and their potential employers.
■ Corporate and Academic Conferences —bring accounting and finance professionals together with faculty to create new ways to better prepare students for careers in corporate, public, government accounting, and business.
The leadership and management of the IMA are very excited about this investment in the future because the major beneficiaries are the future leaders of our
profession.
In addition, the IMA will continue to provide students with expanded opportunities in certification, education, professional development, and association with
business professionals. These opportunities help a student make the transition to
business professional and add value to a student's membership, career, employer,
and the IMA as we harness the power of change.
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Picture themW U M 4 this.
To honor the outstanding performance and accomplishments of financial executives, accountants
on call and the Institute of Management
Accountants have joined forces to create
The Financial Executive of the Year Award.
This prestigious award will be presented
to one financial executive in each
of the IMKs participating regions
throughout the United States.

Zaccountants
MC
on call'

To receive a nomination package, please call
1(800) 327 -1117, ext. 335.Your package will
arrive in early January and include detailed
information about the award, how to
participate, and an official nomination
form. Nominations must be postmarked on
or before February 1, 1111. Give top
financial executives the recognition
they deserve. Call today.

O

Financial Executive
OF THE YEAR
Circle No. 18
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Communisation
Is Key to Service
ur focus this year has been on improving
communication and emphas izing its importance in providing top - quality service.
We took the opportunity to communicate
our message about IMA's extensive professional activities and member benefits to
many diffe rent audie nces — members, employers, corporate and academic communities, standard se tters , and the public . Our
membe rs he ard from us on a regular basis
through chapter /council communications,

O

IMA Focus.
Today, more and more people have access to
IMA's message through our site on the World
Wide Web,
There have been significant advances in

comme nt lette r to the Fina ncia l Ac counting
Foundation (FAF) sugge sting improveme nts
to procedures followed by FASB.
At its February mee ting, the IMA Board
of Directors a pproved two initiatives that
will solidify IMA's position as a world leader
in the field of management acc ounting and
financial management.
FINANCIAL SUMMARY
1$ in Thousands)

MANAGEMENT ACCOUNTING, and

providing our members with new, innova tive,
affordable, and convenient continuing professional education opportunities. Members now
have the opportunity to earn C PE directly
from IMA by read ing MANAGEMENT ACCOUNT-

ING, attending locally facilitated workshops
base d on IMA Sta tements on Mana gement
Accounting, or using a CD -ROM based self study progra m.
We e mpha size d communication with the
corpora te community through the Continuous Improve ment C ente r (CIC ) and IMNs
Foundation for. Applied Research (FAR). We
also ma intained a s trong pres enc e within the
academic community through the American
Accounting Association (AAA) and Beta Alpha Psi. In conjunction with the AAA's Management Acc ounting Se ction, we e stablished
the annual Jim Bulloch Awa rd for Innovation in Manage ment Accounting Education.
The "Practice Analysis of Management Accounting," an IMA- sponsored research project, identified corporate accountants' work
activities and the knowledge, skills, and abilities necessary for a competent performance.
These findings were distributed to colleges
and univers ities nationwide.
A special communication this year, an Issue Alert, was sent not only to our members,
but also to the standard - setting community.
This supplement to MANAGEMENT AccotnwrING c o mmented o n c hanges b eing p ro p o s ed
b y t he C ha ir m an o f th e S e c ur it ie s & Ex c hang e C o mmis s io n (S EC ) to the lo ng - s t and ing p o s itio n o f t he S EC with res p ec t to s t and a rd s et tin g in t he p r iv at e s ec to r. E a rlie r, a s
in p u t t o t he F in an c ia l A c c o u n tin g S t a nd a rd s
Bo a rd ' s (F A S B) S tra teg ic P lan, w e s ent a
8
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Total Revenues and Support
Total Expenses

$18,988
16,145

Changes in Net Assets

$ 2,843

Total Assets

$20,741

Liabilities
Deferred Revenues
Net Assets

5,896
4,560
10,285

Total Liabilities,
Deferred Revenues,
and Net Assets

$20,741

Approval was given to imple ment a Certified in Financial Ma nageme nt (CFM) program, effective with the December 1996 examination. Togethe r, the C FM and the
Certified Management Accountant (CMA)
programs will provide certification opportunities not only for those who identify closely
with the ac counting function, but anyone
who identifies with the corporate financial
mana gement function including CPAs and
consultants.
Also approved was computer -based
testing programs for the CMA a nd CFM
exa minations. Starting with the first e xamination given for the CFM in December 1996,
the new Part 2 of the exa mina tion will be
in a 100% objective format. This allows candida tes to schedule e xaminations at their
convenience, complete their exams via computer, and have their exa m results tabulated
immediate ly.
Effective with the December 1997 examination, the other four parts of the exam also
will be computerized, thus providing both
CMA and CFM c andidates with greater accessibility to take the examination.
Other significant initiative s inc luded
stra tegic alliances with the Ame rica n Institute of CPAs, Financ ial Executive s Institute,

and AAA, as well as offering a Portuguese
langua ge version of the CMA examination in
June 1996. Candidates who pass the e xamination will receive a certificate jointly issued
by the Institute of Certified Ma nageme nt Accountants (ICMA) and the Brazilian ICMA.
One of the highlights of the year was communic ating our new Vision Sta tement that
will prepare the Institute for the year 2000
and beyond — "Global leadership in education, certification, a nd practice of management a cc ounting and fina ncial ma nagement."
The Ad Hoc Long Range Strate gy Committee, made up of volunteer leaders and IMA
staff, worked on this plan for over a year to
ide ntify curre nt and future trends and c ritical issue s that will affect us over the next
decade. The trends considered to be most important inc luded: the eme rging global village;
new economy; technology; population diversity; organizational dynamics; and mana gement ac counting.
Six critical issues —adapt to change, alliances, broadening skills sets, customers
and future markets, global challenges, and
students —were identified for priority treatment be cause of the ir importanc e to IMA and
our members.
The Annual C onfe rence this year in Las
Vegas, Nevada, provided a record 1,800 attende es with an opportunity to earn ove r 29
CPE credits, making it one of the most successful conferences in recent years.
Fina ncially, the orga nization is he althy,
and we are mana ging our ope rations responsibly. Significant gains on sales of securities
were a result of favorable market conditions
during the yea r.
All these programs were accomplished
through the dedication of our volunteer
members and IMA staff. We all should be
proud of the position the Ins titute is in for
the future.
7
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William J. Ihlanfeldt, CPA
IMA President, 1995 -96

QV A.sr,A—
Gary M. Scopes, CAE
Executive Director

The complete Annual Report, Year Ended June 30, 1996, is available ftes
to all members by calling the Public Relations Department at 1- 800 - 638 -4427,
ext. 154, fax: (201) 573 -8601; e-mail:
prdeptkh @class.org.
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about one simplething?

wrong

How can you be so right about so much,andso

You're right about your client list of wealthy business owners and estate planners. It's enough to make your competition hit the
brakes. You're right about the products you promote, like Second -to -Die and Variable UL and concepts like Split Dollar and
Key Person. You're only missing one thing. Aetna's phone #:1 - 800 - 238 -6252 (press 2). Our cutting -edge, high -end products hit your

Ivfiiiak, our nan

oors,

i

up to $10 million retention, excellent financial strength, and a mile long list of(

Ire

prospects where they live. Our advanced sales support is like callus home. Wr underwriters are flexible and accessible. With

closes deals. We can quote almost as fast as you can call. No mistake about it

11.1-800-238-

Lire uuurwmx producer imdem -dri n and imiA by Arniw Life Immww a mid Annuity Company.
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ACCOUNTING articles read, networking
skills honed, job - hunting strategies devised, and rainy day funds established,
IMA members can go on about their
business secure in the knowledge that
when the time comes to find a new job,
they, and the IMA, will be ready.—,John
K. Matthewson, CMA, Falls Church, Va.

COPINGWITHJOB
INSECURITY
The IMA is missing an opportunity to
connect with members in an area
where they really need help, i.e., coping
with job insecurity. To suggest in the
IMNs Mission Statement that "a member can benefit from the Employment
Network Service" by placing an ad in
the monthly newsletter falls far short
of what a member really needs and
what the IMA really has to offer. Most
of the chapter members I am acquainted with have just been laid off, are expecting to be laid off, are worried about
being laid off, or are working so hard
they do not have time to consciously
think about being laid off. IMA service
offerings couched in intellectual terms
are disconnected from the gut- wrenching reality of trying to remain gainfully
employed in the 199Os.
Another area of disconnection is the
IMA Vision Statement that mentions
our role in providing "Global Leadership." The IMA has skipped a step; one
must learn how to survive before one
can lead. There now exist 750 million
citizens of the Third World that are
under the age of 21. Upon reaching
their majority, any one of these individuals would gladly come into my
kitchen and eat my lunch. In this situation, my idea of "leading" means staying ahead of the pack by learning how
to work harder and smarter than these
folks. That's the only way I can help
prevent jobs in my organization (including my own) from being shipped
offshore. The value I add to the business function must be greater than the
savings that would occur if one of the
tens of millions of individuals in the
world willing to do my job more cheaply were employed to do so.
The IMA vision cannot be so lofty
that it fails to attend to member needs
in the area of basic survival in the
workplace. I would like to pass along
10 MANAGEMENT ACCOUNTING NOVEMBER 1996

two ideas my chapter has employed to
help our members cope with job insecurity. We used the annual roster as a
vehicle to help our members feel connected to the inherent power of the
IMA. Instead of publishing just the
names, businesses, and phone numbers
of our local members, we put out a list
containing all the members in our IMA
council -1,000 listings in a six -state
area, sorted by SIC code. Message to
the subconscious: "Worried about finding a job? Someone in this list is bound
to know of one."
Another activity we sponsor is an
annual job search workshop. The gist
of our message; (a) one out of 10 jobs is
listed in the newspaper want ads; recruiters have another one of the 10
jobs. Of the remaining eight jobs, four
are found through warm calls (read
IMA), [and] the other four are found
through cold calls. (b) 80% of job seekers respond to want ads; call their recruiters and a few friends. Only 20%
pick up the telephone eight hours a
day, five days a week. (c) There is
hope. I have been laid off three times
in the last six years (a downsizing, a
merger, and a reorganization). It took
me seven months to find a job the first
time (about average), seven weeks the
second time, and seven days the third
time.
Corporate America eliminated 25%
of its middle management white collar
workforce in the 1980s. The process is
being repeated in the 1990s. In this
era, loyalty to a company and 20 years
experience do not seem to count for
much anymore. So be it. The IMA can
help its membership adjust to the fact
that layoffs have become a normal occurrence during one's career. With resumes in order, professional skills up
to date (and kept there), CMA/CFM
certifications achieved, MANAGEMENT

NEEDED:SMALLCOMPANY
A
RTICLES
I have been a member of IMA for several years (8 +) and the entire time I
have worked for a small or medium sized company. Most of the [IMA] articles and seminars seem to be aimed at
the larger -sized companies. I would
like to see more info for the small company. In my job I am responsible for
the entire accounting process, office
management, and many other fields
not directly related to accounting. I
have talked with several other CMAs
at local meetings, and many are in the
same position. How about some articles on related topics like employee
management, accounting staff, and
others.—Kristin A. Ungar, CPA, CMA,
controller, Norwich Corp., Newton, Mass.

SUBOPTIMAL
[Re "JIT Adoption Costs," Taxes, Sept.
1996], I am a Malcolm Baldrige Examiner in Massachusetts, a candidate for
CFA, and was a CPA candidate (Duke,
Accounting & Mgmt. Science, 1978).
The benefits in reduced WIP, cycle time, and increased throughput pale in
comparison with what ensues from the
effective and ongoing development and
deployment of Total Quality Management (TQM). I am concerned for the
potential abuse of well - intended capitalization of costs that focus on suboptimal outcomes. As described in several
highly regarded journals, the "big bang" from TQM comes from integrated and integrative strategic management and measurement. Thus, IRS
Letter Ruling 9544001 encourages suboptimal corporate policies and further
imposes (enacts ?) the perceptual indenture which noted economist Paul Krug man called "The Age of Diminished
Expectations. " —Thomas M. Heller,
president, Total Quality® Investments
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Application # 271: Accurately count your beans. Think bar coding wouldn't
simplify your core accounting tasks? Think again. Barcode Anything is the first all -in -one
internal control suite designed to address the never- ending
challenge of accounting for your stuff —from maintaining
accurate databases to tracking your fixed assets to simplifying
the nightmare of inventory control. For just $299 (MSSP),

II III c
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Barcode Anything gives you all the tools and technology you
need to label, scan, and track whatever you want using

your PC. Fact is, the possible applications for Barcode
Anything are limited only by your imagination. And so far, our customers tend to have pretty good imaginations. For more information,
call 1- 800 - 711 -6728, or visit your local software retailer today.
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Anthony P. Curatola, Editor

INCREASEDEXPENSEDEDUCTIONAVAILABLETO
ENTERPRISEZONEBUSINESSES
A business that places depreciable
tangible personal property in service
during the tax year is entitled to a Section 179 expense deduction of $17,500.
Beginning in the 1997 tax year, this
amount will increase incrementally
and reach a maximum of $25,000 in
the tax year 2003.
Section 1397A of the Revenue Reconciliation Act of 1993 enhances section
179 a nd pro vide s a mor e ge ne r ous de -

duction to taxpayers meeting the definition of "enterprise zone businesses"
operating in "empowerment zones."
These b usinesses receive an additional
Section 179 deduction equal to the
lesser of the cost of Section 179 property placed in service du ring the year or
$20,000. Thus, while most b usinesses
are limited to an expense deduction of
$17,500 ($18,000 in 1997), enterprise
zone businesses have a potential write off of $37,500 ($38,000 in 1997).
Under Sectio n 179(b), th e expense
deductio n is ph ased ou t d ollar for
dollar wh en th e co st o f Section 179
property placed in service during the
tax year exceeds $200,000. The deduction is comp letely p hased out wh en
the cost of th e property eq uals or exceeds $217,500 [$17,500 - ($217,500 $200,000)].
Enterprise b usin esses also are subject to a phase -out of the $37,600 expense deduction. However, qualified
zone pro perty is treated differently in
the calculation of the Section 179
phase -out amount. Pursuant to IRC
Section 1397A, only one -half of the cost
of qualified zone property (versus the
full cost of nonqualified property) is
12
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used in the phase -out calculation. This
calculation allows the taxpayer to
place in service qualified zone property
costing $475,000 ($476,000 in 1997),
versus $217,500 under normal Section
179 rules, before the $37,500 expense
deduction is completely phased out
[$37,500 - ($475,000/2) - $200,0001. All
other provisions of Section 179 apply to
enterprise zone businesses.
"Qualified zone property" is defined
as depreciable tangible personal property acquired by the taxpayer (new or
used ) from an unrelated party after
December 21, 1994, and used initially
and substantially (85 %) by the taxpayer in an empowerment zone.
Only "enterprise zone businesses"
located in an empowerment zone will
receive the favored Section 179 treatment. Generally, these are corporations, p artnerships, or sole proprietorships that actively conduct a qualified
trade or business in an empowerment
zone , de rive at lea s t 80 % of the total
gross income from a business conducted in a zone, use substantially all of
the tangible property within a zone,
and employ a workforce of which 35%
are zone residents. In addition, substantially all employee services must
be performed in the zone, and substantially all of the intangible property
used must relate to active business
conducted within a zone. Furthermore,
less than 5% of the average of the aggregate unadjusted bases of the businesses' property can be attributable to
collectibles that are not held as inventory, and less than 5% of the average
aggregate unadjusted bases of the

businesses' property can be attributed
to nonqualified financial property.
Certain businesses, such as those engaging in leasing of residential rental
property, specifically are excluded from
the enterprise zone business category.
"Empowerment zones" are economically distressed areas that have been
targeted by local, state, and federal
governments to receive a full package
of incentives to promote capital investment and create employment opportunities. Currently, communities in the
following urban and rural areas have
been designated as empowerment
zones: Atlanta, Ga.; Baltimore, Md.;
Detroit, Mich.; New York, N.Y.;
Philadelphia, Pa.; Camden, N.J.; and
selected counties of Kentucky, Mississippi, and Texas.
The six urban zones, designated by
the Secretary of Housing and Urban
Development, and three rural zones,
designated by the Secretary of Agriculture pursuant to IRC Section 1391, are
restricted in size and have high poverty and unemployment rates. The designations, effective December 1994, remain effective for 10 years. Senate bill
1911 proposes to designate an additional 20 empowerment zones before
1998.
Enterprise zone businesses located
in empowerment zones also are entitled to an employment tax credit of
$3,000 for each $15,000 of employee
wages and tax - exempt bond funding.
Section 1397A's increased expense
deduction is only one of the tax incentives that Congress created in an effort
to spur business development and expansion in certain economically distressed areas. Enterprise zone businesses are entitled to an additional
Section 179 expense deduction of
$20,000, an amount unavailable to other businesses. This enhanced expense
deduction reduces the businesses' taxable income and makes more money
available for capital investment and
other developmental expenditures.
— Gwendolyn McFadden -Wade, CPA
Gwendolyn McFadden -Wade, CPA, is an assistant professor at North Carolina Agricultural
& Technical State University, Greensboro, N.C.
She can be reached at (910) 334 -7581, Eat.
6006.
Anthony P. Curatola is the Joseph F. Ford
Professor of Accounting at Drexel University,
Philadelphia, Pa. Tel: (215) 895 -1453.
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`How do I keep good people when my
budget is cut ?'

The company for which 1 work as an accounting manager has experienced what
many mid -sized companies are facing: the need to cut costs in order to stay competitive. Not only do 1 agree with this need but I was an integral part of the team
charged with lowering expenses across the board. But I'm now suffering the effects
of it in a very real way. We instituted a stringent cap on raises and bonuses, and
I've recently lost two excellent employees who went to other companies because I
couldn't match what they were offered. I'm afraid I'll lose more of my staff for this
same reason. How does a manager in this climate keep good people when the money
isn'tthere to encourage them to stay?

Robert Half, Editor

Use nonmonetary perks.
Your managerial dilemma is shared by
an increasing number of people in this
tighten- the -belt business climate.
Watching the bottom line is crucial for
many companies. Because employee
salaries constitute a major portion of
every company's expenses, it's only
natural to take a hard look at that
budget area.
At the same time, companies that
place too many restrictions on salary
and bonuses risk losing good people
who might otherwise stay if their
current employers could match the
offers they've been receiving from
competitors.
So, what do you do faced with the
salary and bonus cap imposed by your
employer? There's no doubt that
retaining good people is among the
highest priorities of American business
today.
But while money is, and always has
been, a powerful retention tool and
motivator, employees also respond to
other gestures of appreciation for a
job well done. Innovative companies
constantly are coming up with non monetary or low -cost ways to say
"good job." For instance, virtually
every employee responds favorably
when given real responsibilities in
which his or her success or failure is
based upon initiative and hard work.
Employees react positively because
14
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they're anxious to prove their skills
and abilities. The creative use of titles
also can compensate, to some extent,
for a lack of monetary rewards. Titles
are important in our lives. We respond
with pride when asked what we do at
our companies if we can mention a
title that represents a position of leadership and responsibility.
But one caveat: There is no amount
of nonmonetary compensation that
will keep good people who are grossly
underpaid. With the nationwide unemployment rate low, paying market
salaries takes on an even greater
importance.
Most individuals want to learn and
to grow. Establishing programs that
allow them to develop new skills needn't be expensive but can pay off with
renewed employee commitment and
energy. Develop a mentor system
through which ongoing training is con-

ducted. Bring in guest luncheon speakers. Establish a company lending
library of books that enhance their
knowledge. Provide industry magazines they might not otherwise read.
Set up a true two -way communication between you and those reporting
to you. One of the most useful attributes any manager can possess is the ability and willingness to listen. Ferret out
those small, albeit important, concerns
your employees have, and try to create
ways to address them. What may seem
insignificant to you might loom large
to an employee. I assume your employees work hard and are willing to put in
extra hours when the crush is on. Take
advantage of slower times to give an
added personal day off, identifying it
as a special company policy to recognize those whose efforts are exemplary.
Work out a deal with a local restaurant where good employees can be
treated for an occasional lunch. Tickets
for a local sports team or theater might
be available at a discount and given as
a low -cost perk.
Never forget an employee's family.
Often when a spouse feels a part of the
employee's job, he or she generates a
positive attitude towards it. And that
translates into a happier employee.
Plan family get - togethers. Have your
company newsletter sent to the
employee's home rather than distributed on site.
Keeping good people has become a
daunting challenge for today's managers. Most companies no longer are
able to "throw money" at employees
and automatically expect them to be
loyal. There is an entrepreneurial
appetite in the country today that
must be fed. People want to be treated
as entrepreneurs even when they work
for the largest companies.
Solving your problem demands a
degree of creativity on your part that
wasn't necessary in previous decades.
But it can be done. It's being accomplished in companies, large and small,
across America. By putting your mind
to it, I'm sure you'll find your own
series of answers to go along with what
I've suggested. ■
Robert Half, CPA, is the founder of Robert
Half International, Inc., the world's largest
staffing service firm specializing in the accounting, finance, and information systems field. His
latest book is Finding, Hiring, and Keeping the
Best Employees (John Wiley & Sons).
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SURVEY CONDUCTED ON
DERIVATIVE ACCOUNTING

Kathy Williams, Editor
RIDLEY NAMED IIA CHAIRMAN
Anthony J. Ridley, CIA, general auditor
for the Ford Motor Company in Dearborn, Mich., has been elected chairman
of the board of the
Institute of Internal
Auditors (IIA). His
one -year term began
October 1.
In his 38 -year career with Ford, Ridley has held senior
finance positions in
Europe, South
America, and North
Anthony J. Ridley America. He is an
English national and a fellow of the
Society of Company and Corporate Accountants in the U.K.
A member of IIA since 1990, Ridley
also has served as senior vice chairman of the board, vice chairman of the
board- professional practices, member
of the Research Foundation board of
trustees, and member of several other
committees.
WORLD CONGRESS WILL
CONVENE IN PARIS
The 15th World Congress of Accountants, sponsored by the International
Federation of Accountants (IFAC), will
be held Oct. 26- 29,1997, in Paris. Its
theme will be "Accountants and Society: Serving the Public Interest." Held
every five years, the World Congress is
designed to appeal to accountants in
all sectors of the global marketplace—
public practice, industry and commerce, education, and government. The
full program represents about 20 hours
of continuing education.
The conference is arranged around
three plenary sessions with the topics
of "The Public Interest in a Changing
Society with Global Markets and Global Regulations," "The Public Interest,
Benchmark Standards, and Meeting
16
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Expectations," and "The Public Interest
and the Emerging Market Economies."
Workshops that follow the sessions
each day will offer discussions on subjects such as the accountant's role in
environmental matters, coping with
information technology, the management accountant's role in meeting
stakeholder needs, and roles of international regulatory and standard setting bodies.
IMA is one of the member body participants, so special registration rates
are available for Congress attendees
and their guests if they apply through
Jan. 17, 1997. For a brochure about the
Congress or more information, contact
Kathy Hogan at 1- 800 - 638 -4427, ext.
154, or Jeff Albrechtson, ext. 201.
MEDNICK

IS AICPA CHAIR

Robert Mednick, CPA, managing partner- professional and regulatory matters of Andersen Worldwide in Chicago,
is the new chair of the American Institute of CPAs (AICPA). He joined
Arthur Andersen in 1962 and has
spent his entire career there, becoming
a manager in 1966, a partner in 1971,
and managing partner in 1993.
He also has served as the firm's director of SEC policies, managing director of auditing procedures, vice chairman of the worldwide Committee on
Professional Standards, and chairman
of that Committee. Some of the AICPA
leadership positions
he has held include
chair of the Finance
and Accountants'
Legal Liability
Committees, member of the Auditing
Standards Board,
and member of the
Strategic Planning
Committee.
RobertMednick

According to a survey of nearly 700 financial and nonfinancial organizations
that use derivative instruments in conjunction with risk management activities, there is consistency in the accounting for risk management activities. The
survey was designed to capture information about current accounting practices across three areas of risk management (interest rate, foreign exchange,
and commodity) and four types of derivative instruments (futures, forwards,
swaps, and options). Respondents also
were asked their views on the Financial Accounting Standards Board's exposure drafts on derivatives and hedge
accounting and comprehensive income.
(See "Trends in Management Accounting," p. 63, for the official response by
IMA's Financial Reporting Committee
to the Board's exposure draft.)
The survey was sponsored and developed by Citicorp and J.P. Morgan, and
results were compiled and summarized
by KPMG Peat Marwick LLP. (There
were 139 responses.) Here are some of
the highlights:
• There is consistency in accounting
for the surveyed instruments used
in risk management.
• There is consistency among organizations in requiring designation and
documentation, correlation, linkage,
and probability of occurrence for anticipated transactions.
• There is a range of practice with respect to the detailed criteria organizations use to define and evaluate
risk, whether written option positions can qualify for risk management accounting, and the treatment
of intercompany exposures.
• The majority of respondents expressed a lack of support for the
FASB's recent proposals on derivatives and hedge accounting and
comprehensive income.
• The majority of respondents believe
some form of special accounting
should be permitted for hedging
activities.
For a copy of the complete report,
"Survey on Current Accounting for
Risk Management Activities," contact
Frank Taylor or Mary Migacz at
KPMG Peat Marwick at (212) 9095600, phone; (212) 909 -5699, fax. ■
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The road begins with The Certified Management Accountant Program.

Every day, the business pages report another
corporate downsizing, another restructuring,
another merger.And with every report, more
jobs are lost, more opportunities vanish and
the constantly changing needs of corporations
become more difficult.
Are you ready for the changes that are coming
your way?
If you have a finance or accounting background
or you're a recent graduate in the field of Finance,
Accounting or Management, the Certified
Management Accountant Program, endorsed
by the Institute of Management Accountants,
may be the right course in building a more
fulfilling and rewarding career.

—

—

the only certification
The CMA designation
program of its kind for finance, accounting, and
management professionals
is recognized,
supported and endorsed by most senior executives
at top corporations throughout the country.

The Institute of Management Accountants is
the largest management accounting organization
in the world and since 1919 has been an invaluable
source of personal and professional development
opportunities for its members.
To find out more about how membership in the
prestigious Institute of Management Accountants can
lead to CMA certification and future success in
today's complex marketplace, call 1- 800 - 638-4427.
You'll receive a free issue of the Institute's award winning magazine Man agemen t Accoun tin g.

INSTITUTE of

MA N A G E M E N T
ACCOUNTANTS
CERTIFIEDMANAGEMENTACCOUNTANTPROGRAM
CERTIFIEDINFINANCIALMANAGEMENTPROGRAM

Apply Now For The June 11th & 12th, 1997 Examination.

-

Wmdows -based Accounting Software
for Businesses Worldwide

r
t� A

WOW, MC e ll, ana Mall. AS Wlin all UMN JYJ 1 hMbproducts, TRAVERSETM includes the source code.

1 -800 -328 -2276
http: / /www.osas.com

TRAVERSE•'•M allows reporting in more than one
language. This international functionality extends to
the screens where field names can be changed to any
language (or industry specific - terminology) on a
workstation basis. TRAVERSETM supports
international date and number formats, VAT, and
includes built -in tables for currency exchange.

M c ro wft"
1 113

1 1 I II I IME 2 : 11TI 11

H

WswEMS INC.
7626 Goldcn 'l rianoe Drive, Eden Prairie, MN55344
Phone 612-829-0011 Fax 612 -829 -1493

\] -- fl- Mill-* % -. W 11 -1 1-1 l-Gwl Bavc mcn:p}uctcJ rtxknutk+: yid l'UI. Scwrr .. r iu.lrnu.k..I
\Icmwf[Cbrpwlkm.
I'N.41'F:H.ti4: n a mArmuA: aa117F'k: M1SYSI' EF1S rlemununx tidmve u a nrcuemi mulrmnk,d 111+ci.S . trn .. Im..
on�[11cn�� srcMS�HnWing�(ircp,�aanlany.

Circle No. 7

Managing Risk w
BY CHARLES P. BARIL, CPA; RALPHL. BENKE, JR.,CMA; ANDGERALDW. BUETOW, CFA

Lybrand Gofd 9KedafWinner

Hedging
your
company's
risks is
just good
business
management.

For IMA's comment
on the FASB
Exposure Draft,
"Accounting for
Derivative and
Similar Financial
Instruments and
Hedging Activities,"
see p. 63.
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A company wishes to finance expansion into a new
market. The traditional approach to financing
such a project is to sell a working interest in it to
other partners or to increase debt. Neither method,
however, considers the risk, cash flow, and revenue generation characteristics of the project. In
today's financial environment, the company,
instead, can use creative derivative securities that
both reduce risk and meet client - specific needs.
The company consults a risk management expert
who examines the components of risk in the expansion and how they interact with existing risks. The
specialist then structures a derivative or hybrid
security that possesses all the necessary cash flow
and risk characteristics needed to meet the specific needs of the project. This arrangement enables
the company to finance the expansion and reduce
its overall risk exposure.
erivatives have been around for a long time,
but only recently have corporate managers
begun to view derivatives as a viable strategy for actively managing financial risk. Properly
used, derivatives can protect a business. Derivatives allow a business to counterbalance existing
risks, thereby limiting potential losses and stabilizing cash flows. Moreover, derivatives offer
speed, precision, flexibility, and low transaction
costs. Improperly used, derivatives can cause
substantial harm. Either way, derivatives are
complicated and becoming more so. But they are
the wave of the future, and accounting managers
need to understand them to enable their companies to compete successfully.
In addition to the issues of derivatives valuation and disclosure, accounting managers must
deal with identifying risk exposures, measuring
these exposures, and providing recommendations
on how existing risk exposure can be reduced or
eliminated.
The risk environment in which businesses
operate has changed dramatically over the last 10
years, presenting new challenges to financial
executives and managers. The government has
dropped most attempts to fix interest rates,
NOVEMBER 1996

exchange rates, and prices on goods and services.
Trade and capital investment restrictions have
been relaxed. Complex, cross - boundary economic
relationships have developed in a world no longer
dominated and stabilized by the United States or
any other economic power. Moreover, advances in
information and computer technology have
enabled the design and use of increasingly complex financial instruments.1
Within this environment, managers face two
major types of risk — business risk and financial
risk. Business risk represents the uncertainties
connected with developing, manufacturing, and
marketing products and services. Most managers
are willing to assume business risk when the
associated expected economic returns are sufficient. When undertaking activities within their
primary business realm, these managers believe
they have a competitive advantage in projecting
the amount and timing of future cash flows. Managers effectively can deal with business risk
using traditional tools such as diversification and
securitization.
Financial risk, on the other hand, refers to the
uncertainty associated with exposure to fluctuations in interest rates, currency exchange rates,
and the prices of commodities and equities. Interest rate exposure reflects the relationship
between a company's capital structure and market interest rates. The choices between fixed and
variable rates, short -term maturities or longterm maturities, and debt or equity financing can
have a dramatic effect on net income. Foreign
currency exposure refers to the varying exchange
rates over time between a company's domestic
currency and the foreign currencies of its vendors, customers, and even competitors. Commodity price exposure results from the dependence of
a company's production process on raw materials,
such as cotton or oil. The more dependent a company, the more vulnerable it is to commodity price
changes. Such a situation is particularly troublesome when the company locks into long -term supply agreements, such as the contracts by MG
Corp. (See sidebar.) Finally, equity price exposure

ith Derivatives
refers to the changing market value of a company's equity holdings in its investment and pension portfolios.
With the global business environment changing so rapidly, managers often have an incomplete understanding of the financial risks that
they face. While managers may be confident projecting raw material usage for the coming quarter, few managers feel comfortable projecting
future currency exchange rates. In this arena
they do not have a competitive advantage. However, the choice of doing nothing, hoping for the
best, and letting external events shape financial
results can be devastating. Consequently, it is in
a company's best interest that financial risk be
identified, analyzed, measured, and, most important, controlled. The accounting manager will be
integrally involved in each.

tory to protect against future price increases can
lead to subpar production quality and output.
Moreover, a company following this path loses if
inventory prices fall. Third, traditional risk man-

TRADITIONALRISKMANAGEMENT

F inancial risk has been recognized and managed
for many years. Early techniques relied on operating and balance sheet solutions. For example, companies controlled their interest rate exposure by
aligning assets more closely with liabilities of
matching maturities. Manufacturers reduced their
foreign currency exposure by building plants overseas in strategic markets. Manufacturers with
commodity exposure hoarded excess inventory,
adopted flexible production processes, and vertically integrated to minimize risk.
These traditional risk management techniques
have several difficulties, however. First, they are
expensive. While building plants overseas may
provide an effective hedge against foreign currency risk, it can be an inefficient use of resources,
and it introduces translation risk. Translation
risk arises when operations are recorded in the
local currency and profits are reported in the currency of the parent corporation; it is a foreign currency risk that is created when foreign subsidiaries operate in local currencies.
Second, these traditional techniques encourage
inefficiencies. Holding excess raw material inven-

agement methods are not always available to
companies. For example, an inadequate credit
rating may prevent a company from issuing longterm debt to better align its expected future cash
flows. To cope with business and financial risk
efficiently, companies need a tool for managing
these risks. Financial derivatives are that tool.
NOVEMBER 1996
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WHATAREDERIVATIVES?

perfect hedging strategy due to their customization.

F inancial derivatives used for risk management are con-

Futuresare similar to forward contracts but have standardized
contract terms. Futures are traded on an organized exchange
and follow a daily settlement procedure. The losses of one party to the contract are paid (as a gain) to another party. The
organized market, standard contract terms, and lower costs
may give futures a significant advantage over forwards.
Although a forward can be sold before its expiration date, it is
much harder to sell a customized forward contract than a standardized futures contract.

tracts that derive their value from some underlying asset, reference rate, or index. They transfer price, interest rate, or currency exchange rate risk from the hedger to another party.
Hedging is a term applied to any trading strategy used to
manage or reduce (ideally eliminate) risk. Thus, hedging is not
a profit- motivated strategy; rather, it is a risk - reduction strategy. When a company's risk exposure and its hedging strategy
are perfectly matched, all undesirable risk is eliminated; a perfect hedge has been formed. A cross hedge arises when a company's risk exposure and its hedging strategy are imperfectly
matched. Undesirable risk is reduced, but not eliminated.
Cross hedges are the rule, rather than the exception, due to
the standardization of quantities, qualities, and timing of
hedging instruments traded on organized exchanges.
Speculation, on the other hand, is a risk - increasing and
profit - motivated strategy. Frequently, the terms speculation
and hedging are used incorrectly in the press. It is impossible
for a properly placed hedging strategy to lose the amounts of
money claimed in recent events such as the Gibson Greetings,
Proctor and Gamble, and Metallgesellschaft losses. (See sidebar.) The parties involved were speculating for profit, not
hedging to reduce risk. And, the result has been a black eye on
the face of derivatives.
There are four primary types of financial derivatives used in
risk management: forwards, futures, options, and swaps.
Forwardsare contracts traded over the counter that obligate
the purchaser of the forward to either buy or sell something
at a specific price, quantity, and date in the future. The reason forwards are traded over the counter is that each forward is often a customized contract. Each purchaser of a forward is using the forward for a different purpose, requiring
a contract customized to that purpose. Forwards allow for a

Demonstrating the importance of
identifying and properly managing
risk, the press has reported numerous
financial catastrophes due to financial
derivatives during the past few years.
Examples include a $1.3 billion loss by
MG Corp., a U.S. subsidiary of the $15
billion German mining company Met allgesellschaft. After agreeing to supply
gasoline, heating oil, and diesel fuel at
fixed prices for up to 10 years, the company attempted to protect itself and
make a profit by purchasing short -term
future market positions in oil. In 1993,
oil prices dropped and MG's futures ran
up losses, requiring the company to put
up cash to cover margin calls. And,
while MG's fixed price supply contracts
rose in value, the cash inflows from
22
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XYZ, Inc., a medium - sized, U.S. manufacturing firm, frequently transacts with Swiss institutions, mostly as a purchaser ofSwiss products. XYZ has committed to purchase
Swiss products for 1 million Swiss Francs (SF) 90 days
from now. With a current exchange rate (ER) of .87 $1 SF,
1 million SF equals $870,000. XYZ faces a short -term ER
risk if the dollar depreciates versus the SF.
Assuming that the standardized terms of the futures are
met, XYZ can hedge the short -term ER risk of the 90 -day
commitment perfectly using either a forward or a futures
contract. To accomplish this arrangement, XYZ purchases
either eight futures contracts 2 or one forward contract.
These contracts obligate XYZ to purchase one million SF
for $875,000, given the 90 -day forward ER of.8751 SF.
If after 90 days the ER rises to .90 /SF, XYZ will purchase
the Swiss goods for $900,000. XYZ will receive $25,000
[i.e., 1 million X (.90$ /SF - .875$ISF)J from either the
exchange or a financial institution that sold them the
futures or forward contract. On the other hand, if the ER
after 90 days is .86$I SF, XYZ will purchase the goods for
$860,000 and owe $15,000 to the exchange or financial
institution with which it contracted. Whether the ER rises

them would not take place until long in
the future, if at all.
Less spectacular, but closer to home,
are publicly disclosed losses of $157
million by Proctor and Gamble and $20
million by Gibson Greetings from interest rate swaps with Bankers Trust New
York Corp. The swap agreements
enabled both companies to exchange
fixed rate payments on existing debt for
lower (at the time) variable (floating)
rate payments. However, the swaps
made the companies' variable rate payouts extremely sensitive to increasing
interest rates. When interest rates
turned up in early 1994, the borrowing
costs of Proctor and Gamble and Gibson
Greetings increased dramatically.
Moreover, neither company had an

existing position that counterbalanced
these losses.*
*Both Proctor and Gamble and Gibson Greetings sued the organization
that sold them the derivatives, Bankers
Trust, The Wall Street Journal, Nov. 1,
1994, p. C1. The Securities & Exchange
Commission concluded that Bankers
Trust had defrauded Gibson Greetings.
Bankers Rust paid a $10 million fine
and reimbursed Gibson Greetings for
$14 million oftheir losses, The Washington Post, June 11, 1995, p. 1.
Bankers Rust settled the Proctor and
Gamble suit by agreeing to absorb as
much as $150 million of their loss on
interest rate swaps, The Wall Street
Journal, May 10, 1996.
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or falls, the aggregate cost to XYZ is $875, 000, the cost they
locked in originally by implementing the hedge.
There are 12 futures exchanges in the U.S., the most prominent being the Chicago Board of Trade. There are active
futures markets in Sydney, Hong Kong, Tokyo, Osaka, Paris,
London, Singapore, and Toronto. Some of these exchanges are
fully automated, meaning that all trading is done via computer. Some of the exchanges are linked to each other, allowing a
trader to open a position on
one exchange and close it
on another exchange.
Options. American options
give the purchaser the
right to buy (call options)
or sell (put options) a specified quantity of a financial
asset at a particular price
(the exercise price) on or
before a certain future
dates Options differ from
forwards and futures in
that options do not require
the purchaser to buy or sell
the underlying asset. Thus,
the buyer can simply let
the option expire, with the
only loss being the premium, the amount paid for the option
Instead of forwards or futures, XYZ, Inc., can use options
to eliminate the short -term ER risk arising from its purchase agreement. Fearing a depreciation of the dollar relative to the SF, XYZ can purchase call options on the SF,
which increase in value as the dollar depreciates against
the SF. Each option contract controls 62,500 SF. Therefore,
XYZ needs 16 option contracts to control one million SF,
the price of the Swiss products. Assume further that the
options expire on the purchase date 90 days hence, the
exercise price of each option contract is .875$1 SF, and that
each option contract costs $625, for a total premium of
$10,000.
If in 90 days the ER rises to .90$ISF, XYZ will exercise the
option for a profit of $25,000 (1 million SF X [90 $ISF—
.875$ISFJ), making XYZ's aggregate cost $885,000
($900, 000 — option profit + option premium). Here, the cost
of a depreciating dollar is offset by the option profit. On the
other hand, if the ER drops to .86$/SF in 90 days, XYZ
will not exercise the option. In this case, XYZ's aggregate
cost will be $870,000 ($860,000 + option premium).
Used as hedging vehicles, futures and forwards lock in the
aggregate cost. Changes in the value of the underlying position
are exactly offset by changes in the value of the future or forward. Options, because their exercise is optional, allow the
hedger to benefit when the value of the underlying position
moves in his or her favor, yet maintain an upper limit on the
aggregate cost. The cost of the advantage is the option premium.
Similar to futures, an active market for options exists. In
fact, the Wall Street Journal devotes several pages to options
listings.
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MANAGEMENTACCOWNG NOVEMBER 1996

Swaps.There are many types of swaps, but the two most sig-

nificant are currency swaps and interest swaps. Currency
swaps involve the exchange of cash flows in two different currencies. Most often, one cash flow is floating and the other
fixed. Interest rate swaps are agreements between two parties
to exchange floating interest rates for fixed interest rates, both
in the same currency.
Swap dealers stand ready to offer clients almost any swap
available. Depending on the complexity of the swap, the dealer profits either in the form
of an up -front fee or
through a bid/ask spread
between cash flow payments. Any risk that the
dealer faces is hedged in
other derivatives markets.
XYZ agrees to purchase
Swiss goods for one million SF every six months
for the next five years.
Now XYZ must devise a
risk management strategy to protect against their
long -term ER risk. XYZ
approaches a swap dealer and enters into a "circus swap." In exchange
for one million SF, XYZ agrees to pay the swap dealer a
fixed $880,000, semi - annually, for the next five years. By
fixing these cash flows for inventory acquisition, thereby
eliminating the ER risk, XYZ's management now can forecast profits and cash flows more accurately. The swap
dealer profits either from the ER charged to XYZ, an upfront premium, or some combination.
Figure 1 illustrates the periodic cash flows between the
swap dealer and the Swiss Company. Note that no ER risk
exists for XYZ. XYZ pays a fixed dollar amount ($880,000) for
the Swiss goods and the one million SF simply passes through
XYZ to the Swiss company.
Swaps offer an advantage over the other derivatives when
hedging risk arising from long -term, periodic cash flows. Swaps
require only a one -time transaction to hedge risk over a long
exposure period, while the other derivatives require a rollover
transaction for each periodic payment. Unlike futures and
options, no organized and liquid exchanges exist for swaps or forwards. Managers interested in transacting in swaps should contact one of the large investment offices. Most deal in both swaps
and forwards. However, with no organized market, unwinding a
hedging strategy that uses swaps may be expensive.

DERIVATIVESANDRISK
MANAGEMENTSTRATEGIES
L fs seen in the previous examples, various types of derivatives exist that can be used to implement risk management
strategies. The choice of the derivative (or portfolio of derivatives) will depend on management, as well as on specific characteristics of the company. Each derivative security offers
unique properties such as distinct payoff profiles, existence of
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organized exchanges, and the ability to cover a longer time
horizon. These properties will make one derivative security
better than another in a particular situation.
Hedging strategies are created to reduce the risk of an existing position. Therefore, all hedging results must be analyzed
in conjunction with the underlying risk being hedged. That is,
the cash flows from the hedging strategy must be matched
with the cash flows of the pre- existing position, as shown in
Figure 1. If this is not done, confusion between hedging and
speculating may result.
Finally, similar to health insurance for an individual, hedging is undertaken to reduce or eliminate risk. And, risk reduction can be costly. As the examples demonstrate, the future
may unfold in such a way that the company's cash flows would
be superior if the hedging strategy had not been implemented.
However, if the future were known, there would be no exposure to risk. To criticize a hedging strategy retrospectively
would be analogous to an individual finding fault with paying
an insurance premium after the coverage period has expired.

MANAGINGTHERISKOFDERIVATIVES
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sed properly, derivatives enable companies to reduce preexisting financial risks associated with exposure to fluctuations in interest rates, currency exchange rates, and equity
and commodity prices. However, the process of managing
financial risk with derivatives must itself be managed. In
1993, the Group of Thirty, a collection of derivative users and
dealers, published a study titled "Derivatives: Practices and
Principles." The Group of Thirty identified four major risks
related to using derivatives:

will

■ Operational Risk. Exposure to losses caused by inadequate
international control systems, management failure, fraud,
or human error.
■ Market Risk. Exposure to changes in value of derivatives
portfolios resulting from volatility in financial markets.
Investments in derivatives intended to reduce a pre- existing exposure involve low market risk. Any drop in market
value of a hedger's derivative portfolio
be offset by an
increase in value of the existing position.
■ Credit Risk. Exposure to the possibility of financial loss
resulting from a counterparty's failure to meet its financial
obligations. The exposure of futures is minimal because the
counterparty is a clearinghouse.
■ Legal Risk. Exposure to financial loss due to a contract
being unenforceable. The greatest enforceability risks arise
in connection with bankruptcy and insolvency when contracting with foreign dealers not subject to U.S. laws. Additionally, inadequate or misunderstood documentation can
lead to loss.
The key to managing the operational risk of derivatives is
developing the procedures and implementing the necessary
controls to ensure the effective management of the market,
credit, and legal risks of derivative use. With appropriate procedures and adequate controls, the losses by Metallgesellschaft, Proctor and Gamble, and Gibson Greetings might
have been avoided.
The most important step in successfully managing the risk
of derivatives is to establish effective oversight by the board of
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directors, audit committees, and senior management. According to James A. Johnson, chairman of the American Institute
of CPAs' Financial Instruments Task Force, companies should
establish a clear and internally consistent risk management
policy, including risk exposure limits. Consistent with the
board's authorization, top executives need to develop strategies and implement policies for day - today derivatives management. These policies should include the development of a
listing of derivatives instruments approved for hedging, hedging strategies, counterparty guidelines, risk manager responsibilities, lines of authority, and bases for performance evaluation. The responsibility for managing the risks of derivatives
used must start and end at the top.4
Effective oversight requires knowledge. If board members
and senior management have little knowledge or experience
with derivatives, it will be necessary to provide training sessions before using derivatives to manage risk. These parties
need not have a detailed understanding of the mechanics and
pricing of each derivative product. Rather, they need sufficient
knowledge to answer fundamental questions regarding the
company's financial risk exposures, the potential impact of
these exposures on the company, and acceptable exposure limits. When possible, the company should use an independent
consultant rather than a dealer in derivatives to conduct these
training sessions.
With the responsibility for oversight comes the need for
feedback. Senior management and the board of directors
must receive timely, accurate, and useful reports on derivative
activities so that, when necessary, they can act quickly and
decisively to maximize gains and minimize losses. Management reports should cover exposures and hedging activities,
as well as hedging effectiveness. A backtracking system that
constantly monitors all risk management strategies also
should be implemented in order to improve hedging techniques continuously.
To ensure that the magnitude, complexity, and risks of the
company's derivatives position are commensurate with its
objectives, all derivatives transactions or positions must be
linked with the related risk exposure position. In this way, top
management can determine whether the derivative is a perfect hedge, a cross hedge, or a speculative transaction. And, as
perfect hedges are oftentimes too costly, the report should
include the results of sensitivity analyses to provide a more
complete picture of risk exposure.
Management's report should compare risk management
results with corporate goals. The measurement of derivatives
risk begins with valuing the derivatives portfolio at current
market value to reflect the magnitude of potential losses or
gains. Then, sensitivity analyses should be performed to measure the risk of loss under both expected and "worst case" market conditions.
To manage risk with derivatives successfully, a company's
organizational structure must include controls to ensure that
only authorized transactions take place and that unauthorized
transactions are detected quickly. To limit derivatives trading
irregularities or errors, the company should separate the
responsibilities for (1) establishing hedging strategies; (2)
approving transactions; (3) executing transactions; (4) gathering, summarizing, and communicating exposure information;
(5) management reporting; (6) trade information; and (7)
accounting and tax involvement. In addition, the company

should require ind epend ent trade co nfirmation an d du al co n tro l fo r all d erivatives transactio ns.
Based on p ublic disclosures, it is n o t
clear that sen io r o fficials at eith er Gib son Greetin gs, Pro cto r an d Gam b le, o r
Metallgesellschaft were fully aware of
their company's risk exposure. Or, if
awar e of th e potential for lo ss d u e to
their companies' derivatives position,
that these officials ch ose to speculate,
taking a risk - increasing, profit- motivated position, and lost.
The goal of an in ternal co ntro l sy stem
is to enable effective o versigh t. A clear
and intern ally co n sistent risk m an agement policy with risk exposure limits
must be established. Accounting managers should insist on such a policy so
that the resp on sib ility fo r risk m an agement is clearly defined . And, timely
reports mu st be provided to management, identifyin g and characterizing risk
exposures, measu rin g th e magn itud e,
and recommend ing appropriate hedging
strategies to redu ce th e risk. A caveat:
even a strong in ternal control system
cannot prevent senio r officers from making uninformed, speculative choices.
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income.
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FixedAssets
Don'tSqueak
The wheel that
squeaks the loudest
is the one that gets
the grease.
BY LOUIS J. SARASOHN, CPA, AND
MICHAEL S. LUEHLFING,CMA
roper loss prevention and early
detection are critical components
of any internal control system.
This principle, espoused by the Committee of Sponsoring Organizations
(COSO) of the Treadway Commission
in its report, has special relevance for
corporate accounting managers
charged with control of fixed assets.'
Certain systems, or system participants, clamor for immediate attention —often on a continuous basis.
However, as illustrated in the case
study below, it is important that the
management accountant proactively
seek out silent areas of exposure and
not just react to problems called to his
or her attention.
Georgia Computers (GC) began in
1984 as a startup company that exploited a critical niche in mainframe
software development.2 GC created a
proprietary database management
software that sifts through transaction
detail to identify sales and customer
trends. Customized for each client, the
software was particularly responsive to
the needs of top -level management.
Initially, GC stored both its software
programs and clients' transaction details on mainframe computers strategically located across the United States.
Over time, as the cost of computer
hardware rapidly declined in favor of
NOVEMBER 1996
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minicomputers, GC revised its software to operate on its clients' systems.
GC eventually offered to supply its
clients with equipment and to build
the hardware cost into the software licensing agreement.
Until the early 1990s, GC enjoyed a
$20- million revenue stream from software licensing, external use of its
mainframe systems, and on -site systems. The combination of increased
competition and declining hardware
prices encouraged GC to consolidate its
operations with those of its competitors. In 1991 and 1992, GC acquired
two similar companies from a large
multinational conglomerate. As a result of these acquisitions, GC revenues
mushroomed to $80 million overnight.
Unfortunately, along with integrating
three different administrative staffs,
GC had to integrate three different information systems.
The company prioritized the integration. The emphasis first was placed on
the operations and billing systems because both had an impact on customers. The integration of internal systems, such as the accounting systems,
was subsequently addressed. By the
time the operations and billing systems were assimilated into GC in late
1992, the company had already overspent its budget and had little time
and money left to spend on accounting
systems (general ledger, receivables,
payables) or its secondary system
(fixed assets). Controller Mike Adams
proceeded with work on the critical
systems and delayed work on the fixed
assets system until mid -1993.

FIXEDASSETINTEGRATION

A

dams faced significant problems
when work began on the fixed assets
system. The three companies had distinctly different policies concerning
their record keeping and depreciation.
One company kept extremely detailed
records, recording even minor items
such as computers, cables, and delivery
charges as depreciable assets. Another
company only included general descriptions of entire computer systems in its
records and aggressively expensed as
many capital expenditure- related
items as it could. GC itself kept a reasonable amount of detail and used an
informal $1,500 capitalization threshold for computer hardware and soft30
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ware and a $500 threshold for all other
purchases.
Adams did not have a paper trail
for the acquired assets because GC did
not receive the underlying support for
the fixed asset purchases; the underlying support remained the property of
the previous owners. Adams was not
sure if all the acquired assets existed
because GC neither took a physical
inventory of the fixed assets it purchased nor affixed fixed asset tags to
any assets.
Adams decided to combine the
records (with a few edits), and he
recorded $15 million of fixed assets asis. To continue the straight -line depreciation of the acquired assets, GC
revalued all fixed assets to their net
book value at the time of the acquisition and reset the useful lives of the
fixed assets to their remaining useful
lives. For example, a typewriter purchased for $1,200 on January 1, 1991,
with a 60 -month useful life would be
restated as $720 with a 36 -month useful life as of January 1, 1993.

INTERNALCONTROL
WEAKNESSES
though Adams successfully combined the three systems, he encountered other operational problems concerning the fixed assets system in 1993
and 1994. The senior accountant who
had oversight over the payables function also maintained the fixed assets
records. Between 1992 and 1994, the
position turned over twice and remained open for several months. In the
absence of written policies, each senior
accountant, along with several temporary workers, made additions and deletions based on their experience with
previous employers.
Field personnel rarely notified the
accounting department about their
sales and transfers of fixed assets. The
operations personnel frequently transferred computer equipment from one
center to another, or from one customer to another, without informing
the senior accountant.
GC employees who used company
equipment (PCs, fax machines, copiers,
cellular phones, and answering machines) in their homes were never required to sign that they had received
the assets. As employees left the company, they kept these assets. Because

nothing was on file in the personnel
records, or within the fixed asset system, the assets disappeared. Yet these
same assets were still being depreciated and were not written off.
The tax manager could not accurately break out the fixed assets into the
classifications required for annual
property tax reports. The existing descriptions were vague and cryptic,
while the corresponding depreciation
expense was by location rather than by
asset type. The differences between asset types were critical because some
assets, such as computers, lose value
more quickly than others. Without the
proper identification, the manager
made assumptions she could not support in the event of an audit.
In September 1994, as Adams reviewed his departments, he recognized
that the fixed assets system was a major trouble spot. To make matters
worse, the owners of GC, a privately
held company, desired to go public in
1997. In this regard, Adams needed
five years of audited financial statements and flawless accounting systems
to generate the statements. Fixed assets represented approximately onethird of GC's balance sheet. Accordingly, fixed assets became a critical
priority.

FOCUSONFIXEDASSETS

C

arla Johnson, the GC accounting
systems manager, became the fixed assets project manager on November 1,
1994. Adams identified four critical objectives for her:
1. Obtain an accurate count and description of all company assets.
2. Affix sequential tags to all company
assets.
3. Determine the appropriate value of
all company assets.
4. Keep a correct inventory rolling forward over time.
Johnson's cursory review of the existing records revealed that detail did not
match reality. Her first action would be
to take a physical count of all assets
and attach inventory tags. An analysis
of the existing fixed asset records indicated the breakout by count and category displayed in Table 1.
Johnson reviewed the figures and
began to question their integrity. Her
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You choose the view you want[ View data for a single book
over time, or for all books over a chosen period of time. Data
from any book, from any time period, may be easily edited.
Resulting calculations are immediately updated and presented.
All previously reported values are retained.
Windows is a registered trademark of Microsoft Corporation

Send to BNA Software, P.O. Box 40947, W ashington D.C. 20077 -4928

or

BAND561K

FAX to 1. 800.253 -0332

BNA FIXED ASSETS N e x t D i m e n s i o n f o r Window 95
YES! I'm ready to experience the next dimension in fixed asset management! Please send me BNA Fixed Assets Next Dimensi on

to review

and use for 45 days. After 45 days, I'll either honor your invoice for the version I have selected below (including any applicable state sales tax) or
I'll write "cancel" on the invoice, and have BNA pick up the materials at no cost to me.

These special Charter Rates are in effect until December 31, 1996.

Select one:

Single -user $995

Title
Company

Street Address (forty, no Po. boas)
City

Telephone

State

Zip

Date

Signature
Prices subject to change without notice.

0 1996 BNA Software, a division of Tax Management Inc.

BANDS61H

Network $1,495

Mainframe computers
Premise equipment
Capital equipment, leased
Office equipment
Office furniture
Leasehold improvements
Total

1,225
65
88
1,558
3,032
247
6,215

13,348
2,240
2,390
470
850
3,413
3,785

greatest exposure was in the mainframe computers, office equipment,
and office furniture categories. The low
average cost per asset for office equipment ($470) and office furniture ($850)
indicated that most of the assets that
should have been written off, instead
of being capitalized, were in these categories. Indeed, she realized that several items, such as desks or chairs, were
lumped together as a single item in order to meet the $500 threshold, and
that minor items (cables, floppy disks)
were not likely to be specifically identified, and write -offs of such items were
likely.
Though Johnson was concerned initially about the lack of equipment on
premises, she recognized that the company arranged for operating leases
through a third party for almost all of
its 1,500 premise -based systems. Further, the company used operating leases for most of its corporate assets because it did not want to tie up its cash
flow. Because the paperwork for each
of the company's 88 capital leases included bills of lading and unique identification numbers for the original purchases, she verified each of the 88
assets against the records.
Although the leasehold improvements could not be tied to the original
documents, Johnson identified all of
them as related to an existing current
lease. Follow -up conversations with
long -time employees at each location
convinced Johnson that the records
were correct.

THETAGGINGPROCESS

P rior to taking the inventories, Johnson consulted with the tax manager
and determined the major categories
that would be used for property tax reporting. (See Table 2.) She then or-

16,350,856
145,610
210,316
732,000
2,575,930
843,133
20,857,845

11,666,034
3,209
27,484
418,404
1,481,690
471,830
14,068,651

4,684,822
142,401
182,832
313,596
1,094,240
371,303
6,789,194

dered 10,000 sequentially numbered
tags that would be attached to all current assets and future additions. Finally, she prepared an inventory listing
that included, for each individual fixed
asset, the category, description, vendor
make/model, serial number, and other
comments. The listing also included information that would be used for property tax reporting, such as the city,
county, and state where each asset was
physically located.
Johnson prepared instructions describing items to be included in the
fixed asset inventory. For example,
keyboards, mice, and surge protectors
would not be tagged because they were
under the $500 capitalization threshold; items to be tagged would include
those assigned to employees for their
use at home or on the road.
Johnson found that more than 80%
of GC's fixed assets were located in its
four operations (ops) centers in Chicago, Los Angeles, New Orleans, and
New York City. The remainder were located at its corporate office in Atlanta
and in its 20 sales offices across the
United States. On December 1, Johnson sent the instruction set, fixed asset
inventory listing, and category list to
the four operations managers and the
21 office managers. Each manager was
to complete the listing and fax it to
Johnson by December 15.
After she received her listings from
all sites, Johnson sent the fixed asset
inventory to an external data processing service to be keyed into a spreadsheet.
Johnson received the fixed asset
spreadsheet from the external data
processing service just after Christmas.
After reviewing the spreadsheet, she
decided that her greatest exposure was
at the ops centers and the corporate office; the accounting department would

verify all these assets in person. Johnson contacted the operations department and made arrangements to send
an accounting staff member to each of
the four ops centers during the first
week in January. An ops center employee at each site worked with the accounting person to verify the accuracy
of the spreadsheet listing, affix tags to
all assets, and to enter the tag numbers and any corrections on a printout
for later editing.
At the same time, Johnson worked
with the office manager at the Atlanta
corporate office. Whereas each ops center had a low count of high- dollar
mainframe equipment, the corporate
office had a high count of low- dollar office equipment and furniture. As a re-
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8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

Artwork
Billing system equipment
Bookcases
Cabinets, filing
Copiers
Credenzas
Desk/chair combinations
Equipment, other office
Faxmachines
Furniture, computer
Furniture, other
Hard and tape drive /Bernoulli boxes
Kitchen equipment
LAN equipment and file servers
Leasehold improvements
Mainframe computers
Modems
Modular furniture
Overhead and slide projectors
PC accessories
PCs /monitors /keyboards
Postage meters
Power supplies and generators
Printers
Security equipment
Software, mainframe
Software, PC
T-1Equipment
Tables, conference
Tables, other
Telephone systems, office
Testing equipment
TVsandVCRs
Typewriters
Other
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were reclassified as software. All of
these software items were externally
developed.
Using serial numbers, model numbers, and unique identifiers where
available, Johnson was able to match
1,450 items. This represented 80% of
all original cost dollars, or approximately $16 million. Most of these
items were easily identified, high -dollar items systems, and Johnson was
left with approximately 20% of all
fixed asset dollars to be accounted for,
$4 million in original cost, and 2,853
items from the existing system versus
3,574 items from the spreadsheet listing (721 items on the spreadsheet had
not been properly included in the existing system). Most items remaining
were low - dollar, high- quantity items,
such as office furniture. However, without the original support, Johnson was
at an impasse.
Adams opted to allocate the remaining $4 million in original cost from the
old system to the remaining 3,574 assets in the spreadsheet listing and to
attach the corresponding in- service
dates and useful lives of the assets
from the existing system. He rationalized that the existing records were not
necessarily correct as is, but the new
spreadsheet listings would be a posi-

sult, the ops centers were finished
within one or two days, while Johnson
spent four days in three office buildings and two off -site storage areas.
In mid - January, Johnson decided to
forego visits to the sales offices. Instead, she assigned sequential tag
numbers to those assets on a printout
of the spreadsheet. She forwarded the
tags and printout to each sales manager and asked them to place the tags on
the assets. Informally, she asked her
colleagues within the sales force to
check if assets had been tagged at
their offices, and she contacted those
office managers who did not tag their
assets in mid - February. After a second
informal check in early March, she
asked the sales vice president to contact those sales managers who still had
not tagged their assets. A final check
confirmed that all sales offices were in
compliance.

RECONCILIATION

A

fter editing the spreadsheet for tag
number errors and other miscellaneous
corrections, Johnson next had to reconcile the 5,024 -item physical listing
with the existing 6,215 -item fixed asset
record. Because the spreadsheet listing
ignored items below the $500 capital-

1,110

14,341

15,918,741

11,549,643

4,369,098

115

3,758

432,115

116,391

315,724

Premise equipment

65

2,240

145,610

3,209

142,401

Capital equipment, leased

88

2,390

210,316

27,484

182,832

Mainframe computers
Software

Office equipment

1,062

549

583,175

273,954

309,221

Office furniture

2,337

799

1,866,910

780,261

1,086,649

247

3,413

843,133

471,830

371,303

5,024

3,927

20,000,000

13,222,772

6,777,228

Leasehold improvements
Total -new spreadsheet listing

ization threshold for office equipment
and office furniture, the new spreadsheet listing did not include 1,912
items that were in the system. Because
almost all items were depreciated fully,
the write -off of these 1,912 items (with
$857,845 in original cost) resulted in
a loss of only $11,966. Additionally,
with respect to the mainframe computer category, 115 of the 1,225 items
34
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tive step forward. The remaining depreciation of the $4 million in original
cost was to be depreciated somehow
sooner or later, so any date differences
between the old and new assets would
be a timing difference rather than a
permanent difference.
The tax manager concurred, but he
indicated that the tax depreciation
would have to be allocated in the same

manner as the book depreciation. The
tax manager expressed concern about
changing the in- service dates and asset
types and handling any potential audit
risk. Adams decided that he could live
with that risk exposure if it allowed
him to correct the fixed asset system
from this point on.
Johnson allocated the old dollars
based on similar types of items, such
as office furniture, to office furniture,
and was successful for the most part.
However, due to the allocation procedure, the average cost for office equipment ($549) and office furniture ($799)
was still unusually low. For the final
breakout of the new fixed asset listing
see Table 3.

CURRENTPROCESSING
POLICIESANDPROCEDURES
!Johnson knew that the final step in
this project would be the development
of fixed asset procedures to be communicated to all corporate personnel.
Over a two -month period, she devised
procedures that handled such topics as
capital vs. revenue expenditures, additions and deletions, asset transfers,
and tagging. She included supporting
documentation to illustrate specific examples and provided a significant level
of detail,
Controller Mike Adams discussed
Johnson's procedures with the chief financial officer and received permission
to circulate them throughout GC. In
April, Johnson sent the procedures to
all managers in the operations centers
and sales offices, as well as to corporate personnel who authorized the purchase and disposal of fixed assets.
Johnson's cover letter indicated that
the accounting department would
abide by these procedures and that no
exceptions would be made. Because the
new policies affected capital budgeting,
Johnson notified the finance staff and
gave them the opportunity to reconsider the capital expenditures budget for
the current fiscal year.
An additional concern was enforcement. Johnson spent several hours discussing the new policies with the
payables clerk and the senior accountant in charge of payables. She also
discussed the fixed asset policy with
other accounting and finance staff and
encouraged them to notify Mike Adams
or her if they noticed any irregularities
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For activity -based budgets, use
Oros` Budgets': It makes ABB
_

_ _

"as easy as ABC
Trash your traditional budgets.
Don't drive your budgets from the
top down. You know which activities
your organization needs to perform to
meet objectives. Now you can use
those activities as a basis for
budgeting resources.
Oros Budgets is ABC-4n reverse.
It uses two inputs —your existing
ABC Model, and your desired
values/ outcomes for activities or cost
objects —to run a reverse allocation
calculation to forecast resource values.
With Oros Budgets, you use
today's data to produce
tomorrow's budgets.
Accurate. Timely. Relevant.
Activity- Based.
Like to know more?
Call us for a free white paper on
Activity -Based Budgeting. See how it
can work at your organization —with
Your data. 1.800.882.3141

ABC Technologies Inc.
Enabling Better Management Decisions

numbers in the fixed assets system.
Any faxed numbers that do not appear
in the fixed assets system may indicate
erroneous deletions while the numbers
in the system that do not appear
among the faxed numbers may indicate missing assets. In addition, Johnson has requested that GC's internal
audit staff also inventory fixed assets
on a test basis.
Three essential points concerning
the fixed assets system seem clear. Accounting systems operate for the benefit of other departments. For example,
receivables collects money due from
the revenues generated by the sales
department; payables pays the bills
that the operations department generates. Because the fixed assets system
is for others' benefit as well, people in
other departments should be active
participants in the process. The accounting staff cannot operate in a
vacuum,
Though conversions or changes to
an active accounting system can be potentially troublesome, advance planning and ongoing review are critical. A
well - developed plan informs those in-

or discrepancies. Adams and Johnson
noted any problems, allowed no exceptions, and resolved problems with the
responsible party, sending a copy of all
correspondence to the appropriate senior vice president.

CURRENTREVIEWPROCEDURES

T hough the fixed assets system re-

mains one of the low maintenance
items, Johnson has heightened her
oversight of the system and made the
effort to maintain its accuracy. Every
month, she reviews additions and deletions and confirms that the senior accountant has sent tags to the appropriate location for additions. She reviews
the monthly depreciation expense, not
only for its total, but also for its breakdown by site to see if all figures are
reasonable.
Johnson also will perform random
surprise fixed asset audits throughout
the year. She will request that managers at all sites compile a list of tag
numbers at their sites and fax them to
her. She will key them into a spreadsheet and compare them to the active

Pro-formas
For
Professionals"

Forecast The Future
For Your Company.

PFP is a flexiblefinancial forecasting model designed for
accounting professionals in companies and public practice:
• Full compliance with AICPA Guidelines for
Prospective Financial Statements (Projections
& Forecasts). Meets all SBA and bank loan
requirements.
• Automatic statement formatting for virtually
any company; automatic income tax (Federal,
state and local), interest, management bonus,
long tern loans (unlimited number), and bank
credit line calculations; automatic print -out of
cash flow assumptions.

• Automatic ratio analysis, variance analysis
and break -even points. What -ifs in seconds.
• Up to 27 fully integrated financial
statements and schedules - one -year
monthly and unlimited multiple years
(monthly and annually).
• Date-ready for the year 2000.
• Automatic presentation -quality printing;
easy -to- follow documentation;
free support.

volved of impending changes and prevents fire drills that might impede
progress . Once the system is in balance, a healthy review process is important for keeping it that way.
The long -term benefit of a properly
maintained fixed assets system can
even be dollar denominated. The company identifies and disposes of its excess or salvage property on a timely
basis, avoiding storage charges and
property taxes. Property taxes may be
reduced when property no longer at
the company is removed from the
records, or when assets are transferred
to jurisdictions with low or no property
tax assessments. If the tax depreciation records are properly set up, the
tax depreciation records can be accurately entered. External tax preparers
may review rather than prepare the
depreciation schedules, thus reducing
billable hours.
Loss prevention is a critical component of any internal control system.
Management accountants must seek
out silent exposure areas on a proactive basis. Reacting only to the
squeaks of a few high profile systems,
or their participants, is not only imprudent, it may allow one or more wheels
to fall off the corporate bandwagon. ■
Louis J. Sarasohn, CPA, is a financial systems analyst for Canada We Insurance Company of America in Atlanta, Ga., an adjunct professor in the School of Management at
Southern College of Technology in Marietta,
Ga., and accounting systems manager at Voice com in Atlanta. He holds a M.Acc. degree from
the University of Georgia. Additionally, Louie
holds a Masters of Technology Management
from Southern Polytechnic State University. He
may be reached at (770) 963 -1959.
Michael S. Luehlfing, CMA, is an assistant
professor in the department of accounting at
Louisiana State University in Baton Rouge, A
CPA, he holds a Ph.D. degree from the University of Georgia. Previously, Mike was affiliated
with Armco, Inc., and Ernst & Young. He is a
member of the Baton Rouge Chapter, through
which this article was submitted, and may be
contacted at (504) 388 -6216.
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'The generally accepted standard for internal control
is�presented�in�the�report,�"Internal�Control—Integrated Framework," issued by the Committee of Sponsoring Organizations (COSO) of the Treadway Commission. An addendum to this document focused on
controls concerning safeguarding assets. In essence,
it suggests that proper loss prevention or early detection are critical components of any internal control
system.
2This case is based on the actual experience of a management accountant. Because some of the information in this article is proprietary, the names of individuals and companies have been disguised. All
information is represented faithfully.

A Great
Investment for IRAs
BY MARK A. TURNER, CMA, AND
ROBERT J.THORNTON,CPA
Certificate ofMerit
or the past 11 years, foreign sales
corporations (FSCs) have been
touted as a great way to reduce the
corporate tax liability of exporters.
While that continues to be true, a new
twist enables the FSC to pay rich dividends to individual retirement accounts
invested in FSCs. This arrangement
can produce nontaxable gains far in
excess of what otherwise might be
earned by IRAs invested in publicly
traded securities. It also results in the
distribution of C corporation profits at
no immediate tax expense to shareholders.
Before looking at the merits of this
arrangement, let's review the FSC
rules. Recall that FSCs were introduced as a surrogate for the domestic
international sales corporation (DISC)
rules in 1984. The intent was to preserve the objective of the DISC, which

Financial ryict►tagers should take
another look at the tax benefits of FSCs.
was to encourage export activity, without offending the sensitivities of U.S.
foreign trading partners. Those partners had viewed the DISC as a government subsidy of U.S. exports, which is
prohibited by the General Agreement
on Tariffs and Trade (GATT).
The FSC rules, on the surface,
seem extraordinarily complex. In
general, a corporation must be
formed in one of about 30 foreign
countries. Certain kinds of foreign
economic processes must take place
outside the United States, and these
foreign corporations must have foreign management. To many practicing accountants unfamiliar with
international exporting activity, such
terms may have proven too amorphous to justify wading through. In
addition, many accountants who
work with small and medium -sized

businesses often do not have much
experience working with international taxation. Many businesses are
reluctant to tackle the apparent complexities of FSCs. These reasons, coupled with other factors peculiar to
individuals and their businesses, may
explain why FSCs have not caught on
quickly, despite significant tax benefits. Approx- imately 6,000 foreign
sales corporations exist. Compare
that to an estimated 100,000 U.S.
businesses that export their products.
Creating and operating FSCs does
not require an extraordinary amount of
time, knowledge, or effort. Companies
that specialize in FSC management
are available to help smooth over
obstacles. Closely held Cs will find
IRA -owned FSCs to be an appealing
alternative for enhancing deferred
income plans.
NOVEMBER 1996
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SMALLFSCs—THEBENEFITS

B usinesses with foreign sales of $5 -6
million or less should consider forming
a small FSC. Small FSCs are able to
make a book allocation of net profits
earned on any of their foreign sales, up
to a $5 million limit. In its simplest
form, there are two basic choices to
determine how much profit to allocate.
One method, the percentage of combined profit, is a fixed 23% of the C
corporation's combined taxable income
related to the foreign sales. This
method is used when the net profit
(before) tax percentage is greater than
8 %. When the net profit is between 4%
and 8 %, an alternative allocation
method becomes advantageous. That
method is called the gross receipts
method and is a fixed 1.83% of gross
sales to foreign countries. When the
net profit is below 4 %, the profit on
foreign sales allocated to the FSC is
469o' of combined total income.

Regardless of which method is used,
only those sales whose final destination is outside the United States qualify. If sales are made to an intermediary, and the goods are shipped outside
the United States by that intermediary
within 12 months of the original sale,
they can count toward the $5 million
limit. Shipments to Canada and Mexico qualify as foreign sales.
Once profit has been allocated to the
FSC, a nontaxable amount is computed. The specific exclusion depends on
who owns the stock in the FSC. Zb the
extent that a C corporation owns FSC
stock, the exclusion rate is 15/23rds
(65.2%) of allocated income. If the
shareholders are other than C Corporations, the rate of exclusion is
16/23rds (69.5%). Therefore, the FSC is
taxed on about one third of its allocable income, subject to the regular corporate tax rates. If the exporting corporation owns 80% or more of the FSC
38
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stock, the benefits of the graduated tax
rates must be apportioned between
parent and subsidiary. In addition, if a
parent C corporation owns less than
100% of the FSC stock, the 100% dividends- received deduction available to
the parent would be reduced.

SMALLFSCs—
THEREQUIREMENTS

A

n FSC must be formed to obtain the
tax benefits. Creating a foreign corporation is a legal process that often
requires an attorney and may be unfamiliar ground for some accountants.
For example, establishing a corporation in the U.S. Virgin Islands, or
Saipan, or Egypt, may seem quite
imposing. That's where an FSC management company comes into play. For
a fee of about $2,000, an FSC management company can set up and perform
most of the management tasks necessary to create an FSC that meets tax
code and local jurisdictional requirements. Annual maintenance costs
(including business licenses, tax return
preparation, offshore office, overseas
director, and storage of documents) for
a small FSC is in the $2,500 range.
Currently, almost all FSCs are serviced
by an FSC management company
located in a qualified foreign country.
Additional requirements for a small
FSC include:
■ Making quarterly estimated tax
payments on estimated FSC
income.
■ Forwarding copies of foreign sales
invoices to the FSC office, annually.
■ Forwarding a copy of the FSC quarterly profit and loss statement to
the FSC office, annually.
■ Forwarding a copy of the FSC annual balance sheet to the FSC office.
■ Filing an FSC annual tax return for
the same tax year as the majority
shareholders.
FSCs must not have more than 25
shareholders, may not have preferred
stock, and status as a small FSC must
be elected. The tax savings provisions
are limited to $5 million of sales for a
small FSC. If foreign trading gross
receipts are expected to exceed this
amount, the small FSC can either
change status to a regular FSC or
apply the election only to the most

profitable $5 million of foreign sales.
Small FSC status must be elected
within the first 90 days of the tax year.
That status cannot be changed during
the tax year, should the exporter's circumstances warrant a change. Therefore, some tax planning is important
for maintaining the most advantageous
FSC arrangement.
Because the small FSC does not perform any particular function, no bank
account is necessary. A bank account,
however, will be needed for an IRA owned FSC. Other than cash distributions to IRA shareholders, all transactions take the form of journal entries
on the parent's and FSCs financial
statements. The process really is very
simple. With the involvement of an
experienced FSC management company, the corporate exporter's burden is
minimized. One difficulty for some
business owners is overcoming the concern that it is too easy and, therefore,
must be wrong, or that it will invite an
IRS audit. Experience has proven otherwise, as ownership of a small FSC
has not increased the probability of an
audit. Congress views exporting activity as beneficial to the economy, and the
FSC "subsidy" was a Department of
Commerce- sponsored concept. U.S.
trading partners do not object to FSCs,
and because this provision is one of the
few tax breaks available to small business, the FSC rules seem likely to stay.
Furthermore, there have not been any
significant changes to this tax law
since its inception in 1984.

REGULARFSCs

B

enefits available to regular FSCs
are computed in the same manner as
for small FSCs. The primary difference
is that regular FSCs are not-limited to
$5 million of foreign sales. There are,
however, a number of additional qualifications that apply. First, regular
FSCs must maintain a bank account in
the foreign location. The account must
be established within 30 days of the
beginning of the FSC tax year. Officers
and some expenses, such as director
fees, must be paid or reimbursed from
this account, along with FSC operating
expenses. Some banks may require
that a minimum deposit be maintained. In addition, all formal stockholder meetings and director meetings
must be held outside the United States
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1. Advertising and sales promotion.
2. Processing of customer orders and
arranging for delivery of the export
property.
3. Transportation for the goods sold.
4. Determining and sending an invoice
or statement and receiving payment.
5. Assumption of credit risk.
It is not necessary that the FSC's
identity be disclosed to the customer.
The FSC may incur these costs directly, or it may contract with others to
perform such tasks, as long as the
functions are conducted outside the
United States. The costs described
40
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above are not meant to be restrictive
so as to cause an FSC to fail to qualify,
but rather so that it can be expanded.
These costs should make it easier to
demonstrate that the FSC is more
than a paper entity, that it (or its
agent) is providing real services to the
exporter. As should be apparent, compliance with the regular FSC rules
requires more attention to the detail of
the kinds of costs incurred and what
portion is borne by the FSC. Most
large exporters, however, will find they
generally are in compliance with these
rules already. The rules are flexible
and easily complied with, given a little
bit of creativity on the part of FSC
managers and exporters.
Switching from a small FSC to a regular FSC becomes economical when
foreign sales exceed $5.5 million. The
exact breakeven point depends upon
foreign profit margins, FSC management charges (which are generally
higher for regular than for small
FSCs), and the various costs that the
regular FSC must incur.

Tired of barking
up the wrong tr ee?

So far, we have looked at only the
administrative pricing rules as the
basis for determining how much profit
is allocated to the FSC. These rules
usually are less cumbersome and apply
when the FSC is treated essentially as
a commissioned agent of the exporting
corporation. It also is possible that the
FSC could operate on a buy -sale basis,
where profits allocated to the FSC are
determined on the basis of an arm's length exchange between exporter and
the FSC. This arrangement involves
analysis of a number of additional tax
issues and is beyond the scope of this
article.

THEFSCASANIRA
INVESTMENT

In addition to sheltering corporate
export income, the FSC can save taxes
on FSC dividends distributed to IRA
shareholders. Fundamentally, the FSC
tax rules allow a corporation to assign
its income to a third party who then
may exclude a significant portion from
taxation. The tax benefit created when
the FSC shareholder is a corporate
exporter is created not because of the
FSC rules alone, but in conjunction
with the deduction rules for dividends received afforded a corporate shareholder. Regular C corporation shareholders, unlike those in an S corporation, are permitted to exclude from
income 100% of the dividends received
from a wholly owned subsidiary. The
rate of exclusion drops to 70% when
the C corporation owns less than 70
of subsidiary stock. Thus, when the
FSC distributes its income to the parent, the dividend is received tax -free
(or mostly tax -free). In the case of a
small FSC, the distribution is on paper
only. A regular FSC actually would
transfer funds from its bank account to
shareholders.
Generally, FSCs have corporate
shareholders, but that condition is not
a requirement of the Code. Indeed, it is
possible for other tax- deferral entities
such as IRAs to be shareholders. For a
shareholder of a closely held C or S
corporation, creation of a super IRA —
one where an IRA owns all or a portion
of the FSC stock —opens up significant
new alternatives for tax - deferred distribution of corporate income to shareholders. Distributions from either
small or regular FSCs would be tax
%n

in compliance with the laws where the
FSC is incorporated. Some countries
permit these meetings to use proxies
for compliance.
Perhaps the most challenging set of
rules applicable to regular FSCs concerns the foreign economic process test.
The test has two components —the foreign sale activity test and the foreign
direct cost test. A small FSC is not subject to the foreign aspects of these
requirements.
The foreign sales test requires that
the FSC, or its agent, conduct some
type of sales activity outside the United States. These activities include
solicitation, contract negotiation,
securing contracts, or any other sales related activities. The spirit of this
rule is to ensure that the FSC does
perform some legitimate action on
behalf of the exporting company, or
that it employs an agent to perform
these functions. Generally, the agent
acting on behalf of the FSC is the
exporter itself. This also is an area
where the FSC management company
can play an important role. The management company, for example, can
assist by mailing sales brochures from
foreign locations soliciting orders, or
perform other tasks that are helpful to
the sales process. It is not necessary
that a sale take place in order for
solicitation to have occurred. Advertising, however, generally is not sufficient to qualify as solicitation.
The foreign direct cost test requires
that 50% or more of foreign direct costs
(described below) attributable to the
foreign sales must be incurred by the
FSC. Alternatively, the FSC must incur
at least 85% of the costs from any two
of the following five items:
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•
•
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•
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and Transfer
For fir g, no obligation
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41 Spruce Run, Ramsey, NJ 07446
(201) 934 -9259
Fax: (201) 327 -5525
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they provide in order to comply with
the U.S. and local rules are:

Foreign gross receipts
Assumed net profit margin before tax
(AfterS3,000 FSC expenses)
Foreign profit and amount of income
allocable to foreign sales
Statutory amount allocated to the FSC
FSCincome
Excludable portion of FSC income
Excludable FSC income

$ 400,000
23%
S 92,000
16(23
S 64,000

FSC Income
Taxable portion of FSC income
Taxable FSC income
Corporate tax rate
FSC tax

S 92,000
7/23
S 28,000
15%
$ 4,200

FSC commission
Tax
Net cash available for distribution to IRAs

$ 92,000
(4,200)
$ 87,800

IRA - 1 50% interest in FSC stock =
IRA - 2 25% interest in FSC stock =
IRA - 3 25% interest in FSC stock =

$

$5,000,000
8%

$
NetCash outflow from Corporation:
FSCcommission
Taxdue @34% without FSC
Net after tax cash distribution by corporation
Net Corporate savings
Corporate taxdue on income without FSC
FSC corporate income tax
Net cash savings to exporter

deferred when received by the IRA.
The Tax Court affirmed this arrangement in its summary judgment issued
in James H. Swanson and Josephine A.
Swanson (U.S.T.0 Docket No. 2120392). The IRS challenge to IRA -owned
FSCs centered on concerns that the
purchase of stock by the IRA of a beneficiary's business is a prohibited transaction. The Tax Court did not agree
with this assessment. Because the IRS
has not acquiesced to this decision, and
also because Congress did not initially
envision IRA -owned FSCs, a cautious
taxpayer should consider distancing
the IRA from the business by using a
spousal IRA or child's IRA as the vehicle for owning the FSC stock.
The computations in Table 1
describe a small FSC with shares held
by three IRAs in the name of the
spouses, or children, of the exporting
corporation's shareholders. The IRAs
may be held in the name of spouses
rather than in the name of corporate
officers to ensure that the IRA invest-

$87,800

43,900
21,950
21,950
87,800

$ 92,000
(31,300)
$ 60,700
$ 31,300
(4,200)
$ 27,100

S60,700

$27,100

ments are not viewed as prohibited
transactions, or may be in the name of
other family members should estate
planning be a goal.

FSC
pMANAGEMENTCOMPANIES

W

hen the tax code for FSCs was
established in 1984, a number of large
companies immediately opened offices
in foreign countries, particularly in the
Virgin Islands. These offices were
meant to comply with the requirement
that FSCs maintain an office in specified foreign countries. As the regulations emerged, however, it became
apparent that each business did not
have to maintain its own individual
office. Rather, office space could be
shared. FSCs need to maintain only a
minimal office presence to comply with
the tax rules.
Today, the FSC management industry has consolidated to a few major
companies that service the vast majority of FSCs. Included in the services

■ Maintenance of a physical office
outside the United States for each
FSC client.
■ Maintenance of a duplicate set of
books outside the United States.
■ Preparation and filing of the documents necessary to incorporate the
FSC in the appropriate jurisdiction.
• Completion and filing of business
forms to remain in compliance with
local jurisdictions, including business licenses and permits.
• Arrangement of annual
directors/shareholders meetings.
• Providing an overseas director.
• Assisting the exporter in complying
with the foreign economic process
requirements.
• Assisting in making timely disbursements of dividends and operational expenses.
• Establishing an overseas banking
account for the FSC, if necessary.
• Keeping exporters informed of any
changes in procedures and events
pertinent to an FSC.
Depending on the circumstances,
these services may be provided in one
comprehensive annual fee. The service
providers make living with an FSC a
very convenient arrangement. Tax
preparation work for the FSC, and
compliance with income tax laws generally are the responsibility of each
FSC. They are not a part of the basic
services described above.
Starting and managing an FSC is
not so onerous, and tax savings can be
significant. In addition, IRA -FSCs combine tax benefits with retirement benefits. Such an arrangement will not
jeopardize existing corporate employee
benefit programs. The place to start is
to contact a tax adviser or an FSC
management company. The sooner the
process begins the better —annual benefits must be prorated for the portion
of the year that follows the creation of
an FSC. ■
Mark Turner, CMA, CPA, is an associate professor of accounting at Stephen F. Austin State
University, Nacogdoches, Texas. He is a member of the Tyler Area Chapter, through which
this article was submitted, and he can be
reached at (409) 468 -3105.
Robert J. Thornton, CPA, is president of
Export FSC International, Ltd., and he has
worked in the FSC industry since its inception.
He can be reached at (800) 243.1372.
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Cost Ma a9eme
BY JOHN B. MACARTHUR

Federal government adopts corporate practi

CertificateofMerit
ost management requires deliberate actions by managers to meet
the needs of customers at the lowest possible cost to the organization, a
philosophy that has reinvigorated the
private sector. This management philosophy also has permeated the public
sector; a case in point is the Internal
Revenue Service (IRSO In fact, according to the IRS commissioner, IRS personnel "have studied and implemented
the best practices of private industry. "z
In order to improve business operations, the IRS uses quality improvement and reengineering methods and
obtains improvement ideas by examining organizations that are considered
to be the "best in the class." For instance, the reengineering of IRS administrative support services in summer 1993 saved more than $61 million
in salary expenses by May 1996, without reducing the support services
available to IRS employees.3
The customer focus and least cost
emphases of cost management clearly
are embedded in the IRS mission "to
collect the proper amount of tax revenue at the least cost; serve the public
by continually improving the quality of
our products and services; and perform
in a manner warranting the highest
degree of public confidence in our in-

IRS employeessortmail by return type.
.12
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tegrity, efficiency, and fairness." 4 Both
aspects of cost management at the IRS
are considered here to illustrate the
relevance of cost management in the
public sector.

CUSTOMERFOCUSATTHEIRS
he IRS conducts an annual CusT
tomer Satisfaction Survey to identify
the public perception of its service
quality and also to set targets for service quality improvement. 5 Recent
steps taken by the IRS to improve customer service include two programs
called Tax System Modernization
(TSM) and Compliance 2000.
Tax System Modernization.6 The TSM
program is designed to upgrade the information processing capability of the
IRS in order to provide taxpayer customers with prompt and accurate answers to their questions in a single
phone call. The goal is to provide IRS
personnel with online access to taxpayer return and account information to
facilitate swift responses to taxpayer
queries.
In addition, TSM simplifies the tax
environment by allowing taxpayers to
select convenient alternative filing
methods to traditional paper returns.
For example, online filing is available
using home computers through a third
party transmitter. An additional benefit of alternative tax filing methods is
the reduced error rate: Electronically
filed returns have a 0.5% error rate
compared with the 17% experienced
with paper tax returns.
The IRS recently conducted a self -assessment study of its TSM management practices by comparing them with
the management practices of leading
organizations that were successful in
enhancing their performance through
the use of technology. As a result of this

benchmark study, the IRS is developing
improvements to the system.?
Compliance 4000. The IRS compliance
strategy focuses mainly on methods to
encourage voluntary and accurate tax
filing rather than the traditional focus
on noncompliant taxpayers. Ways to
improve voluntary compliance with tax
rules include simplifying the tax
process and providing education and
assistance on filing and correcting noncompliant tax returns. Also, improved
ways are sought to enforce the tax
laws.
The focused market segment specialization program approach is used as a
way to improve voluntary compliance
and to identify nonfilers or incorrect
returns more efficiently and effectively.
Where possible, noncompliant taxpayers are contacted in a less confrontational and less expensive way than a
personal, face -to -face interview with an
IRS tax examiner. Thus, taxpayer customers are treated in a respectful manner, similar to the way private organizations should treat their customers.
Under the market segment approach, taxpayers are classified by common characteristics such as their occupation or earned income credit status.
Investigations are made into unexpect-

At Cincinnati Center, employeeskey in
federal return data.

nt at the IRS

ces to reduce processing costs.
ed trends in the aggregate tax data regarding market segments that suggest
widespread noncompliance factors. Cost
effective strategies such as educational
efforts, new legislation proposals, and
enforcement activities are developed to
correct any noncompliance problems
that are unearthed.s The merchant marine market segment and the agricultural migratory workers market segment illustrate the IRS approach.
The merchant marine market
segment9 IRS employees in the Jacksonville, Fla., office identified an area
of potential noncompliance in the merchant marine market segment. Certain
living expenses erroneously were
claimed as a deduction from taxable income based on an incorrect interpretation of the tax home of merchant marine sailors. IRS agents contacted the
tax preparers who specialized in
preparing tax returns for merchant
marine taxpayers and alerted them to
the common error in their clients' tax
returns. The tax preparers agreed to
contact their merchant marine clients
and offer to correct 1993 tax returns
and to prepare amended returns for
the previous two years. More than 80%
of the clients accepted the offer, which
resulted in a very successful and cost-

Filing paper returns at Returns Management Branch,

effective approach to improve taxpayer
compliance.
The total tax inflow from the 800
amended returns was approximately
$1.6 million for the 1991 -93 fiscal
years and $620,000 for each subsequent year. The tax preparers, not the
IRS, incurred the expense and effort of
contacting, educating, and assisting
434 marine clients. In order to complete the case, the IRS needed to contact only 15 -20% of the merchant marine taxpayers who had not responded
to their tax preparers' advice, and this
step was conducted in an economical
manner by mail.
In effect, tax compliance was
achieved in a relatively nonthreatening
manner that, for the most part, did not
involve the trauma of a personal audit
by an IRS examiner. In this way, the
taxpayers were treated with respect as
customers of the IRS. The application
of the market segment approach in the
merchant marine case reached a far
greater number of taxpayers than
would have been possible under the
personal audit approach —and at a far
lower cost.
The agricultural migratory workers
market segment.As employers, crew
leaders are responsible for withholding
income and social security taxes from
the wages of migratory agricultural
workers and forwarding the taxes to
the IRS, but crew leaders often failed
to file and pay their employment tax liabilities. In addition, in most cases, the
agricultural workers failed to report
their income on personal income tax
returns and did not pay the related
tax. Based upon these facts, two IRS
districts initiated projects aimed at increasing the tax compliance of the agricultural crew leaders.
In California and Florida, agreements have been made between the

IRS and the Departments of Labor
(state and federal) that crew leader licenses will not be issued unless the
crew leaders are current on payments
of federal employment taxes to the
IRS. Each crew leader is asked to sign
an authorization allowing the Department of Labor to access IRS information regarding the currency of the
crew leader's federal employment tax
payments.
This solution to the migratory workers' case is a further illustration of a
cost- effective approach to solve a tax
noncompliance problem. This agreement also is beneficial to state governments and their agencies because they
are better able to ensure compliance
with state income tax withholding, unemployment taxes, and workmen's
compensation requirements.
Based on the success of these and
other local Compliance 2000 projects,
the IRS has elected to decentralize its
compliance research efforts by the recent formation of 31 District Office of
Research and Analysis (DORA) sites.
These DORA sites have been charged
with expanding on the concept of Compliance 2000 by measuring and analyzing baseline compliance within various
market segments in a top -down, data driven approach. This approach to im-

Another view o1 sorting returns at ' Tingle
tables."
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■�Analyze�net�balance�due.
■�Determine�maximum�monthly�payments.
■�Explain�subsequent�action�to�taxpayer.
■�Arrange�for�revenue�officer�contact�(for
specialized knowledge).
■�Confirm�that�taxpayer�has�ability�to�pay
proposed sum.

■�Reroute�documents..
■�Prepare�collection�information�form
(a copying exercise).
■�Advise�taxpayer�to�call�automated�collection
system.
■�Wait/delay�time�in�completing�a�case.
■�Print�substitute�form�that�duplicates
automated work.

proving compliance enables the IRS to
focus its limited resources on those
market segments that have the greatest positive impact on tax revenue because of their tax base size and degree
of noncompliance. Furthermore, the
baseline compliance measures will allow the IRS to test and compare different treatment strategies in order to determine the most cost efficient method
for increasing compliance within a given market segment. It is anticipated
that these treatments will concentrate
on taking a less expensive group ap-

MICRO
SAINT
THE TOOL FOR
BUSINESS PROCESS
RE-ENGINEERING

proach rather than the more traditional and costly one -on -one enforcement
effort. Specifically, the IRS will measure the effectiveness of improved communications, taxpayer education, and
legislative changes in raising the level
of voluntary compliance.
The changed philosophy of the IRS
embodied in Compliance 2000 was in
part prompted by necessity. Tax law is
much more complicated than two
decades ago. In 1971, the tax code was
covered in one volume and the tax regulations in two books. In 1996, the tax

code is contained in two volumes and
the tax regulations require five books.
Because of the increased number and
complexity of case loads, coupled with
decreasing resources, tax audits have
been reduced from 3% of all returns
filed 20 years ago to 1% today. To increase audit coverage to 2% of all taxpayers would require an additional
42,000 tax examiners! Also, known
nonfilers increased from four million in
1987 to ten million in 1991. Clearly,
the IRS needed a new approach to encourage taxpayer compliance.

IRSEFFORTSTOCONTROLCOSTS

T he IRS is developing a Cost Man-

agement Information System (CMIS)
for full -scale operational use in 1997.10
The CMIS is intended to be a major
driver of the changes required to accomplish the Compliance and TSM initiatives discussed above, as well as
other IRS initiatives.11
A prototype CMIS was developed in
the Account Settlement and Acquiring
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concepts like "quality, speed, flexibility and
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time, reducing costs and improving quality.
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processes located at the Cincinnati Service Center. A further
prototype CMIS was developed
at the Seattle District Office in
the Installment Agreement
area . Installment agreements
are products of the Collecting
subsystem, that is part of the
Ensuring Compliance Core
Business of the IRS.12
Process value analysis (PVA),

CycleTme

15 -120 minutes:
30- minute average

2 -6 days:
2400 - minute (5-day)average

Value -Added
(VA)Time

11.111 minutes:
23- minute average

11 -16 minutes:
13-minute average

Cycle Efficiency

77%

0.5%

(VA Time /Cycle Time)

to foster continuous business
improvement, and activity-

based management (ABM) are
the twin pillars of the CMIS.
ABM is called activity -based
cost management (ABCM) in

([23/301*1001)

Conversion Efficiency
77%
(VA Time/[CycleTime-Queue Time])

the Internal Reven ue Service. ABCM is
a management app roach that uses activity-based costing (ABC) information
to guide managers in m aking decisions.13 Cross - functional project teams
are used to implement PVA and ABC
for IRS processes.
PVA is used to identify the value -

added (VA) and nonvalue -added (NVA)
activities of IRS processes across functional or d epartmental bo und aries. The
goal is to optimize the workings of entire cross-functional processes and not
just subparts located with in fun ctions
or departments. Also, the IRS wishes
to get rid of process complexity and to
reduce costs with the help of PVA in
conjunction with ABC.14 As in p rivate
companies, process simplification helps
to improve the quality of IRS products
and services as well as to reduce costs.
To facilitate the cross-functional approach, an "activity definitio n sheet" is
used to identify the input, output, and
customers of each activity. Internal
customer needs in one dep artment,

say, for a particular document to be expedited promptly by prior links in the

processing chain, are formally communicated via activity definition sheets to
the prior processors of the document in
other departments . Possibly, some of
the prior processing steps are unnecessary ( NVA activities) and can be eliminated to shorten the time required to
process the document. It may be possible to improve the way necessary processing steps (VA activities) are
processed, further reducing total cycle
time. Such opportunities may not be
considered, because of ignorance of
customer needs, if a purely functional
or departmental approach is used
within the IRS.
As in the private sector, the goal of
PVA is for value-added tasks to be performed as efficiently as possible and to
eliminate or at least reduce the nonvalue -added work. A VA activity contributes "to customer satisfaction/value/worthiness, reduced taxpayer
burden , or increased compliance," and

WW1I
l.aboro"° 'S46.0 M W
Facilities
Support

S 5,0
S 3.0

Resource Drivers:
■ Number of people,
■ Square footage and so on

lob

atsttagtng accounts

Informing, Educating, & Assisting
Ensuring Compliance
(Eg: Collecting $111
Resourcing

1[13/24001`100)
40%
(113/(2400-2361.51)1*100)
'Thequeuetimeisassumedfor
the illustrative calculation.
is something for which a customer

( "compliant taxpayer who timely files
with full payment") would be willing to
pay if allowed to choose.15The drivers
(causal factors ) of NVA activities are
identified so that the root causes of
waste can be addressed , not just the
symptoms. Quality - related tasks associated with installment agreements are
classified in a cost-of- quality format as
prevention, appraisal, and internal
failure or external failure costs. They
also are labeled as VA or NVA activities. Table 1 illustrates value -added
and nonvalue-added activities in the
context of installment agreements with
taxpayers that were identified in the
Seattle District Office PVA.
Measures to evaluate the performance of installment agreements
processes include the following:
■ Cycle time: the total time, including
queue, required to complete the activity for a single case.
■ Value-added time: includes the

"i".
S 4.0
S 7.0
533.0
$10.0

c0ecting pi oduct'
Full Pay
S ;
Installment Agreements S 3.0
Offer in Compromise
S 0.2
Currently Not Collectible S 4.0
Taxpayer Bankruptcy
S 0-8
$11,0

Activity Drivers:
• Volume
• Cycle time and so on
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■

■

■

■

■

■

there is a clear need to improve field
regarding the qualcollection productivity.
ity and timeliness
The field collection function is reof these activities.
sponsible for collecting tax revenues
The IRS ABC mod■ Group assignment to initial contact,
from individuals who file tax returns
el follows the pat■ Initial contact to closure,
but do not pay their taxes and from
tern of a typical
■ From initial contact to full payment.
persons who fail to submit tax returns
ABC system in the
to the IRS. The traditional field collecprivate sector. In
tion method consists of individual rev■ Full paid:
fact, the Seattle
enue officers working on their own to
• With seizure,
District Office used
tackle about 70 to 80 collection cases of
the popular PC• Without seizure,
various
types and levels of complexity.
based software
• On initial contact,
This
antiquated
approach is not able to
• In classification perfection and closing team.
package, EasyABC
cope
with
the
increased
complexity of
as its interim ABC
the tax law, the increased numbers of
model.17
■ Taxpayers meeting deadlines (per team).
taxpayers, and decreased taxpayer
A numerical ex■ Compliance contacts completed:
compliance. As a result, there is a
ample of the IRS
• Taxpayers brought into the system,
backlog of collection cases throughout
ABC model is illus• Returns secured,
the nation.
trated in Figure 1,
• Dollars assessed.
The Jacksonville, Fla., office was sebased on the Seatlected by the IRS national office for a
tle District Office
field intervention project to develop
experience. Be■ Sold,
and test a reengineered field collection
cause the IRS is a
■ Without filing bankruptcy.
case assignment and workload processlabor- intensive oring system. The objectives of the test
ganization, cycle
■ Technical team,
time is a key activare to:
■ Classification perfection and closing team.
ity driver. The fre■ Increase revenue collection,
quency of conduct■ Increase taxpayer entity turnover,
ing an activity also is a major activity
first -time verification and conver■ Reduce costs of collection,
driver,
as
is
the
case
in
many
other
sion of the taxpayer's data into an
■ Bring additional taxpayers into the
types of organizations.
installment agreement, completed
system, and
Activity
costs
and
product
costs
can
consistent with customer and IRS
■
Increase job satisfaction.
be
compared
with
activity
-based
budrequirements.
gets and also internal benchmark
■ Cycle efficiency: VA time/cycle time.
The Orlando, Fla., branch of the
numbers to evaluate performance. The
■ Conversion efficiency: VA time (cyJacksonville District volunteered to be
PVA analysis and ABC information will
cle time -queue time).16
the local site to develop and test a new
point to activities and processes where
field
collection procedure. With much
opportunities for improvement, such as
A numerical example is given in
"grass
roots" participation, a team cycle time reductions and cost savings,
Table 2 of the use of the four measures
based
approach
to field collections was
to evaluate the cycle -time efficiency of
are the greatest.
developed.
The
reengineered
field colprocessing installment agreements (exThe collection
cluding defaulted agreements) in the
reengineering
"work -up" (for example, analyze cases)
Table4.FIELDCOLLECTIONRESULTS MEASURES
and "resolve" (for example, send or give
pilot study.lsAn-_
other IRS initiative
documentation to taxpayers) activities
Total Dollars Collected:
to improve perforof the Examination Division. The
Balance due,
mance and reduce
"work -up" cycle efficiency measure inWith delinquent return,
costs is a pilot
dicates that 77% of the total processing
Assessedamount (delinquent return).
study project to
time is spent on VA activities versus
Returns Secured
reengineer the way
only 0.5% in the "resolve" activity. The
field
collections
are
conversion efficiency measures indicate
Taxpayer Delinquent
undertaken by revthat the elimination of queue time
Full paid,
enue officers. The
would improve the proportion of VA
Installment agreement,
collection function
time significantly in the "resolve" ac■Abated,
assigns about 63%
tivity to 40% but would make no differClassification perfection and closing team,
of its workforce to
ence to the "work -up" activity measure.
■Other.
field collection acTaxpayer
Delinquent
Activity -based costing. ABC provides
tivities that recover
only
a
fraction
of
IRS managers with the cost of the acReturn secured,
the tax monies coltivities for which they are responsible
Other.
lected.Obviously,
to complement information from PVA
o
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There's a lot more at stake. The puzzle is
more complex. The job is bigger than ever.
"CFM" says you're up to it!
The financial professional of today —and
tomorrow —will have to clear hurdles and
face challenges that were unknown only a
few years ago.
A downsized corporate environment.
-- A financial arena that is global, not just
national.
A re- defined and evolving financial
management function.
A corporate culture that has irrevocably
changed.
The path to career success has become steeper
and more demanding.
The new Certified in Financial Management
Program, developed by the globally- recognized
Institute of Management Accountants, will make
that career path safer, surer, and smoother.
The IMA has created the CFM program to

provide an objective measure of knowledge and
competence in the field of financial management.
The CFM designation provides professional
certification of proficiency and excellence that is
recognized by leading corporations and financial
management professionals.
It has been designed to meet the evolving needs
of business — today, tomorrow, and well into the
21st century. It is an important career asset.
To learn more about the CFM Program, the
Institute of Management Accountants and the
many benefits of IMA membership, call

1 (800) 638 -4427, ext. 141.
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lection approach consists of dividing
each of the four revenue officer groups
into five teams that each specialize in
one of the five distinct types of field
collection work.
For example, Classification, Perfecting, and Closing (CPC) teams handle
all case activities that do not require
field actions by revenue officers. The
responsibilities of CPC teams include
the initial screening and analysis of
cases, case assignments to other
teams, and various other support activities. Each of the other four teams specializes in field contacts on complex
cases, on seizure and sale activities, on
technically complex collection cases, or
on compliance work. Teams rather
than individual employees are responsible for the resolution of assigned cases. This system mirrors the team approach that is popular in private
industry.
The pilot study commenced in October 1994, and the collection groups experienced some early transitional problems. However, recent monitoring of
both results measures and process
measures show that improvements
were made in field collection through
use of the specialized team approach
instead of individuals tackling all types
of cases on their own.
Prompt identification and resolution
of tax collection cases means that
many taxpayers are alerted to tax underpayments before they grow to proportions that lead to bankruptcy proceedings. Efficient dispatching of field
collection cases allows collection employees more time to engage in proactive compliance activities that will help
to reduce the incidence of noncompliance and nonfiling in the future.
Improved collection efficiency and
successful prevention efforts will lead
to cost savings in the future. For example, savings are possible in staff salary
reductions through nonreplacement of
retirees, and higher proportions of lower paid paraprofessionals (tax examiners) in collection teams in place of the
more costly professionals (revenue officers) who are needed under the old
system. Also, using the decentralized
team approach, with team leaders supervising field collection activities,
should lead to fewer managers needed
to oversee the collections function, thus
reducing overhead costs.
To evaluate the performance of the
48
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pilot field collection project, test group
measures are compared with measures
of prior periods and with equivalent
measures of nontest groups. See Table
3 for examples of the field collection
process measures and Table 4 for examples of the field collection results
measures.

ARETHEIRSCHANGES
COST-BENEFICIAL?

T he IRS does consider the costs and
benefits of proposed changes. For example, the Seattle District Office identified the costs and benefits of the
recommended interim CMIS implementation plan. However, the costs
were quantified in monetary terms
whereas the benefits were expressed in
qualitative terms (for example, "(i)dentifies opportunities for continuous
procesalquality improvement and cost
reduction" 19), that makes cost - benefit
evaluation difficult. The IRS also considered the significant monetary and
other benefits from improving the compliance rate and improving customer
service in deciding to launch the TSM
and Compliance initiatives.
Based on the IRS experience and the
influential accounting standards of the
Federal Accounting Standards Advisory Board,20 cost management will continue to have an important role to play
in decisions regarding future developments and operations within the public
sector. It is important for all government agencies to emulate the efforts of
the IRS to become more customer oriented. The implementation of suitable
cost management information systems
can help government agencies continuously improve in satisfying their stakeholders in cost - beneficial ways. ■
John B. MacArthur is an associate professor
of accounting at the University of North Florida,
Jacksonville, Fla. He submitted this article
through the Jacksonville Chapter of which he is
a member. He can be reached at (904) 646 -2630.
The autho r wishes to thank the Internal Revenue Service for granting permission to publish
details of their cost management efforts. In particular, the author wishes to thank the following Internal Revenue Service personnel for
their helpful contributions: at the Jacksonville
District, Fla.: Ralph E. Collinson, chief of District Office Research and Analysis (DORA); Holger Euringer, public affairs officer; Robert L.
Holmes, program analyst DORA; Louise
Kaminskyj, assistant public affairs officer; and
Terry W . W ood, chief, Orlando Field Branch;
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IA.Y.S. Chen, and R.B. Sawyers, "TQM and the IRS,"
Journal of Accountancy, July 1994, p.77, stated that
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techniques to solve its problems" and compared
TQM with Compliance 2000 and the Tax System
Modernization projects of the IRS.
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Treasury, Postal Service, and General Government
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3Michael P. Dolan, Statement before the Senate Committee on Government Affairs, May 9, 1996.
4"Internal Revenue Service Business Master Plan Fiscal Years, 1995- 2001," Department of the Treasury,
Internal Revenue Service, Document 9255, April
1994, p.3.
5"IRS Business Master Plan, p. A1.14.
6The detailed information in this section on TSM was
largely drawn from "Progress Towards Reinventing
the IRS," Department of the Treasury, Internal Revenue Service, Publication 1825, November 1994;
from "It's a Taxing Job, but Someone's Got to Do
It!" Remarks by Margaret Milner Richardson, Commissioner of Internal Revenue, at the Commonwealth Club, San Francisco, Calif., April 11, 1995;
and from Michael P. Dolan, Statement before the
Senate Committee on Government Affairs, May 9,
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]Statement of Margaret M. Richardson, Commissioner of Internal Revenue, before the Subcommittee on
Treasury, Postal Service, and General Government,
House Committee on Appropriations, Feb. 16, 1995.
s "Progress Toward Reinventing the IRS," Department
of the Treasury, Internal Revenue Service, Publication 1825, Nov. 1994, p.10.
9The general information and statistics for this and
the next two sections came from District Office Research and Analysis (DORA), Internal Revenue Service, Jacksonville, Fla.
10 "Intern al Revenue Service Business Master Plan Fiscal Years, 1995- 2001," Department of the Treasury,
Internal Revenue Service, Document 9255, April
1994, p.88.
11 Information in this paragraph and elsewhere describing the development of the IRS CMIS and Core
Business Systems was obtained from "Cost Management Information System: Seattle District Office
Core Business System Model, Collecting Subsystem,
Installment Agreements," IRS Publication for External Distribution, June 1993. Also, some additional
material was gleaned from the Activity-Based Cost
Management Presentation Case Study, "Offer in
Compromise," Chief Financial Officer's Office of
Cost Management, Internal Revenue Service, Washington, D.C.
12The six core IRS businesses are: Ensuring Compliance; Managing Accounts; Informing, Educating and
Assisting; Value Tracking; Resourcing; and Developing and Managing Systems.
I3Robin Cooper, Robert S. Kaplan, Lawrence S.
Maisel, Eileen Morrissey, and Ronald M. Oehm,
"From ABC to ABM," MANAGEMENT ACCOUNTING* , November 1992, pp.54 -57; and Implementing ActivityBased Cost Management: Moving from Analysis to
Action, Institute of Management Accountants, Montvale, NJ, 1992.
14 "Cost Management Information System: Seattle District Office Core Business System Model, Collecting
Subsystem, Installment Agreements," IRS Publication for External Distribution, June 1993, p.1.
15 "Cost Management," p.32
1s "Cost Management," pp.40 -44.
17Thomas L. Albright, "Software for Activity-Based
Management," Journal of Cost Management, Spring
1995, p.25, reported that EasyABC Plus Version 2.06
ideveloped by ABC Technologies) was used in the
U.S. and in Europe in more than 2,700 installations.
1s
Material for this section was obtained from T.W.
Wood, chief, Orlando Field Branch, Internal Revenue
Service, and from the Field Intervention Charter that
authorized and sanctioned a Field Intervention Test
that would reengineer the way tax revenue officers
conducted business.
1s
"Cost Management Information System: Seattle District Office Core Business System Model, Collecting
Subsystem, Installment Agreements," IRS Publication for External Distribution, June 1993, p.107.
20 See the cost management and performance measurement proposals in Federal Accounting Standards Advisory Board, "Managerial Cost Accounting
Standards for the Federal Government," Statement
of Recommended Accounting Standards, Exposure
Draft, Washington D.C., Oct. 7, 1994.
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In front of the Stealth fighter are Maxwell's Sassan Chakamian and Glynn Curry Ithird and fourth from left), and Lockheed Skunkworks'
Len Curtis, Bob Sear, Dick Jones, and Sid MacTarnaghan.

BY KATHYWILLIAMSAND
JAMESHART
ometimes the American dream
comes true. Growing up in Iran and
working part -time as a computer
programmer for an architectural and
engineering company while going to
school, Sassan Chakamian never imagined he would one day head a U.S. company that specialized in software for
the defense industry. Now, however, he's
president of Maxwell Business Systems, Inc., a subsidiary of Maxwell
Technologies, Inc., San Diego, a company that develops, manufactures, and
markets products and services involving information technologies, purification systems, and power conversion systems and components.
In 1978, Chakamian had just finished his college classes in computer
science and applied math, but hadn't
gone through graduation ceremonies,

when the revolution occurred. So he
came to the United States to finish
school and then return home. But after
getting an undergraduate degree in
business administration and a master's
degree in management, he decided to
stay and took a job as a computer programmer with a high -tech company. A
hands -on executive who still dabbles in
programming, he also oversees system
implementation and serves as an advocate for project accounting.

Q:

Could you tell us a bit about the
origins of Maxwell and of JAMIS?
Maxwell Technologies, Inc., our parent
company, started in 1966 as a government contractor, working mostly on defense- related contracts. Now it is more a
commercial contractor than a government one. In 1995 the commercial revenue was 57% of the company's revenue,
while government was 43 % . Maxwell is

very diverse, with several operations in
software development. The one I head,
Maxwell Business Systems, Inc., is one
of them. We are targeting the govern.
ment contractor market with a client/
server job costing system. Another operation just finished an interactive CD
ROM application for physics and algebra courses for schools. They also are doing client/server systems for Integrated
Justice Information Systems (IJIS) and
similar types of applications.
Maxwell also competes in the hardware business. We manufacture OEM
computers for Lucent Technologies—
voice and telephone PCs. In addition,
in -flight com puters that airlines use for
entertainment and in -flight telephone
system s are manufactured by Maxwell.
JAMIS (Job Cost Accounting and
Management Inform ation System) began in 1979 when Maxwell had a need
for a job costing system. It searched the
NOVEMBER 1996
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market but couldn't find anything. So it
purchased a general - purpose accounting
system and commissioned a third -party
subcontractor, a company called Tetra
Tech, to customize the software and
turn it into a job costing system.
Maxwell used the software in -house for
five or six years, then realized there was
a market for it. So it rewrote the software, making it more general, and
started selling it by word of mouth.
Eventually the company realized the
software's potential and in 1991 formed
a separate entity, Maxwell Business
Systems, to market and sell the system.

QoNow large a company is Maxwell,

and who are some of your customers?

I think the revenue for last year was
around $81 million. During the last six
months Maxwell Technologies has undergone a senior management change
and a major reorganization of its operating units and has seen its stock price
increase from $8 to the present price of
around $30. Some of our Maxwell Business Systems units are Lockheed,
Hughes, Booz -Allen & Hamilton, and
ITT/Vandenberg Air Force Base.

Q;When a company like Lockheed buys

your system, does it buy the software
for the whole company or for divisions?
Divisions, usually. We have installations
in four Lockheed divisions. The largest
one is at LADC, also known as
Skunkworks, which designs sophisticated jet fighters and airplanes. They designed the Stealth Fighter and the
SB71, Black Bird.
They work on top- secret projects and
have about 4,000 employees and close to
$1 billion in annual revenue.
Qt Now did you find your way to
Maxwell?
I was working for Tetra Tech, the company that Maxwell hired to modify the
JAMIS system. I suppose they thought
I did a good job because once the project
was finished Maxwell hired me as a
programmer /systems analyst to support
the product. That was in 1981. I worked
my way up and in 1991 became the
president of the newly formed Business
Systems Division. I designed the majority of the programs in the JAMIS system. I have written hundreds of programs and know the code inside and
out. I'm very much a hands -on person.

Q:Now did JAMIS evolve?
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We bought basic accounting software
from a company called MCBA. Then we
added our own job costing, billing, allocation, purchase order, and labor distribution modules. That was the start of
the JAMIS system. It was running on
the Wang VS computer. With the demise
of Wang, we ported over to the VAX and
then Unix. Then we decided to undertake a brand new project, which is a
complete rewrite of the software. It isn't
a conversion of the system but a complete rewrite of the current software.
And we decided to use the latest
client/server technologies. We still support Wang customers, though.

Q:Why did you decide to go this route

If the other was working well?

We saw that the industry was moving to
the chent/server relational database environment. It's definitely the best way of
installing a financial system because it
lets the users get to the data any way
they want to.

Q:Now would you describe a general

purpose financial system versus a job
costing system?
The basic difference is the language of
government contractors. In government
contracting, you talk about organizational breakdown structure and work
breakdown structure. There also are
billing requirements specific to government. Commercial software isn't designed for government requirements.
The government breaks down its contracts into four different types: cost
class, time and material (T &M), fixed
price, and progress payment. Each one
has a specific requirement that must be
calculated. And there are special government forms that you have to use for
billing government work. For example,
if you have a fixed price contract and
you are building widgets, when you finish one widget you're supposed to fill
out specific forms and shipping information —form DD -250. No commercial software has a DD -250. Progress payments
are billed on a 1443 form.

Q: Now does project cost accounting fit

the needs of controllers or CFOs?
In my opinion, any organization should
use a job cost accounting system, or at
least an activity -based cost accounting
system, to track its activities. A company needs to know how much it spends
on a particular project. Our market is
contractors — generally government con-

tractors —but also commercial contractors and nonprofit organizations. These
groups have very defined projects, such
as government projects or grants, or
they have commercial projects and need
to keep track of the costs spent on them.
Not many software companies have project costing software. If they do, it's usually general ledger based, so all transactions end up in the general ledger. They
have large GL accounts or a suffix that
gets attached to the general ledger on
which they put a project number. If they
want to know the total cost for a project, then they sort using that particular
suffix, and it gives the cost for the project. They are dependent on a general
ledger module to get their project cost.
Our system is 100% different. We
have a general ledger module for the financials, then a project management or
project costing system. Accountants
don't have to clutter their general
ledger system by adding accounts when
someone wants to keep track of travel
or labor or unallowables or whatever.
Few general ledger accounts accumulate
those costs, but job costing software
keeps track of the detail of all those
types of costs. We leave the setup of the
job costs and the breakdown to the project managers and the contract department. They decide how much detail they
need for a job. The controllers and other
financial people set up the general
ledgers any way they want to. That's the
major difference in the two systems.

Q:Can you give an example ofhow
the system works?

Let's say you have a time card. You enter an employee's time card information
into the labor distribution module, and
his time gets posted. The posting program simultaneously updates both the
general ledger and the job cost module.
It creates two transactions that are
equal in the bottom line, but the detail
is different. Say you have 10 different
types of employees working on a project.
You may have a project manager, an engineer, a scientist, and programmers.
Each has a time card. And all charge
time to the same job. When we post the
transaction, the system creates 10
transactions for that job, and each of
them contains the employee number,
the labor category that the employee
worked on, the number of hours, and
additional different information. But
the person using the general ledger
module doesn't care if the laborer is a

project manager or engineer or someone
else. All they care about is direct labor
or indirect labor. We can summarize all
those transactions into one transaction
for the GL called direct labor. Then the
job costs are broken down into 10 or 100
different transactions. But the total
number of labor hours and dollars in
the job cost module and the GL module
are equal.

Q:

Do you use activity -based accounting
in your system?
Our system is totally capable of doing
activity -based accounting because it
keeps track of all costs (we generally refer to them as jobs). Those jobs can be
activities or tasks or subtasks, whatever
the user wants. You can set up an unlimited number of activities, which can
be broken down into subactivities or
grouped with larger activities. Employees simply chart their time against the
activities and buy materials against
those activities, and so on. At any time
they can call for a detailed cost breakdown by every activity.

Q:

up

Do you find you often reengineer a
company by placing your job -costing connection with the ABM or ABC system?
That's an interesting question. One of
our customers, a city government, wants
to use our JAMIS system to figure out
the breakdown of costs for each of its divisions. One division has a multimillion
dollar annual budget. But due to lack of
interest in detail cost information, as
well as accounting system inability, it
does not know where the money goes or
how it is spent. It has seven facilities,
each with several sections, and each section has numerous processes. Beyond
the bottom line of its annual budget, the
city has no idea how much money is being spent on each facility or section; it
doesn't know how much material each
facility buys, or how much labor is spent
on various activities.
The city decided to create a performance incentive system for its employees based on cost savings in the departments. But there was a catch. They didn't know how much they were supposed
to spend, so savings couldn't be measured. The solution: an activity -based
costing system. The software: our
JAMIS system. With it, the city can institute an organizational breakdown
structure or OBS. It can set
its departments, with a budget for each one,
which can be broken down by labor, ma-

terials and supplies, whatever. Then it
can define unlimited activities. The city
can keep track of the costs for those activities and then, we hope, find out
which department is meeting its budget
and then give those employees an incentive to improve.
Something else distinguishes our software. We maintain the detail transactions for the life of a project. A customer
can go look at a project that's five years
old and ask for a list of all employees
that worked on that project five years
ago on a certain day, say August 22.
JAMIS gives the user the name of the
employees, their employee number, the
number of hours an employee charged,
and the cost of every individual transaction plus any applied burdens. We don't
arbitrarily summarize and delete the
detail at end of the month, quarter, or
end of the year. We also maintain the
billing information on a transaction -bytransaction basis. If a customer or the
DCAA (Defense Contract Audit Agency)
comes back 10 years from now and
questions a certain invoice, the company
can pull out every single transaction
that made that invoice. We can maintain the same level of detail for indirect
expenses. If somebody questions an
employee's travel expense, we can pull
out airfare cost, hotel cost and how
much they spent on meals or per diem,
how much the car rental cost. In the
government contractors' area, particularly, companies see the value of that
information.
: You have conducted many installaQ
lions in your career with Maxwell. Do
you have any recommendations for
making the process smooth?
Changing to new systems and software
is painful and takes a great deal of time
and resources for a customer. The least
number of times they have to do it, the
better off they'll be. Most companies
don't plan for implementation. They realize they're buying a new system, but
they totally underestimate the effort it
takes to implement it. The first thing
we tell potential customers is to do an
implementation plan. Our standard implementation plan describes the process
of implementing the software, shows a
GAN'fT chart, and shows every activity
a customer will have to undergo during
implementation and who's going to do
it. Either we're going to do it, or the customer has to do it. So we give a clear
picture of the process and how long it

takes to accomplish an implementation.
For a time frame, we use an estimate of
about four to five months. We let customers know the process isn't easy it
takes time, and it takes resources. ...
I'm sure most software companies do
the same thing. It's something all vendors should do for potential customers.
And customers should ask for a meeting
if it isn't offered. We usually have two.
The first one is a pre - installation meeting in which we define the process for
the customer. We ask a lot of questions.
Have you planned for new hardware
with your systems? Where is it going to
be set up? Is a network set up? How
many systems do you have now that
must be integrated with the one you're
buying from us? Who's going to do the
integration? How are the data going to
be transferred? During this two or three
days we show them everything that has
to happen. A few weeks later we have a
pre - implementation meeting to decide
how the system should be installed.
It's a necessary step because you
don't want the customer to enter the situation blindly with you just bringing in
software and training the end user. If
we simply do a shift of the software,
give the user software installation
notes, and train the users, the software
installation is going to fail. Those companies that allocate time and resources
for the implementation are going to be
successful.
Who usually spearheaids the impleQ:
wentation for the client?
It depends. But the commitment and involvement of top management are very
important to a successful installation.
In some companies, top management
takes a hands -on approach, becoming
the project leader. Employees see the
mandate from the top, so everybody just
pitches in and gets the system installed.
In other companies, top management
goes the hands -off route, giving the system to a middle manager to install. But
in that scenario, the manager doesn't
have authority to make decisions, so
sometimes the old system is duplicated.
Also, if the manager has no authority
over other people, he or she might not
get enough resources, and that's a mistake. To have a successful implementation, top management must get involved
and sit through the training sessions —
even though they are busy. They must
know all the capabilities of the new system so they can do a business reengiNOVEMBER 1996

MANAGEMEIRACCCNINiING 51

neering right away in which they decide
the processes to discard and the
processes to keep.

Q:0oyouhelpcompaniesdecidewho
should beon projectteams?
Yes. We insist that the top managers,
the CFO, the controller attend at least
the initial meetings. We also strongly
request that the top project managers
attend those pre - installation meetings
because they have to know the capabilities of the software in order to get certain reports and other information. Or
say they're negotiating a new contract
in which they negotiate the cost plus
the level of effort/fee. They need to know
if the software can handle that arrangement. If it can't, then they have a problem because the software has to be modified. So we insist that project managers
participate in the pre - implementation
meeting. It also is important for anyone
running the company to know the capabilities of the systems because sometimes internal staff members will play
politics and say a system can't do something when it really can.

Q:Companypoliticscansabotagethe
system?

Exactly. Many companies have this
problem, especially when a certain individual doesn't want to give someone
else the control of running a report or
giving out a certain budget. The easiest
answer always is, "the system cannot
handle that."

Q:Let's talk about your competitive
environment for amoment.
It is pretty amazing, actually, but only
two companies provide a solution for
government contractors. Maxwell is
one, and Deltek is the other. No one
else in the market has a solution. We
compete from time to time against Oracle, but they don't have project costing
for government contractors. We come up
against SAP, Ross Systems, J.D. Edwards, but none of them is designed for
or dedicated to this market. We compete with Deltek probably 85% of the
time, but each of us has our own niche
market.

Q:Where doyouseeyourmarket going over the next five to 10 years?
We are definitely in the contractor's
market, either government or commercial. With the downsizing in the government, especially the Department of De52
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fense, everybody expected our market to
shrink, but, in reality, it is expanding.
Companies like Lockheed or Hughes
had in -house systems, big mainframe
computers, with hundreds of MIS people. They were spending millions of dollars every year maintaining those systems. Then came all the mergers and
acquisitions, and those divisions couldn't be on a central system anymore.
When a company spins off a division,
if the division has been in the corporation's central system, it becomes difficult to separate its accounting from the
mainframe. So many large corporations
need to cut costs by running on open
systems so divisions can be totally independent and run their own system.

Q:Where doyou see the financial soft-

ware industry headed over the next 10
years?

I think there will be many consolidations. There are too many software
companies today. A few years ago,
maybe 50 companies sold spreadsheets.
Now there are Microsoft and Lotus. I
think the same thing will happen to the
software market. Technology is moving
so fast, and some software companies
are not able to move fast enough because the tool they are using is very
rigid, is not dynamic, and is not going
to change. The tool doesn't allow the
software to grow to the next phase.
That's why we have so much openness
and flexibility in our software. We don't
care which direction the market goes
from the point of view of the hardware,
client, and database. We want to be able
to operate on any of our clients' systems
and platforms.

Q:Earlier you gave some great implementation advice. What other kind of
advice would you give to, say, a controller who's in charge of getting a
new system for his or her company?
As a starting point, I'd say to select the
proper software. We get numerous RFPs
[requests for proposals] coming to our
office, but the majority are not adequate
for selecting the right software. Companies ask questions about certain func tionalities that they need for current operations, but they may not need the
same ones for future systems, such as
certain reports.
Rather than emphasizing the RFP,
companies should come up with different processes and ask for a request
for a demonstration of the software.

They should tell the vendor the problems they have with their current
processes and ask the software vendor
to show them how they can resolve
those problems.
Also, they should not emphasize hardware. Hardware is not as important
these days. With system openness and
networks you can access any data with
the tools on the market. They must find
a system that meets at least 90% of
their functionality requirements rather
than buying software and trying to
modify it later. It just doesn't happen.
And once a company selects the software, controllers must get involved.
They cannot delegate someone else to
install the system for them. They have
to understand the ins and outs of the
software. They have to know every feature of the system.
They have to look at software implementation as a triangle. One corner is
the software. One corner is the procedures. One corner is staff. Controllers
must look at this triangle and try to resolve any problems they have with any
of the three sides. In some areas they
can say, "Okay, the software has to be
modified to meet our requirements because I cannot change my procedure,
and I cannot change my staff or train
the staff." Sometimes staff can be moved
around in the organization, but they
have to be retrained and retained. We
draw this chart on the first day of our
pre - implementation meeting. We refer
to it as the JAMIS triangle. During the
implementation process, every time we
come across a problem, an issue that
cannot be resolved, we look at the chart
and decide which of these three items
must be changed or modified to solve
the problem. The majority of the time
we can change a procedure or move the
staff around or change their training or
change their focus and solve the problem. Too many companies try to solve
all of their problems by changing the
software.
This flexible mindset can mean the
difference in failure and success. Companies that spread problem solving
over those three different corners are
much more successful than the ones
that try to change just one corner and
leave everything else exactly as it was
before. ■
Note: You can reach Maxwell Business
Systems, Inc., at(619) 576 -3727,phone;
e-mail: www.jamis.com.
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Imagine having these
powerful capabilities at
any time:
♦ Cost tracking by project, contract or
organization over multiple years
(12 levels of WBS)
♦ Unlimited cost
elements, labor
Al l t h e
categories
V Detail cost transactions maintained
for life of contract
♦ Time - phased budgeting
• Unlimited cost pools and burden rates
• Automated
retroactive rate
adjustments
♦ Handling of every contract type — CP
T &M, FP etc.
• SF1034, 1443, DD250 and user - defined
invoices with open text
• Automated revenue recognition
♦ Allocations, unlimited cost pool
V Revenue, profit, cost reporting by
organization
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And all the data is available to you NOW
Get instant reports and graphic
summaries covering every phase of
your business with the built -in report
writer, or use popular tools such as
u
Microsoft Excel or Access, Cognos
Impromptu and PowerPlay, Lotus, or
others.
This powerful functionality is a way
of life for • ITT • Lockheed • Hughes

1

• Booz•Allen & Hamilton • EG&G
• Rockwell and others who depend on
JAMIS for accurate, complete and
immediate management information.
Call us today, and check out the totally
integrated accounting system that's
designed expressly for the contract-driven
business. 1 ' 0 0 - 6 5 -
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1-800-655-2647
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Business Systems
8808 Balboa Avenue, San Diego, CA 92123
Telephone: 619 -576 -3727 Far 619 - 565.6738
See us on the Web at: www.jamis.com
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The leader in Job Cost Accounting

CASE STUDIES
TRW TAKES BEST APPROACH TO MANAGING ITS ASSETS
FASTRACKTMAND FAS FOR WINDOWSTMFROM BEST SOFTWARE INC.
STREAMLINE MANUFACTURER'S FIXED ASSET MANAGEMENT

W hen a company is known
for its technology, it's no surprise that it uses advanced
technology to maintain employee efficiency. For Cleveland -based TRW, a leader in
aerospace and automotive
technology with 60,000 employees, something as mundane as tracking equipment
inventories is made easier
with sophisticated bar code
scanners and fixed asset
management software. These
tools make it possible for just
one employee to track the
value of thousands of fixed
assets in use at numerous
manufacturing locations.

TRACKING ALL
THE ASSETS
Mesa, Arizona, is the hub of
TRW's North American air
bag operations that serves
Ford, General Motors, and
other major auto manufacturers. Since 1988, the 3,500
employees of Vehicle Safety
Systems Inc., a TRW subsidiary, have produced more
than 30 million air bags —
$12.4 million worth in 1995
alone —for customers around
the world.
As a fixed asset accountant, Steve Reding is responsible for all fixed asset tracking and reporting at the
TRW/VSSI passenger -side
54

air bag facility in Queen
Creek, Ariz., just outside
Mesa. When new equipment
is placed in service, Reding
must add it to the fixed asset
management computer system, then track and report
depreciation values each
month for TRW's consolidated financial statements.
Scanner and database management software from Best
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Software Inc. of Reston, Va.,
help him single - handedly accomplish his duties.
For financial reporting,
TRW's accountants must
figure the value and depreciation on the company's
land, buildings, and infrastructure such as utilities,
construction improvements,
and roads. Other more tangible items like assembly

line equipment, tooling at
parts supplier locations,
vehicles, computers, and
office equipment also must
be inventoried and tracked.
Depreciation methods vary
by the type of asset, usually
according to its useful life,
the number of units it produces, or certain tax
considerations.
Reding uses a Janus
hand -held data collection
terminal from Intermec
Corp. to scan bar code inventory labels that he has affixed to the 1,900 fixed assets at the Queen Creek facility. Information about the
assets, such as description,
location, and condition, is
pulled into a software program called FASTreckTm,
which then allows Reding to
reconcile the inventory online, and update the fixed
assets database. That database is shared by FAS for
Windows"'" (also from Best),
the fixed assets management system Reding uses to
calculate depreciation and
track the current value of all
the facility's fixed assets. By
using the two applications,
Reding is assured that his
depreciation calculations are
as accurate as possible —
they are made on a fixed asset database that is in sync

with the assets owned by the
facility.
Reding used the FASTrack
scanner software for the first
time last fall when he did a
complete fixed assets inventory over a two -month period
to establish his new database. He now has set up a cycle wherein certain fixed assets are inventoried each
month, so that each fixed asset will be evaluated at least
once every two years to stay
in compliance with federal
accounting regulations.

EFFICIENCY 1S THE
NAME OF THE GAME
"I label 50 to 100 items a
month, do the inventory,
manage the database and
tracking system, and run all
the reports," says Reding.
Efficiency is very important to him. Automatic data
collection has slashed the
time it takes him to do his
inventory. Without this technology, he would have to carry a notepad from building to
building, across the 640 -acre
manufacturing site, write
down the inventory codes,
and then type them all into a
PC upon returning to his
office.
"Using a bar code scanner
to collect the information is
so much easier," says Reding. "I don't have to worry
about the accuracy of my entries because the name of
the inventory item automatically comes up on my scanner screen. Location and department codes, and depreciation values, are readily
accessible from the database. When I get back to my
office, I can easily upload all
of the information into my
fixed assets management
system and run exception reports that compare the data

from the two systems. I can
see at a glance any asset
changes — what's missing, for
example —and then reconcile
the data."
Asked if the scanning software is a time - saver, Reding
enthusiastically says,
"There's no doubt about it.
It's a huge improvement. If
I'd done my inventory by
hand, it probably would have
taken three to six times
longer. I'm sure that I
shaved a month off my
schedule by using the scanner and FASTrack."
Reding says that the FASTrack program and bar code
scanner not only make in-

GAAP - compliant depreciation methods, and can produce more than 20 standard
reports.
"I like the fact that Best
offers program updates
whenever there are changes
in the tax laws that affect
fixed assets," Reding said.
"The software calculates all
the depreciation for me,
which can be very complicated for federal tax reporting.
And, I don't have to keep up
with all the tax laws myself
to maintain and reprogram
my fixed asset management
system."
The software also gives
Reding the capability to

throughout his company and
to export data to Lotus
spreadsheets.
TRW's accountants have
been long -time users of Best
fixed asset software, which is
considered the most feature rich available. "When I
joined TRW, I began using
PCFAS, Best's first fixed asset management product,"
Reding noted. "Then I used
FAS2000, which operated in
DOS, and later converted to
FAS for Windows, which I
use now. Best has done a
good job of improving their
programs and making them
more user - friendly. We get
good support from Best's

Counting by hand would have
taken three to six times longer.
ventories go faster, but they
become more accurate. "Because you don't have to
write down the information
as you collect it, and then
type it into the computer
later, you avoid the double
opportunity to make mistakes. It definitely speeds
up the process and cuts
down on errors. And the automatic database updating
is a big advantage."
While FASTrack is a powerful, stand -alone solution
for tracking fixed assets, it
also seamlessly integrates
with FAS for Windows, a
leading fixed asset depreciation software.
With FAS for Windows,
Reding can view up to seven
books on a single screen. The
program gives him access to
more than 20 IRS and

store scanned photos or
drawings for easy identification of assets. In addition,
several features make it easy
to add, maintain, and change
data for entire groups of assets instantly.
"I like the FAS for Windows capability to break the
asset listing into groups, so
you can look at the assets in
different ways for different
purposes. And it has a template function that's nice for
adding standardized pieces
of equipment. The pull -down
menus are easy to work
with, too."
Reding often has used the
Crystal Reports and Report
Helper sections of FAS Report Writer for Windows, an
add -on program, to create
customized reports that can
be distributed to managers

technical support team,
and their sales representative has been very helpful,
too."
Since its beginnings in
1901, "a company called
TRW" has progressed with
the times and been a pioneer in developing new technology. As we ride in our
safety - engineered cars today, we're protected by air
bags that inflate automatically if we're involved in a
crash. And accountants
roam around with laser
scanners to count their assets, then compute their
value with lightning speed,
using advanced software.
Manufacturing and accounting —not the staid professions they once were, but
making use of the "Best"
technology available. ■
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UNITED DAIRY FARMERS AND GBASYSTEMS:
PARTNERSTHROUGHCHANGE
Chris Than-Win, senior ac-

a quick way to dispose of all
store assets. Than -Win likes
the ability to allocate lump
sum proceeds across individual assets based on net
book value. He also utilizes
the partial transfer and disposal options, citing as pare

countant of United Dairy
Farmers, Inc.(UDF), directed
the search for fixed assets
software to replace UDF's
antiquated and inaccurate
system. After an exhaustive
year -long search, having
evaluated numerous vendors
on both the AS /400 and
Hewlett- Packard platforms,
Than-Win selected GBA Systems' Fixed Assets Management System/ On -Line
(FAMS /OL).
GBA's system has two features that are especially
valuable to UDF —the mass
transfer and disposal options. In the convenience
store business, stores are
regularly remodeled or upgraded, creating a need for

a
U
U

ticularly useful the flexibility of disposing assets based
on percentage of dollar
amount.
Ease -of -use was a paramount consideration, and

the company found what
they were looking for in
GBA's default code capability. UDF creates default templates for asset information
such as location, depreciation method, lives, and conventions. Because these are
logically established by store
number and asset class, the
only additional fields required are description, acquisition date, and cost.
When you add more than
1,600 assets annually, this
not only saves time, but also
improves the integrity of the
financial and tax data.
Two years ago, UDF was a
beta site for GBA's new
client/server tool, Data
Transfer. In October, it also
purchased GBA's Project Ac-

counting Management Sys tem/On -Line (PAMS/OL) to
manage capital projects.
A major factor in selecting
PAMS /OL was GBA's ability
to provide integration for accounts payable and fixed
assets.
When asked about the
most important qualities to
consider when selecting a
software vendor, Than-Win
responded, "Good service and
selecting a vendor who can
change and adapt to new
business needs and environments. UDF has grown over
the last three years, and
GBA has been there right beside us. Selecting GBA has
been a very positive experience for me careerwise —it's
made me look good." ■

CLIENT/SERVERFUNCTIONALITYBOOMINGATDYNONOBEL

EXPLOSIVESMANUFACTURERDEFUSESDATAMIGRATIONTROUBLESWITHINrSOURCECS—
FIXEDASSETMANAGEMENTSYSTEM
The promise of flexible and
easy access to financial applications and data has
prompted many companies
to move information from the
mainframe into a more decentralized environment like
client/server. Yet, for most,
the migration has proved to
be troublesome, causing concern that vital corporate data may be compromised or
lost. Companies like Dyno
Nobel Inc. have discovered
that one way to minimize the
risk is to start the move with
a fixed asset management
system: an approach that
provides a safe path through
a minefield of compatibility
and conversion traps.
Salt Lake City -based Dyno
Nobel Inc., a subsidiary of
Dyno Industrier, A.S. of Norway, is a leading manufacturer and distributor of explosives, including world fa56

mous Dynamite®. Dale
Reeder, MIS analyst for
Dyno Nobel, says, "We have
a lot of assets spread
throughout the United
States tracked from our
main office. The amount of
money that we have in vehicles, equipment, large
plants, and general facilities
is significant."
Dyno Nobel needed a new
software solution that would
operate on its client/server
network, and they decided to
take a look at InSource CSFixed Assets Management
System (FAMS) from Computer Language Research,
Inc. Leanne Burt, Dyno Nobel application specialist,
says, "It provided everything
we were looking for —use in
the client/server environment as well as the relational database and the general
ledger interface. The big sell-
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er was the advanced accounting capability, which
the others we looked at simply didn't have." Added
Reeder, "The application was
developed to help manage
assets, not just calculate depreciation and report it as a
lump sum to the general ledger."
Another major selling benefit is the expertise and support offered by Computer
Language Research (CLR).
Reeder says, "What sold
everybody, immediately, was
the vendor's knowledge of
both the tax and book sides
of fixed assets. We ultimately
couldn't have done the tax
conversion without their
help. The people at CLR focus on support."

FINANCIAL DATA
MIGRATION
Leanne Burt says,"The installation of the InSource

software went smoothly, but
the actual migration of our
data brought with it some
problems and delays. Installing and running the
hardware and database was
particularly challenging because we had a compatibility
problem between our network server and the Oracle®
database. We were glad we
had moved our fixed asset
system ahead of other, more
real -time accounting applications, like the general ledger
and accounts payable system."
Dyno Nobel is not unique.
Many organizations with
mainframe or mini -based accounting applications are migrating their fixed asset systems to client/server ahead
of all other accounting applications. There are several
reasons for this. First, there
is less worry about down
time, because the fixed asset

system need not be updated
on a minute -by- minute basis.
Second, fixed asset migration
is typically less disruptive;
there are fewer users and
limited interfaces with other
systems. Third, InSource CSFAMS in particular has built
in "hooks," or interface tables, to integrate with the existing general ledger, accounts payable, and other
software prior to their migration. These same hooks can
then be used to link fixed assets to any future client/server -based applications as well.
Regarding the application,
JeffTSnngey, Dyno Nobel fixed
asset manager, says, "There
are 10,000 or so assets on the
system. It is now much easier
to work with the information
by going online and seeing all
of the data on- screen. We now
rarely print out anything."
Future plans at Dyno Nobel
call for even greater utilization of the InSource CS -FAMS
solution. Jeff Tingey says,
"We own about 30 subsidiary
companies, so we are gradually moving from paper -based
reporting to a real -time online
system companywide. The InSource summary report is
very helpful —we can reconcile numbers with the general
ledger on a one -page report,
compared to the dozens used
before. We can do trial end -ofmonth closings almost any
time we want, as well as
change any numbers that a
subsidiary requests, and even
transfer figures between subsidiaries. The final reports
are sent out much earlier,
faster, and, in fact, anytime
we choose. That is all possible
because of the Oracle relational database we now use."
In summary, Jeff Tingey
says,"The software has
worked very well, and the
CLR support has been responsive to our needs." ■
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ch Forum
Michael Costelluccio, Editor

Who Will Collect the Taxes on the New Silk Road?
Tax wars have played a major role in
our history beginning with the Boston
Tea Party. The musket cracks of that
first conflict, however, have been replaced, for the
most part, by
grumblings in
many courtrooms. As new
trade routes
open up every
day on the Internet though, the
storm clouds of
future tax conflicts gather —
conflicts that
might create serious discord between states, and
between nations.
NEXUS
The source of the
problem is the
same for states
as it is for nations —who has the right
to tax? Wayne Berkowitz, CPA, J.D., a
manager at David Berdon & Company
LLP, believes that "electronic commerce is destroying the states' conventional basis for imposing tax." A state
derives its right to impose income and
sales tax on individuals when sufficient contact with the state, or nexus,
is established. Physical presence is
usually the measure of nexus, but this
traditional rule loses much or all of its
meaning in the ether, which is the Internet's medium. Does a company
(Acme Bits) owe tax if its main server
58
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is in Iowa and its customer is in Houston? Does the mail order catalog model
apply? (California and South Carolina
both impose tax on goods delivered by
mail, but not those
delivered online.)
Does the customer
owe taxes to anyone?
Acme uses an Internet service provider
(ISP) that has a
physical presence in
multiple states, and
due to the packet
switching nature of
Internet communications, the ISP cannot
say what route the
order took. Acme
does not need to
know the origin of
the order, and in
some cases, for security, does not request
that information.
And what if Acme uses a third party to
bill its customers, and that agency has
ten servers here and overseas, and it
assigns accounts to different locations,
depending on how busy the traffic is
on any given day? Nexus? Not exactly
the factory/showroom/business office
model that states are used to. And as
complicated as this model is, what
about the company that will move its
server to some tax friendly island
when it gets squeezed by one, or several states?
Dr. Berkowitz expects states to fight
against losing tax income. It will take
time, however, because the laws are

not yet written. There are two relevant
Supreme Court rulings, neither of
which is particularly helpful in defining the situation. One ruling claims
that having a moderate amount of software in a state "does not create substantial nexus." In other words, you
can have some software —but not a
stockpile —and not belong to that
state's tax collector. What about packets of information that are just passing
through? A second Supreme Court ruling states that customers who purchase goods from a vendor who is out
of state may be taxed by their state,
but the vendor is not required to collect the taxes. Does the ISP collect the
tax? Not likely. Kaye Caldwell from
CommerceNet has said, "It is unlikely
that the states are going to be able to
create a system that functions fairly
and well ... and the federal government
may need to step in and resolve this."

IMMATERIALGOODS
Perhaps the problem could be solved
by focusing on the warehouse from
which the products are shipped? Surely, nexus should be easy to establish
there. Well, actually much of what is
sold on the Internet does not materially exist. Information, publications,
software, banks of clip art, applets,
photos, answers —all streaming everywhere, every day. And you don't need a
warehouse filled with skids of paper to
deliver The New York 71mesj u s t a
server that operates like a digital lawn
sprayer. The Supreme Court's "moderate amount of software" might include
the handful of copies needed for the
vendor to sell and deliver from nontaxable sites in 10, or 20, or all 50 states.
A few final numbers before we look
at the international problem: Kent
Johnson of KPMG Peat Marwick reports that "the bulk of a company's tax
liability (70% of an average tax bill,
35% of that in excise taxes, such as
sales and use taxes) is state and local—not federal." State taxes are substantial. According to Forrester Research, Inc., projected sales through
interactive retail will reach $6.9 billion
in the year 2000, up from $.52 billion
this year. Peat Marwick surveyed 291
$50+ million companies and concluded
that "8 out of 10 were either engaged
or planning to engage in electronic
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GBA Systems FAMS

Hyperion Assets Management

Flexilnternational FlexiAssets

commerce in the next two to five
years." More business conducted by
more companies electronically in the
future could mean decreased tax revenues fo r the states at a time wh en
many are askin g th e federal government to do less an d the states to do
more. Some skirmishes between jurisdictions would seem inevitable.

traverses a sovereignless region that is
not subject to any one state's exclusive
jurisdiction." As with the states, establish ing nexus within international borders is going to be very difficult.
An interesting feature of adm iralty
law is the way it encourages flag -shopping. The ship owner registers his vessel in the country that offers preferable legal and tax treatment. Muscovitch points out that "Companies
operating on the Internet can also
choose a flag of a country that offers
legal advantages, such as bank secrecy
and low or no taxes. This is achieved
by a company establishing their computer (which is an `electronic establishment') in the beneficial country."
In order to avoid escalating tax revenue losses, governments will have to
force Internet commerce into those existing laws that fit, and to write new
legislation without inciting cross -border competitors to riot. Probably, substantial new legislation will be required. To be followed by the next level
of difficulty -- getting nations to agree
on th e new rules.
The forces that will collide in cyberspace are fundam ental. The Internet is
purpo sely decentralized, antiauthoritarian, unregulated, nonproprietary,
and free. Commerce, and its consequent taxation, is basically the opposite. Perhaps nexus will not be the
guiding principle for jurisdictions. The
Internet, after all, has been set up in
such a way that it is m ore concerned
abo ut tim e than it is about place.

ment. Depreciable as well as non -depreciable assets may be tracked. The
system features mass transfer, disposal and reinstatement functions; mass
change features; depreciation suspension; depreciation allocation based on
usage; inflation adjustment calculations; and foreign currency translation
capabilities. Internal/external m anagement reporting, income tax reporting,
property tax reporting, and foreign
currency reporting present the necessary information in a form at designed
by accountants. A complete report
writer is also included for any ad hoc
reporting required. IBM AS /400 platform. Circle No. 50

INTERNATIONALTRADEROUTES
Nilesh K. Shah, a partner in the International Services practice at KPMG
Peat Marwick LLP, has said, "Issues
about who has the right to tax have
proven difficult enough to rectify between states, but the issues are compounded internationally, in large part,
because there is no central international governing body to bring a binding resolution." Further, Shah warns,
"I wouldn't be surprised if the international tax issues related to electronic
commerce become a major source of
contention between governments in
the future."
Zak Muscovitch of the Osgoode Hall
Law School in Toronto uses a historical
analogy to define the problem: "The Intemet ... is best characterized not as a
`more modem communications device,'
but as a new trade route. The Internet
can be likened to the Silk Roads of
China (circa 2nd century B.C.), which
constituted a brand new route for the
international trade of a brand new
commodity." The new route is hyper space, and the commodity is not silk,
but information.
Muscovitch explains that the Silk
Roads created transnational shipping
routes that required new laws. Admiralty law was part of the solution, and
he sees it as analogous to cyberspace.
"Just as the territory a ship traverses
is not subject to any one state's jurisdiction, so too the user in cyberspace
60
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PRODUCTSMARKET
FIXEDASSETS
GBA Systems Fixed Assets Management System (FAMS) provides the user
with a single source of reference for
control, analysis, and management of
all assets from capitalization to retire-

Hyperion Software offers Assets Management as part of its Hyperion
Financials. For organizations with
large asset volumes, Hyperion Assets
stream lines the asset m anagem ent
process, reducing manual tracking and
adjustments, while managing diverse
information needs. Comprehensive tax
and depreciation control are augm ented with powerful end -user tools to efficiently search for and analyze asset
data, even at detail and summ ary levels. Sophisticated asset tracking to
support the entire life cycle of an asset, payables integration to streamline
the acquisition of new assets, powerful
inquiries, and "as of date reporting capabilities round out the program's features. Circle No. 51

Flexilnternational Software, Inc. offers
FlexiAssets, the fixed assets module of
the F1exiFinancials integrated suite of
client/server applications. FlexiAssets
is a full- function asset management
and tracking system. It provides a facility for tracking the physical location
of all assets plus the movement of assets from one location to another.
Users can track asset lives, costs, in-

service and acquisition dates; adjust
the depreciation and cost basis of an
asset; maintain insurance, lease, tax,
licensing, and financial information by
asset; maintain fixed asset capital improvement relationships; perform a variety of depreciation calculations;
maintain unlimited sets of books, and
perform short year tax calculations for
assets. Circle No. 52
Decision Support Technology Inc.rs Bus.
sets Fixed Asset System for Windows
makes a number of depreciation methods available including: straight line,
sum -of -the- years' digits, declining balance, ACRS, MACRS, adjusted current
earnings (ACE), alternative minimum
tax (AMT), and 20 user - defined methods. The program features six asset
and 14 depreciation reports, which cover the range of detail required to analyze depreciation allowances and manage assets. The reporting process provides the user with extensive sort and
select capabilities and a report writer.
Current enhancements include: a
memo field for unlimited free form data entry, 10 user - definable data entry
fields, 4 -level sort capability for reports, and property tax, security, and
report writer modules. Circle No. 53
The COI Fixed Assets Module from
Concepts Dynamic, Inc. supports fixed
asset accounting needs and meets all
IRS requirements. Support of multiple
tax books allows independent federal,
state, and local reporting for the same
asset. Reports automatically calculate
the difference in depreciation between
any tax book and an alternative minimum tax (AMT) book to determine the
proper adjustment. Another report
quickly calculates the adjustment for
adjusted current earnings (ACE). The
program features a full range of depreciation methods, user - definable asset
categories, multiple asset transfer
methods, easy cost revision, choice of
partial or full retirements, detailed
audit trails, effective forecasting and
analysis, extensive query capability,
and security that is tied to the menu
and submenu systems. CDI Fixed
Assets operates as a stand- alone, or
can be integrated with other CDI
applications. Circle No. 54
McDonnell Information Systems (MDIS)
has announced the availability of three

Someone in your company is still typing
G/L numbers into a spreadsheet.

Stop it
It is a tedious error prone
activity. And entirely unnecessary.
But, you say, spreadsheets are the
best place to do financial reporting.
F9 seamlessly integrates
your G/L with your spreadsheet
(Excel, Lotus 1 -2 -3, or Quattro Pro):
no macros, no imports, no exports.
With F9 you can create reports of
any size or complexity, and never
type another G/L balance into a
spreadsheet.
F9 is the perfect tool for
financial reporting. Create a single
period income statement. With a
click of the mouse, you can go to a
multi period comparative income
statement or any financial report
you can imagine. And with a little
more effort, you can create a
complete EIS, with buttons, and
"hot Charts" that change
automatically when the data does.
And the best part is, if you know
how to use a spreadsheet, you
already know 95% of what you
need to know in order to use F9.

F9 also provides tools to
explore your G /L, drill down
multiple tiers to your G/L
transactions, prepareconsolidations
and more.
F9 even lets you create and
edit budgets in a spreadsheet
and write them back to the G/L!

F9

"the future of
financial reporting"

800 - 663 -8663 x 332
F9 works all these systems:
Abacus Accounting
AMSI
Champion
Dynamic
Creat Plains Accounting
M- A- S /90 Evolution 2
Platinum
RealWorld
Skyline

F9 Universal

ACCPAC Plus
Business Works
Data Pro Accounting
FlexiFinancials
Macula
Open Systems
Ross
SBT
Solomon

will work with any accounting

system on a PC, mini or mainframe. Call for details.

Circle No. 13

new applications for its Chess ERP Solution including a Fixed Assets application. The new application allows
users to maintain and track corporate
fixed assets. It features asset registration and classification, composite assets, asset tagging, asset retirement,
numerous depreciation methods, and
general ledger integration. MDIS, an
international provider of enterprise
software applications for the manufacturing industry, also has added Service
and Repair and Field Service applications to the Chess ERP Solution.
Circle No. 55
J. D. Edwards & Company Fixed Assets
system directs decisions on the purchase, use, transfer, and disposal of assets. It supports strategic international
depreciation methods while complying
with a variety of regulatory bodies and
taxing authorities. It can produce a
number of reports: location transfer,
responsibility, transaction, and online
reports. Automatic procedures include
asset creation, depreciation allocation,
and general ledger integration. It complies with tax laws for every country
in which you do business with its capacity for dual currency, multiple tax
ledgers, and multiple depreciation
methods. The Fixed Assets system integrates seamlessly with the General
Accounting, Accounts Payable, Inventory, and Equipment Management
systems. Circle No, 56
Tax

SOFTWARE

TAXWARE International, Inc. has just
released the INTERNET TaxSystem,
which offers Web mall owners and online merchants a system for automatic
calculation of sales tax. The system
provides merchant profile creation,
customer address verification, exemption processing, product taxation, jurisdiction logic, tax calculation, transaction tracking, nexus determination
(physical presence), international taxation, and reporting. It is the only tax
system for the Internet that is based
on ZIP Code locations for address verification. Circle No. 57
Kiplinger's TaxCut will feature a new
"getting to know you" section this year.
It is designed to streamline and customize the interview process. Two other procedures, Audit Buster and De62
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duction Sleuth, also are appearing for
the first time in this year's H &R Block
and Kiplinger collaboration. Three versions of the program are available:
Windows, Deluxe Multimedia Version
for Windows, and Macintosh. The
Deluxe Windows edition includes all 23
TaxCut state editions. Already available is the planning edition of TaxCut,
and the filing edition will ship in early
January with the state editions following in January and February.
Circle No. 58

SCS/Compute® now offers LMS/Tax for
Windowssoftware for accounting and
tax professionals. Both a Windows 3.1
and 95 version are available. The program allows the choice of an interview
style, or entry by topic or from completed data input sheets. Other features include a diagnostic tool bar with
2,000 built -in warnings, fast review of
detailed information for line items, calculation of federal and up to two state
forms simultaneously, end of the day
batch processing for calculation and
printing, and support for electronic
filing. Circle No. 59
Bottomline Technologies, Inc. has introduced EPIc•Enterprise Tax, a software
solution that allows companies to comply with the Internal Revenue Service's new Electronic Federal Tax Payment System ( EFTPS). The software
has been tested against the EFTPS
test system provided by the IRS, and it
is completely integrated with Bottom line's EPIC (Electronic Payment Interchange and conversion system) software suite. The product was developed
to help companies comply with the re-

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

Call 1- 800 - 272 -0707
for Information or
sample video
Circle No. 19

quirement that beginning in July
1997, companies that made annual deposits of $50,000 or more in 1995 will
be required to pay all business taxes
using Financial EDI protocols (including federal excise tax, unemployment
tax, corporate income tax, and several
other categories). Circle No. 60
Creative Solutions, Inc. has announced
the release of its new Ultra Tax for
Windows. It is a completely operational, professional tax product designed specifically for the Windows 95
32 -bit operating system. The initial release of Ultra Tax for Windows includes a calculating and printing version of the federal Ultra Tax/1040 and
Ultra Tax/1120 software, along with
selected state programs. Circle No. 61

NetNEWS
A limited liability company Web site
has been established. It offers information and materials on LLCs, as well as
a question and answer forum.
http://www.11c-usa.com
Creative Solutions, Inc., a provider of
client accounting, accounting, tax
preparation, and office management
software now has a site at
http: / /www.CSIsolutions.com
SCS /Compute offers news and important information for tax and accounting professionals at its new Web site.
The page also has links to tax, accounting, and government sites,
http: / /www.scscom.com
TAXWARE International, Inc. has an
Online Tax Calculator for what -if tax
scenarios. It will look up rates and calculate sales tax for any taxing jurisdiction in the United States.
http://www.taxware.com
The American Success Institute offers
free business advice on its Web site. A
501(63 nonprofit organization, the Institute offers its help to any organization, large or small.
http://www.success.org
The Consumer Information Center of
the U.S. General Services Administration offers a Consumer Information
Catalog of publications at
http: / /www.pueblo.gsa.gov
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FRCCOMMENTSONDERIVATIVES

S ince the occurrence of several widely reported losses related to these financial instruments, derviatives have
become a matter of serious concern in
various quarters. For its part, the
FASB issued a proposed Statement
that would establish standards on accounting for derivative and similar financial instruments and for hedging
activities. IMA's Financial Reporting
Committee (FRC) submitted IMA's position on the FASB proposal and plans
to be represented at the public hearing
this month. Following is the complete
text of FRC's comments.
The Financial Reporting Committee
(FRC) of the Institute of Management
Accountants is pleased to comment on
the Exposure Draft (ED), "Accounting for
Derivative and Similar Financial Instruments and for Hedging Activities." FRC
is supportive ofthe Board's undertaking
to improve the current financial reporting model with respect to derivatives, as
well as to resolve certain inconsistencies
and fillgaps in hedge accounting rules.
However, the FRC cannot support the
ED as proposed because we find it to be
a radical departure from the current accounting model that supplants many
supportable and understandable hedging
practices without producing suitable improvements. We object to the notion that
recording derivatives on the balance
sheet requires the rejection of SFAS 80
deferral /basis adjustment accounting
and the elimination of synthetic instrument accounting practice. The invalidation ofthese practices is a setback to presenting the business purposes and
economic outcomes of derivatives hedging
transactions. Further, it is not useful to

move forward with a hedging approach
that denies fair value hedge accounting
for insurance contracts, leases and held to- maturity investments (particularly
those denominated in a currency other
than the functional currency). Additionally, we do not find it conceptually appealing to fair value cash positions traditionally carried at historical cost when,
and only to the extent, they are hedged.
It is especially troublesome that converting a fixed rate loan portfolio or long
term debt issue, for example, to a variable rate instrument with an interest
rate swap results in the position marked
to fair value for the change in credit risk
as well as market interest rates.
Having reached these conclusions,
FRC considered whether derivatives
should be recorded on the balance sheet
under any circumstances. We agreed that
such a step could produce greater relevance and transparency for financial
statements, but that it should also retain
many of the attributes of current hedge
accounting practice. Therefore, FRC recommends that the Board adopt an approach that fundamentally records all
derivatives at their fair value on the balance sheet, and, when designated as
hedges, accounts for subsequent changes
in their values as deferrals or basis adjustments related to items being hedged.
Under this approach, we would view
the change in fair value of a derivative,
such as a foreign exchange forward or
forward rate agreement, that is hedging
the future cash flows ofa forecasted
transaction to be deferrable as a basis
adjustment (or down payment) against
the forecasted transaction until the
transaction is complete, at which time
the change would adjust the carrying

amount, or income amount if applicable.
For an interest rate swap used as a cash
flow hedge, we would view the change in
fair value as similar to an original issue
discount or premium that would adjust
the effective interest rate of the debt over
the swap's life: thus, income should only
be affected by the accrual of related cash
flows. For an interest rate swap designated as a fair value hedge, we would
view the change in the swap's fair value
as a modification of the book basis of the
fixed rate instrument, and would again
expect income to reflect future net interest cash flows on an accrual basis. We
believe that the current procedures for
foreign exchange transaction and translation exposures on the balance sheet are
working well and should be retained.
We believe other constituents share our
view that the Board should focus on
ways of achieving the transparency of
recording derivatives on the balance
sheet while still presenting the economic
substance of sound business transactions
as described above. We urge the Board to
move in this direction in making what
will be a threshold step forward in the
financial reporting model.
The FRC recognizes the significant
progress made by the Board on this difficult issue. However, we strongly believe

that the model underlying the ED needs
to evolve further so that routine hedging
transactions that most would agree
should receive hedge accounting are directly accommodated. We view the expanded use ofbasis adjustment within
the model and incorporation ofsynthetic
instrument accounting for qualifying
transactions as critical steps toward
making that goal a reality. The Committee is aware of alternative models that
have been proposed in comment letters

sent in response to the ED which we believe are responsive to the significant issues expressed in our letter. We urge that
the Board give each of these proposals
thorough consideration.

If you have any questions, please
feel free to contact us. —L. Hal Rogero,
Jr., CPA, Chairman, Financial Reporting
Committee

MACRESPONSIBILITY
TOCONSTITUENCY

T oday's management accountant often has ever - changing and consistently
increasing responsibilities. The ManNOVEMBER 1996
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agement Accounting Committee (MAC)
was established by IMA to help management accountants discharge those
responsibilities by providing authoritative guidelines that recommend an approach to addressing an issue, that
suggest alternative approaches to solving a problem when no one way seems
definitively preferable, or that simply
point out useful reference material.
Many IMA members probably discuss with their colleagues the "best"
solution to a particular reporting,
measurement, or implementation problem. MAC cannot act as a jury or referee regarding a company - specific issue. However, if you are troubled by a
certain matter, it seems likely that
others are facing similar issues. MAC
would welcome the opportunity to devote some of its resources to responding to matters of broad concern called
to its attention by IMA members.
If you have a question or need guidance on a management accounting issue, please feel free to call the Committee chairman, A.M. King, at (609)
452 -0900, or the Committee secretary,
Louis Bisgay, at (800) 638 -4427, ext.
215. To the extent possible, they will
help you directly or refer the matter
to the full Committee. ■

FRCMEETSINWASHINGTON

the International Accounting Standards Committee to develop an acceptable set of international accounting
standards that will facilitate cross -border securities filings.
As always, the Financial Accounting
Standards Board was represented at
the meeting. Beginning with the September meeting, Board member Neel
Foster has taken over responsibility
for liaison with the IMA. Mr. Foster
reported on the status of key FASB
agenda projects and discussed Consolidation Policy and Procedures, Disaggregated Disclosures, and Closure or
Removal of Long -Lived Assets. Mr.
Foster also noted the addition to the
Board's agenda of issues regarding asset impairment (including goodwill),
issues involving accounting for stock
options, accounting for business combinations, and an exposure draft that
would exempt smaller companies from
the requirements for disclosure under
SFAS 107.
The Financial Reporting Committee
addressed a number of responsive issues, including Reporting Comprehensive Income, Accounting for Derivative
and Similar Financial Instruments and
for Hedging Activities (see text on p. 63),
Software Revenue Recognition, Presentation of Financial Statements, and Reforms to Securities Registration. ■

O

RESEARCH

n September 12, the Financial Reporting Committee (FRC) held a regularly scheduled meeting in Washington, D.C. At the meeting, Securities &
Exchange Commission Deputy Chief
Accountant Stephen Swad joined FRC
members for a discussion about recent
and current events relevant to financial reporting and what the near -term
future is likely to bring.
Among matters discussed was a recent SEC release that, when adopted,
will make litigation reform law operational and that expands auditor responsibility for identifying illegal acts.
Mr. Swad spoke about Staff Accounting Bulletin 96, regarding the accounting treatment of certain treasury
stock transactions, and SAB 97, which
addresses business combinations involving public and nonpublic entities.
The SEC's involvement with the International Organization of Securities
Commissioners (IOSCO) also was a
prominent part of the discussion.
IOSCO is a supporter of the effort by
64
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JulianM.Freedman,CMA,Editor
THEROLEOFFINANCEIN
STRATEGYDEPLOYMENT

T he third - quarter meeting of the
Consortium for Advanced Manufacturing- International (CAM -I) in Albuquerque, September 16 -18, focused on
'the Role of Finance in Strategy Deployment." The presentations emphasized the leading role that finance can
play in the deployment of effective
strategy through a number of emerging strategic management methods.
Lean enterprises do not avoid competition through cost leadership and
product differentiation strategies; instead they seek out and confront competition. In a two -part presentation,
Robin Cooper, author of When Lean
Enterprises Collide, discussed the
emergence of lean enterprises, confrontation strategy, and the critical

cost management and design tools
(target costing and value engineering).
The key for success in a confrontational environment is the integrated management of the survival triplet: product cost -price, quality (conformity to
specifications), and functionality. The
survival zone for a product is the difference between the highest and lowest acceptablelachievable price, quality, and functionality.
Cooper demonstrated that the survival zone in a confrontational environment is significantly smaller than
the survival zone of the cost leader or
product differentiator. The key to survival in a confrontational world is to
develop an integrated quality, functionality, and cost management system. These systems must create a
companywide discipline that will
achieve the highest degree of integration of these characteristics to compete successfully. Target costing and
value engineering are two critical cost
management tools that enable organizations to achieve this integration. Organizations cannot begin target costing (a misnomer— should be profit
management) without a strategy concerning price, functionality, and time
(quality is a hygiene factor). Cooper
then presented an in -depth look at the
target costing process.
Gary Toyama, Rockwell/Rocketdyne,
provided an overview of the target
costing implementation strategies used
in Rockwell's "Design to Cost" program. Customers are requiring increased functionality and radical reductions in price. Traditional
belt- tightening approaches cannot satisfy these new requirements so Rockwell developed a design -to -cost or target costing philosophy and approach
to meet them. Toyama pointed out
that design to cost is "easier said than
done." The key to success is implementation through the use of practical, user- oriented training and simple
forms with a minimu m of administrative support and without complex
cost - tracking systems. Rockwell developed a series of templates that facilitated tracking progress to multiple design-to- cost targets, identifying Pareto
areas of cost drivers, and testing for
evidence of out -of -the -box thinking design trades. This "keep it simple" approach along with management support, bringing in the customer and

pro
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CAPA CITY MEASUREMENT
& IMPROVEMENT

TARGET COSTING
The Next Frontier in Strategic Cost Management:
A CAM -1/CMS Model for Protit Planning
and Cost Management

A Manager's Guide
to Baluating & Optimizing
Capacity Productivity
;lrithors: CAM-1 Capacity
11odel I11wty Group
Edited by Thornas Klarnmer

:authors: CAM -I Target Cost Corey Group,

Shahid Ansari, and Jan Bell
C21$35

In a competitive economy, the
effcctive use of capacity is critical.
The model explained in Ca' wcitij
,VfcZurmlent "? Improvvoment show,-;
how capaLlty measurement can. be
used to provide stratcgic lnfonA_
tionl do m alin gers c a n i m p r o 4 * e
product ivity o f ex is tin g; c ap acit y an d f acilitat e int ellig en t cap it al in ves tm en t d ec isio n s.
Develope d b y th e Cap acity In ter est Cro u p o f th e
Cons ort ium fo r A d va n ced Ma n u f d ct wrin g—
International (CAM-[) Cost Man n Bem en t Sk_ 'stem

(CMS) Program. the
book is a ,practical,
reasoned Ztpproach to
this critical manufacturing issue.

.1

} Cl /$50

This book provides a process model and Aactical
insigh'k; on how to use target costing for profit
planni%and cost manage_
ment. Target costing is strategic
in nature and, if done properly,
allows the firm to create a
culture of exceljence in an
organization. it s more than a
narrow focus on it;liproving
operating efficiencies or
r
meeting cost budgets'
The book focuses on details of
how target costing works in
practice. The authors relied on
state -of- the -art prac-

READ THESE
RELATED MATERIAL'S
Measuring: the Cost of Capacity
SMA 4Y is designed to increase one's awareness dnd
und ers tand ing o f a wid e variety o f c ap ac it y c o 4d rea-

Begides.the.medel, the
book -presents templates foir application
`-*
rrj l emen t at i o n
procedures and d'efini tions, key point summaries, and illustrations to facilitate reader
un ders t an di ng.

tin g

surement practices; provide several.difbewaf erspectives employed in defining capacity; aM _ give an overview of implementational is§ueff Snd the organizational
and
ges7.
embodied
in capacity cost
ur
m €asmanagement
+f. S A4Y/$
50

tic es dr a wn fr o m
trar. rA ions of papers
vdila ble on ly in Japanes e a nd fro m t he co0ect iv_
exper ienc e of several wor ld cla ss c om p an ie s.
_

Implementing Target Costing
MAG 28 provides a concise introduction to target costing and describes the steps required to implement the
concept. It changes the perspective on the relationship
between prices and costs to succeed in the highly com-

petitive markets at home and abroad. MAG28 /$15

To order, use the order coupon in LVA's 1996 -97
Publications Catalog; call (800) 638-4427, ext. 278;
fax (201) 573 -9507. The IMA member discount
applies: 20% for members, 40% for academics.

Join RPS Now!
Subscribers to MIA's Research Publications Service (RPS) receive Target Costing, Capacity Measurement &
Improvement, and a new Statement on Management Accounting (SMA), SMA 4Z, "Tools and Techniques
of Environmental Accounting for Business Decisions," as part of their RPS subscription. IMA members
should consider joining RPS now to obtain this fantastic value. Members subscribing or renewing in the
months of November 1996 through January 1997 will be sent all three works as their initial RPS shipment.
As RPS subscribers, IMA members and international members -at -large can receive every new research
report and Statement on Management Accounting published during a 12 -month period, starting when
payment is received. Annual subscription rates, which include shipping and handling, are: (1) regular,
student, and associate members, $85; (2) international members -at -large, $120.

Call Joel Pirard, (800) 638 -4427, ext. 278 to subscribe or check off the RPS box on your member dues bill

supplier upfront, and arming teams
with knowledge are the key to a successful implementation.
The last presentation, by John McClellan, Monitor Company, focused on
"Using Activity Cost to Drive Strategic
Action." This presentation was based
on the recent work of Michael Porter
to be published in the November/December 1996 issue of the Harvard
Business Review. Getting the most out
of your organization's cost management program requires you to analyze
costs with a view toward strategy, not
just tactics. Your choices are to react
to competitive pressures to reduce
costs or to design your cost structure
to be a strategic weapon. The challenge is to remain market focused and
to leverage the resources you consume
to maximize the value created for customers. Strategy is based on creating
a unique position —operational effectiveness is essential, but it is not
enough. Good strategy requires a good
understanding of costs and value at
an activity level and good information
from effective decision- support
models.— Dennis C. Daly, Metropolitan State
University, IMA representative to CAM -1

CAM-1RESEARCH
CHOSENFORRPS
IMA is making two recent publications from CAM -I (Consortium for Advanced Manufacturing - International)
available to IMA members and subscribers to its Research Publications
Service (RPS). Target Costing: The
Next Frontier in Strategic Cost Man.. - - - - - 1

Target Costing and Value
Engineering
Readers interested in these strategic
management too ls can look f orward
to the research monograph Target
Costing and Value Engineering by
Robin Cooper and Regine Slagmulder
to be published by the IM A Foundation for Applied Research, Inc. in
1997. It is the first in a series of five
books by Cooper on Japanese cost
management practices. CAM -I's recently issued Target Costing: The

Next Frontier in Strategic Cost Management is described in the section
in this column about CAM -1 research.
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Participants at IMAs CIC European benchmarking kickoff meeting learn GBS software
while a crew films them. The resulting video will be used for a planned international
rollout of an enhanced version of GBS. After the pilot project, the new version will be
available for global companies that want to do companywide internal benchmarking.
agement (C1/$50) provides practical
insights on how to use target costing
for profit planning and cost management. Capacity Measurement & Improvement (C2/$35) shows how capacity measurement can be used to obtain
strategic information so managers can
improve the productivity of existing
capacity and facilitate intelligent capital investment decisions.
IMA members can order either book
at the 20% member discount by calling (800) 638 -4427, ext. 278. RPS subscribers received both books and a
new Statement on Management Accounting, SMA 4Z, "Tools and Techniques of Environmental Accounting
for Business Decisions." (See P. 65 for
a special offer to subscribe to IMA's
RPS.) ■

NEWSTUDYLINKSPERFORMANCE
MEASURESTOSHAREHOLDERVALUE

C ash Flow and Performance Measurement: Managing for Value, a new
study by Financial Executives Research Foundation, Inc., describes how
a growing number of companies are
tying their performance measures to
the creation of shareholder value. The
study documents this trend through
interviews with executives at 12 case study companies and analyzes survey
responses from an additional 153 companies. Call (800) 635 -4427, ext. 278,
to order (FERF2/$38 plus shipping
and handling; no discounts). ■

ENVIRONMENTALISSUESNEED
CROSS-FERTILIZATION

N

anagement accountants already
have observed the cross - disciplinary involvement of engineers in design and
production and of scientists, lawyers,
operating management, and financial
accountants as these professions wrestle with the subject of environmental
costs and resource management as it
pertains to the corporation. Now economists are becoming involved.
The fourth biennial meeting of the
International Society for Ecological
Economics (ISEE), "Designing Sustain ability: Building Partnerships Among
Society, Business, and the Environment," was a gathering of world -class
economists at Boston University in August. ISEE researchers presented papers on technical analysis and mathematical models examining techniques
for identifying costs and benchmarking
corporate performance within an industry. Unfortunately, the corporate business perspective was not well understood nor represented at the meeting.
Exceptions were a few management accountants and consultants who dealt
with environmental cost issues.
A second conference further demonstrated how apparently divergent professional interests are merging and
overlapping. The 1st Annual International Congress of the Society of Logistics Engineers (SOLE) on Reverse Logistics Management was held in New

Orleans in September. Its topic, "Reverse Logistics Management: Profitably
Re- Engineering the Supply Chain,"
translates to an eco- efficiency view of
resource management and costing, the
basis for cosponsorship by the IMA and
the American Production and Inventory
Control Society (APICS).
One of the keynote speakers was
Marc Epstein, author of Measuring Corporate Environmental Performance, published by IMA's Foundation for Applied
Research. The subject of integrated resource management and the analysis of
costs for the use of those resources are
connected to sustainable production explored by the ISEE.—Jeffrey N. Parker,
CMA, principal, Prime Management Associates, Osterville, Mass., 15081 428 -0619
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A large public company seeks a professional for the fin ancial and operational
U.S. audits. Requirements include a
hands -on, detail- oriented work style
and the ab ility to travel n o m ore than
one qu arter of th e year. BA BS in
Accounting preferred. Salary to $40,000
including excellent benefits.

A Fortu ne 100 telecommu nications
company seeks seasoned professionals.
The company offers a rotational program with opportunities to advance into
operations! Ideal candidates will have a
CPA and at least three years of "Big 6"
experience with a varied client base.
Minim um travel is req uired . Excellent
benefits including a salary to $47,000.

SENIORFINANCIALANALYSTS
A well - established con tainer leasing
firm seeks a polished profession al. The
company, with a repu tation for excellence, will require you to coordinate and
consolidate management reports, budgets, and prod uct profitability analysis
for Headq uarters. In addition, you will
interface with managemen t to demo nstrate your ability to see the "big picture"
and be read y for th e directo r po sitio n
within nine months. Three -plus years of
analytical experience and a good knowledge of Access and Excel are required.
CMA or MBA considered a plus. Excellent benefits include a salary to $65,000.
A software development company seeks
a knowledgeab le pro fession al for th is
senior level position. Responsibilities
include analyzing o peratin g results, financial reports, budgets, and forecasts.
If you possess a BA/BS in Accounting or
Finance with a minim um of fo ur years
of general acco unting an d analysis experience, do not miss this opportunity!
Strong p resen tatio n an d interp erso nal
skills considered a must. CPA/CMA
preferred , bu t no t required. Salary to
$50,000 with a good benefits package.

A $12 million civil engineering firm
sp ecializing in highways is seeking a
four -plus years accountant. Responsibilities include bank reconciliations, acco un t an alysis, general ledger entries,
finan cial statem ents, and job costing.
The position requires heavy interaction
with management and project managers. The qualities you should possess
include excellent communication skills,
computer literacy, and a background
fro m public or a sim ilar private industry acco unting. Salary to $40,000 with
excellent benefits.
A $40 million division of a national
finan cial printer seeks a dedicated professional to join the team! While workin g clo sely to the Controller, your responsib ilities will including monthly
reports, budgets, and financial analysis.
This company provides excellent benefits in a strong team environment!
Salary to $40,000 in addition to a good
benefits package.
A high - technology medical equipment
manu facturer seeks a three -plus years
professional. Qualified candidates will
be assertive and career - oriented. Resp on sib ilities include reporting to the
Co n tro ller while overseeing the daily
accounting activities including m onth end closing, financial statement preparation and assisting w ith the IPO. A
great o pportunity exists for the right
person! Good benefits including a
salary to $40,000 and stock options.

A well - established chemical manufacturing and distribution company seeks
a three -plus years manager. Responsibilities include inventory purchasing,
scheduling and maintenance, vendor
identification, and RFP responses.
Qualified professionals will possess a
BA/BS in Accounting with a CMA preferred. Related industry background
considered a plus. Excellent benefits
and a salary to $50,000.

A $500 million multinational freight
forwarding company seeks a professional with excellent technical and communication skills. This consistently profitable company requires an individual
who can "fast- track" into management!
Responsibilities include consolidations,
review of accounting reports, and various special projects. Requirem ents include a minim um of two years of consolidation experience in addition to a
solid knowledge of GAAP and SEC
10 -K's and Q's. BS/BA in Accounting
or Finance and a CPM/CPA required.
Excellent benefits include a salary to
$52,000.

An unrivaled leader in the com mercial
construction arena has a high profile
position which may be right for you!
Responsibilities include billing estimates, general ledger, payable analysis,
and various special projects. The successful candidate will possess a BA/BS
in Accounting or Finance, four -plus
years of related industry experience
and a solid computer background. If you
are a self starter with excellent interpersonal skills, this opportunity may be
in your future! Benefits include a salary
to $40,000 and a year -end bonus.

A growing national wholesale company
requires an experienced manager for
the Northeast location. Qualified professionals will possess a BS/BA in
Accounting or Finance with a minimum
of three years of retail inventory related experience. A strong background in
vendor relations with good supervisory
skills is preferred. This is a great
opportunity for the professional focused
on career development! Salary to
$60,000 includes a great benefits
package.

A Classified Section

Here is the growth opportunity you
have been waitin g for! A rapidly growing telecomm unications company with
$200 m illion in reven u e seeks a o ne plus year professional. Ideal candidates
will have a BS/BA in Accoun ting or
Finance with excellent comm unication
skills and the desire to learn. Proficiency in Lotus o r Ex cel required. Great
benefits and a salary to $32,000.

A rapidly growing public financial
services company has created th e ideal
position for a growth oriented p ro fessional! Create the position as you develop into it. Qualified candidate will have
a BSBA in Accou nting or Fin ance and
be CPA/CMA eligible with strong computer skills. This com pany provid es an
excellent benefits package in a g re a t
environm ent. Salary to $30,000.

A New England -based grocery chain
seeks an an aly tical, five -plus years
professional. Respon sibilities include
monthly m an agement rep orts, gen eral
ledger main ten an ce, prep aratio n of
year -end aud it sch ed ules and vario us
special projects. BS/BA in Acco unting
preferred and Lo tu s ex p ertise co nsid ered a must! Great benefits includ ing a
salary to $35,000.

FINANCIAL '
A Fortune 500 company seeks a professional to work in the Controller's group
to specialize in fin ancial research . Responsibilities inclu de research and resolutions of various financial, accoun ting, and reporting transaction s an d/or
issues. In ad d itio n , y o u will lead th e
charge for th e review, analysis, and
evaluation of complex proposals and
pronouncements while interp retin g the
impact on the fin ancial statem ents and
current accounting po licies an d p rocedures. Qualifications include six-plus
years "Big 6" ex p erien ce and a CMA/
CPA or MBA. Great benefits including a
salary to $60,000.

On e o f the strongest high technology
companies in the industry seeks a professional to grow with the business. Duties include accounts payable, purchasing an aly sis, and cost accounting. The
compan y has a well -earned reputation
for promoting dedicated self - starters!
The qualified candidate will possess solid commu nication and computer skills.
Knowledge of ACCPAC is preferred.
Salary to $35,000 with good benefits.

A prestigious nonprofit organization
seeks Big 6 CPA/MBA with five or more
years of experience. This highly visible
role will handle all phases of accounting
reporting and analysis. Duties will include supervising five staff accountants, budgets, financial projections, financial statements and various ad hoc
special projects. This company provides
an excellent career track, exceptional
benefits, and a salary to $85,000.

An interactive technology winner in the hospitality industry has recently expanded into the international marketplace! Responsibilities include inventory control and accounting and implementationtmaintenance of standard cost system. Requirements inclu d e five -p lus years in a m ultinational environm ent with a background with an
automated p urchasetinventory system and fam iliarity with GAAR Excellent upside
potential including a salary to $65,000.

Thirty- year -old industrial products
man u facturer and distributor offers
great stability and unique management
appro ach! Team oriented corporate
culture focuses on group projects, cost
accounting, monthly close and tax compliance. Requirem ents include three or
more years o f similar industry experien ce in a job cost environm ent. CMA
preferred. Excellent benefits package
includes year -end bonus, ESOP and a
salary to $35,000.

A major international consumer m agazine publisher seeks a professional with
a strong cost accounting background.
Initial duties will include report and inventory system s analysis. In addition,
you will be responsible for sensitivity
analysis as well as establishing department goals and implementing efficiency
procedures. Qualified candidates will be
polished and articulate and require
minimal direction. Excellent benefits
including a salary to $70,000.

A $20- million Northeast manufacturer
seeks an experienced professional for
th is highly visible position. While
spearh ead ing the accounting function,
you will assist operations with cost
managem ent decisions and supervise
four. Report to the Chief Financial Officer while being groomed to advance
into this position! CPA/CMA and prior
man ufactu rin g experience required.
Salary to $55,000 with great benefits.

A Northern Midwest public publishing
firm seeks an experienced professional
with strong interpersonal skills and
proactive management style. While
working closely with publishers and operations, this position is responsible for
financial management reports, budgets,
financial analysis, and cash management. Excellent benefits include a
salary to $55,000 plus a year -end
bonus.
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Think ofusas your Flight instructor, We can helQ your solo
career take wingWevebeen in
the business ofhelping accountants start their own business for
30years so it's not surprising were
America's #1accounting franchise.
We'll give you the tax expertise,
the systems and the support you
need to get, and keep, new clients,
Call us at 1-800,323-7292.We
have what it takes to help your
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QUICKE N® CHE CKS
CHE AP E R!

Compatible with Intuit's
Quicken®, QuickBooks®
Order 1000 —Bonus 250 FREE.
800-378-4100 MAno
Rates: S4.00 per word - 15 word
minimum. Advertising copy over
50 words is charged at display advertising rates. Abbreviations, ZIP
codes, and phone numbers count
as one ward each. All classified
advertising must be prepaid. Non commissionable.
Closing Date: Deadline for copy
is 21 days preceding month of
publication.
Copy:All advertising must be submitted in typewritten, double spaced form. No telephone orders accepted. Copy may be
faxed to Alice Schulman at (201)
573 -0639.
Acceptance: Publisher reserves
the right to accept or reject advertisements for MANAGEMENT
ACCOUNTING®Classified.
Payments: Payment in U.S. funds
must accompany each order.
Mall copy to MANAGEMENTAcCOUNTING", Attn: Alice Schulman,
10 Paragon Drive, Montvale, NJ
07645 -1760. Tel. 1- 800 - 638.4427,
Ext. 280.
Display Classified: One- twelfth
page 11 13/16- x 4- ) is available at
$822.

CALL (800) 87 -GLE IM

Highest quality, lowest cost! Up- to-date
CMA/CFM review books/software.
Free brochur+eldemo disk.

CFM available NOW!
CMA E X AM RE V IE W S OFT W ARE
$124 DOWN — $124 AFTER YOU PASS

Over 1200 questions with 6000 answer
rationales. 35 years experience teaching
CMA review courses in one extraordinary
computerized program. $249 for entire
exam or $76 per part, 50% down —the
balance AFTER you pass.
Call WiseGuides at 1- 800.713 -2098

CPAnalyat
Can you create financial reports including charts, graphs,
and written analysis in less
than 30 minutes? With CPAnalyst you can!! CPAnalyst provides a professionally prepared, 15 -20 page report that
is clear and easy to understand.
To order a free
demonstration disk, call
the Illinois CPA Society
(312) 993 -0393.

FINANCIAL MANAGER
Southern Resea rch Institute , a contra ct res earc h orga niza tion with
ove r $40 million in revenue, is se eking a dynamic a nd aggre ssive
individual for the position of Ma nager of Financ ial Planning, Budgeting and Analys is, re porting to the Preside nt and responsible for
the financ ial a nalys is of all business units . This pos ition provides
an attrac tive compe ns ation pac kage and e xc ellent advanc e me nt
opportunities.
This position requires a n MBA with strong financial analysis
capabilities, good computer, communication, presentation,
consensus - building, and leadership skills, and the ability to make
financial information available and unde rstanda ble to technical
managers . Familiarity with alte rnate organizational s tructure s (e.g,
joint ve nture s, partne rships), governme nt contrac ting expe rie nc e,
and a technical background are desirable but not essential.

!IM
F- O- R-T -U-N -E of Columbia is an authority in the plac e me nt of
Ma nufa c turing Ma na ge me nt Ac c ounting profess ionals na tionwide . We conduct s earches for CFO, VP Fina nce, Controlle r, C ost
Ma na ge r a nd Fina nc ia l Ana lys t pos itions in the $40,000 to
$150,000 ra nge. To dis cus s our c urre nt opportunities , c all (803)
788 -8877. You may fax your resume to (803) 788 -1509 or mail to:
F- O- R- T-U -N -E
P e rs on ne l Co ns ult ants o f Col umbia, I nc .
P.O. Box 23728, Dept. MA
■
Columbia , SC 29224

Our client companies pay our fees.
We s pe c ial ize in th e p lac e me n t o f Ac c o unt ing
pro fe s s i on als n ati on wid e .

Duties will include analyzing and justifying capita l e xpe nditures,
preparing P &L and ROI analyse s of bus ine ss unit operations,
providing effective project ma na ge me nt information, developing
competitive pricing systems, recommending capital /labor resource
allocations, and ma na ging availability of financial resources to
meet strategic objectives.
Inte res ted ca ndidate s s hould se nd a res ume which mus t inc lude
salary requirements to J a me s G. Kerr, Ma na ger, Huma n
Res ourc es , P. O. Box 55305, Birmingha m, AL 35255.

9

Southern Research Institute

We are an Affirmative Action /Equal Opportunity Employer

V.P. Fina nc e to $125K
Controller to $90K
Cost Ma nage r to $60K
Sr. Financ ia l Ana lys t to $55K
Cos t Ac counta nt to $50K
Ple as e ca ll to disc us s current position ope nings at
1 -800- 700 -0103 and mail your resume to:

Steve Newton — President
Cha rte r C are e r Con s ul tan ts
8318 Pineville- Matthe ws Rd.
Box 708 -273 ■
Charlotte , NC 28226
Fax: (803) 635-7749

Our client companies pay our fees.

EARN AN MB A DE GRE E
FOR UNDE R $1, 000
CMA's ge t a utoma tic c re dit
for ha lf the MBA. No c la s s
attenda nc e ne ce ss ary. Mee ts
all IC MA s ta ndards . Linc oln
Gradua te School of Manageme nt
Te le phone (800) 604. 6805
Fax (800) 748 -0709
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•
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•
•

Exe c ut ive port ra it ure
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Indu s t ri a l phot ogra phy
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Advertising
Annua l re ports
Tra de s hows
In -hous e publica tions
Archive s
Public Relations
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For Information

T ire d of the Same Old CP E ?
ST OP SE TT LI NG!
Subscribe to CPE CHOICES Today!
Dis c ount Offe rs !
Num e ro us P r ov i de r s !
Hundre ds of CP E
lis ti ngs e ac h ye ar!
Send $14. 95 for
annua l s ubs c ription to:
B F S (#M3), P OB 4292
Rancho Cucamonga, CA 91729 -4292

As seen monthly on the cover of

2 12/252 -0222

MANAGEMENTACCOUNTING®

Fax: 212/252 -1020

Corpora te Photography Direct
(212) 242 -2000

Blue s kie s , c le a n a ir a nd maje stic mountains will s urround
you a t our Re nofLa ke T a hoe , Ne va da he a dqua rte rs . Re no
ha s it a ll and our c ompa ny is booming!
We a re a roc k solid medica l c ompa ny expe rie nc ing tremendous growth. We ha ve a n e xtre me ly s trong work e thic a nd
are s ee king profes s ionals of the highe s t c alibe r. Come join
our Re no ma na ge me nt te a m in this c are e r opportunity.
Se e king a n a ggre s s ive C o ntrolle r who ha s the knowle dge
and expe rie nc e to ta ke our c ompany to the ne xt le ve l. Mus t
be supe rb at ins tituting and monitoring SDP's. Direc t a ll a spec ts of a cc ounting with an eye toward cost re duction: A/R,
A/P, G/L, ba nking/ve ndor re la tions , le tte rs of c re dit, ris k
ma nage ment, budge ting /fore ca s ting, c a s h ma na ge me nt a nd
ca pita l inves tme nt pla ns . Mus t he fa miliar with a ll a s pec ts
of b a nki ng a nd a n e xpe rt a t projections for ba nk a nd
spre ads he et a nalys is . Qua lifie d c andida te will poss es s 3 -5
,yea rs re la te d e xperience , s trong manage me nt s kills a nd expe rt knowle dge of Mic rosoft Word a nd Exce l. Ma s te rs de gre e or C PA with a n unde rgra dua te de gre e re q uire d. IPO
expe rience pre fe rred.
If you are career oriented, committed to hard work and success
and will ac cept nothing less than e xce llence, Mic roflex is the
employer you have be en seeking. Relocation to Reno, Nevada
required, assistance ava ilable. For confidential conside ration,
pleas e mail or fax your resume with sala ry history to:
Mic ro fle x Me d ic al Cor pora tion
P. O. B ox 32000
Re no, NV 89533. 2000
Fax: (702) 746.6553
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ontinuing
Education
Linda Mitchusson, Editor

IMA-YOUR"BESTPRACTICES"SOURCEOF
CONTINUINGEDUCATION
Organizations that operate according to
the best practices provide quality products and services at reasonable prices.
Successful organizations add value for
their customers by supplying diversity
in their product lines. As the leading
provider of Continuing Professional Education (CPE) in accounting and financial management, IMA offers a wide array of quality educational products,
services, and programs. IMA is continually expanding and updating its education products, offering programs in different locations, and utilizing a variety
of delivery formats. This month's column will highlight IMA Group Study
education programs that are led by
speakers, instructors, or facilitators.
The December column will focus on
IMA products and services provided
through alternative delivery systems.
Chapters and Councils. IMA's 24 regional councils and over 300 local chapters
are major providers of CPE. Virtually
all chapters offer at least 10 hours of
Professional Development to their communities each year, and most provide
even more. In addition, many regional
councils offer full -day or half -day seminars at various times throughout the
year. Chapter and council programs
are a low -cost way for members to obtain CPE because travel and lodging
expenses, as well as time away from
the office, are minimized. Some IMA
chapters and councils also sponsor
CMA/CFM review courses. The format
of these review cources varies from instructor -led classes to facilitated inter72
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active workshops. CMA/CFM review
courses allow members to earn CPE
while preparing for certification.
Regional Education Assistance Programs (REAP). In this program, chapters and councils co- sponsor CPE with
the IMA national office to bring quality
programs to all areas of the country at
minimal cost to participants. These
one -day courses present the latest information, methods, and technology in
accounting, finance, management, and
advisory services. REAP courses are
updated continuously, and instructors
are carefully selected based on presentation skills and practical experience.
Courses combine lecture, discussion,
interactive exercises, and case studies
to provide maximum learning opportunities. The May 1996 issue of this column contains more information on the
REAP program. A catalog of courses is
available by calling Marie Cardinale at
1- 800 - 638 -4427, Ext. 189.
Annual Conference. Every June, IMA
hosts a four -day conference that brings
nationally prominent experts together
to speak on a variety of cutting -edge issues. The conferences are held in different locations each year, and because
members often combine vacations with
the Conference, IMA schedules a full
slate of activities for spouses and children. Attendees can earn up to 30 CPE
hours during the Annual Conference.
The 78th Annual Conference is scheduled for June 22 -25, 1997, in Orlando,
Florida.

In -House Group Study Programs. IMA
provides specialized programs, specifically targeted to our member's employees. IMA in -house programs work well
for companies with 10 or more participants. Most IMA seminars and courses
are available as in -house presentations, and IMA will customize the format and content to meet the needs of
the company.
Executive Education Program. This series of high -level conferences and
workshops provides executive -level education on financial reporting, controllership, cost management, and other leading-edge topics. These
conferences are designed for decision
makers and are scheduled in various
locations during the year.
Continuous Improvement Center (CIC).
The CIC maintains a database and offers workshops on benchmarking of financial and accounting functions.
These workshops are available to both
CIC members and nonmembers. CIC
recently launched its Global Benchmarking System, a user friendly software application that supports data
collection for internal, external, and
best - practices benchmarking.
Member Interest Groups (MIGS). IMA
has two MIGs that focus on key issues
and emerging trends and provide a forum for networking with peers
throughout the nation. IMA publishes
monthly newsletters, sponsors conferences, and conducts roundtables for
MIG members. These interactive
roundtables are structured around critical issues and are led by experts in
the field. Currently, roundtables are
scheduled in April and May 1997. A
Strategic Cost Management Conference will be held in Atlanta in March
1997, and the Controllers Conference
will be in Chicago, May 1997. The September 1996 issue of this column contains more details about MIGs. ■
For more information on any IMA program,
call 1- 800 - 6384427. Information is also available through IMA's web site at
httpJ/ www. rutgers.edulaccounting/raw /ima.
Linda Mitchusson is dean, School of Business, East Central University, Ada, Okla. She
is a former IMA vice president and now serves
as chair of the IMA Committee on Education.
She can be reached by phone, (405) 332 -8000,
ext. 274; fax, (405) 436.5196; or Internet,
lmitchsn@mailclerk.ecok.edu.
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ACTUALLY, TH ER E AR E
SEVERAL OF T HEM.
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expense management is a slow,
painf ul - and very e xpens ive process. The problem is, to fix it
yo u h a v e t o im p a c t p e o p le a t
every level of your organization.
W hic h is w h y re e n gi n e er i n g
t e a m s a t le a d in g co r p o r a t io n s
lik e M o n s a n t o a n d Te x a c o a r e
aut om ati ng

on

XMS,

th e

enterprise Xpense Management
Solution from Portable Software.

W ith XMS you get better finan-

XMS is the c o m p r e h e n s i ve

cial c ontrol. Com pr eh en si ve

solution that works for everyone

data to support decision m ak-

on the team. Acc ounting. Man-

ing an d ve n do r ne g o ti a t io n .

agem ent. I S . And e s p ec i al ly

An d a p r o c e s s th a t 's fa s t e r ,

bu s i ne s s tr ave le rs . Be c a us e

easier and less costly.

face it, without them, no system

See for you rse lf w hy XMS is

is going to fly.

l a n d i ng o n d e s ks all o v er

In fact, our end user component

c o r p o r a t e A m e r i c a . C a ll f o r

is bas ed on Quic k Xpens e, the

m o r e i nf o r m a t i o n . B e t t e r y e t ,

so ft w a re bu s i ne s s tr a ve l er s

as k f o r a f r ee d em o nst ra ti o n.

choos e for them selves.
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Financial
software that
lives up to the
full promise of

And our object - oriented tools allow you to easily

One philosophy that

handle the uncertain requirements of the future.

successful financial officers

That means the accounting standards you set

share is, "the buck stops

today will last well into tomorrow.

here." Today, there's one

client/server.

company putting that attitude

Best of all, we deliver something you won't
find in any other client /server software —

to work in creating financial
software that gives you true accountability where

accountability that's backed up in writing.

others can only offer the same old promises

Flexilnternational offers full upfront disclosure

and excuses.

of current and future product capabilities and
comprehensive support programs that accept

Flexilnternational Software delivers proven

mainframe- caliber performance (independently

full responsibility for getting you up and running

benchmarked at 2.4 million transactions per hour)

and keeping you there.

and features to client /server — providing the most

Connect with a company that won't pass the

functional and scalable solutions currently available.

buck. Call 1 -800- 457 -3361 today to find out

Ultimate accountability means more than Fortune

more about FlexiFinancials: FlexiLedger,

100 features like global consolidation via our

FlexiPayables, Flex Receivables, FlexiAssets

60- position chart of accounts key. It means the

and FlexiPurchasing.
0

fundamental integrity of our design.

e
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Our true client /server architecture accommodates
F1,

whatever mix of leading databases, networks,

I Software, ice.

- ?ient!Serwrsolhtf.ons orr

hardware and operating systems you use now.
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